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FOREWORD

This Agricultural Management and Economics curriculum guide represents a major revision of the
Aaricultural Management and Economics guide (Volume 9 Number 2). Revision of this guide was
suggested by the MVATA Teaching Aids Committee. The Agricultural Management and
Economics Advisory Committee suggested the topics to be discussed and reviewed the materials.
A student reference has been developed for Uniis i, Il, and IV. The Missouri Farm Planning
Handbook (Manual 75) is the student reference for Unit Ill.

It is no longer appropriate sound to teach only the specific facts relating to production
agriculture.  Our teaching approach needs to be broadened by blending agribusiness with the
production aspects cf agriculture. Although some of the concepts presented in this guide have
been traditionally associated with an agribusiness operation, the principles may also apply to the
operation of the farm business. The term agricultural business, used throughout this guide,
refers to all businesses in agriculture, inciuding the farming operation.

The guide consists of four units as follows: Unit I-Economic Principles In Agriculture; Unit |-
-Business Management; Unit lll-Planning the Farm Business; and Unit IV--Operating the Agri-
cultural Busingss. Check the Table of Contents for a detailed listing of lessons. The section in
each unit titled “Getting Ready for this Unit" contains important teaching information. The
*Contents” secilon in each unit contains objectives, competencies, referances, and a competency
profile.

During the summer of 1981, the Missouri State Board of Education formally adopted the concept
of “Instructional Management Systems® (IMS) as a priority for the 1981-82 school year. The
Missouri Commissioner of Education described the IMS concept as a practical way of “"organizing
for excellence® in education. To meet the demand for greater productivity and accountability,
Dr. Frank Drake, Director of Vocational Education, applied the elements of IMS to form the
"Vocational Instructional Managemeat System* (VIMS). The VIMS process provides a framework
to use in planning and organizing to assure excellence In Missouri’s vocational educational
system by focusing greater attention on the management of teaching and learning.

This guide incorporates the needed component parts to ald agriculture teachers In the Implemen-
tation of VIMS. For ease of use, psiformance objectives and competencies have been Included
at the beginning of each unit, as well as being incorporated within each lesson. A competency
profile has also beenprovided in each unit for convenient record keeping.

Bob R. Stewart, Professor and
Coordinator

Agricultural Education

University of Missouri-Columbia

Terry Heiman, Director

Agricuitural Education

Department of Elementary and
Secondary Education
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AGRICULTURAL MANAGEMENT AND ECONOMICS

UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE

Economic principles are Important regardless of the farm or agribusiness operation.
An understanding of economic principles must be carried to the application stage if

GETTING READY FOR THIS UNIT

sound decision-making is to result.

Throughout this unit examples have been Included; however, the Instructor
Sample answers have been provided for many
The instructor should provide local data (l.e. local market

encouraged to provide local examples.
of the asslgnment shests.

prices) where applicable.

CONTENTS
Lesson 1—-The Principle of DiminishingRetums. . . . . . . . . .. .. ... ... ...
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TM1.3:  Blank Graph
TM1.4:  Effects of Hiring Additional Employees in a Lawn Mowirg Service
AS1.1: HogHouses
AS1.2:  Blank Graph
AS 1.3: Effects of Hiring Additlonal Employees in a Lawn Mowing Service
AS 1.4 How Heavy Should | Feed Markcs Hogs?
Lesson2-FixedandVarableCosts. . . . . . . . . . . . . . .. . . . ...,
TM2.1:  Fixed and Variable Costs
TM22: Classification of Costs
TM23:  Total Cost
TM24: Time Relationships
AS 2.1:  Classification of Costs
AS22: Fixed/Variable Costs
Llesson3-Substitutionofinputs . . . . . . . . ... ... ...
HO 3.1:  Substitution Equivalents for Feeds
TM3.1:  Substitution
TM3.2:  Substituting Silage for Com
AS 3.1:  Substituting Silage for Com
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AS3.3:  Substitution of Hay for Corn in Steer Ration
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TMS5.4:  Blank Graph

TMS5.5:  Supply Price Elasticity
TMS.6: Demand Price Elastlcity '

AS5.1:  Supply and Demand Curves
Lesson6-TimeValueofMoney . . . . . . . .. .. . ... ... .. ... 1-101

HO6.1:  Future Value at Compound Interest

HO6.2:  Future Valie of Annulty of $1

HO6.3: Present Value of $1

HO6.4: Present Value of Annuity of $1

HO6.5: Annual Amortization Table

AS6.1:  Time Value of Money

AS6.2:  Present Value

AS6.3: Amoriization

AS6.4:  Profitabllity

OBJECTIVES

1. The student will be able to determine the polnt of maximum net retumns (profit} yiven a
sample list of Inputs and outputs and the prices of each.

2. The student will be able to determine the per unit fixed and variable costs of producing a
given output (product).

3. The student wil be able to determine the most profitable amount of substitution for inputs
and/or outputs In agricultural enterprises.

4. The student wil be able to Identfy the opportunity cost of chooslrg one economic
altemnative over another. 0

5. The student will determine how supply and demand Interact to determine the price of
. agricultural commoditles.

6.  The student will be able to determine the effect that time has on the value of money.

NOTE: Percent of accuracy should be set by Instructors to reflect passing grades within thelr
school systems.

COMPETENCIES
1. Determine the point of maximum profit.

2. Determine the fixed and variable costs of production and use the fixed/variable concepts In
making business declslons.

3. Deiermine when substitution Is deslrable and what Is the most profitable level of
substitutlon.

4. Determine the opportunity cost of choosing varlous business alternatives.

5. Determine the resulting change In price of commodities when shifts In supply and demand
take place.

6.  Determine the effects of the time value of money on business Investments and declslons. .

11




MOTIVATIONAL TECHNIQUE OR INTEREST APPROACH

1.

Ask students how a football coach decides which play to run In a football game. ¢'hat
play would be best if it was third down and two yards to go? Would the suggested play
be different if the down was third and fifteen? What factors does a coach convider when
making such decisions?

2. Ask stidents what they would do In a basketball game in which they trailed by two points
with seven seconds left. If you called time-out, what play would you send in? Would you
try for a three-point shot to win the game, a two-point shot to tle the game, or drive to
the basket and try to draw a foul? What factars should you consider in making sucn a
declsion?

3. Aseume you received $100 from your grandparents for your birthday. What would you do
with the money? What would your grandparents iike you to do with the money? What
wouid your parents (or guardians) prefer? Why are the preferences of each different?

4. Develop a discusslon of an agricultural business that Is going to manufacture and sell a
new line of pet food. Ask the students questions relating to the profit maximizing
principles of economics. Possible questions follow.

a)  What Is the bottom line goal of addIng the pet food line?

b) How wil the business determine the appropriate production and sales capacity of the
product line?

c) How will the business de.ide the minimum ;. .oduction and sales needed to break even?

d) What arethe considerations the company will face in terms of financing the new line?

e) Wtat will need to be considered in terms of this new line's effect on present company
operations?

EVALUATION

1. Give short, oblective tests following each lesson and a more in-depth objective test at the
conclusion of the unit.

2. Observe the changes In behavior as @vidence of an improved ability of students to deal
with problems in this unit using background acquired from eariler units.

3. Observe students’ attempts to solve similar problems In their supervised occupational
experience programs.

REFERENCES AND MATERIALS

1. Studes.t Reference-

a)  Agricyltural Management and Economics (Student Reference). University of Missouri-
Columbla: Instructional Materials Laboratory, 1987. Unit|.
2. Teacher References

a)  Agricultural Marketing Principles. Ohio State University, 1972.

b) Baker, Richard L., ed.  Proft-Maximizing Principles. Ohio State University, 1970.
(Avai~ble from the Instructional Materials Laroratory)
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a)

h)

Farm_Business Management Analysis.  University of Missour-Columbia: Instructional
Materials Laboratory, 1984. Units ! and il

. University of Missouri-Columbla Extension Division agricuitural pubiication

1)  G00450: How to Shop for Life Insurance

Mortensor, W.P.; RA. Luening. The_Farm_ Management Handbook. 5th ed. Danviile,
IL: Interstate Publishers, 1972.

Osburn, Donald D.; Kenneth C. Schnesberger. Modem Agricultyral Management. 2nd

ed. Reston, VA: Reston Publishing Co Inc., 1983.

Schneeberger, Kenneth C.; Donald D. Osbum. Farm Management Manual. 2nd ed.
Danviile, IL: Interstate Printer and Pubiishers, 1978.

Steward, Jim; Raleigh Jobes. Farm_and Ranch Business Management. Moiine, IL:

Deere and Company, 1985.




AGRICULTURAL MANAGEMENT AND ECONOMICS
UNIT | - ECONOMIC PRINCIPLES IN ARRICULTURE
MAJOR COMPETENCY PROFILE

Directions: Evaluate the student by checking the appropriate number or letter to indicate the
degree of competency. The rating for each task should reflect employability
readiriess rather than the grades given in class.

Rating Scale:

3 Mastered - can work independently with no supervision
2 Requires Supervision can perform job completely with iimited supervision
1 Not Mastered - requires instruction and close supervision
N No Exposure - no experience or knowledge in this area
3|2(1|N

Economic Principles in Agriculture

1. Determine the point of maximum profit.

2. Determine the fixed and variable costs of production and use the fixed/variable
concepts in making business decisions.

3. Determine when substitution is desirable and what is the most profitable level of
substitution.

4. Determine the opportunity cost of choosing various business alternatives.

5. Determine the resulting change in price of commodities when shifts in supply and
demand take place.

6. Determine the effects of the tima value of money on busiriess investments and
decisions.

14
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’ UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE
Lesson I: The Principle of Diminishing Returns
Objective: The student will be able to determine the point of maximum net returns
(profit) given a sample list of inputs and outputs and the prices of each.
Study Questions

l. Define the following terms: total product (TP), marginal product (MP),
and average product (AP).

2.  What are diminishing physical returns?
3. What are diminishing economic returns?
4. At what point is maximum profit reached?

S.  What is the difference between the point of maximum preduction and the
point of maximum profit?

Student References
Ie Agricultural  Management and Economics (Student Reference).

Uriversity of Missouri-Columbia: Instructional Materials Laboratory,
1987. Unitl.

2. Handout
a) HO l.l: Economic Terms
3.  Assignment Sheets

a AS l.I: Hog Houses

b) AS i.2: Blank Graph

c) AS 1.3s Effects of Hiring Additional Employees in a Lawn
Mowing Service

d AS l4:  How Heavy Should | Feed Market Hogs?

Teacher References

I. Baker, Richard L., ed. Profit-Maximizing Principles. Ohio State
University, 1970.

2.  Osburn, Donald D.; Kenneth C. Schneeberger. Modern Agricultural
Management, 2nd ed. Reston, VA: Reston Publishing Co., Inc., 1983.




Transparency Masters

a TM l.: Production Function

b) TM 1.2z Hog Houses

c) TM L3: Blank Graph

d) TM l.4: Effects of Hiring Additional Employees in a Lawn
Mowing Service

18




UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE

Lesson I:  The Principle of Diminishing Returns

TEACHING PROCEDURES

A.

Introduction

This unit provides the basic tools used for decision making in every type of
agricuitural business. Economic principles are important to all businesses in
agriculture.

Motivation

Develop a situation appealing to students. An example could be a student who
is hungry for hamburgers. Draw charts or graphs to show how much hunger is
satisfied with each hamburger. Ask the students the following questions:

.  How many hamburgers can you eat?

How much satisfaction would you get from the first hamburger?
. ls the second hamburger as good as the first?

. How many hamburgers will it take to give you 100 percent satisfaction?

O W N

. What happens if you continue to eat after 100 percent satisfaction?

NOTE: Use local examples in this lesson whenever possible. You may want to
review motivation in Profit-Maximizing Principles.

Assignment
Supervised study
Discussion

Ql. Define the following terms: total product (TP), marginal product (MP),
and average product (AP).

Al. 1) Total product is the total output or yield.
2)  Marginal product is the change in output resulting from each
additional unit of input.
3) Average product is the amount of output produced divided by the
number of units of input.

Ask students to discuss the definitions of TP, MP, and AP, and then to
discuss the following relationships on the production function. (TM I.1)

) As TP is increasing at an increasing rate, MP and AP are also
increasing, but AP is lower than MP.
2) As TP continues to increase, MP begins to decrease, then AP
begins decreasing.
19
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Q2.
A2,

Q3.
A3.

3)  When MP and AP cross, the TP is increasing at a decreasing rate.

4)  When TP is at a maximum level, MP equals zero, and AP is still
pnsitive.

5)  Once MP becomes negative, TP begins decreasing.

What are diminishing physical returns?

The principle of diminishing physical returns states that at some point in
time the marginal product decreases with each additional unit of input.

Ask students to discuss possible meanings of the principle of diminishing
returns. Then work through examples as a group with your guidance.
Remind students that they are looking at only one variable in the
examples, but diminishing returns often involves several variables. Work
through TM 1.2 (AS I.1) with students. Graph TP, AP, MP on TM 1.3 (AS
1.2) and compere it with TM l.l. TM 1.4 and AS 1.3-1.4 can be used as
further examples. Also distribute HO 1.1, the list of key terms, and
review them with the students. Use only those terms appropriate for
this question. Review the remaining terms under the appropriate study
questions.

1) Key terms (HO 1.1)
2)  Steps for completing diminishing physical returns charts

a Calculate the marginal input for each level of production
(i.e., the difference between the initial amount and the next
level of input).

b)  Calculate the marginal product (MP) for each level of
production (i.e., the difference between the initial amount
and the next level of production).

c) Calculate the average product (AP) for each level of
production (i.e., the total product (TP) divided by the total
number of units of input).

What are diminishing economic returns?

The principle of diminishing economic returins states that beyond some
point marginal economic returns decrease with each additional unit of

input.

Ask students to discuss the meaning of the principle of diminishing
economic returns. It may be helpful to review definitions of terms and
the steps in completing a diminishing economic returns schedule.

) Key terms (HO 1.1)

NOTE: Be sure to explain the difference between marginal input
cost (MIC) and marginal revenue product (MRP).

2)  Steps for completing diminishing economic returns charts (Work
through an example using TM 1.2,
a)  Caleulate TC (total cost) for each level of input. (i.e., units
of input multiplied by cost per unit).
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Q4.
Alb.

Q5.

b)  Calculate marginal input cost for each level.

MIC = change in cost (3)

change in input

c)  Calculate TR (total return) for each level of production (i.e.,
the units of output times the price per unit).
d)  Caleulate marginal revenue product (MRP) for each level.

= change in revenye
MRP c‘FEnang'—“e m‘_f‘meu {marginal input)

NOTE: It is suggested that the student graph the TR, MIC
and MRP curves on AS 1.2 (with the TP, AP and MF curves),
then the instructor can graph them on TM 1.3. Next, work
through another example with TM 1.4,

At what point is maximum profit reached?

Maximum profit occurs when net economic returns are at their greatest
point. .

MIC = MRP

Ask students to discuss at what point they would produce if they were

managing a business. Use the completed examples from other study
questions. (TM 1.2 and TM 1.3) :

What is the difference between the point of maximum production and the
point of maximum profit?

1) Maximum production is when production is at its highest possible
level.

2)  Maximum profit is when net economic returns are at their greatest

3)  Maximum profit always occurs at a point of production that is
lower than maximum production.

Ask students to discuss the difference between maximum production and
maximum prcfit. (TM 1.1 or TM 1.3)

Other activities

It is suggested that the students work through several more examples. A
sample problem is given in AS |.4.

Conclusion

After a certain point, the economic returns for each successive unit of
variable resource added to a unit of fixed resource tend to decline. However,
one should continue adding inputs as long as MIC<K MRP. In order to receive
maximum profit, expand production until MIC = MRP,




H. Competency

.Determine the point of maximum profit.
l. Answers to Evaiuaticn

Irrigated  Fertilizer Marginal Marginal Bus./Acre Marginal Marginal

Input Input (TP) " Product Revenue
Cost Product

Yes 0 XXX XXX 102 XXX XXX
Yes | I 7.20 122 20 40
Yes 2 I 7.20 137 15 30
Yes 3 _ 7.2 146 9 I8
Yes 4 r 71.20 152 6 17—
No 0 XXX XXX 85 XXX XXX
No | 1 7.20 97 A2 2
No 2 1 7.20 105 8 16
No 3 I 7.20 109 4 8
No 4 T T3 ilo T

Il. B

2. E

3. D

4, D

5. B

J.  Answers to Assignment Sheets

AS Lul: No.of  No.of fog

Workers houses/day MI AP MP TR MRP TC MIC
1 5 xx | \§ | xxx | 757 xxx 4O | xxx
2 1.4 1 {7 9|70 45| 90| 40
3 3.9 I 113 235]18s]|125 [120 | 40
4 5.2 I [ L3] 1.3]1260] &5 | 160 40
5 6.2 1 |12 1.0|3l0| SO [200| 40
6 6.8 I [ .6]340| 30 [240| 40
7 6.6 119 |-.2|330|-l0 || 40

Workers will be paid $40/day.

Return to laber from hog houses will be $50 each.

How many work::3 are needed? __O_ ( meP > VVIIC)

I-6
22




7 e ans
3 6 . T
‘ AS 1.2: £ 4
o st 4
‘ o v
2 4 Z
5
3
2 /
1 S in
0 1 2 38 4 s 6 B T
Units of Input
Total Product
Margitial Product s= e e e o ww o «.
Average Product eeeececcee cececesedcane
AS 1.3
TP No.
‘ No. of of Lawns
Workers|per Week| MI | AP | MP | TR |[MRP| TC (MIC
1 12 [ | 122112 |180 |xxx2|50 |xxx
2 25 I 112.5| 13 1375|195 |100 | 50
3 35 [ {n.6| 10 1525|150 | /50 | 50
4 44 I {11 | 9 |660|135 20050
5 50 [ {lo | & [750| 90 |250 |50
6 55 | 192 5 |g25| 75 |300 |50
7 58 | 1§31 32 |870|45 |350|50
8 60 I 7.5 & (900|230 |00 | 50
9 61 [ |63 | 1 (95|15 |450| 50
10 60 |/ |6 |- |00 |15 |00 |50
Employee Salary  $50 per week
Income Per Lawn $15 per lawn
e (Use prices that reflect local situations.)
How many workers should I hire? __6 workers
Q 2
-7




AS 1.4:

How Heavy Should I Feed
Market Hogs ?

TP = MI=Added
Weight Lbs. of
of Hogs | AP Feed Fed | MP | TR |MRP| TC | MIC

180# A 650# xxx| 3 |xxx|959x x x

190# | .23 44# 10 | 95.5|4.50 246 3.95
200# | .22 45# 10 | 9 |450|57.414.05
210¢ | .zl 46# 10 194.514.5070.65|%.14
220# |, ZI 474 10 197.0 | 4.50|74.95{4.253

230# | .20 49% 10 |35 14.50 |79.29] 4. Y1
240 | . /9 51# 10 |jofi014.50 |¢2554.59
250¢ | .19 52 10 |12:5|4.50 |gg.56| 4-68
260% | ./9 53# 10 |17.¢14-50 |63.33| 471

Use $45./cwt and $.09/1b feed prices.

Recalculate with current prices. (Don'’t forget weight
discounts)

230 (bs. (MRP = mIC)

Up to what weight should I feed the hogs?




UNIT | - ECONOMIC PRINCIPLES iN AGRICULTURE  Name

Lessor I3 The Principle of Diminishing Returns Date

EVALUATION

Using the following information, calculate the Ml, MIC, MP, and MRP for each of
the test plots. These numbers will then be used to answer the following questions.

THE SITUATION:

The Snake River Flats FFA Chapter decided to run a fertilizer trial using their
chapter corn plot. They divided the field into ten equal size plots. Five plots were
irrigated and five were not. They applied different amounts of fertilizer to each of
the plots. ’

Irrigated  Fertilizer Marginal Marginal Bus./Acre Marginal Marginal

Input Input (TP) Product Revenue
Cost Product
Yes 0 XXX XXX 102 XXX XXX
Yes | . 122
Yes 2 o 137
Yes 3 L {46
Yes 4 . 152
No 0 XXX XXX 85 XXX XXX
No | . 97
No 2 . 105
No 3 . 109
No 4 . 110

Each test plot contained one acre. Each unit of fertilizer weighed 40 pounds.
Circle the letter of the best answer.

I.If fertilizer costs I8 cents per pound, what is the marginal input cost of one

unit?

a 18¢ times yield -

b 18¢ times 40 pounds

c.  |8¢ times change in yield

d It is different for irrigated and nonirrigated.
e Not enough information given

}




2. If the expected corn price is ! per bushel, what is 1he most profitable level of
fertilization for irrigated corn?

a. Ounits
b. I unit

C. 2 units
d. 3 units
e. 4 units

3. If the expected price of corn is $2 per bushel, what is the most profitable level
of fertilization for nonirrigated corn?

a. Ounits
b. I unit

c. 2 units
d. 3 units
e. 4 units

4. Which of the following items would tend to increase the profit-maximizing
level of fertilizer?

a. Lower fertilizer price

b.  Higher expected corn price
¢.  Irrigating

d.  All of above

5. If the FFA chapter plarstoc . *we producing corn with irrigation cost at $50
per acre, which of the f_llowing should they produce?

a. lrrigated corn with 3 units of fertilizer
b.  Irrigated corn with 4 units of fertilizer
c.  Nonirrigated corn with 3 units of fertilizer
d.  Nonirrigated corn with & units of fertilizer




HO L.l
ECONOMIC TERMS

Cost of Production: monetary outlay for the fixed and voriable input factors needed
to obtain output

Diminishing: decreasing

Diminishing Physical Returns: marginal outputs decreasing with each additional unit
of input

Fixed Input: a factor whose quantity is given and not subject to variation by the
producing unit during the time period in question

Input: a factor of production or basic resource; may be fixed or variable in nature

Marginal: the change or difference between two factors

Marginal Cost: the change in total cost, or total variable cost, due to one-unit
change in output '

Marginal Input Cost: the change in total cost or total variable cost, due to one-unit
. change in input

Marginal product: also known as marginal yield

Marginal revenue: the chaﬁge in total return due to one-unit change in output

Marginal revenue product: the change in total revenue due to one-unit change in
input

Net Returns: profit

Output: wunit of production resuliing from the combinction of variable and fixed
inp.'ts

Point of maximum profit: marginal cost equals marginal revenue and marginul input
cost equals marginal revenue product

Production: the combining of inputs to yield output
Profit: the financial returns after all costs have been paid

Total Cost: the sum of the cost of variable inputs and the cost of the fixed inputs at
any given level of production

Total product: also known as total yield

Total returns: total of all receipts from a proiect before expenses are deducted




®  Production Function

h N

Units of Output

1 2 3 4 5 6 7
Units of Input

Total ProduC! smcmc—————
Average Product $0000000000000000000000

™ 1.1

Note: Data for this graph is from the situation presented in TM 1.2.

28
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Hog Houses

Betty Gotrich, owner of the Do Rite Construction Company, has compiled
the following data about the relationship between the number of workers
she has and the number of portable hog houses she can build in one day.

Return to labor from hog houses will be $50 each.

How many workers are rieeded?

ERIC

Full Tt Provided by ERIC.

No. of No. of hog
Workers houses/day MI AP MF TR MRP TC MIC
1 5 XXX XXX XXX XXX
2 1.4 1
-3 3.9 1
0 4 5.2 1
5 6.2 1
6 6.8 -1
7 6.6 1
Workers will be paid $40/day.

©9
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T™ 1.4

: BS13

@ Eiffects of Hiring Additional Employees in
' a Lawn Mowing Service

(TP) No. -
No. of of Lawns
Workers|per Week| MI | AP | MP | TR | MRP| TC |MIC

12 XXX XXX
25

35
44
50

55
58
60

61

60

WO ORI O U D W DD —

T
o

Employee Salary - $50 per week
Income Per Lawn| _ $15 per lawn

(Use prices that reflect local situations.)

G How many workers should I hire?

"<
ol
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AS 1.4

How Heavy Should I Feed
Market Hogs ?

TP = MI=Added

Weight | . Lbs. of

of Hogs | AP Feed Fed | MP | TR | MRP| TC | MIC
180+# 650# X XX X X X XXX
190# 44#
200# 45#
210# 46#

Q 220# 47#

230# 49#
240# 51#
o>0# 52#
260# 53#

Use $45./cwt and $.09/1b feed prices.

Recalculate with current prices. (Don’t forget weight
discounts) ’

Up to what weight should I feed the hogs?

32
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UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE

Lesson 2: Fixed and Variable Costs

Objective: The student will be able to determine the per unit fixed and variable

costs of producing a given output (product).

Study Questions

l.
2.
3.
4.
S.
6.
7.

What are fixed cosis?

What are the five types of fixed costs?

What are variable costs?

When do variable costs become fixed?

How is the total cost calculated?

How can per-unit cost figures be used to make decisions?
What is the difference between the short and long run?

. Student References

Agricultural _Management dnd  Economics  (Student Rererence).
University cl>f Missouri-Columbia:  Instructional Materials Laboratory,
1987. Unit I.

Assignment Sheets

a) AS 2.1t Classification of Costs
b) AS 2.2: Fixed/Variable Costs

Teacher References

Baker, Richard L., ed. Profit-Maximizing Principles. Ohio State
University, {970. .

Schneeberger, Kenneth; Donald Osburn. Farm Management Manual. 2nd
ed. Danville, IL: Interstate Printer and Publishers, 1978.

Osburn, Donald D.; Kenneth C. Schneeberger. Modern Agricultural
Management. 2nd ed. Reston, VA: Reston Publishing Co., Inc., 1983.

Transparency Masters
a) TM 2.1: Fixed and Variable Costs
b) TM 2.2 Classification of Costs

c) TM 2.3: Total Cost
d) TM 2.4: Time Relationships

33
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UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE

Lesson 2: Fixed and Var:able Costs

TEACHING PROCEDURES

A.

Review

Review the previous lesson.

Motivation

Develop a situation that will be appealing to the students. An example could
be the costs of operating a car. You may develop a list of the costs of
operating a car on the board by using these leading questions.

How many of you own a car?

2.  How many of you drive the family car?

3. If you drive the family car, what costs do you have to pay? (Develop a
list on the board.)

4. If you own a car, what costs do you have to pay? (Develop a list on the
board.)

5.  Are all the costs of operating a car alike?

6.  What will be the cost of oil to you if you do not drive the =ar next year?

7. What will be the interest cost at 10 percent on $4,000 if you do not drive
the car next year?

8.  What other costs are associated with owning and operatfing a car? (List
on board.)
NOTE: Classify the costs as fixed or variable.

Assignment

Supervised study

Discussion

Ql. What are fixed costs?

Al. Fixed costs are incurred regardless of the level of production or use.

Ask students to discuss the meaning of fixed costs. Try to get them to
associate fixed with constant. Remind students that the goal cf any
business is to maximize profit.

34

1-25




5 8

-

Q3.

A4,

AS.

Q8.
Aé.

1)  Fixed costs are costs that remain constant (such as depreciation,
taxes, etc.) regardless of the level of production

2)  They are expenses that have to be paid on a regular basis.

3) Sometimes fixed costs are referred to as ownership or overhead
costs. '

What are the five types of fixed costs?

The DIRTI Five are:
Depreciation
Interest
Repairs (shelter)
Taxes
Insurance

Ask students to discuss what types of costs they would classify as fixed.
What are variable costs?

Variable costs change in direct relationship with the level of production
or the amount of use.

Ask students to discuss the meaning of variable costs. Also ask students
to classify the costs as fixed or variable costs in several examples. One
example of variable costs would be the amount of fuel used in a tractor.
The fuel consumption would be in direct relationship with the use of the
tracter. (Use TM 2.1, TM 2.2 and AS 2.1)

When do variable costs become fixed?

Once an item has been purchased it becomes a fixed cost. The money
has been spent and cannot be spent elsewhere.

Have students discuss this and think of various examples such as the cost
of seed corn becoming fixed after it has been planted.

How is the total cost calculated?

Total costs are equal to the fixed costs plus the variable costs.

Ask students to discuss how total costs are calculated. Then calculate
the total costs related to the information given in AS 2.2. (Instructors
may wish to substitute data from their area.) (TM 2.3)

How can per-unit cost figures be used to make decisions?

Per-unit cost figures are used because they reduce the values to equal
units such as tons, acres, or bushels.

Ask students to discuss the importance of average variable cost (AVC),
average fixed cost (AFC), and average total cost (ATC).

35




G7.
A7.

N Avc= L&

(S

2) AFC = .T%‘E
3) ATC = Ié:‘

4)  The per unit cost curves may be more important in decision making
than the total cost curves.

a) The feed store operator wants the cost of purchasing,
processing, handli..g, and storing a hundred-weight of feed
stuffs to be less than the price the feed is expected to sell
for.

b)  The livesiock or poultry feeder is interested in the cost per
pound of grain.

5)  In general, most producers are interested in having low per unit
cost in relation to the units they are selling.

What is the difference between the short and long run?

1)  The short run is a period during which certain inputs, or resources,
are fixed and some are variable. :
2)  In the long run all resources are variable.

Ask students to discuss the influence of fixed and variable costs on the
short and long run decisions. (TM 2.4)

1) Short run
a)  Only those inputs considered to be variable may be changed.
(1) Livestock medicine
(2) Feed ingredients
(3)  Number of hours worked
(4)  Amount of gas used
b) Fixed resources cause the number of alternatives to be
limited by being locked into certain uses.
c)  Production will continue as long as variable costs are covered
to minimize losses.
2)  Long run - all resources are variable.
a Amount of land
b)  Size of business
c)  Size and amount of equipment
d)  Type of business
(I)  Turkey hatchery may be converted into a feed mill.
(2) Cattle ranch may be.converted into a dude ranch.

F.  Other activities

It is suggested that an example, such as the operation of a small feed
mill or a cash grain operation, be constructed by the students. Have
students classify costs as fixed or variable, then calculate total cost
(TC). The students should use the same example to plan the use of
resources over a three-year period.
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2. It is also suggested that you purchase and use a computer program by
Hobar, "Vehicle Operating Analysis," which is available from Hobar
Pub(l)icanqns, 1234 Tiller L.ane, St. Paul, MN 55112 or by calling 612/633-
3170.

Conclusion

The manager should consider two types of costs. These costs have direct
effects on business decisions. In the short run, these costs can be classified as
fixed' or variable. Variable costs are very important, because as long as
managers can meet these costs, they will continue to operate. In the long run,
ali costs are variable and will have to be met for the business to succeed.

Competency

Determine the fixed and variable costs of production and use the
fixed/variable concepts in making business decisions.

Answers to Evaluation

.  depreciation

interest

repairs

taxes

insurance
2, fixed
3. ac,f,g
4.  after it is planted
J. to minimize losses
6.  before the item is purthased or in the long run
7.  Depreciation/yr. = $1,063.00

($9,500 - $1,000 = $8,500/8 = $1,063)

Interest on ave. Investment/yr. = $683.C0
(59,500 + $1,000 = $10,500/2 = $5,250 x .13 = $638)

Repairs/yr. = $250.00
Total fixed costs/yr. = $1,996.00

Fixed costs/acre = $6.65

($1,996/300 acre = $6.65)
Labor/acre = $2.33
Tractor's Fuel and Operation/acre = $1.00
Variable costs per acre =" $3.33/acre

Total costs per acre = $9.98
($3.33 var. + $6.65 fixed = $9.98)

8.  $6.00 - 3.33 variable = $2.67
$1,996 fixed/year+$2.67 = 748 acres per year

a3y
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. Jo  Answers to Assignment Sheets
_AS 2.1+ Classification of Costs

Expenses Fixed Costs Variable Costs

Inventory X
Salaries X
Payroll Expenses X
Depreciation
Interest

Supplies
Adbvertising

Taxes
Miscellaneous
Insurance

Repairs
Telephone
Utilities

Principal Payment
Gasoline and Oil

KX X XX
X XX

HKXXX

‘ 1-29




AS 2.2: Fixed and Variable Costs '

FIXED COSTS: : GASOLINE DIESEL
l. Depreciation/yr. 1,346 1,589
2, Interest on Ave. Investment/yr. 565 667
3. Repairs/yr. 300 300
&, Insurance/yr. 300 330

TOTAL FIXED COST/YR. 2,511 2,886
OPERATING COSTS:
I Fuel/mi. 08 0478
2. Lubrication & Gen. Maint./mi. 02 03
TOTAL OPERATING COST/MI. .10 0778

Less Operating Costs mile

Extra Fixed Costs - § 37sg£ear = 16,892 miles per year to justify diesel
2. $2,886 =.2886 (fixed cost/mi.) ‘
+ /0778 (approximate variable cost/mi.)
$  .3664 (total cost/mile)

NOTE: Refigure this problem using a salvage value that you think is
reasonable for a 7-year-old pickup.

NOTE: This problem considers economic depreciation only.

: ~ [-30




‘ UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE Name

Lesson 2: Fixed and Variable Costs Date

EVALUATION
.  List the five types of costs that are classified as fixed. (DIRT! Five)

poaove

2.  Costs that remain constant regardless of the level of production are known as
costs.

3.  Which of the following may be changed during short-run planning?

a. Advertising
b. Depreciation
c. Fuel
d. Insurance
e. Interest
f. Salaries

‘ g. Seed

. h.  Taxes (property)

i All of the above
j+  None of the above

4.  Give an example of when seed corn is a fixed cost.

5.  Why would it pay to operate if total costs are not covered?

6.  Given an example of when depreciation is a variable cost.

40
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Use the foilowing situation to answer questions seven and eight.
A farmer s trying to decide whether or not to purchase a new haybine. He
"generally cuts and bales about 300 acres of hay per year. The haybine is going
fo cost $9,500. The farmer figures the practical life of the haybine fo be
about eight years and that it would only have a trade-in or salvage value of
about $1,000 at the end of that time. Interest on average investment is
figured to be about |3 percent. Repairs caused by age and weather are
estimated by the dealer to be about $250 per year. He can haybine an average
of 3 acres per hour, He figures the cost of his lahor and variable tractor costs
to be about $7 and $3 per hour respectively.
7. How much does it cost to operate the haybine per acre?
Economic Depreciation/year =
*|nterest on ave. Invesiment/year =
Repairs caused by age and weather/year =

Total Fixed Costs per year =

Fixed Costs per acre =

Labor/acre =
Tractor/acre =

Total Variable costs per acre =

Total cost per acre =

*Average Investment = Purchase price + trade in value
2

NQOTE: This problem considers economic depreciation only.

8.  How many acres would he have to use the haybine on to get the cost per acre
down to $6? Assume fixed cost per year remains the same as above.

41
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T™ 2.1

®  Fixed and Variable Costs

VARIABLE FIXED

1 want your monthly

t for
interest paymen
your land and equipment.




Classification of Costs

Expenses Fixed Cost Variable Cost

- Taxes

~Principal Paymeﬁt

Inventory
Salaries —
Payroll Expenses
Depreciation
Interest

Supplies
Advertising

Miscellaneous
Insurance
Repairs —
[elephone
Utilities

Gasoline and Oil

43
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™ 2.3

Total Cost

Total cost, total variable cost, and total fixed cost curves

Incre: sing Productivity |Decreasing Productivity
of Variable Input of Variable Input

Cost (Dollars)

Total Costs

- — . t—
M

Total Variable Costs

Total Fixed Costs
| |

@

Output per Production Period

Source: Modern Agricultural Manaqemen& 4
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Time Relatio:iships

Short Run ® ©

There is insufficient time to vary:amounts of fixed
resources. :

longRin© 0900068 6 .

There is sufficient time to alter fixed resources to
change output. In essence, these fixed resources
become variable. All resources are variable in the
long run.

- ERIC =




AS 2.2

FIXED/VARIABLE COSTS

F armer John needs to buy a pickup and has heard people talking about the new diesel
engines being offered as an option in light farm trucks. He does some checking with
a local dealer and finds that the pickup with the options he needs sells for 9,422
with a gasoline engine and $11,122 with a diesel engine. Both pickups are expected
to last seven years with no salvage value. Diesel fuel costs $1.10 per gallon and
gasoline $1.20 per gallon. John figures it will probably stay in about that
relationship. The gas pickup has an overall miles per galion rating of i5 miles per
gallon ccmpared to 23 miles per gallon for the diesel. Insurance costs $150 every six
months for the gas and $165 every six months for the diesel. The interest rate on
average investment is estimated to be 12 percent. Fixed repairs are estimated at
$300 per year for each pickup. Lubrication and general maintenance is estimated to
be about 2¢ per mile on the gas and 3¢ per mile on the diesel.

. How many miles must John drive in order to justify the diesel?

COST COMPARISON

FIXED COSTS: GASOLINE DIESEL
I Depreciationfyr. -
2 ln’rgresf on Ave. Investment/yr. —_— —_
3. Repairsf/yr. -
4 Insurancefyr. -

TOTALFIXED COST/YR. - .
OPERATING COSTS:
I Fuel/mi. _ -
2, Lubrication & Gen. Maint./mi. -

TOTAL OPERATING COST/MI.

ExtraFixed Costs -$_ /vear - miles per year to justify diesel

Less Operating Costs  $ /mile

2. if John buys the diesel pickup and drives it 10,000 miles per year, what is the

total cost per mile?

46
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UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE

Lesson 3: Substitution of Inputs

Objective: The student will be able to determine the most profitable amount of

substitution for inputs and/or outputs in agricultural enterprises.

Study Questions )
I.  What does substitution mean?
2. How is maximum profit determiined?
3.  Define the various methods of substitution.
4. How is the best rate of substitution calculated?
5. How is the best rate of substitution determined?

Student References

Agricultural Management and Economics (Student Reference).
University of Missouri-Columbia: Instructional Materials Laboratory,
1987. Unit L

Handout

a) HO3.I: Substitution Equivalents for Feed
Assignment Sheets

a) AS3.l:  Substituting Silage for Corn

b) AS3.2:  Substituting Types of Advertising
c) AS3.3: Substitution of Hay for Corn in Steer Ration

Teacher References

Mortenson, W.P.; R.A. Luening. The Farm Management Handbook. 5th
ed. Danville, IL: Interstate Publishers, 1972,

Baker, Richard L., ed. Profit-Maximizing Principles. Ohio State
University, 1970.

Osburn, Donald D.; Kenneth C. Schneeberger. Modern Agricultural
Management. 2nd ed. Reston, VA: Reston Publishing Co., Inc., 1983.
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4. Transparency Masters

a) TM3.d:  Sbstitution Equivalents for Feed
b) TM3.2:  Substituting Silage for Corn




UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE

Lesson 3: Substitution of Inputs

TEACHING PROCEDURES
A. Review
B. Motivation

Develop a situation appealing to students. An example could be a choice
between two different candy bars. You may wish to bring a couple of candy
bars to class and ask students which they would choose. Ask the students e
following questions.

Which type of candy bar do you prefer?

2. If both cost 35¢, which would you buy?

3. If the one not chosen was reduced to 30¢, would you select it over the
other one that is still 35¢?
NOTE: If the students would still select their original choice, keep
reducing the price of the unchosen candy bar.

4. If the price difference remains the same, will you continue te buy the
cheaper candy bar each time?

Assignment

Supervised study

Discussion

Q!.
Al.

Q2.

VWhat does substitution mean?

Substitution is replacing one input with another in an attempt to increase
maximum profit.

Ask students to discuss the meaning of substitution. (TM 3.1}

How is maximum profit determined?

Maximum profit is determined by the best combination of inputs which
are organized in a way so that the managr * can neither add nor subtract
from the business without decreasing profit.

Have the ~lass discuss the meaning of "maximum profit."

1-45
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F.

G.

Q3. Define the various methods of substitution.

A3. 1) Constant substitution - when one resource substitutes for another

at the same rate for each additional unit of input
2) Varigble substifution - when one resource substitutes for part of
another at different rates for each additional unit of input

Ask students to discuss the two types of substitution and work through an
example of each. An example of constant substitution would be corn for
grain sorghum in a swine ration. An example of variable substitution
would be the replacement of workers by machines in many businesses.

Q4. How is the best rate of substitution calculated?
A4 1)  Marginal Rate of Substitution (MRS) = Number of units replaced

Number of units added
2)  Price ratio (PR) = Price of added units
Price of replaced units
(For outputs use net prices.)
3) Best rate of substitution
a) MRS =PR

b)  Number of units replaced = Price of added units
wmber of units added Price of replaced units
Ask students to calculate the rate of substitution for several different
crprisess Use TM 3.2 and AS 3.1 to0 3.3.

&3 How is the best rate of substitution determined?

AS," The Lest level is where the mewginal rate of substifution equals the price
ratio.

Othar activities

It is suggested that the instructor purchase the "Decision Making" computer
program from 1“bar Publications and allow students to use the program
periodically.  dis0, refer students to HO 3.1 for additional study of
subs titution.

Conclusion

Substitution is desirable when a product can be produced with a higher profit
due to the substitution of an input. The profitable level of substitution can be
de’rermjned with “4e use of the substitution ratio and the price ratio.
Competency

Determine when substitution is desirable and what is the most profitable level
of substitution.

Answers to Evaluation

l. ¢

2. b 50
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J.

3. i} Workers #Workers # Machines

Replaced

30
10

20
. 5

15
3

12

0
2
4
6

#Machines
Added

Price ratio = 1,200 for machine = 3.0

400 for worker

The best level is with 2 machines because after that the price ratio will
be larger than the marginal rate of substitution.

4, ¢
5. b

Answers to Assignment Sheets

AS 3.1:

MRS PR

10/2=5 3.0
5/2=25 3.0
3/2=1.5 3.0

Sy.bstituting Silage for Corn

Purchase 600-pound low-choice steers and feed to 1,050

pounds.
Pounds Pounds Pounds Pounds
of of Comn of of Silage
Ration Com Replaced Silage Added MRS PR
,200 XX XX
A 1,950 1 S
B 1,790 160 1,400 LOQ—_._Q_._A
4580 200 7 9
C 1,640 1,600 1S 75
140 200
D 1,500 1,800 — 10 5.
130 _Z2Qa0 =
E 1,370 > 2,000 : S IS
F 2,200 -0 a8

1,250

basis).

Which ration would vou feed?

C

Com costs 4¢ per pound. Silage costs 3¢ per pound (dry

Wiyr WSV bk il ol sl
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AS3.2: Substituting Types of Advertising .

Minutes Minutes of Minutes Minutes of

on Radio Time on TV Time
Combination Radio/Month Replaced TV/Month  Added MRS PR
A 715 5 XX X
505 —>—=Q 10 >——-5L— 4 _>1(L
c 355 >—150 5 —>—=2—— 30 12
D s >—4S >——5——5 2l a2
E 175 S>—12 gy S>—=2—— IS (2,
F 120 S—22— g >—2 ) 17,
. 40 ~>_S 2 2
G 80 20 35 1=
H 50 — 0 S>S—2— ¢ 17

No advertising will produce monthly sales of $10,000. Each advertising
combination produces monthly sales of $30,000. Radio time costs
$15/minute. TV time costs $180/minute.

Which combination of advertising will produce the highest returns for the
business ?

*Figures based on 1986 Advertising rates in Columbia, Missouri.

AS 3.3:

Substitution of Hay for Corn ,
in Steer Ration .

Goal: To maintain 2.2 pound daily gain

Pounds Pounds Pounds Pounds
of of Comn of of Hay
Ration Com Replaced Hay Added MRS PR

A 800 70 250 50 XX XX
B 730 55 300 so -4 €
C 678  4p 350 so L &
D 635 20 400 so & 6
E 605 15 450 sp & &9
F 580 -5 800 gD o .4
G 560 550 4 .4

Corn costs $2.24 per bushel. (4* per pound) Hay costs
$55.00 per ton. (2.75¢ per pound)

Which Ration would you feed? D 0

Why? —ﬂf.%(—?m* MRS =PR
52




‘ UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE Name

Lesson 3:  Substitution of Inputs : Date

EVALUATION
Circle the letter of the correct answer.
. How many items may be substituted for a single input?

d. Only one

b. Very few

¢.  Usually several, depending on what the input is
d. None of the above

2.  When is varicble substitution used?

a.  When one unit of input will take the place of a set amount of another
unit of input

b.  When one unit of input will take the place of different amounts of
another input

c.  When prices are the same

d.  Nore of the above

3. You are the manager of a company and your job is to maximize profit.
‘ Workers for a certain job are paid $400 a week. A new machine can replace
different numbers of workers. It costs $1,200 a week to own and operate.

How many should you buy?

#f Workers #Workers # Machines {#Machines MRS PR
Replaced Added
30 0
20 2

15 4

12 6
4. Purchasing a large piece of machinery in order to reduce the cost recuired to
complete a particular operation is feasible if .
a.  The savings in labor is less than the cost of owning the larger machine
b.  There is sufficient capital available '

c.  The cost of owning the larger machine i< less than the savings in labor
d.  The savings in labor is equal to the cost of owning the iarger machine

] 53
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The reason for using the substitution
combination of feed stuffs to use is

a.  To maximize cost

b.  To maximize profit
c. Toreduce fixed costs
d.  None of the above

[-50

principle in deciding upon the right
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HO 3.1

i —— —

| ® Substitution Equivalents for Feeds

Corn Eq/Bu
Corn 1.0
Oats 5
Barley .8
Grain sorghum 9
Winter wheat 1.1
Millet 1.0
Hay Eq/Ton
, O Hay 1.0
Haylage RS
Hay estab.
(direct) 1.0
Corn silage 333
QOatlage 5
Sorghum silage 333
Stover 1.0
Other forage 1.0

X
(|
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Substitﬁtion

Crosscut Saw vs. Chainsaw
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TM 3.2
 AS3.1

@ Substituting Silage for Corn

Purchase 600-pound low-choice steers and feed to 1,050
pounds.

Pounds Pounds Pounds Pounds
of of Com of of Silage
Ration Com Replaced Silage Added MRS PR

A 1,950 1,200 XXX XXX
B 1,790 —— 1,400 — LT
. C 1,640. —— 1600 —
@ °O 1,500 —— 1,800 ——
E 1,370 —— 2,000 ———
F 1250 —— 2,200 ——

Corn costs 4¢ per pound. Silage costs 3¢ per pound (dry
basis).

Which ration would you feed?

Why? .

03
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Substituting Types of Advertising

Minutes  Minutes of Minutes  Minutes of

on Radio Time on TV Time
Combination Radio/Month Replaced - TV/Month Added MRS PR
A 715 5 XXX XXX
B 505 ——> 0 = — —
c 355 i 15 % _—
D 260 < 20 />' — —
_ E 178 — 25 — —
9 F 120 = 30 —> — —
G g0 —> e -
H 50 —> 0 — -

No advertising will produce monthly sales of $10,000. Each advertising
combination produces monthly sales of $30,000. Radio time costs
$15/minute. TV time costs $180/minute.

Which combination of advertising will produce the highest retu:ns for the
business ?

*Figures based on 1986 Advertising rates in Columbia, Missouri.

60
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@ Substitution of Hay for Corn
~ in Steer Ration

Goal: To maintain 2.2 pound daily gain

~ Pounds Pounds Pounds Pounds
of of Comn of of Hay
Ration = Com Replaced Hay Added MRS PR

A 800 250 XXXXXX
B 730 300
C 675 350
- D 635 400
0 E 605 450
F 580 500
G

560 550

Com costs $2.24 per bushel. (4* per pound) Hay costs
$55.00 per ton. (2.75¢ per pound)

Which Ration would you feed?

Why?

61
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UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE
Lesson 4: Opportunity Costs
Objective: The student will be able to identify the opportunity cost of choosing
one economic alternative over another.
Study Questions
l.  What are opportunity costs?
2.  How are business decisions affected by opportunity costs?
3.  What happens if the manager does not consider opportunity costs?
4. What measures can be used to represent opportunity costs?
Student References
.  Agricultural Management and Economics (Student Reference).

University of Missouri-Columbia: Instructional Materials Laboratory,
1987.

2.  Assignment Sheets

a) AS 4.1: SOE Program
b) AS 4.2: Return on Investment for a Cooperative Store

Teacher References

. Baker, Richard L., ed. Profit-Maximizing Principles. Ohio State
University, 1970.

2.  Schneeberger, Kenneth; Donald Osburn. Farm Management Manual. 2nd
ed. Danville, IL.: Interstate Printer and Publishers, 1978,

3. Osbumn, Donald D.; Kenneth C. Schneeberger. Modern Agricultural
Management. 2nd ed. Reston, VA: Reston Publishing Co., Inc., 1983.

4. Transparency Masters

a) TM 4.1: SOE Program
b) TM 4.2: Fleturn on Investment for a Cooperative Store

62
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UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE

Lesson 4 Opportunity Costs

TEACHING PROCEDURES
A. Review
B. Motivction

Place a doliar on the table. Ask students how they would spend that dollar.
Make a list of the things they would do with it. Show them that once g
decision is made on how to spend the dollar, the opportunity to spend it in
another way is gone.

Assignment
Supervised study

Discussion

Ql. What are opportunity costs?

Al. Opportunity cost is the return that could be obtained if the resource
were used in the next best alternative.

Ask the students to discuss opportunity costs and work through the
examples in TMs 4.1, 4.2 and ASs 4.1, 4.2, .

[)  Opportunity
a) A potential method of increasing income
b) A chance for betterment
2)  Cost
a)  The value paid for an item
b)  The amount given up for the use of something
3)  Opportunity cost for a business is the return that coui.. be obtained
if a resource were used in the next best opportunity.

Q2. How are business decisions affected by opportunity costs?

A2. All business decisions involve limited resources, which are land, labor,
and copital. (Capital includes money and machinery.) Each business
must find the right mixture of these resources to continue earning a
profit.

Ask students to discuss what decisions would be affected by opportunity
costs. Determining the right decisions is affected by opportunity costs.
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Q3. What if the manaqer does not consider rtunity costs? .

A3. If the manager fails to consider opportunity costs of a decision, that
' manager ma, be missing an opportuiiity to break even or make a greater
profit.

Ask students to discuss what will happen if they do not consider
opportunity costs.

Q4. What measures can be used to represent opportunity costs?

A4. 1) Rate of return on investment is used.
2)  Net return is used.

Ask students to discuss what factors can be wused to regpresent
opportunity costs. The rate of return on investment is used when
resources are limited and when the opportunities available require
different amounts of investment. Net return is used when resources are
not a constraint and when the opportunities available require the same
amount of investment.

F.  Other activities

Students can calculate the opportunity costs of several alternatives in Missouri
Farm Planning Handbook (Manual 75).

G. Conclusion Q

All decisions have some costs associated with them, and the opportunity costs
for making those decisions need to be considered. Opportunity cost is the
return that could be obtained if a resource were used in the next best
alternative. The rate of return on investment is a good indicator of which
alternative is the best choice. All decisions that involve the use of scarce
resources are affected by opportunity costs.

‘i Competency
Determine the opportunity cost of choosing various business alternatives.

l. Answers to Evaluation

l. b
2. a
3.

c
4, ¢ $2,950

5.  land, labor, and capital

6.  The opportunity cost for a business is the return that could be obtained if
’ a resource were used in the next best alternative.




. J.  Answers to Assignment Sheets

. AS 4.1
corn 92
soybeans S100
wheat 100
alfalfa 0
pasture 00
AS 4,2:

Return on Investment
for a Cooperative Store

A cooperative dealer has a limited amount of money to
stock the following options. Select the option that would
be the most profitable by calculating the rate of return on

the investment.
Options: y: 1 B C
’ 16’ metal 16’ metal - 16’
tubing gate galvanized wooden
(pipe) gate gate
Expense $70.00 $45.00 $30.00
Return $80.00 $70.00 $40.00
Net Return: (0.00 1500 ]0.00
Rate of

ewmon 418,  SS.S55% 3333%

What is the best option for purchasing farm gates for
resale?

- o
(OF
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UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE Name

Lesson 4 Opportunity Costs Date

EVALUATION

Circle the letter of the best answer.

Which of the following measures can be used to represent opportunity costs
when resources are limited?

a. Net return
b. Rate of return on investment

. & Total return

d. Total expense

Which of the following values could be an opportunity cost?

a. 2,000 net return from steer operation that was not selected

b. 1,500 total return from an alternative that was not selected

c. 200 expense for supplies in an alternative that was not selected
d. 1.25 rate of return on investment for the alternative selected

Opportunity costs are included in which of the following?

a. Cash costs

b. Expenses

¢c.  Noncash costs
d. Returns

What would be- the opportunity cost for selecting Option D if all options
required a $1750 investment?

Option A:  $2,000 net return
Option B:  $2,336 net return
Option C: $2,950 net return
Option D: $3,000 net return

Complete the following short answer questions.

5.

List three limited resources that a manager must try to allocate to the best
alternatives.

a.
b.
c.

Define opportunity costs. .

56
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™ 4.1

AS 4.1

e

¢ | SOE Program

John has rented ten acres from s father for his SOE
program and has to decide what to plant. He tiunks he can
get the following net returns.

Corn $100/acre
; Soybean $ 92/acre
' Wheat $ 60/acre
Alfalfa $ 35/acre
Fescue for Pasture $ 15/acre

@ What is the opportunity cost of the land if John plants:

Comn?

Soybeans?

Wheat? -
Alfalfa? -
Pasture? |

Source: Missouri Farm Planning Handbook (Manual 75), University of Missoufi-
Columbia, College of Agriculture-Extension Division
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® Return on Investment
for a Cooperative Store

A cooperative dealer has a limited amount of nioney to
stock the following options. Select the option that would
be the most profitable by calculating the rate of return on
the investment.

Options: A B C
16’ metal 16’ metal 16’ 3
tubing gate aaivanized wooden
(pipe) gate gate
|
% Expense $70.00 $45.00 $30.00
Retumm $80,00 $70.00 $40.00
Net Retum:
Rate of
Returr on
Investment: - -

What is the best option for purchasing farm gates for
resale?

63
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UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE

Lesson 5: Supply and Demand

Objective: The student will determine how supply and demand interact to determine

the price of agricultural commodities.

Study Questions

Explain the difference between demand end quantity demanded.

2.  Explain the difference between supply and quantity supplied.

3.  What determines price?

4.  Define the Law of Demand and show how it can be illustrated.

5.  What factors may shift the demand curve?

6.  Define the Law of Supply and show how it can be illustrated.

1.  What factors may shift the supply curve?

8.  What is d e point of equilibrium?

9. Define elasticity and the three types of elasticity.
10.  What are the two basic types of gocds demanded by a consumer?
(Optionai)
ll.  How are demand price elasticity and supply price elasticity calculated?
12, What is the importance of determining the demand or supply price

elasticity?

Student References

Agricultural Management and Economics (Student Reference).

University of Missouri-Columbia: Instructional Materials Laboratory,
1987. Unit L.

Handout
a) HOS5.l:  Sources of Supply and Demand Information
Assignment Sheet

a) ASS.l:  Supply and Pemcnd Curves

63
1-73




Teacher References ’

l.  Steward, Jim; Raleigh Jobes. Farm_and Ranch Business Management.
' Moline, IL: Deere and Company, 1985.

2, Agricultural Marketing Principles. Okio State University, 1972,

3.  Transparency Masters

a) TM 5.1:  What Controls Markets?
b) TM 5.2: Shifts in Demand

c) TM 53: Shifts in Supply

d} TM 5.4: Blank Graph

e) TM 5.5: Supply Price Elasticity
f) TM 5.6: Demand Price Elasticity

70
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UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE

Lesson 5: Supply and Demand

TEACHING PROCEDURES
A. Review
B. Motivation ‘

Develop a situation appealing to students considering their backgrounds and
experience.  An example that may be used would be to purchase some
softdrinks, preferably enough for the whole class. Bring the soft drinks to
class and place them in a closed container before students arrive so they will
not be aware of the quantity that you have. Pull the first can out and auction
it off Yo the highest bidder. Have them wait before drinking it. Next, auction
off another can 7o the highest bidder with the same stipulation. Finally pull
the rest of the cans out and try to obtain the highest price for each can sold.
Record all prices and quantities on the board. Return the money to the
students.

NOTE: It is suggested that the instructor gheck with ihe principal concerning
school policy before using the above example. Chewing gum or candy may be
used instead of soft drinks.

Assignment

Supervised study

Discussion

Ql. Explain the difference between demand and quantity demanded,

Al. Demand for a product or commodity is the amount that buyers are
willing and able to purchase at different prices and at a given time and
place. Quantity demanded is how much buyers are willing to buy at each
specific price.

Have students discuss the neaning of demand vs. quaniity demanded.

Q2. Explain the difference between supply and quantity supplied.

A2. Supply is the amount of product or commodity that producers are willing
and able to provide at different prices and a given time and place.
Quantity supplied is how much suppliers are willing and able fo provide
at each specific price.

Have students discuss the meaning of supply vs. quantity supplied.

"1
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Q3.

A4,

What determines price? 0

Pricz is the result of the interaction of the forces of supply and demand.

1) If demand increases without a change in supply, the price will go
w.

2)  If supply increases without a change in demand, the price will drop.

Ask students to discuss hovs price is determined. (TM 5.1) Have students
discuss what happens if either demand or supply changes with the other
being held constant, emphasize effect on price.

Define the Law of Demand ond show how it can be illustrated.

1) The Law of Demand states that when the price of a product is
increased with no change in factors other than price, less product
will be purchased. Also, when the price falls, more product wiil be
purchased,

2) The Law of Demand can be illustrated by a demand schedule and
demand curve as follows:

1.25

1.00

75

83~=4-

50

25 | — D1
|
]
]

1020 | 100 200 300

60

Ask students to discuss the Law of Nemand and graph some sample
demand curves.

What factors may shift the demand curve?

1)  Consumer income - per capita income
2)  Population - number of consumers
3) Individual taste
4)  Competing products
Price

b) Taste
5)  Consumers' expectations
6)  Advertising/promotions

Ask students to discuss the factors that may cause the demand curve *o
shift. (TM 5.2)

1) If the initial demand for barbed wire is D2, the quantity demanded
would be Q, and price would be P2,

2)  If demand shifted to D3, quansity equals Q3, and price = P3.

3)  If demand shifts to Dy, Guantity equals @y and price = Py.

72
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Q.
Aé.

Q7.
A7.

Q8.
A8.

Define the Law of Supply and show how it can be illustrated.

1) The Law of Supply states that when the price of a product is
lowered, assuming there is no change in factors other than price,
less of the product wiil be supplied. Aiso, when the price
increases, more of the prcduct will be supplied.

2)  The law of supply can be illustrated by the following supply curve.

125
1.00
= S1
75
63
.50
25

1030 ! 100 200 300
60

Ask students to discuss the Law of Supply and graph some sample supply
curves using TMs 5.2, 5.3 and AS 5.1. :

What factors may shift the supply curve?

1)  Suppliers' expectations
2)  Natural forces
a) Flood
b) Drought
3)  Availability of storage and peri:o ility of 3.2e product
4)  Change in price of other goods
5)  Advancement in technology
6)  Government programs

Ask students to discuss the factors (supply shifters) that may cause the
supply curve to shift. (TM 5.3)

[)  if the initial supply for roller bearings is S, the quantity supplied
would be Q9, and the price would be P7.

2)  If supply shifts to S, quantity equals Q|, and price equals Pj.

3)  If supply shifts to S3, quantity equals Q3, and price equals P3.

What is the point of equilibrium?

Equilibrium point is the point where the supply and demand curves cross.

Ask students to discuss the point of equilibrium and determine the
market price and quantity using the graphs of supply and demand
completed eorlier. (AS 5.1. TM 5.4)

73
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Q9.
A9.

Qlo.
Al0.

0l I

All.

[) At this point price and quantity can be determined.
2)  Equilibrium price

a)  Represented by the equilibrium point

b)  The price at which demand and supply are equal
3)  If the price is too high

a) gupply will be greater than demand.

b) A surplus will develop.
4)  If the price is too low

a)  Demand will be greater than supply.

b) A shortage will result.
5)  Market clearing

Define elasticity and the three types of elasticity.

1)  Elosticity is the measure of how sensitive the market is to changes
in price or quantity.

2)  The three types of elasticity are elastic, inelastic and unit elastic.
a) Elastic - Change in price is less than the relative change in

quantity.

b) Inelastic - Change in price is greater than the reiative change
in qucntity.

c)  Unit elastic - Thange in price is equal fo the change in
quantity.

Ask students to discuss the elasticity of a market.

[) A gap between supply and demand could be thought of as elastic.
2)  The movement of the supply and demand can be measured as a
percentage against the force that caused the movement.
3)  The gap fluctuates due to several factors.
a)  Ability of products to substitute for each other
b)  Increases or decrecses in supply
c) Increases or decreases in demand
d)  Income changes in the population that buys the product
e)  Price increases or decreases demanded by buyers and sellers

What are the two basic types of goods ¢emanded by a consumer?

) Luxury items - goods or services that are generally considered
nonessential to the zurvival or well-being of an individual

2)  Necessity items - goods or services that are generally considered
essential to the survival or well-being of an individual

Ask students to discuss the classification of items demanded by a
consumer.

How are demand price elasticity and supply price elasticity calculated?

) Demand price elasticity .- % change in qua. itity demarnded
' % change in price

2)  Supply price elasticity = % change in quantity supplied

% change in price

74
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Ask students to discuss the elasticity of prices. (TM 5.5 - 5.6). Demand
price elasticity is the amount of change in demand due to a certain
change in price. Supply price elasticity is the amount of change in
supply due to a certain change in price.

QI2. What is the imporiance of determining the demand or supply price

elasticity? .

Al2. 1)  The demand price elasticity allows us to estimate how much price
will change when the quantity supplied goes up or down.

2) “he supply price elasticity allows us to estimate how much
production will change when the pr'oe joes up or down.

Calculate some demand or supply price elasticities. Ask the students
how they would use these numbers in making business decisions.

Other activites

it is suggected that severa! sources of current trends and facts be cbtained to
increase the students' awareness of the importance of supply and demand.
Several references available from the Missouri Crop and Livestock Reporting
Service are listed on HQ 5.1.

Conclusion

The point where the supply and demand curves cross is known as the point of
equilibrium. At this point the market price can be determined. This point is
caused by the interaction of supply and demand, which is the amount scld or
bought at a given price and at a given time and place. The items available on
the market can be classified as either luxury or necessity items. The
sensitivity of the market to change can be measured and is referred to as
elasticity.

Competency

Determine *he resulting change in price of commoditics when shifts in supply
and demand take piace.

Answers to Evaluation

l. d 10. a
2. d il. b
3. ¢ 12. ¢
4, d 13. d
5. a 4. a
6. ¢ 15. ¢
7. b 16, a
8. b 17. ¢
9, a
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J. Answers to AS 5.1 . 0

80 Supply

80 >

Price $/cord

30 : Demand

20

10 20 30 40 50 60
Quantity offered for sale
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UNIT | - ECONOMIC PRIMNC!PLES IN AGRICULTURE  Name

Lessgn 5:  Supply and Cemand Date -

EVALUATION

Circle the letter of the best answer.

[+ In the diagram shown below, the line which most closely represents a normal
demand curve is line .

a.
b.
c.
d.

d C/b
L
N

Q

aooTon

" 2. The price received for an agricultural commodity is determined by which of
the following .

a.
b.
c.
d.

Supply and unit elasticity

Customer desires and preferences

Demand and family income

Quantity produced and the quantity consumed or purchased

3. If both demand and supply increased equally for an agricultural product, what
will be the results on the quantity of the product sold and the price received?

a.
b.
c.
d.

Thz same quantity will be sold at the same price.

An increased quantity will be sold at a lower price.
An increased quantity will be sold at the same price.
An increased quantity will be sold at a higher price.

4. The higher the price of milk, all other things being equal, the quantity
consumed _ .

a.
b.
c.
d.

Will increase

Will decrease

Will not change

Cannot be predicted from information given

5. When the change in price is greater than the relative change in quantity
produced, an agricultural commodity is said to be .

a.
b.
c.
d.

Inelastic
Elastic

Unitary elastic "
Necessity ("7
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12

Successful advertising increases demand, thus the demand curve for the l
product advertised would be . .

“an Unchanged, but more would be sold at a lower price

b.  Unchanged, but less would be sold at a higher price
c.  Shifted to the right
d.  Shifted to the left

An increase in the supply of an agricultural commodity results in a shift of the
supply curve .

a. Downward te the i»ft
b.  Downward to the 1 .ght
c. Upward to the left

d.  Upward to the right

The amount or quantity of an agricultural product available for sale at a given
price and at a specific place and time is called .

a. Demand

b.  Supply
c. Market
d.  Utility

Relative to demand, most basic agricuitural products tend to be .

a. Inelastic
b. Elastic
c.  Unitary

d.  None of the above

What happens to the equilibrium price of a commodity when the supply
increases and the demand increases?

a. It stays the same.
b. It becomes lower.
c. It becomes higher.
d.  There is not sufficient information available to predict.

— is how responsive the amount of an agricultural product
preduced or consumed would be to a change in price.

a.  Price

b.  Elasticity

c.  Consumption
d.  Supply

As price of an agricultural product increases, the supply .

a.  Decreases

b. Equalizes

c. Increases

d.  Remains unchanged 7 8 O
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14.

15.

is a set of various prices and corresponding quantities of a

particular agricultural commodity that would be purchased at each price.

"a. A supply schedule

b.  An elasticity schedule
c. A quantity schedule
d. A demand schedule

The amount or quantity of a good or service that would be purchased at a
given price and at a specific time and place is called .

a. Demand

b.  Supply
C. Market
d. Utility

The equilibrium price of an agricultural product is the point where .

da. Demand and price are constant

b.  Production is stable at a given price

¢.  Production (supply) is equal 1o consumptica (demand)
d.  Selling price equals purchasing price

The diagram shown below represents which of the faullowing curves?

a. A supply curve

b.  An equilibrium curve

c. A demand curve

d. A unit elasticity curve /

7

The equilibrium price of an agricultural commodity, at a particular point in
time, can be determined by using .

a. The demand schedule

b.  The supply schedule

c. Both the supply curve and the demand curve

d.  Both the demand schedule: and the demand curve

79
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HO 5.1

SOURCES OF SUPPLY AND DEMAND INFORMATION

The following items are available from the Missouri Crop and Livestock Reporting
Service (Missouri Depcrtment of Agriculture, P.O. Box L, Columbia, MO 65291):

* Bi-weekly Crop & Livestock Reporter - contains prices, livestock, dairy
and pouliry production, crop production, farm labor information, special
items of current interest; nublished about the 10th and 25th of each month

*  Annual Crop Summary and Cron Values

*  Weekly Weather and Crop Report - published monthly in winter

*  County Estimates - contains corn, wheat, cotton, soybeans, sorghum, oats, hay

*  County Lgri--acts

*  Farm Facts, Annual - contains a summary of crop and livestock statistics for
Missouri, including county estimates of livestock and major crops
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T™™ 3.1

® What Controls Markets?
| 1

PRICE
Price is the Interaction of the Forces of Supply
and Demand.

When Supply is Heavy, the Price goes Down.

@ When Demand is Heavy, the Price goes Up.

Source: Profitable Farm Management, Hamilton and Bryant
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T 5.3

Shifts in Supply
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@ ® ®
- Supply Price Elasticity

INELASTIC UNIT , ELASTIC

p 0 > - @ we

P

Q Qo

3|

Inelastic - Change in price is greater than the relative change in

quantity provided.
Unit - Change in price is equal to the relative change in quartity
provided.
Elastic . - Change in price is less than the relative change in quantity
| provided.
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Demand Price Elasticity

INELASTIC

-\

UNIT

Inelastic -

Unit -

Elastic
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0,0,

Change in price is greater than the relative change in

quantity pucrchased?

T~

9,0,

Change in price is equal to the relative change in quantity

purchased?

Change in price is less than the relative change in quantity

purchased?
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ASS5.1
® Supply and Demand Curves
Supply of Firewood Demand for Firewood
Cozds offered
Price/Cord for sale Price/Cord Cords purchased
75 45 75 5
65 35 65 15
55 25 55 25
45 15 45 35
35 3] 35 45

Gfaph the supply and demand curve on the blank graph
C T™ 5.4.

Label each curve and the equilibrium point.

89
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UNIT [ - ECONOMIC PRINCIPLES IN AGRICULTURE
Lesson 6: Time Value of Money
Objective: The student will be able to determine the effect that time b s on the
. value of money.
Study Questions
. Why is it important to understand the time value of money?
What is the difference between compounding and discounting?

3. How does the mcnager decide what rate to use for compounding or
discounting?

4.,  How are future values calculated?

5. What is the rule of 72?

6_. What is an annuity?

1.  What is the difference between future value and the future value of an
annuity?

8. How are [ resent values calculated?

9. What is the product when a number from the compounding table is
rmlt;plied by the corresponding number from tive discounting table?
Why?

10.  What is tre difference between the pres:it value and the present value
of an annuity?

1.  What is an amortization table?
12.  What is feasibility?
13.  How is the index of profitability used?

St dent Referances

.  Agricultural Management and Economics (Student Refcrence).

University of Missouri-Columbia: Instructional Materials Laboratory,
1987. Unit L.

2. Handouts

a) HO 6.l Future Value et Compound Interest
b) HO 6.2: Future Value of Annuity of |

¢) HO 6.3: Present Value of |

d) HO 6.4: Present Value of Annuity of |

e) HO 6.5: Annual Amortization Table
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3.  Assignment Sheets

a) AS 6.t Time Value of Money
b) AS 6.2: Present Value

c) AS 63: Amortization

d) AS 6.4z Proritability

Teacher References

I. Steward, Jim; Raleigh Jobes. Farm and Ranch Business Management.

Moline, IL: Deere and Company, 1985.
2. Osburn, Donald D.; Kenneth C. Schneeberger. Modern Agrie:ltural

Management. 2nd ed. Reston, VA: Reston Publishing Co., Inc., 1963.

3.  Feorm Business Management Analysis. University of Missouri-Columbia:

Instructional Materials Laboratory, 1984, Unit I.
4. Missouri Cooperative Extension Service Agricultural Guide

a) GOO0450: How to Shop fer Life Insurance

31
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UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE

Lesson 6: Time Value of Money

TEACHING PRG CEDURES
A. Review
B.  Mctivation

C.
D.

Tell the class that if they will give you $1,000 per year for ten yeurs, you will
then give them $1,000 per year for as long as they want to accept it. When
they decide they want to stop, you will ~eturn their original $10,000. For
example, at this rate of $1,000 per year for ten years, they wil! have put in
$10,000. If they get the $1,000 per year returned for 30 years, they will
receive $30,000 plus the original $10,000, or a total of $40,000.

You are safe as long as interest is at 8 percent or higher. You can take the
$1,000 each year and place it in an interest-bearing account at a rate of 8
percent compounded annually. At the end of 10 years, you will have $14,487.
(See HO 6.1). If you leave this in the account to earn 8 percent annual
interest, you will receive $1,159 annually (514,487 x .08 = $1,159) - of this you
will send $1,000 each year to the investor and keep the $'59 for your postage
stamp and idea. When a student decides to quit, you would return his/her
$10,000 and keep the extra $4,487 for your frouble.

Assignment
Supervised study
Discussion

Ql. Why is it important to understand the time value of money?

Al. To be able to determine how the value of money is affected by time - a
dollar today is worth more than a dollar a year from now.

Ask st_lents to discuss ‘he importance of present or future values.

Q2. What is the difference betweer compounding and discouniing?

A2. 1) Compounding is the process of calculating future value. The
interest earned during one peried is added to the principal, in order
to calculate the interest for the next period.

2) Discounting is the process of calculating the present value of
something tiw* will be received in the futu-e. It is the opposite of
com:pounding.

Ask students to discuss the difference between compounding and
discounting. Have students work a problem.

£
4w
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Q3.

Ab,

Qe.
A6.

Q7.

A7.

How does the manager decide what rate to use for compsunding or
discounting? .

The manager should use rates that are actually available for alternative
uses for the money.

"Ask students to discuss the interest rates that should be used for

compounding or discounting. Work through problems | and 2 on AS 6.1.
How are future values calculated?

1) By using factors from the compounding table
2) Future value=(l + i

Ask students to work ‘nrough the remaining problems on AS |. Point out
that money has a time vaive. ' other words, a dollar in the hand today
is worth mrore than a dollar to be received sometime in the future, The
basiz reason is that the dollar received today could be put to work to
earn more mongy.

Distribute HO 6.l. Point out that HO 6.1 is a compounding table. As an
example, if $1 is placed in a savings account and left for 10 years at 10
percent compounded interest, there would be $2.59 in the account. How
can this be used?

What is the rule of 722

The rule of 72 states that if 72 is divided by the compounding rate, the
resulting number will be the number of years that it takes for the sum of
money to double.

Ask stude ts to discuss the the rule of 72 and work through problems 3
and 4 on AS &.1. For example, at 12 percent it will double in six years;
at 10 percent it will double in 7.2 years, and at 6 percent it will double in
12 years.

What is an annuity?

1) A constant sum of money to be received or paid on a regular basis
for a period of years
2) A constant annual payment

Ask students to discuss the meaning of an annuity.

What is the difference between future value and the future value of an
annuity?

Future value is what something will be worth at some point in the future.
The future value of an annuity is the value at some point in the future of
a stream of payments to be received each year for several years.

See HO 6.2: Future Value of an Annuity Table.
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Gs.
A8.

A9.

Qlo.

Al0.

Qll.
All.

How are present values calculated?

AY

1) By using the discoynting table
2)  Present value :cai
(1+in

Ask students to work through the examples on AS 5.2,

{)  Explain that the concept of present value is the opposite of future
value. With future values we knew the value today and determined
the value sometime in the future. With the present value concept
we know the returns we expect in the future and use this concept
to determine the value at the present time.

2)  Distribute copies of HO 6.3. This is a present value table that tells
us the vaive at the present time of $! received in the future at
different interest rates. As an example, if we will receive $1 from
cn investment five years from now and interest is 8 pescent, the
value today is $.68. In other words, the most we would want to pay
for an investment that wili return $1 five years from now is $.68.

What is_the product when a number from the compounding table is

multilied by the corresponding number from the discounting teble?
Why?

The answer is one, because compounding and discounting are opposite of
each other. They are reciprocals of each other.

Ask students to discuss the difference between the present value and
future value tables. (HO 6.1 and HO 6.3) This shows that compounding
is the opposite of discounting. .

What is the difference between present value and the present value of an
annuity?

Present value is what something to be received in the future is worth
today. The present value of an annuity is the value of a stream of
payments to be received each year for several years.

L.sk students to discuss the difference in the present or future value of
$14)and the future or present value of an annuity. (HO 6.1, 6.2, 6.3 and
6.

Whc . is an amortization table?

It is a table thal calculates ccistant payments needed to repay both the
principal and interest on a sum of money.

Ask students to discuss the use of an amortization table and calculate
the annual payments for various loans. (HO 6.5 and AS 6.3)
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Q2. What is feasibility?

“Al2. If an investment is feasible, it will generate excugh cash {low to pay for

itself.
Discuss the meaning of feasibility. For example, land may be profitable

over a period of time, but in the short run, if one can't make the
payments for it, it would not be feasible.

Ql3. How is the index of profitability used? °

Al3. 1)  The index of profitability allows a comparison of investments with
alternative rates of return and lengths of life in order to select the
most profitable qlternative.

2)  An index of profitability equal to or greater than one indicates a
profitable alternative.
3) The invesiment with the highest index is the most profitable.

Explain that using che index of profitability technique allows us to
compare investmenis of alternative rates of return and lengths of life
and to select the most profitable. As an example, if the present value of
an investment is greater than its cost, it is profitable. If the present
value of earnings from a $100 investment is $105, the index of
profitability is 1.05 (105 / 100 = 1.05). When the index is 1.0 or over, it
is profitable. The investment with the highest index is the most
profitable.

(AS 6.4)

Other activities

If time is available, this would be a good point . invite someone in to talk
about making investments. Another option might be to use the concept of
time value of money fo show how to devel  « retirement plan.

Conclusion

The value of money is affected by time. Investments involving short time
periods (less than one year) can be compared without using the concept of time
value of money. Comparison between two investments should use present
values. An investment must be feasible as well as profitable.

Competency

Determine the effects of the time value of money on business investments and
decisions.

Answers to Evaluation
. 29.361 x §1,250 = $36,701.25
2. 29.361 x $3,600 = $105,699.60

3. 7% - The present value of $1,000 to be received in 20 years at 7% is
$258.40
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4, -5.75% -72/5.75 = 12.5" vrs
8% - 72/8.0 = 9 yrs
11.5% -72/11.5 = 6.26 yrs
16% - 72/16 = 4.5 yrs

5. a. The answer is yes, because the machine is pcid for at the end of
the fifth year and returns far outweigh the costs.

b.  The answer is no because the yearly return is not enough in early
vears to make payments for the cleaner.

6. a.  400x! 009 = $720/acre

b.  She should invest the money in the land because the yearly income
ang ~/lation \.ill outde the 7% return .n CD's

7. $88,000 x .1920 = $16,896 per year
Answers to Assignment Sheets

AS 6.1

. $1,000 x i.469 (HY 6.1) = $1,470
2. $100 x 14,974 (HO v.1) = §1,497.40
3.  72/4 = |18 years

4, 72/16 = 4.5 years

AS 6.2

I, $20,000 x .4631 = $9,262 (HO 6.3;

Because the $20,000 has a present value of only $9,262, the farmer wauld
probably want to sell the trees for $13,000.

With these assumptions, the farmer <iocld pay the $1,000 now because
the present value of 5400 per year ror three vears at 8 percent is $1,032,
or $32 more.

3. $6/hog x 1,250 hogs/year = $7,500 income over variable cost per year
$7,500 x 7.5361 (from HO 6.4 with 12 years at 8 percent) = $56,520.75

The $56,520.75 is the present value of the earnings for the next 12 years.
Since this is more than the $50,000 cost of the feeding floor, it is
profitable. Caution .e group that these calculations don't mean this is
the most profitable alternative nor does it indicate that it is feasible to
be able to pay for it.

56
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AS 6.3

I

$40,000 x 1490 = $5,960

‘2. $80,000 x .30 = 524,000 down payment
$56,000 financed
$56,000 x .1060 = $5936

AS 6.4

l.  Value of land in 10 years
$80,000 x 1.7908 = $143,264

2.  Present value of that amount
$143,264 x 4631 = 566,346

3.  Present value of earnings (annuity)
$6,000 x 6.7101 = 540,261

4.  Present value of earnings = $ 40,261

Present value of sale of farm = 66,346
$106,607

Profitability Index = 106,607 = 1.33
80,000

37
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UNIT | - ECONOMIC PRINCIPLES IN AGRICULTURE  Name

Lesson 6: Time Value of Money Date

EVALUATION
Use the tables handed out during class to answer the following questions.

. A young couple decides that it will be possible to set aside $1,200 per year for
possible future use in building a home. If they can invest the money at a 9%
interest rate compoundad annually, how much money would they have at the
end of |5 years?

2. How much would they have in |5 years if they could save $3,600 per year
rather than $1,200?

3.  Joyce can buy a zero-coupen bond that will mature in 20 years at a face value
of $1,000. The cost of the bond.is $258.40. What is the discount rate used ‘o
determine the present value of the bond?

4. How long does it take a given amount of money to double at the following
annual interest rates?

a. 5.75%
b. 8%

c. 11.5%
d. 16%
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Jack has the opportunity to add a seed cleaning operation to his general form
supply business. The seed cleaner will cost $100,000 and will return $20,000
per year income over all cost except for the cost associated with buying the
"machine jtself. In order to buy the cleaner he must make payments as follows:

Interest Total Payment
Year | '$30,000
Year 2 28,000
Year 3 26,000
Year 4 24,000
Year 5 22,000

a. If the seed cleaner has a useful life of 15 years, would this be a
profitable investment?

b.  Would it be a feasible investment?

Jill decides to buy some land as a hedge against inflation. She looks around
and finds 100 acres for sale at $400 per acre. It is projected that the value of
land will inflate at about 4% per year and that the general CD interest rate
will be about 7% APR over the next 15 years. She figures the land will return
about $2,000 . 2r year income over all costs.

a@.  How much will she get per acre for the 100 acres if she sells it at the
end of 15 years?

b.  Considering the income and inflation, would she be better off to buy the
land, or put the money into CD's and let the interest compound over the
next |5 years? (other factors being equal)

Shawn has made an offer to buy a nursery-greenhouse business for $88,000.
The present owner is willing to loan Shawn the money for 7 years at 8%
interest. What will the annual principal and interest payment be if constant
amortized payments are used to pay off the loan?




HO 6.1

Future Value at Compound Interest
FV=(1+1)

Year 4% 5% 6% 7% 8% 9% 10% 11% 12%

1.0400  1.0500 1.0600 1.0700 1.0800 1.0900 1.1000 1.1100 1.1200
1.0816  1.1025 1.1236 1.1449 1.1664 1.1881  "1.2100 1.2821 1.2544
1.1248  1.1576 1.1910 1.2250 1.2597 1.2950 1.3310 1.3676 1.4049
1.1698  1.2155 1.2624 1.3197 1.3604 14115 1.4641 1.5180 1.5735
12166  1.2762 1.3382 1.4025 1.4693 1.5386 1.6105 1.6850 1.7623

12653  1.3400 1.4185 1.5007 1.5868 1.6771 1.7715 1.8704 1.9738
1.3159 14071 1.5036 1.6058 1.7138 1.8280 1.9487 2.0761 2.2106
1.3685  1.4774 1.5938 1.7181 1.8509 1.9925 2.1435 2.3045 2.4759
1.4233  1.5513 1.6894 1.8384 1.9980 2.1718 2.3579 2.5580 2.7730
10 1.4802  1.6288 1.7908 1.9671 2.1589 2.3673 2.5937 2.3394 3.1058

11 1.5394 17103 1.8982 2.1048 2.3316 2.5804 2.8531 3.1517 3.4785
12 1.6010 1.7958 - 2.0121 2.2523 2.5181 28126 3.1384 3.4984 3.8959
13 1.6650  1.8856 2.1329 2.4098 2.7196 3.0658 3.4522 3.8832 4.3634
14 1.7316  1.9799 2.2609 2.5785 2.9371 3.3417 3.7974 4.3104 4.8871
15 1.8009  2.0789 2.3965 2.75%0 3.1721 3.6424 4.1772 4.7845 5.4735

16 1.8729  2,1828 2.5403 2.9521 34259  3.9708 4.5949 5.3108 6.1303 |
17 1.9479  2.2920 2.6927 3.1588 3.7000  4.3276 5.0544 5.8950 6.8660 |
18 2.0258  2.4066 2.8643 3.3799 3.9%60  4.7171 5.5599 6.5435 7.6899 |
19 2.1068  2.5269 3.0255 3.6165 4.3157 5.1416 6.1159 7.2633 8.6127

20 21911 26532  3.2071 3.8696 4.6609 5.6044 6.7274 8.0623 9.6462

25 2.6658  2.3863 4.2918 5.4274 6.8484 8.6230 10.8347 13.5854  17.0000
0 3.2433  4.3219 5.7434 76122 100626 13.2676 17.4494 22.8922 29,9599
3.9460  5.5160 7.6860 10.6765 147853 20.4139 28.1024 38.5748 52.799

OooO=IMN Ut GON =

4v 4.8010 7.0399 10.2857 14.9744 21.7245 31.4094 452592 65.0008  93.0509

. Year 13% 14% 15% 16% 17% 18% 19% %

1 1.1300 1.1400 1.1500 1.1600 1.1700 1.1800 1.190¢ 1.2630
2 1.2769 12 1.3225 1.3456 1.3689 1.3924 1.4161 1.4400
3 1.4428 1.4815 1.5208 1.5608 1.6016 1.6430 1.6851 1.7280
4 1.6304 1.6889 1.7480 1.8106 1.8738 1.9387 2.0053 2.0736
5 1.8424 1.9254 20113 2.1003 2.1924 2.2877 2.3863 2.4883
6
7
8
9

2.0819 2.1949 2.3130 2.4363 2.5651 2.6995 2.8397 2.9859
2.3526 2.5022 2.6600 2.8262 3.0012 3.1854 3.3793 3.5831
2.6584 2.8525 3.05%0 3.2784 3.5114 3.7588 4.0213 4.2998
3.0040 32519 . 35178 3.8029 4.1084 4.4354 4.7854 5.1597
10 3.3945 3.7072 4.0455 44114 4.8068 5.2338 5.6946 6.1917

11 3.8358 4.2262 4.6528 5.1172 5.6239 6.1759 6.7766 7.4300
12 4.3345 4.8179 5.3502 5.9360 6.5800 7.2875 8.0642 8.9161
13 4.8980 5.4924 6.1527 6.8857 7.6986 8.5993 9.5264 10.6993
14 5.5347 6.0:613 7.0757 7.9875 9.0074 10.1472 11.4197 12.8391
15 6.2542 7.1379 8.1370 9.2655 10.5387 11.9737 13.5895 15.4070

16 7.0673 8.1372 9.3576 10.7480 12.3303 14.12%0 16.1715 18.4884
17 7.9860 9.2764 10.7612 12.4676 14.4264 16.6722 19.2441 22,1861
18 9.0242 10.5751 12.3754 14.4625 16.8789 19.6732 22.9005 26.62:33

|
|
|
|
1
l
i
19 10.1974 12.0556 14.2317 16.7765 19.7483 23.2144 27.2516 31.9479 l
- -1 11
ERIC

20 11.5230 13.7434 16.3665 19.4607 23.1055 27.3930 32.4294 38,3375

25 21.2305 " 26.4619 32.9189 40.8742 50.6578 62.6686 77.3880 95.3962
30 39.1158 50.9501 66.2117 85.8498  111.0646 143.3706 184.6752  237.3762
35 72.0685 96.1001 133.1755  180.3140  243.5034  327.9972 4407005  590.6681
40  132.7815  188.8834 267.8635 378.7211  533.8686  750.3782 1051.6674 1469.7713




HO 6.2

‘ Future Value of a Uniform Series of Annuity of $1

(1 +i)N-1
Vg =$1 — = USFV,

5% 1% 1.5% % 2.5% 3% as% ax 5% 6%

1000 1000 1000 1000 1.000 1000 1000 1.000 1000 1.000
2005 2019 22315 2020 2025 2030 2035 2040 2050 20680
3015 3030 3045 30680 3076 3091 3106 3422 352 a4
4030 4080 4091 4922 4483 4.184 4.214 -4246 4310 4375
5050 5.101 5152 5204 5256 5309 6362 5416 5526 5637
6076 6152 6230 6308 63£8 6468 6550 6533 6802 6975
7106 7214 7323 7434 7547 7662 7779 7898 8.142 8354
8.141 8286 8432 8583 8738 8892 9052 9214 9549 9897
9.182 9369 9559 9.755 9955 10.159 10.368 10.583 11.027 11491
10228 10462 10703 10950 11203 11464 11731 12006 12578 13.181
11.279 11567 118683 12,169 12483 12808 13.142 13485 14207 14972
12336 12683 1304 13412 13.756 14.192 14602 15026 15917 16.870
13397 13809 14.237 14680 15.140 15618 16.113 16627 17713 18582
14464 14347 15450 15974 16519 17086 17.677 18292 19559 21.051
15537 16097 16882 17293 17932 18539 19296 20024 21579 23.276
16.614 17258 17932 18639 13380 20.157 20971 21825 23657 25873
17.697 18430 19.201 20012 20.865 21.762 22705 23.698 25840 28.213
18.788 19.615 20489 21412 22386 23414 24500 25645 28.132 309G
19623 20811 21.797 22841 23948 25117 28357 27671 30539 33.760
20979 22019 23.124 24297 25545 26870 28260 29.773 33086 36.786
26559 28243 30063 32.03) 34.158 36459 38950 41646 £7.727 S4.865
32280 34788 37539 40568 43903 47575 651.683 56035 66439 79.058
44.159 48888 54268 60402 67.403 75401 84550 95026 120.900 154.762
58.645 64463 73533 84.579 97484 112797 130988 152667 209.348 290.336

BEEUBEESarrdRN B vavanawn=

n ke 6% 9% 10% 2% % 16% 20% 5%

1 1.000 1.000 1.000 1009 1.00% 1.000 1.000 1.000 1.000
2 2070 2080 2090 2.100 Y AY.H 2.140 2.160 2.200 2250
3 3.215 3.248 3.278 3310 3374 3410 3.506 3.840 3813 )
4 4.440 4.506 4.573 4.641 4.779 4921 5.066 5.368 5.766
5 5.751 5.887 5.985 6.105 6.353 6.610 6.877 7.442 8.207
6 7.183 7338 7523 7.716 8.115 8.536 8977 9.930 11.259
7 8.654 8923 9.200 9.487 10.089 10.730 11414 12916 15.0R
8 10280 10637 11028 11.436 12300 11.233 14.240 16.499 19.842
9 11578 12438 13021 13.579 14.776 16.085 12.518 20.799 25.802

10 13816 14487 151393 15.937 17.549 19.337 21321 25.9589 33.283
11 15784 16645 17.560 *8.531 20.855 23.045 25.733 32.150 42.563
12 17888 18977 20.14% 2384 24.133 27.211 20.850 39.581 54.2033
13 20.141 21495 22953 24.523 28,029 32089 36.786 48497 68.760
14 22550 24.215 26.019 27.975 32333 37.531 43572 69,196 85.949
15 25128 27152 29361 31772 37.280 43842 51.650 72,035 109.687
16 27828 30324 33.003 35950 42.7583 50.980 60.925 87.442 138.109
17 30840 33.750 36974 40.545  48.884 59,118 71.673 105.931 173.636
18 33999 37450 41301 45.589 §5.750 68394 84.141 128.117 218.045
19 37379 41446 45018 51.15¢  63.440 78.969 98.603 154.740 273.556
20 40995 45.762 51.160 §7.275 72052 91035 115380 186.688 342.945
25 63249 73106 84.701 98.347 133334 181871 249.214 471.981 1054.791
30 94461 113283 136308 164.493 241333 356.787 530312 1181.882 3227.174
40 199635 259057 337.882 442593 761.091 1342025 2360.757 7343.858 30088.655
50 408.529 573.770 815084 1163.909 2400018 4994521 10435.649 45497.191 28.255.693 X

1
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Aruitoxt provided by Eic:

Present Value of 1
PV=1/(1+i)

Year 1% 3% 6% % 8% 9% 10% 11w
1 0.0615 0.9523 0.9433 0.9345 0.9259 09174 0.9090) 0.9009
2 0.9245 0.9070 0.8899 0.8734 0.8573 0.3416 1.3264 0).8116
3 0.3839 0.3638 0.8396 0.8163 0.7938 0.7721 0.7513 0.7:311
4 0.8548 0.8227 0.7920 0.7629 0.7350 0.7084 0.6830 0.6587
5 0.8219 0.7835 0.7472 0.7130 0.6805 0.6499 0.6209 0.59:34
6 0.7903 0.7462 0.7049 0.6663 0.6301 0.3962 0.5644 0.5346
7 0.7599 0.7106 0.6650 0.6227 0.5834 0.5470 0.5131 0.4817
8 0.7306 0.6768 0.6274 0.5820 0.5402 0.5018 0.4665 0.43:39
9 0.7025 0.65446 0.5918 0.5439 0.5002 0.4604 04240 0.3909
10 0.6735 0.6139 0.5583 0.5083 0.4631 0.4224 0.3855 0.:3521
11 0.6495 0.5846 0.5267 0.4751 0.4288 0.3875 0.3509 03172
12 0.6245 0.5568 0.4969 0.4440 0.3971 0.3555 0.3186 0.2358
13 0.6005 0.5303 0.4688 0.4150 0.3676 0.3262 0.2896 0.2573
14 0.5774 0.5050 0.4423 0.3878 0.3404 0.2992 0.26:33 0.2319
15 0.5552 0.4810 0.4172 0.3624 0.3152 0.2745 0.2393 0.2091)
16 0.5339 0.4581 0.3936 0.3387 0.2918 0.2518 0.2176 0.18%2
17 0.5133 0.4362 0.3713 0.3166 0.2702 0.2310 0.1978 0.1696
I8 0.4936 0.4155 0.3503 0.2959 0.2502 0.2119 0.1792 0.1528
19 0.4746 0.3957 0.3305 0.2765 0.2317 0.1944 0.1635 0.1376
20 0.4563 0.3768 0.3118 0.2584 0.2145 0.1784 0.1486 0.1249
25 0.3751 0.2953 0.2329 0.1842 0.1460 0.1159 0.0922 0.07:36
30 0.3083 0.2313 0.1741 0.1314 0.0993 0.0753 0.0573 0.0436
35 0.2534 0.1812 0.1301 0.0936 0.0676 0.0489 0.0355 0.0259
40 0.2082 0.1420 0.0972 0.0668 0.0460 0.0318 0.0220 0.0153

Year 12% 13% 14% 15% 16% 17% 18% 19% 20%
1 0.8928 0.8849 0.8771 0.8695 0.8620 0.8547 0.8474 0.8403 0.8:333
2 0.7971 0.7831 0.7694 0.7561 0.7431 0.7305 0.7181 0.7061 0.6944
3 0.7117 0.€930 0.6749 0.6575 0.6406 0.6243 0.6086 0.5934 0.5787
4 0.6355 0.6133 0.5920 0.5717 0.5522 0.2336 0.5157 0.4986 0.4822
5 0.5674 0.5427 0.5193 0.4971 0.4761 0.4561 0.4371 0.4199) 0.4018
6 0.5066 0.4803 0.4555 0.4323 0.4104 0.3898 0.3704 0.3521 0.:3:348
7 0.4523 0.4250 0.3996 0.3759 0.3538 0.3331 (.3139 0.2959 0.2790
8 0.4038 0.3761 0.3505 0.3269 0.3050 0.2847 0.2660 0.2486 0.2325
9 0.3606 0.3328 0.3075 0.2842 0.2629 0.2434 0.2254 0.2089 0.1933
10 0.3219 0.2945 0.2697 0.2471 0.2266 0.2080 0.1910 0.1756 0.1615
11 0.2874 0.2606 0.2366 0.2149 0.1954 0.1778 0.1619 0.1475 0.1:345
12 0.2566 0.2307 0.2076 0.1859 0.1684 0.1519 0.1372 0.1240 0.1121
13 0.2291 0.2042 0.1820 0.1625 0.1452 0.1298 0.1162 0.1042 0.08:34
4 0.2046 0.1806 0.1597 0.1413 0.1251 0.1110 0.0985 0.0875 0.0778
15 0.1826 0.1598 0.1400 0.1228 0.1079 0.0948 0.0835 0.0735 0.0549
16 0.1631 0.1414 0.1228 0.1068 0.0930 0.0811 0.0707 0.0618 0.0540
17 0.1456 0.1252 0.1077 0.0929 0.0802 0.0693 0.0599 0.0519 0.0450
18 0.1300 0.1108 0.0946 0.0808 0.0691 0.0592 0.0508 0.0435 0.0375
19 0.1161 0.0980 0.0829 0.0702 * 0.0596 0.0506 0.0430 0.0366 0.0313
20 0.1036 0.0867 0.0728 0.0611 0.0513 0.0432 0.0365 0.0:308 0.0260
25 0.0588 0.0471 0.0378 0.0303 0.0244 0.0197 0.0159 0.0129 0.0104
30 0.0333 0.0255 0.0196 0.0151 0.0116 0.0090 0.0069 0.0054 0.0042
35 0.0139 0.0138 0.0101 0.0075 0.0055 0.0041 0.0030 0.0022 0.0016
40 0.0107 0.0075 0.0052 0.0037 0.0036 0.0018 0.0013 1).0009 0.0006
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HO 6.4

_ Present Value of Annuity of 1
‘ Yesr 4% 5% 6% 7% 8% 9% 10% 11%

1 9615 9524 9434 9346 9259 9174 9091 9009
2 1.8861 1.8594 1.8334 1.8080 1.7833 1.7591 1.7355 1.7125
3 2.7751 2.7232 2.6730 2.6243 2.5771 2.5313 2.4868 2.4437
4 3.6299 3.5459 3.4651 3.3872 33121 3.2397 3.1699 3.1024
5 4.4518 4.3295 4.2124 4.1002 3.9927 3.88%6 - 3.7908 . 3.6959
6 5.2421 5.0757 49173 4.7665 4.6229 4.4859 4.3553 4.2305
7 6.0020 5.7864 5.5824 5.3893 5.2064 5.0329 4.8684 4.7122
8 6.7327 €.4632 6.2098 5.9713 5.7466 5.5348 5.3349 5.1461
9 7.4353 7.1078 6.8017 6.5152 6.2469 5.9952 5.7590 5.5370

10 8.1109 7.7217 7.3601 7.0236 6.7101 6.4177 6.1446 5.8892

11 8.7605 8.3064 7.8869 7.4987 7.1390 6.8052 6.4951 6.2065
12 9.3851 8.8632 8.3838 7.9427 7.5361 7.1607 6.8137 6.4924
13 9.9856 9.3936 8.8527 8.3576 7.9038 7.4869 7.1034 6.7499
14 10.5631 9.8986 9.2950 8.7455 8.2442 7.7862 7.3667 6.9819
15 11.1184 103797 9.7122 9.1079 8.5595 8.0607 7.6061 7.1909

16 11,6528  10.8378 10.1059 9.4467 8.8514 8.3126 7.8237 7.3792
17 12.1657  11.2741 10.4773 9.7632 9.1216 8.5436 8.0216 7.5488
18 12.65°3  11.6896 10.8276 10.0591 9.3719 8.7556 8.2014 7.7016
19 13.1339 12,0853 11.1581 10.3356 9.6036 8.9501 8.3649 7.8393
20 13.5803 124622 11.4659 10.5940 9.8181 9.1285 8.5135 7.9633

25 15.6221 14.0939 12,7834 11.6536 10.6748 9.8226 9.0770 8.4217
30 17.2920 153724 13.7648 12.4080 11.2578 10.2736 9.4269 8.6938
35 18.6646  16.3742 14.4982 12,9477 11.6546 10.5668 9.6442 8.8552
40 19.7928  17.1591 15.0463 13.3317 11.9246 10.7574 9.7790 8.9511

Year 12% 13% 14% 15% 16% 17% 18% 19% 20%

.8929 .8850 8772 .8696 .8621 8547 8475 .8403 .8333
1.6801  1.6681 1.6467 1.6257 1.6052 1.5852 1.5656 1.5465 1.5278
24018 23611 2.3216 2.2832 2.2459 2.2096 21743 2.1399 2.1065
8.0373 29745 29137  2.8549 2.7982 2.7432 2.6901 2.6386 2.5887
36048 35172 3.4331 3.3522 3.2743 3.1993 3.1272 3.0576 2.9306

141114 3.9975 3.8887 3.7845 2.6847 3.5892 3.4976 3.4098 3.3255
45638  4.4226 4.2883 4.1604 4.0386 3.9224 38115 3.7057 3.6046
4.9676  4.7988 4.6339 4.4873 4.3436 4.2072 4.0776 3.9544 3.8372
53282 51317 4.9464 4.7716 4.6065 4.4506 4.3030 4.1638 4.0310
5.6502  5.4262 5.2161 5.0188 4.8332 4.6586 4.4941 4.3389 4.1925

1

2

3

4

5

]

7

8

9
10
11 §9377  5.6869 54527  5.2337 5.0286 4.8364 4.6560 4.4865 4.3271
}g 6.1944 59176 5.6603 5.4206 5.1971 4.9884 4.7932 4.6105 4.4392
14
15
16
17
18
19

64235  6.1218 5.8424 5.5831 5.3423 5.1183 4.5095 4.7147 4.5327
6.6282  6.3025 6.0021 5.7245 5.4675 5.2293 5.0081 4.8023 4.6106
6.8109  6.4624 6.1422 5.8474 5.5754 5.3242 5.0916 4.8759 4.6755

69740  6.6039 6.2651 £.9542 5.6685 5.4053 5.1624 4.9377 4.7296
71196 6.7291 6.3729  6.0472 5.7487 5.4746 5.2223 4.9897 4.7746
7.2497  6.8399 6.5504 6.1280 5.8178 5.5339 5.2732 5.0333 4.8122
7.3¢58  6.9380 6.6231 6.1982 5.8774 5.5845 5.3162 5.0700 4.8435
20 7.4694  7.0248 6.6869 €.2593 5.9288 5.6278 5.5527 5.1009 4.8696

25 7.8431  7.3300 6.8729  6.4641 6.0971 5.7662 5.4669 5.1951 4.9476
30 8.0552  7.4956 7.0027 6.5660 6.1772 5.82%4 5.5168 5.2346 4.9789
35 81755  7.5856 7.0700 6.6156 6.2153 5.8582 5.5386 5.2512 4.9915
40 82438  7.6344 7.1050 6.6418 6.2335 5.8713 5.5481 5.2581 4.9966
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Annual Payment per $1 of Loan at Given Interest Rates
and Maturities (Amortization Table)

|
\
|
‘ YEAR 4% 5% 6% 7% 8% 9% 10% 11%
1 1.0400 1.0500 1.0600 1.0700 1.0800 1.0900 1.1000 1.1100
2 .5301 5378 5454 5530 5607 .5684 .5761 .5839
3 .3603 .3672 3741 .3810 .3880 .3950 4021 4092
4 2754 .2820 .2885  .2952 .3019 .3086 3154 .3223
5 .2246 .2309 2373 .2438 .2504 .2570 .2637 .2705
6 907 .1970 .2033 .2097 .2163 2229 .2296 .2363
7 1666 1728 1791 .1855 1920 1986 .2054 2122
8 .1485 1547 .1610 1674 .1740  .1806 1874 1943
9 1344 .1406 1470 534 1600 .1667 1736 .1806
10 1232 1295 1358 .1423 .1490 .1558 .1627 .1698
11 1141 .1203 .1267 .1333 .1400 1469 1539 .1611
12 .1065 1128 1192 1259 L1326 .1396 .1467 1540
13 .1601 1064 Jd129 L1196 .1265 JA335 1407 .1481
14 .0946 .1010 1075 1143 1212 1284 1357 1432
15 .0899 .0963 .1029 1097 .1168 1240 1314 1390
16 .0858 .0922 .0989  .1058 1129 11203 1278 1355
17 .0821 .0886 0954 .1024  .1096 1170 1246 1324
18 .0789 .0855 .0923 .0994 1067 1142 1219 .1298
19 .0761 .0827 .0896 .0967 1041 1117 1195 1275
20 .0735 .0802 .0871 0943 .1018 1095 1174 1255
25 0640 .0709 .0782 .0858 .0936 .1018 .1101 1187
' 30 .0578 .0650 .0726 .0805 .0888 0973 .1060 1150
35 0535 0610  °.0689 0772 .0858 .094£ .1036 1129
‘ 40 .0505 .0505 .0664 .0750 .0838 .0929 .1022 1317

YEAR 12% 13% 14% 15% 16% 17% 18% 19% 20%

1 1.1200 1.1300 1.1400 1.1500 1.1600 1.1700 1.1800 1.1900 1.2000
2 5916 5994 6072  .6151 6229 6308  .6387  .6466  .6545
3 4163 4235 4307 4379 4452 4525 4599 4673 4747
4 3292 3361 3432 3502 L3573 3645 L3717 3789 .3862
5 2774 2843 2912 (2983 3054 L3125 3197 L3270 .3343
€
7
8

.2432 2501 | .2571 2642 0 2713 2786 2859 .2932 3007
2191 .2:61 2331 2403 © 2476 2549 2623 .2698 2774
2013 .2083  .2155  .2228  .2302  .2376  .2452  .2528  .2606

9 1876 1948 2021  .2095  .2170  .2246  .2323  .2401  .2480
10 1769 (1842 1917 L1992 2069  .2146  .2225  .2304  .2385
11 1684 1758  .1833  .1910  .198¢  .2067 .2147 .2228  .2311
12 J614 1689 L1766  .1844  .1924  .2004  .2086  .2168  .2252
13 JASS6 11633 L1711 1791 1871 .1953  .2036  .2121  .2206
14 508 .1586  .1656  .1746  .1828  .1912  .199  .2082  .2168
15 1468 1547 1628  .1710  .1793  .1878  .1964  .2050  .2:38
16 <1433 1514 .1596  .1679  .1764  .1850  .1937  .2025  .2114
17 J404 1486 1569 .1653  .1739  .1826  .1914  .2004  .2094
18 JA379 1462 L1546 .1631  .1718  .1807  .1896  .1986  .2078
19 JA357 1441 L1526 1613 .1701  .1790  .1881  .1972  .2064
20 JA338 1423 1509 .1597 © .1686  .1776  .1862  .1960  .2053

6 25 J275 1364 1454 L1546 .1640 1734  .1829  .1924  .2021
30 Jd241 0 1334 1428 .1523  .1618  .1715  .1812  .1910  .2008
35 J223 (1318 1414 L1511 1608  .1707  .1805  .1904  .2003
40 Jd213 01309 (1407 .1505  .1604  .1703  .1802  .1901  .209l
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AS6.1

TIME VALUE OF MONEY

[.  If land is currently priced at $1,000 per acre, what will the value of land be in
five years with an 8 percent inflation rate? Assume that no other factor is
affecting the value of tand (HO 6.1).

2. If you invested $100 in a savings account at 7 percent interest, how much
money wauld you have in 40 years? (HO 6.1)

3. How many years are required for $50 to double if it is earning 4 percent
interest?

4.  How many years will it require tor $1,000 to double if earning 16 percent
interest?

105
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AS6.2
‘ PRESENT VALUE

l. - A timber buyer has offered to buy the timber in your woodlot for $13,000.
After checking with the farm forester, you find thut the forester estimates
that this stand would be worth $20,000 10 years from now. If interest is 8
percent, should you sell now or wait 10 years? (There will be practically no
costs associated with waiting 10 years.) Use HO 6.3 to determine the present
value of $20,000 received |0 years from now.

2, A farmer is considering the purchase of a new riding lawn mower, The pr:.e is
$1,000. The dealer offers to finance it and let the farmer pay $400 per year
for three years. If the farmer figues interest at & percent, would he better off
to pay cash or to accept the dealers terms (refer v HO 6.4 with three years at
8 percent)? Show all your work.

3. A farmer is considering building a hog feeding floor for 500 head. Plans are to
turn 2 1/2 groups, or 1,250 hogs, per year. Budgets indicate that about $6 per
hog above variable costs (including pig, feed, labor, etc., but not including
depreciation or interest) can be expected. (HO 6.4)

What is the present value of the expected income for 12 years at 8%?

According to the best information available, when equipped, it will cost about
$50,000, and it will last about 12 years.

Would this be a profitable investment?

106
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AS6.3

. AMORTIZATION

I. A farmer has the opportunity to purchase 80 acres at $1,000 per acre. Assume
the farmer has a $40,000 down payment and the seller will finance the balcnce

for 10 years at 8 percent. The amount borrowed is $40,000 (580,900 - $40,000
= $40,000). What would be the annual payment?

. 2. Assume that a young farmer wants to buy 100 acres. The land is currently
worth $800 an acre. The former wiil pay 30% down and finance the rest for 30

years at 10% interest. If this were an amortized loan, what would the farmer's
. annual payment be?

107
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AS 6.4

. PROFITABILITY

I. An investor has the opportunity to purc’:ase 80 acres at $1,000 per acre for a
total of $80,000. Assume the investor will keep the land for 10 years. [\ '~nd
prices are expected to inflate at 6% per year, what will that land be worth in
10 years? (Use HO 6.1})

2.  What is the present value of that amount if the opportunity interest rate is
8%7

3. The investor will earn $6,000 a year for 10 years from renting the land. What
is the present value of *his stream of ircome? (use HO 6.3) The interest rate
is 8%.

4.  Calculate the profitability index for this investment.

1C3
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AGRICULTURAL MANAGEMENT AND ECONOMICS
UNIT Il - BUSINESS MANAGEMENT

GETTING READY FOR THIS UNIT

This unit on business management Is designed for the Individual managing an
agribusiness or a farm. It Is important to cover all lessons with students even though
some of the lessons apply more to the agribusiness manager than the farm manager.

Examples have been Included throughout this unit; howaver, the Instructor Is
encouraged to provide local examples. Answers have been provided for many of the
assignment sheets. The Instructor should provide local conditions (Le. current prices)
where applicable.

CONTENTS
Lesson1-WaysofOrganizingaBuslness . . . . . . . .. ... ... ......... -1
AS 1.1:  Business Organizational Structures
Lesson2-StepsinBuyingland . . . . . . . . . .. . ... ... ... ... 1-13

HO21: Example Appraisal Summary
TM2.1:  Land Survey and Description

‘ " TM22:  Legal Description Exerclse Problem
AS 2.1:  Legal Description Exercise Problem
. Lesson3-StattinganAgricufturalBusiness . . . . . . . . . . ... ... ... .. 11-31
Lesson4-UsingContractsinAgricuture . . . . . . . . . . . . . . vt ot i e i1-39

HO4.1:  Crop Share Lease

HO4.2:  Pasture Lease

HO4.3: Cooperative Education Program Student Agreement
Lesson5-BusinessProcedures . . . . . . . . . . .. . ... ...t
Lesson6-AgribusinessRecords . . . . . . . . . . ... ... ...
Lesson 7-Managing inventory and Determining SellingPrice. . . . . . . . .. ... . ..
Lesson 8-Agricultural Business CustomerTransactions . . . . . . . . . ... .. .. ..

HO8.1:  Sample City Sales Tax Table

HO8.2: Exempt Sales

HO83: Taxable Sales

AS8.1:  Problems in Figuring Sales Tax
Lesson 9-Preparation and Importance ofSalesTickets . . . . . . . . . .. .. ... ..

«09.1:  Stepsin Fllling Out a Sales Ticket

HOS.2: Sample Sales Ticket

HOS.3: Sales Ticket Product Check List

TM9.1:  Incorrect Sales Ticket

TM9.2:  Completed Sales Ticket

AS9.1:  Problems in Figuring Sales Tickets
Lesson10-CustomerCredit . . . . . . . . . . . . .. ... .. ...

HO 10.1: A Credit Application for a Charge Account

AS10.1:  Credit Statement

AS 10.2: Rate Yourself as a Credit Risk
Lesson 11-Loansfc>Agricultural Businesses . . . . . . . . . . .. ... ... ...

. Lesson 12-Conductinga Financlal Analysis . . . . . . . . . .. ..o ...
AS 12.1:  The Agricultural Business Corporation




Lesson 13-Effects of Income Taxonthe AgriculturalBusiness . . . . . . . . . .. .. .. i1-153

TM 13.1: Taxes
TM 13.2:  Methods to Delay Income ‘
TM 13.3: Methods to Increase Income

Lesson 14-Calcuiating Depreciation for TAXPUIPOSES . . . . . . . o . v v v v v ot o 167

HO 14.1: Recovery Perlods for Selected Assets under ACRS,
Regular MACRS, and Altemative MACRS

AS 14.1: Basls and Expensing

AS 142: MACRS Conventions

AS 143: Regular MACRS Methods and Property Classification

AS 14.4: Calculating Depreciation

Lesson 15-Managing Riskinthe AgricufturalBusiness . . . . . . . . . ... ... ... 197
TM 15.1:  Msthods of Reducing Risk

Lesson 16-Insurance Needs inthe AgriculturalBusiness . . . . . . . . . . . .. .. .. 1-201

Lesson 17-Cooperating AgenclesinAgricuture . . . . . . . . ... .. .. ...... 11-209

OBJECTIVES

1.

10.

11.

12.

18.

14.

15.

businesses.

The student will be able to trace the steps involved in selecting, appraising, and completing
the purchase of land.

|
|
\
|
|
|
l
|
The student will be able to compare the different business structures for agricuitural
|
The student will be able to explain the factors involved in starting an agricuitural business. ‘
The student will be able to identify and describe key components of contracts.

The student will be able to explain the importance of business procedures. e
The student will b able to explain the Impoitance of agribusiness records.

The student will be abie to describe how to manage inventory and how to determine the
selling price of merchandise.

The student will be able to explain how to handle customer transactions.
The student will be able to prepare a sales ticket.
The student will able to explaln customer credit In an agricuitural business.

The student will be able to explain factors that should be considered before securing a
loan.

The student will be able to complete a financial analysls of an agricultural business.
The student wili be able to explain business practices to maximize after-tax income.

The student wil be able to calculate the depreciation of an agricultural business
investment.

The student will be able to identify ways of managing risk in business.
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16. The student will be able to exnlain the Insurance needs of an agricuitural business.

17. The student will be able to identify several cooparating agencles and services available.

NOTE: - Percent of accuracy should be set by Instructors to reflect passing grades within their
school systems.

COMPETENCIES

1. Compare the different business structures for agricuitural businesses.

2. Identify tne steps In buying land.

3.  Expiain the factors involved In starting an agricultural business.

4.  ldentify and describe key components of contracts.

5.  Explain the Importance of business procedures.

6. Explain the importance of agribusiness records.

7. Describe how to manage inventory and determins seiling price.

8.  Explain how to handie customer transactions.

9. Prepare a sales ticket.

10.  Describe the proper procedures for handiing customer credit in a business.

11. Explain factors that should be considered before securing a loan.

12. Complete a financial analysis of a business.

13. Explaln business practicas that will maximize after-tax Income.

14.  Calculate the depreclation of an Investment.

15. Identify methods of reducing risk In a business.

16. Explain the types of insurance needs of an agricultural business.

17.  Identify several cooperating agencies and services available.

MOTIVATIONAL TECHNIQUE OR INTEREST APPRQACH

1.

Give the students a shest of paper with the name of a local agribusiness at the top. Tell
them that they have Just been selected as the manager of the business. Ask them to make
a list of things they will need to know In order to maintain the day to day operation of
the business. Also ask them to make a list of people (agencles) they will need to be able
to deal with as manager of the business.

Write a check to one or more students that contains a mistake(s) (no signature, no date,

Incompatible amounts, etc.). Ask students to describe how the mistake Influences their




abllity to cash the check. Can the check be altered in some way? How should a check be
written to avoid such problems?

3. Take candy com into the classroom to sell to students. Explain that you will charge one
cent per candy corn for students. While making the sale to each student, overcharge some,
undercharge others, and miscount how many are given to other students. Ask students to
discuss how these actions made them feel about you as a business person and how
profitability would be affected.

EVALUATION

1. Give shor, objective tests following each lesson and a more In-depth objective test at the
conclusion of the unit.

2. Observe the changes in behavior as evidence of an improved abillty of students to deal
with problems in this unit using background acquired from eariler units.

3. Observe students’ attempts to solve similar problems In their supervised occupational
experience programs.

REFERENCES AND MATERIALS

1. Student References
a.  Agricultural Management and Economics (Student Reference). University of Missouri-

Columbia: Instructional Materials Laboratory, 1987. Unit I1.

2.  Teacher References

a. 1986 Fact Book of United States Agriculture. United States Department of
Agricuiture, Publication 1063.

b.  Agriculturai Business Sales and Marketing. University of Missouri-Columbia:
Instriictional Materials Laboratory, 1984.

c. Business Procedures and Records. Ohio State University: Agricultural Education
Services, 1977.

d. Campbell, Gerald. Producer Marketing Management: Primer on Agricultural Options.
North Central Reglonal Extensicn Publication #217.

e.  Department of Treasury Internal Revenue Service publications

1)  Farmer's Tax Guldse. Publication #225
2)  Tax Gulde for Small Business. Publication #334
3) Package X, Informational Coples of Federal Tax Forms.

f Duft, Kenneth. Principies of Management in Agribusiness. i1st ed. Reston, VA:
Prentice Hill, 1979.

9. Farm Business Management Analysis.  University of Missour-Columbia, Instructional
Materials Laboratory, 1984. Unit Ii.
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Lee, Delens W.; Jasper S Lee. Agribusiness gg@g res and Records. New York:
McGraw-Hill Book Company, 1980.

Long, D. L; J.D. Oliver; C. W. Coale. Introduction to Agribusiness_Management. New

- York: McGraw-Hill Book Company, 1979.

Maedke, Wilmer O.; Ross E. Lowe; Chares A. Malouf. Consumer Education. zad ed.
Encino, CA: Glencoe Publishing Company, 1984.

Miller, Larry. Selling In Agribusiness. 1sted. New York: McGraw-Hill, 1979.

Mortenson, W.P.; RA. Luening. The Farm Management Handbook. 5th ed. Danville,
IL: Interstate Publishers, 1972.

Niswonger, C. Roliin; Philllp E. Fess. Accounting Principles. 12th ed. Cincinnati:
South-Wester Publishing Co., 1977.

Osburn, Donald D.; Kenneth C. Schneeberger. Modem Agricultural Manacement. 2nd
ed. Reston, VA: Reston Publishing Co., Inc., 1983.

Plain, Ron.  "1986 Tax Reform Act-lmpact on Agriculture.* Farm Management
Newsletter. Columbia, MO: Missouri Cooperative Extension Service, Dec. 29, 1986.

Rhodes, James V. The Agrcultural Marketing System. 2nd ed. New York: John
Wiley & Sone, 1983.

Richards, R. Malcolm; S. Kerry Cooper; Donaild R. Fraser.  Personal Finance.
Glenview, IL: Scott, Foresman and Company, 1984,

Schneeberger, Kenneth C.; Donald D. Osbum. Farm Management Manual. 2nd ed.
Danville, IL: Interstate Printer and Publishers, 1978.

Starting _and _Manaqging  Your Own Business in _the' 80's. Slide program.
Smith/Mihalevich, State Falr Community College, 1983. (Available from the
Instructionzl Materials Laboratory, University of Missouri-Columbia.)

Steward, Jim; Raleigh Jobes. Farm_and Ranch Businéss Management. Moline, IL:
Deere and Company, 1985.

University of Missouri-Columbia Extension Division agricuitural publications

1) G00406: Estimating Past Farm Real Estate Values with Limited Information
2) G00520: Verbal Farm Rental Agreements Under Missouri Law

3) (G00426: Farm Lease Agreement

4) G00540: Leasing vs. Buying Equipment

5) G00405: Farm Real Estate Appraising

6) G00428: Customary Farm Rental Agreements
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AGRICULTURAL MANAGEMENT AND ECONOMICS
UNIT Il - BUSINESS MANAGEMENT
MAJOR COMPETENCY PROFILE
Directions: Evaluate the student by checking the appropriate number or letter to indicate the

degree of competency. The rating for each task should reflect cinployability
readiness rather than the grades given in class.

Rating Scale: 3 Mastered - can work independently with no supervision
2 Requires Supervision - can perform job completely with limited supervision
:\‘ Not Mastered - requires instruction and close supervision

No Exposure - no experience or knowledge in this area

Business Management

1. Gompare the different business structures for agricultural businesses.

Identify the steps in buying land.

Explain the factors involved in starting an agricultural business.

Identify and describe key components of contracts.

Explain the importance of business procedures.

Explain the importance of agribusiness records.

Describe how to manage inventory and determine selling price.

Explai'n how to handle customer transactions.

L ® N @ o0 » W N

Prepare a sales ticket.

-t
e

Describe the proper procedures for handling customer credit in a business.
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AGRICULTURAL MANAGEMENT AND ECONOMICS
UNIT i - BUSINESS MANAGEMENT Cont.
MAJOR COMPETENCY PROFILE

Directions: Evaluate the student by checking the appropriate number or letter to indicate the
degree of competency. The rating for each task should reflect employability
readiness rather than the grades given in class.

Rating Scalz: 3 Mastered -~ can work independently with no supervision
2 Requires Supervision - can perform job completely with limited supervision
1 Not Mastered - requires instruction and close supervision
N No Exposisre - no experience or knowledge in this area

Business Management

11.  Explain factors that should be considered before securing a loan.

12.  Complete a financial analysis of a business.

13.  Explain business practices that will maximize after-tax income.

14.  Calculate the depreciation of an investment.

15.  Identify methods of reducing risk in a business.

16.  Explain the types of insurance needs of an agricultural business.

17.  ldentify several cooperating agencies and services available.
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Agricultural Management and Economnics Unit II - Business Mar agement (cont.)

CLASS/SECTION

STUDENTS:

-
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UNIT I - BUSINESS MANAGEMENT
Lesson I:  Ways of Organizing a Business
Objective: The student will be able to compare the different business structures for
agricultural businesses.
Study Questions
. What is the role of agricultural businesseas in the community?

2. What are the different organizational structures of agricultural
businesses?

3.  What are the characteristics of each type of organizational structure?
4.  What are the advantages and disadvantages of the sole proprietorship?

5. What is a general partnership, and what are its advantages and
disadvantages?

6. What is a limited partnership, and what are its advantages and
disadvantages?

7.  What are the advantages and disadvantages of a corporation?
8.  What are the advantages and disadvantages of a cooperative?
9.  Which is the best structure for an agricultural business?
Student References
I Agricultural Management and Economics (Student Reference).

University of Missouri-Columbia:  Instructional Materials Laboratory,
1987. Unit .

2.  Assignment Sheet
a) AS l.l:  Business Organizational Structures
Teacher References

. Lee, Delene W.; Jasper S. Lee. Agribusiness Procedures and Records.
New York: McGraw-Hill Bool: Company, 1980.

2.  Long, D. L.; J. D. Oliver; C. W. Coale. Introduction o Agribusiness

Management. New York: McGraw-Hill Book Company, !579.

3.  Agricultural Business Sales and Marketing. University of Missouri-
Columbia: Instructional Materials Laboratory, 1984,
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. UNIT I - BUSINESS MANAGEMENT .

Lesson I:  Ways of Organizing a Business

TEACHING PROCEDURES
A. Review

Unit | emphasized economic principles. This unit is designed to show the
importance of those principles in establishing and managing an agricultural
business.

B. Motivation

Ask students to list several agricultural businesses that conduct business
within the community. Ask them if their parents are members of a
cooperative. If so, have they received a patronage dividend check at the end
of the year? Why did they receive it? Why don't all businesses give patronage
dividends?

NOTE: Check out local examples of cooperatives that might be used as class
examples.

C. Assignment
. D. Supervised study
E. Discussion

Ql. What is the roie of agricultural businesses in the community?

Al. 1)  To provide useful products to the community through sales
2) To provide needed services to the community

Ask students whar kind of services local agricultural businesses provide
for their community and what other benefits besides services are
received from local agricultural businesses.

Q2. What are the different orgonizational structures of agricultural
businesses?

A2. 1) Sole or individual proprietorship
2)  Partnership
a) General
b) Limited
3) Corporation, investor-owned
a@)  Subchapter C or regular
b)  Subchapter S
c)  Subchapter T ~ Cooperative

. Ask students to list the types of business structure. Write these on the
chalkboard in chart form. Pass out AS 1.1 for students to use.
121
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Q3. What are the characteris. .cs of each type of arganizational structure?

A3.
Busine_s Organizational Structuzes
Featurey Partnership Corporation
Compared Individual Genera! | Limited Regular Subchapter § | Cooperativa
1. Who owns the Member-
business? Individual Partners Parntners Stockholders Stockhsidars patrons
2. Whe votes General Conmon stock- One memkar.one
and howis |None partners holders by shares vote or propor-
voting done? [necessary Partners only of common stock | Stockhslders tional to patronage
3. Who makes Not involved | Common Member-pations
the policy in policy stockholders and and
decisions? Individual Partners decisions directors Stockholders directors
4. Whois Limited
financially partners for .
liable? amount Corporation Corporation Cooperative
Individual Partners investesd is liable is liable is lizble
8. Who receives Partners in Partners in |Stockholders
the profit? nroportion to |proportion to|in Eroportion
interest in interestin  Jto stock Patrons on a
Individual business business held Stockholders patronage basis .
6. How are they Partnerstip {Partnership |Corporation pays Cooperative files
taxed? files but files but tax on profit; but members
Individual files } individual individual  |stockholders Corporation files,| Pay based on
and pays pays pays :aanx?i?vi dends stockholders pay|Patronage refund

Have the students fill out AS .l to answer this question. Refer to AS

l.I as needed.
Q4. What are the advantages and disadvantaqges of the scle proprietorshir ®
A4, 1)  Advantages
a)  Simple
b) No vote needed
¢) Individual management and control

d) Receives all profits

2) Disadvantages

All assets liable
Limited to capital owner has or can borrow
Less tax planning available

a)
b)
c)

d)  More difficult to plan estate

List these on the board and discuss as to practical applicaﬁoﬁ. (AS I.1)

-4
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Q5.

Q6.

Aé6.

What _is a general parinership, and what are its advantages and

di_advantaqges?

1)  General partnership - association of two or more persons who, as
co-owners, manage a business fogether
a) There is an agreement specifying terms. The partnership is
dissolved by death, agreement, or bankruptcy.
b}  The partnership must file tax forms, but taxes are paid by the
individual, not the partnership.
2) Advontages '
a) Equitable voice of partners is based on their contributions to
the partnership

b) Easy to establish
c) Few regulations or restrictions
3) Disadvantages
a)  Each partner is fully licble for partnership activities.
b)  Problems may stem from partners with conflicting goals.

Discuss general partnerships and their characteristics.

What is a limited partnership, and what are its advantages and

disadvantages?

1) Limited partnership - association between the main owner of the
business and investors outside the business who are called limited
partners
a)  There is an agreement zpecifying *erins. The partnership is

dissoived by death, agreement, or bankruptcy.
b)  The partnership must file tax forms, but taxes are paid by the
individual, nct the partnership.

2) Advontages
a) Limited partners are only lioble for the amount they have

invested.
b) Limited partners pay no social security tex on partnership
earnings.

3) Disadvantages
a)  All management responsibility falls on non-limited partner.

b) Limited partners have no voice in management decisions.

Discuss how a limited partnership is different from a general
partnership.

NOTE: The Tax Reform Act of 1986 prohibits passive partners from
deducting losses from partnership activities from their-personal income.
Passive partners include all limited partners and the general partners
who do not take an active role in management. When in doubt, one
should seek advise from a tax consultant.

Q7. What are the advantages end disadvantages of a corporation?

Al.

1)  Advantages
a) Continuity of management
b) Limited personal liability
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c)  Access to more copital
d)  Ease of estate planning
2) Disadvantages
More record keeping and red tape
b)  Possibility of "double” taxation of profits
c) Cost involved in setting up
d)  Ending the corporation

Ask students to discuss the advantages and disadvantages of a
corporation.

Q8. What are the advantages and disadvantages of a cooperative?

A8. 1) Advantages
a) Limited personal ligbility
b) Customer control
c) Cooperative responsible to customers
d) Profits for customers
e) Income tax minimization for the cooperative
f)  Providing needed products or services

2) Disadvantages

@  Customer never receives full amount of profit.
b)  Customer pays tax on full amount of profit.
c) Current patrons suffer from past business losses.

Discuss the advantages and disadvantages of a cooperative.

Q9. Which is the best structure for an agricultural business?

A9. There is no best structure for an agricultural business. Each has certain
unique advantages und disadvantages over the others. It will depend on
individual situations and preferences. However, the sole proprietorship
is the most common structure of a farm business.

Discuss why there is no best structure for an agricultural business.
Other activities

I Invite representatives from each type of business in your local
community to discuss the function of their business with the class.

2. Take a field trip through a local agricultural business pointing out the
various activities and procedures.

Conclusion

Agricultural businesses provide useful products and services to the community.
These businesses can be structured as an individual proprietorship, a
partnership or a corporation. The type of structure will depend on individual
situations and preferences. The sole proprietorship is the most common
structure of a farm business.

P
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' H. Competency

Compare the different business structures for agricultural businesses.

l. Answers to Evaluation

Provide needed services to community
Provide needed products to community

NN LWN —
L] L[] L] L[] L] L]
o0 000Ao
OO0~
oo Qoo o

L] L]

J.  Answers to Assignment Sheet

AS 1.1 See answer to Study Question 3.
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UNIT [l - BUSINESS MANAGEMENT Name

Lesson |t  Ways of Organizing a Business Date

EVALUATION
Circle the letter that corresponds to the best answer.
l. The most common structure of a farm business is the .

a. Corporation

b.  Sole proprietorship
c.  Partnership

d.  Joint venture

2. Which is the best organizational structure for an agricultural business?

a.  Corporation
b.  Sole proprietorship
c. Partnership
d.  None of the above

3. Anpartnership .

a.  Reports and pays income tax

b.  Reports but does not pay income tax
c.  May result in double taxation

d.  None of the above

4, A regular corporation .

a. Reports and pays incorne taxes

b.  Reports but does not pay income tax

¢.  Has a patronage fund to protect against unexpected expenses
d.  Primarily serves its members

Match the following business structures with the correct description.

5. Individual praprietorship a.  Co-ownership is another name.
b.  Corporation files and pays tax.

6. Partnership c. Financial liability of individual is

unlimited in both business and

7. Regular corporation personal.
d.  Customers share in profits.

8. Subchapter S e.  Corporation files taxes but

. stockholders pay.
9. Cooperative

Complete the following short answer question.

0.  List two roles of agricultural businesses.

b. o
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Business Organizational Structures

Features
Compared

Individual

Partnership

Corporation

General

Limited

Regular

Subchapter S

Cooperative

1.

Who owns the
business?

Who votes
and how is
voting done?

Who makes
the policy
decisions?

Who is
financially
liable?

Who receives
the profit?

. How are they

taxed?




UNIT I - BUSINESS MANAGEMENT
Lesson 2: Steps i.n Buying Land
Objective: The student will be able to trace the steps involved in selecting,
appraising, and completing the purchase of land.
Study Questions
. What faectors should be considered vihen selecting land?
2. How is an appropriate dollar value to pay for property determined?
3. How is land legally described?
4. How can finances to purchase land be secured?
5.  What are the four steps in purchasing land?
6.  What points should be in a contract?

7. What is the difference between a general warranty deed, quit-claim
deed, a deed of trust, and an abstract?

Student References
. Agricultural Management and Economics (Student Reference).

University of Missouri-Columbia: Instructional Materials Laboratory,
1987, Unit ll.

2.  Handout
a) HO 2.l1: Example Appraisal Summary
3.  Assignment Sheet
a) AS2.l: Legal Description Exercise Problem
Teacher References

I Osborn, Donald D.; Kenneth C. Schneeberger. Modern Agricultural
Mganagement. 2nd ed. Reston, VA: Reston Publishing Co., Inc., 1983.

2, University of Missouri-Columbia Extension Division agricultural
publications

a)  GO0406: Estimating Past Farm Reai Estate Values with Limited
Information
b)  GO0405: Farm Real Estate Appraising

Pt
Ea)
o)
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3.  Transparency Masters

a) TM 2.1: Land Survey and Description
b) TM 2.2: Legal Description Exercise Problem

130
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UNIT Il - BUSINESS MANAGEMENT

Lesson 2:  Steps in Buying Land

TEACHING PROCEDURES
A,
B. Motivation

‘
l

The purchase of land may be a major purchase during a lifetime for most
individuals. It is essential to know how to determine what to pey for land and
how to go through the mechanics of making the purchase.

Assignment
Supervised study

Discussion

Ql. What factors should be considered when selecting land?

Al. 1) - Size of business or farm
2)  Soil conditions
3) Improvements
4)  Possible hazards
5)  Neighbors, schools, churches, community
6) Location
a) Ease of access
b) Ease of traffic movement
¢) Distances from
(1) Schools
(2) Town or city
(3) Customers

Ask students to discuss the factors they will need to consider when
selecting land.

Q2. How is an appropriate dollar value to pay for property determined?

A2. 1) Capitalization approach

Annual Profit of Landlord = Value of Property
Rate of Interest Desired

Add or subtract values for factors that may influence the property
value. Add value of property and factors to get total value of

property.

2) Comparative advantage approach
a) Find a fair selling price of comparable land in area.
b) Add or sitract values for factors that may influence the
property value.

l-15
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Q3.
A3.

All’.

Q6.
Aeé.

The capitalization approach and the comparative advaniage approach
can be used together. One can determine what the land in question is
worth and compare that with other purchasing opportunities in the area.
Discuss this relationship with students and then discuss HO 2.1.

How is land legally described?

1)  Metes and bounds
2)  Rectangular survey

Discuss Study Question 3, using the reference for the basis of the
discussion and the handouts for working through some problems. Most
cosunflic)es have a plat book, which will help on this. (TM 2.1 and 2.2, and
AS 2,

How can finances to purchase land be secured?

1)  Sources of finances
Investments
b)  Gifts or loans from friends and family
c) Lending institutions
d)  Person selling the land
2)  Information needed to receive a ioan
Personal information
b)  Business description
c) Financial information about the business

Ask students where they might obtain the finances to buy land.

What are the four steps in purchasing land?
1)  Negotiation

2)  Contract
3) Conveyance
4)  Recording

Ask students to discuss the steps in purchasing land.
What points should be in a contract?

1)  Legal description of the land
2)  Price to be paid
3) Time and place of payment
4)  Collateral
5)  Transfer of possession
6) Taxes
7)  Assignment
8)  Abstract of title or title insurance
9)  Deed - proof of ownership
Quit-claim
b) Warranty
c) Deed of trust

10)  Names of dll parties involved

l-16




11)  Offer and acceptance
12)  Sufficient payment

Ask students to discuss information needed in a contract.

Q7. What is_the difference between a general warranty deed it-claim

deed, deed of trust, and an abstract?

Al. 1)  General warranty deed - Seller legally promises that he or she had
a good and clear title to the land. '

2)  Quit-claim deed - Selier has legally made no promise of having a
good, “:lear title to the land.

3)  Deed of trust - This deed is used for mortgaged property and names
a trustee who, in case of default on the payment of the debt, is
given a power of sale.

4)  Abstract - An abstract is a chronological account of the state of
the title to a piece of land. It should contain a full summary of all
grants, fransfers of ownership, and all records of judicial
proceedings that affect the title. An abstract should also contain
records of any overdue taxes or any other financial claims.

Ask students which type of deed they would want when purchasing land.
Other activities

If time is available, invite a local real estate agent to class. The agent could
discuss topics such as how to determine the value of land, and how young
people should go about buying land. Students need to refer to Unit |, Lesson 6.

Conclusion

The selection process and legal aspects are very important in buying land as
well as in the type of deed obtained. Each of these factors should be
considered before purchasing land. The value of the land and the source of
finances should dlso be considered very carefully.

Competency

Identify the steps in buying land.

Answers to Evaluation

.  Rectangular survey
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INCOME
Landlord's Value/ Totsl
Source Acres Yield/Acre Share Unit Income
Corn 70 70 bu. 2450 buy. $ 225 $ _.i._? /3,
Wheat 30 40 bu. 600 bu. 3.50 K, 100.
Hay 22 2 ton 22 ton 30.00 :M
Pasture 30 Cash Rent - 25.00 __25%_
Bulldings Cash Rent - 800.00 __B00.
Gross Income $§ G, ¥ A3
EXPENSES: (Landiord’s)
Taxes $ 600
Insurance 200
Maintenance 1000
Fertllizer and Seed 1500
Harvesting and Dellvery 1000
Ordinary Management S0
Total Expense § 15, A0
NET EARNINGS: s 4,625
EARNINGS VALUE AT 8% (Net earnings/.08): $92,18%
s ADJUSTMENTS: . Plus Minus
Locatlon $4,500
Community -0~ -0-
Hazards $4,000
Improvements $3,000
House and Yard $7,000
Churches and School $ 500
TOTAL § 0500 s 3,500 adjustment § 2. 000
TOTAL BASIC VALUE: s 39719
Appraised Value Per Acre $59.788 /160 = s __374.00

3.  Answers should include four of the following:
Legal description of the land
Price to be paid

Time and place of payment
Collateral :

Transfer of possession

Taxes

Assignment

Abstract of title or title insurance
Deed

Names of all parties involved
Offer and acceptance

Sufficient payment

40 acres

b 134
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Answers to AS 2.1

S

\0 [o0] ~ o\ W = W N
. . . . . . . .

Size Description

160 acres NW | /4 of S10, T4N, R3W of the 5th P.M.

40 ocres SW /4, SE 1/4 of S10, T4N, FOW of the 5th P.M.

20 acres W 1/2, SE /4, SE /4 of SI0, T&4N, R3W of the 5th

P.M‘

|0 acres SE /4, SE /4, SE /4 of SI0, T4N, R3W of the Sth
P.M.

20 acres S /2, W /4, SE /4 of SI0, T4N, R3W of the Sth
P.M.

10 acres NV [/4, NV 1/4, SE I/4 of SI0, T4N, ROW of the 5th
P.M.

5 acres N [/2, SE 1/, SN 1/4, NE 1/4 of SI0, TN, R3W of the
Sth PM.

10 acres NW /4, SW I/4, NE 1/4 of SI0, T&N, R3W of the Sth
P.M. :

40 acres S 1/2, N 1/2, NE /4 of 510, T4N, R3W of the Sth P.M.

20 acres N 172, NV 1/4, NE [/4 of SI0, T4N, R3W of the S5th
P.M‘



. UNIT Il - BUSINESS MANAGEMENT

Lesson 2: Steps in Buying Land

Name

Date

EVALUATION

Complete the following short answer questions.

2,

INCOME

Which type of land description is used in Missouri?

Determine the value of a 160-acre farm using the following information:

Landlord's Value/ Totsl
Source Acres Yield/Acre Share Unlt Income
Corn 70 70 bu. 2450 bu. $ 225
Wheat 30 40 bu. 600 bu. 3.50
Hay 22 2ton 22 ton 30.00
Pasture 30 Cash Rent - 25.00 —_————
Bulldings Casin Rent - 800.00

Gross Income $ —
EXPENSES: (Landlord’s)
Taxes . $ 600
Insusance 200
Malintenance 1000
Fertllizer and Seed 1500
Harvesting and Dellvery 1000
Ordinary Management 500
Total Expense 3
NET EARNINGS: $
EARNINGS VALUE AT 8% (Net earnings/.08): S
ADJUSTMENTS: Plus Minus
Location $4,500
Community -0- -0-
Hazards $4,000
Improvements $3,000
House and Yard $7,000
Churches and School $ 500
TOTAL $ S Adjustment $
TOTAL BASIC VALUE:
Appralsed Value Per Acre
LW
156

[1-21



_;?
Y

List four points that should be in a contract.

. Qs

bl
c.
d.

How many acres are in the shaded area of land of Section 3, Township 4N,
Range 3W, of the 5th (P.M.)? .
Section

Circle the letter that corresponds to the best answer.
Sl

What is the legal description of the shaded area in question 4?
a.  NE [/8, SW /4, of S5, T3N, R3W, of the 5th P.M.

b.  SE l/4, SE [/4 of 53, T5N, R4W of the 5th P.M.

c. SE |/4, SW 1/4 of $3, T4N; R3W, of the 5th P.M.

d. SW /4, SE 1/4 of S3, T4N, R3W, of the 5th P.M.

Which of the following types of deeds would name a trustee to sell the land if
debt is not paid?

a. Quit-claim deed

b. Deed of trust

¢.  General warranty deed
d.  None of the above

Finances can be secured from which of the following?

Willing seller
Banks

Family members
All of the above 13 7
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Example Appraisal Summary

Income Capitalization Approach
On 160 Acre Missouri Farm

HO 2.1

INCOME

LANDLORD'S VALUE/ TOTAL
SOURCE ACRES YIELD SHARE UNIT INCOME
Corn 70 70 bu. 2450 bu. $ 2.50 $ 6,125
Wheat 30 40 bu. 600 bu. 4.00 2,400
Hay 22 2 ton 22 ton 30.00 660
Pasture 30 Cash Rent =  ---u--- 25.00 750
Buildings 8 Cash Rent =  ------- 1,200

Gross Income 311,135

EXPENSES: (Landlord's)

Taxes $ 500
Insurance 150
Maintenance 900
Fertilizer and Seed 2000
Harvesting and Delivery 1600
Ordinary Management 500
Total Expense § 5,650

NET EARNINGS: $ 5,485
EARNINGS VALUE AT 8%: ($5,484 » .08) $68,562
ADJUSTMENTS : Plus Minus
Location $ 4,000
Community -0- -0-
Hazards $ 3,000
Improvements $§ 3,200
House and Yard $ 8,000
Churches and School 500

TOTAL ¥11,700 $7,000 Adjust- $§ 4,700

ment

TOTAL BASIC VALUE: $73,262.

Appraised Value Per Acre $458
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™™ 2.1

Land Survey and Description
—
[ \
\\ 7/
~____~
Latitude Longitude
TIER Township -
T3N
R3E
< Base Line
% Sections within a Township
Z b :
o 6|S|4|3|2|1
1 718 |92|10]11 (]2
incipal Merid |
Principel Meridan 817161514 |13
1920212223 (24
30|29 |28|27|26 |25
31|32 |33 |34 |35 |36
12439




TM 2.1 (Continued)

Divisions of a Section

MAP OF A SECTION OF LAND SHOWING AREA AND DISTANCES.
A SECTION OF LAND CONTAINS | SQUARE MILE OR 640 ACRES.

20 Chains - 80 Rods 20 Chains - 80 Rods 40 Chains - 160 Rods
Wia NWY E} NWY% N.EY%
80 Acres 80 Acres . 160 Acres
1320 Fr. 1320 F1. _é} 2640 Ft.
N¥ N.WY S.EY%
20 Acrss
wh E}k
N.WY S.WY% N.EY S.WwY% N.EY% N.EY%
40 Acres 40 Acres S.E% S.E%
Sk N.WY% S.EY
20 Acres 20 Acres 20 Acres
20 Chains 10 Chains 10 Chains
N.\’I% NoEtli 5 AC'.'
SWY% S.Wl4 5 5
IOS.AE!-Q IOS:\Ec% S Ac Acres | Acres
tes
314 5. SEl S.WY cres " TFwlow s ey bo ra
40 Acres 40 Acres -
S.W4 SEf | % | % | 10Actes
gog:/" gog:'é MCles AC'.5 subd‘yvidod
3%/ 19}
10 Acres ‘6063‘2“ A”ﬁ A2y2 éa't:’m
. re8 tes |, ° §
80 Rods 440 Yards 840 F1. " ]330 F1f 330 Fr.f30" 125" Each
e ONE 2AWE 320 RODS 80 CHAIYS OR 5,280 FEET ——o
140
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AS 2.1
- Legal Description Exercise Problem
North
10
. 8
West East
6
Given: 5
S10
. T4N 2
R3IW N
5th P. M South

1 section eqﬁ—als 640 acres

After the number below, write the size and legal description of the

corresponding area above.

5

Size Description

COONODO SN~

a—y
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UNIT [ - BUSINESS MANAGEMENT

Lesson 3: Starting an Agricultural Business

Objective: The student will be able to explain the factors involved in starting an

agricultural business.

Study Questions

l.
2,
3.
4,

5.
6.

7.

8.
9.

What factors should be considered in starting an agricultural business?
What personal qualities are desirable in starting an agricultural business?
What is rnarket potential, and how can it be determined?

What factors should be considered when selecting an organizational
structure for the agricultural business?

What legal requirements should the potential buver be aware of?

What financial resources can be secured for starting an agricultural
business? .

What group's are dealt with in agricultural business, and why are they
important?

What kind of financial records should be kept?

What is involved in promoting products and services?

Student Reference

Agricultural  Management and Economics (Student Reference).

University of Missouri-Columbia: Instructional Materials Laboratory,
1987. Unit ll.

Teacher References

2.

-Agricultural Businecs Sales and Marketing. University of Missouri-
Columbia: Instructional Materials Laboratory, 1984.

Starting and Managing Your_ Own Business in the 80's. Slide program.
Smith/Mihalevich, State Fair Community College, 1983. (Available from
the Instructional Materials Laboratory, University of Missouri-
Columbia.)
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UNIT I - BUSINESS MANAGEMENT

Lesson 3:

Starting an Agricultural Business

TEACHING PROCEDURES

A‘
B‘

C.
D‘

Review

Motivation

Ask students if they would like to be their own bosses and be empioyed at
something they have an interest in ¢nd the skills to handle.

Assignment

Supervised study

Discussion

Ql.
Al.

B B

What factors should be considered in starting an agricultural business?

1)  Personal qualities

2)  Market potential

3)  Organizational structure
8)  Legul requirements

5) Financing

6) Management

7)  Financial records needed
8) Promotion/advertising

Ask students to discuss this list. The class may wish to add factors.
Each factor on the list is discussed in more detail through the rest of the
lesson.

What personal qualities are desirable in starting an agriculiural business?

1) Self-motivation
2)  Clear thinking and a good imagination
3) Leadership skills

Ask students to discuss these qualities and why they are important.

What is market potential, and how can it be determined?

1)  Market potential is the demand for a specific product or service
within a certain geographical area.

2) It can be determined by gathering and analyzing the following
information.
a) Number of people and their occupations
b)  Operating costs - not exceeding market potential of location
c)  Closeness of market; transportation costs
d)  Number of competitors

33z 143




A&,

AS.

Q6.

Aé.

e)  Profit of competitors
f)  Location of competitors relative to customers
3) Information can be obtained by several methods and can be used to
determine market potential.
a) Visits to location
b) Local census information
c) Local chamber of commerce - to look at growth and past
business history
d)  Real estate agents
e) Individuals in the area

Ask students to discuss market potential and why it is important.
Discuss why a business may fail if it does not accurately determine the
market potential. Explain that some businesses may rely heavily on mail
order business. Determining market potential for a mail order business
is done in much the same way.

What factors should be considered when selecting an organizational
structure for the agricultural business?

1) Length of time in business

2)  Kind of service or product the business will provide

3) Capital requirements

4)  Size of business

5)  Cost of establishing and maintaining’the business structure
6) Tax implications

7)  Liability considerations

Ask students to discuss these factors. The manager should examine each
organizational structure before considering the factors listed.

What legal requirements should the potential buyer be aware of?

1)  Permits
a) Use and occurancy
b) Health

2) Licenses

3)  Zoning regulations

Ask students why it would be important to know and understand the legal
requirements before starting an agricultural business.

What financial sources can_be secured for starting an agricultural

business?

1)  Personal assets and savings

2)  Gifts or loans from friends

3) Lending institutions

4)  Corporations - shares

5)  Partnerships - combining resources

144
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Q7.

A7.

Q8.

A8. -

Q9.
AJ.

Ask students where they might obtain the finances to start an
agricultural business.

What groups are dealt with in_agricultural business, and why are they
important?

1)  Suppliers - Obtaining a contract with a reputable firm is crucial for
the success of the business.

2)  Customers - A good customer relations policy is needed to firmly
establish a business.

3)  Manager - The manager is responsible for organizing the activities
of the business to insure that everything gets done on time.

4) Employees - They are important for carrying out the work of the
business in a dependable and friendly manner. This will help insure
good customer relations as well as the werk getting done on time.

5) Financial institutions ~ They are needed to loan money to meet
both short- and long-term needs.

Ask students to discuss each of these groups and determine why they are
important.

What kind of finanzial records shouid be kept?

1) Income and expenses

2)  Accounts payable and receivable

3)- Inventory

k) Employze payroll

5)  Sales tax records

6)  Customer account records - especially for those who pay in cash

Ask students what type of records they feel wouid be important to keep
an agricultural business running smoothly.

What is involved in promoting products and services?

) Identify potential customers.

2) Determine advertising budget.

3)  Owutline advertising methods to be used.
&)  Determine frequency of advertising.

5) Determine sales approach to be used.

Ask students to name ways to promote products or services. Use
examples of local advertising. Some businesses will try to coordinate
starting their business with the new phone book. That way they are able
to advertise their phone number sooner than if they waited until a few
weeks after the phone book was printed.

F. Other activities

It is suggested that a local agricultural business operator visit with students
about experiences in starting and operating an agricultural business.

s 1453




G. Conclusion

.The first step in establishing an agricultural business is to identify all

applicable factors such as type of business, legal requirements, and location.
Also, identify the markets available and the amount of competition. There are
several factors that should be considered such as how much the land is worth
and if the needed finances can be secured.

H. Competency,

Explain the factors involved in starting an agricultural business.

L. Answers to Evaluation

e
a
a

Answers should include three of the following:

Suppliers - Obtaining a contract with a reputable firm is crucial for the
success of the busirass.

Customers - A gocd customer relations policy is needed to firmly
establish a business.

Manager - The mcnager is responsible for organizing the activities of the
keisiness to insure that everything gets done on-time.

wi..sloyees - They are important for carrying out the work of the
business in a dependable and friendly manner. This will help insure good
customier relations as well as the work getting done one time.

Finarzial institutions - They are needed to loan money to meet both
shor#- and long-t2rm needs.

Answers shauld include three of the following:

Income aiid expenses

Accounts payabie and receivable

Inventory

Errployze p.. roll

Saies tax records

Customer account records ~ especially for those who pay in cash

a. Permi?s
b. Licerses
c. Zoning regulations
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UNIT Il - BUSINESS MANAGEMENT Name
Lesson 3: Starting an Agricultural Business Date
EVALUATION

Circle the letter that corresponds to the best answer.

. Which factor(s) is important to consider when starting an agricultural
business?

a.  Legal requirements
b. Financing
Cc.  Market potential
d.  Promotion and advertising
e.  All of the above
2,  Determining the market potential of a community o
d. Involves gathering information about the local community
b. Insures the success of the business
c.  Shows the relative supply of labor available
d.  Creates a feeling of goodwill with community mermbers
3. How can market potential information be used in advertising?
a.  To identify customers
b.  To determine the advertising budget
c.  To determine frequency of advertising
d.  All the above
Complete the following short answer questions.

4. List three groups of people the agricultural business must deal with and tell
why each cne is important.

a.
b.
c.
5.  ldentify three types of financial records that a business should keep.
a.
b.

Ce
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What are the three types of legal requirements that may affect an agricultural
business?

"a.

bl

C.
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UNIT Il - BUSINESS MANAGEMENT

Lesson 4: Using Contracts in Agriculture

Objective: The student will be able to identify and describe key components of

contracts.

Study Questions

l.
2.
3.
5.
5.

8.

What are contracts, and how can they be used in agriculture?
Deftine the key terms used in leases.

What are the most common kinds of leases?

What key points should be considered when making a contract?
What are some of the legal aspects concerning contracts?

What is an automatic renewable clause, and why is it important?
What is arbitration, and how can it be used?

What are the lessee's advantages and disadvantages in leasing?

Student References

Agricultural  Management and Economics (Student Reference).
University cl>lf Missouri-Columbia: Instructional Materials Laboratory,
1987. Unit Il.

Handouts

a) HOA&l: Crop Share Lease
b) HO4.2: PastureLeaes
c) HO43: Cooperative Education Program Student Agreement

Teacher References

Steward, Jim; Raleigh Jobes. Farm and Ranch Business Management.
Moline, IL: Deere and Company, 1985.

University of Missouri-Columbia Extension Division agricultural
publications.

a) GO00426: Farm Lease Agreement

b) G00428: Customary Farm Rental Agreements

c) G00520: Verbal Farm Rental Agreements Under Missouri Law
d)  GO0540: Leasing vs. Buying Equipment
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‘ UNIT 1l - BUSINESS MANAGEMENT

Lesson 4: Using Contracts in Agriculture

TEACHING PROCEDURES

A. Review

B. Motivation
Several students in the class will already have entered cont: acts. Fave them
turn to the business agreement page of their record bocks. This page is a
contract. The student is agresing to do certain things; the teacher is agreeing
to supervise the project, and the: parents are aware of, or possibly assisting,
the student in performing the agreement. Another agreement that students
may be familiar with is the Cooperative Education Program Student
Agreement (HO 4.1).

C. Assignment

D. Supervised study

E. Discussion

. Ql. What are contracts, and how can they be used in agriculture?

Al. 1) A contract is a verbal agreement or formal writ*en document th-t
is legally binding between two or more people or bu ‘nesses.
2) A contract can be used to help reduce risk by agreeing on terms
and conditions beforehand.
3)  One common type of contract is the ‘ease.

Discuss the fact that contracts are really business agreements. Ask
students to discuss how a contract might be used in agriculture.

Q2. Define the key terms used in leases.

A2. 1) Lease is a form of contract transferring the use or occupancy of
lond, buildings, machinery, or equipment for some form of
payment. A lease may be written or verbal.

2)  Rent is income received from leasing property.
3)  Lessee {tenant) is one who holds or has the use of property that is
owned by another.
4)  Lessor (Iandlord) is the owr=r of leased property.
|
|

List the key terms of a contract nn the biard or o erhead. Have
students define these terms and discuss the definition.

150
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Q3.

Ad.

Q6.
Aé.

What are the most commen kinds of leases?

Land

Crop share

Livestock

Livestock share
Financial

Building and machinery

Ask' students to discuss the rnost common types of leases. Discuss
various situations that would make -each type of lease advantageous to

use.

What key points should be considered when mdking a contract?

Consider legal aspects.

Insure economic gain for both parties.

Agree on what records will be kept, and who will keep them.
Determine how differences in opinion will be resolved.

Determine who has responsibility for what jobs or enterprises.
Agree on the responsibility for maintcining buildings, facilities, ond
land hﬁgﬂ)’ as well as how compensation for improvements will
be .

Ask students to discuss the key points thet should be considered when
making a contract.

Y/hat are some of the legal aspects concerning contracts?

1)
2)

3)

There is no substitute for good legal advice.

The contract should be in writing concerning major items.

a) May be no more binding thdn an oral lease if not written
properly

b)  May help avoid many misunderstandings

The body of the contract should include all applicable details.

a) Statement of who furnishes what

b) Statement of who pays for what

c) Payment of rent
(1)  Terms of payment, including beginning and ending dates
(2) Division of income

d) Restrictions

e)  Method of ending contract

Ask students to Ciscuss some of the legal aspects of contracts.

What is an automatic renewable clause, and why is it important?

)

2)

The automatic renewable clause allows a short-term lease to be
continued under the same conditions unless either the lessor or
lessee notify the other party before a given deadline.

It is iraportant primarily because there is less renegotiation time,
and neither party is locked into a long-term lease.

Discuss advantages and disadvantages of an automatic renewable clause.

11-42
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. Q7. What is arbitration, and how can it be used?

A7. 1) Arbitration is a method of settling differences between two or
' more parties such as lessor and lessee.

2) Lessor can select a member of an arbitration comn tee; lessee
can select one, and these two arbitrators can select one. Except
for questions of law, the decisions of the committee are final and
binding to the lessor and the lessece.

Discuss the arbitration method and tie in the need for written leases to
avoid misunderstanding. Have copies of good standard lease forms for
students to ‘complete. Rost standard leases will have an arbitration

clause. Discuss the importance of a lease containing this clause.
Distribute HO 4.2 and 4.3,

Q8. What are the lessee's advantages and disadvantages in leazing?

A8. 1) Advontages

a) Financial
(1) Lower fixed cost
(2) More capital available
(3) Rent considered an expense which could possibly lower

income tax

(4) Lower property tax

b) Risks of obsolescence and faulty property shifted to the

les=or
‘ c) Timing

(1) When use is occasional
(2)  When capital expediture is large

2) Disadvantages
Financial
(1) May lower borrowing power
(2) No gain from land appreciation

b) Possible higher rental payments resulting from risks

transferred to lessor

Ask students to discuss whether they should lease or purchase?
F.  Other activities
l. It is suggested that students complete scme of the enclosed leases and
develop their own leases with members of the class, faculty, or
community. (HO 4.1 and HO 4.2)
2. Invite a local lawyer to visit with the class.
G. Conclusion
A lease is a contract which transfers the use or occupancy of land, buildings,

machirery, or equipment from one person to acnother in consideration of a
payment. All contracts should be in writing and very specific about dll

o applicable details.
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H.

Competency

Identify and describe key components of contracts.

Answers to Evaluation

l L]
29
3.

4.
g

-e

6.
7.

8.

QT OaO000a0n

The automatic renewable clause reduces negotiation time between
leasing periods without locking either party into a long-term lease.
Either party can terminate the lease for the next period by notifying the
other party before a set deadline. If no one says anything, then the lease
automatically continues.

Arbitration is a method for settling differences between landlord and
tenant. Each party selects a member for an arbitration committee. The
two people selected choose a third person. This committee then decides
how to settle the probler:. Their decision is binding unless it is in
conflict with the law.
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. UNIT 1 - BUSINESS MANAGEMENT Name
Lesson 4:  Using Contracts in Agriculture Date
EVALUATION

Circle the letter that corresponds to the best answer.

Which of the followira statements is true of contracts?

a.
b.
c.
d.

They must be in writing to be lege!,
They may be either written or verbal.
They can be used to reduce risk.

They are not binding.

Which of the following statements is true of leases?

a.
b.

c.
d.

They may be written or verbal.
They may be automatically renewable.
They are a very common type of contract.

All of the above

) Match the word on the right with the definition on the left.

. 3.
@

4.

5.
6.

7.

A mutual understanding between two a.

or more persons

A form of contract transferring the
use of occupancy of land, space, C.
structures, or equipment in consideration

of payment d.
Income received from leasing real estcte e.
One who holds or has the use of real f.

property that is owned by another

Owner of leased property

Complete the following short answer questions.

8.

9.

Why is the automatic renewable clause important?

What is arbitration, and how can it be used?
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ERIC

Aruitoxt provided by Eic:

Crop Share Lease

This form can provide the landlord and tenant with a guide for
developing an agreement to fit their individual situation. This
form is not intended to take the place of legal advice pertaining
to contractual relationships between the two parties.
of the possibility that a farm operating agreement may be legally
cousidered a partnership under certain conditions, seeking proper

Irrigation Crop-Share or
Crop-Share-Cash Farm Lease

HO 4.1

Becauge

legal advice is recommended when developing such an agreement.

(North Central Regional Publication No. 108)

This lease is entered into this day of
landlord,
spouse,
hereafter known as *“the landlord.” and
tenant,
spouse,

hereafter known as ‘the tenant.”

19 between

of

(address)
of

(address)
of

(address)
of

(address)

I. PROPERTY DESCRIPTION

The landlord hereby leases to the temant, to occupy
and yse for agricultural and related purposes, the follow-
ing described property:

consisting of approximately _ acres situated
in County (Counties),
(State) with all

improvements thereon except as follows:

II. GENERAL TERMS OF LEASE

A. Time period covered. The provisions of ¢his agree-
ment shall be in effect for year(s), comni-
mencing on the day of

19 This
lease shall continue in effect from year to year there-
after unless written notice of termination is given

by either party to the other at least
days prior to expiration of this lease or the end of
any year of continuation.

B. Review of lease. A written request is required for a
general review of the lease or fer consideration of

proposed changes by 2ither party, at least
days prior to the tinal date for giving notice to termi-
nat2 the lease as specified in IIA.

C. Amendments and alterations. Amendments and alter-
ations to this lease shall be in writing and shall be
signed by both the landlord and tenant.

D. No partnership intended. It is particularly understood
and agreed that this lease shall not be deemed to be
nor intended to give rise to a partnership relation.

=47

E. Transfer of property. If the landlord should sell or
otherwise transter title to the farm, he will do so sub-
ject to the provisions of this lease.

F. Right of entry. The landlord reserves the right for
himself. his agents, his employees, or his assigns 20
enter the farm at any reasonable time to: a) consult
with the tenant; b) make repairs. improvements, and
inspections; and ¢) (after notice of termination of the
lease is given) do plowing, seeding, fertilizing. and
any other customary seasonal work, none of which is
to interfere with the tenant in carrying out regular
farm operations.

G. No right to sublease. The landlord does not convey
to the tenant the right to lease or sublet any part ox
the farm or to assign the lease to any person or per-
sons whomsoever.

H. Binding on heirs. The provisions of this lease shall be
binding upon the heirs, executors, administrators, and
successo.s of both landlord and tenant in like manner
as upon the original parties, except as provided by
mutual written agreement.

L. Landlord's lien for rent and performance. The land-
lord's lien provided by law on crops grown or grow-
ing shall be the security for the rent herein specified
and for the faithful performance of the terms of the
lease. If the tenant fails to pay the rent due or fails
to keep the agreements of this lease. all costs and at-
torney fees of the landlord in enforcing collection or
performance shall be added to and become a part of
the obligations payable by the tenant hereunder,

J. Additional provisions.

III. LAND USE

A. General provisions. The land descrihed in Section I
will be used in approximately the following manner.
It it is impractical in any year to follow such a land-
use plan, apprepriate adjustments will be made by
inl_:;tgnl written agreements between the parties.
Q0




Dry Irrigated PASTURE IDENTIF.

acres/animal unit
(1) Cropland acres/animal unit
(a) Corn Acres acres/animal unit
(b) Grain Sorghum Acres (1000 pound mature cow is equivalent to
(c) Wheat Acres one animal unit.)
(d) Sugar Beets Acres Other restrictions are:
(e) Silage Acres
(1) Alfalfa Acres
(g) Pasture Acres C. Government programs. The extent of participation in
(h} Other: Acres government programs will be discussed and decided
Acres on an annual basis. The course ot action agreed upon
Acres should be placed in writing and be signed by both
parties. A copy of the course of action so agreed upon
Acres shall be made available to each party.
TOTAL ACRES —  Acres
IV. CROP-SHARE.CASH RENT AND
B. Restrictions. The maximum acres harvested as silage RELATED PROVISIONS
shall be _____ acres unless it is mutually decided A. General agreement. (1) The tenant agrees to pay as
otherwise: rent for the use of the land tlie share of crops shown
The pasture stocking rate shall not exceed: in Table 1 of this section. The tenant also agrees to
Tuable 1.—~Landlord's Share (9 and/or S) of Crops and Crop Expenses
Corn Grain Small
example Corn sorghum grain
SHARE OF CROPS a0
SHARE OF CROP EXPENSES:
Fertilizer:
Materials 50,
Application 50%
Herbicide:
Materials 50<%
Application @
Insecticide:
Materials 50
Application
Seed 50 %
Lime. rock phosphate* 100 %
Harvesting (per ac.) $7.50
Drying 50%
Baling
Delivery to:
Storage/bu.
Market/bu. $ .07
SHARE OF IRR. EXPENSES
Well Repairs 100 %
Pump Repairs 100 %
Gear Head Rep. 100%
Power Unit Rep. 100 %
System Repairs
Land Maint.
Irrigation Fuel
Power Replace.
Systemt Replace.
Labor
Other-

Lime, rock phosphate, and othei--{e—rtilizers having more than one year life paid by the tenant shuuld be recorded
in the compensation table in Section V-C-2.

Q l1-48 5
e 156

Aruitoxt provided by Eic:




Q

E

Aruitoxt provided by Eic:

v

tarnish all labor, machinery, and cash operating ex-
penses except for landlord's share (percent and/or
dollar charge per unit) indicated in Table 1. (2)
Other Provisions relative to Table 1.

RIC

. Other crop-share-cash agreements.

1. Operating expenses. Additional agreements relative
to the sharing of expenses are as follows:

2. Storage, landlord’s crop. At the landlord’s request,
the tenant agrees to store as much of the landlord’s
share of the crops as possible, using storage space
reserved by the landlord and not to exceed
percent of the storage space not specifically re-
served.

3. Delivery of grain. The tenant agrees to deliver the
landlord's share of crops at a place and at a time

the landlord shall designate, not over

miles distance at the charge shown in Table 1 of
this section. Additional agreements are:

"’

Cash rent on non-shared items. The tenant agrees
topay cash rent annually for the use of the fullow-
ing non-shared items.

Table 2-—~Amount of Annual Cash Rent
{Complete at beginning of lease)

Total
Pasture . $
Hayland: s
Farmstead: Dwelling .......

$
Service bldgs. e
Timber and waste .....cccieerirnnnnrrecirecese $
Total cash rent ...... e 8

Paynmient of cash rent: The tenant agrees to pay
cash rent as follows:

§______ onor before day of (month)
$ on or before day of (month)
$________ onor before day of (month)
$______ onor before day of {month)

If rent is not paid when due, the tenant agrees to
pay interest on the amount of unpaid rent at the

rate of percent per annum from due date
until paid.

5. Pasturing. The tenant will prevent damage to crop-
land and growing crops by livestock.

6. Hotme use. Tenant and landlord may take for
homne use the following kinds and quantities of
jointly owned crops:

HO 4.1 (Continued)

7. Buying and selling. The landlord and tenant will
buy and sell jointly owned property according to
the following agreement:

8. Division of property. At the termination of this
lease, all jointly owned property will be divided or
disposed of as follows:

V. OPERATION AND MAINTENAXNCE OF FARM
In order to operate this farm efficiently and to main-
tain it in a high state of productivity, the parties agree

as follows:

A. The tenant afrees:

1. General maintenance. To provide the unskilled
labor necessary to maintain the farm and its im-
provements during his tenancy in as good condition
as it was at the beginning. Normal wear and de-
preciation and damage from causes beyond the
tenant's control are expected.

2. Land use. Not to: a) plow pasture or meadowland,
b) cut live trees for sale or personal use, or c)
pasture new seedlings of legumes and grasses in the
year they are seeded without consent of the land-
lord.

3. Insurance. Not to house automobiles, motor trucks,
or tractors in barns, or otherwise violate restric-
tions in the landlord's insurance policies without
written consent from the landlord. Restrictions to
be observed are as follows:

4. Noxious weeds. To use diligence to prevent noxious
weeds from going to seed on the farm. Treatment
of the noxious weed infestation and cost thes~nf
shall he handled us follows:

2. Additien of imprcovements. Not to: 1) erect or per-
mit to be erected on the farm :ny nonremovable
structure or building, b) incur auy expense to the
landlord for such purposes. or ¢) add electrical
wiring. plumbing. or heating to any building with-
out written consent of the landlord.

6. Conservation. Control soil erosion as completely
as practicable; keep in good repair all terraces,
open ditches. inlets and outlets of tile drains; pre-
serve all extablished watercourses or ditches includ-
ing grassed waterways; and refrain from any oper-
ation or practice that will injure such structures.

7. Damages. \When he leaves the farm, to pay the
landlord reasonable compensation for any damages
to the farm for which he, the tenant. is responsible.
Any decrease in value due to ordinary wear and
depreciation or damages outside the control of the
tenant are excepted.
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8. Costs of operation. To pay all costs of operatic ; ex-
cept those specifically referred to in Sections IV,
V-A-4, and V-B.

9. Repairs. Not to buy materials for maintenance and

repairs in an amount in excess of $
within a single year without written consent of
the landlord.

B. The landlord agrees:

1. Loss replacement. To replace or repair as promptly
as possible the dwelling or any other building or
equipment regularly used by the tenant that mayv be
destroyed or damaged by fire, flood. or other cause
beyond the :ontrol ol the tenant or tn make rental
adjustments in lieu of replacements.

2. Materials for repairs. To furnish all material
needed for normal maintenance and repairs.

3. Skilled labor. To furnish any skilled labor tasks
which the tenant himsel? is unable to perform
satisfactorily. Additional agreements regarding
materials and labor are:

Reimbursement. To pay for materials purchased
by the tenant for purposes of repair and main-

tenance in an amount not to exceed $___
in any one year, except as otherwise agreed upon.

Reimbursement shall be made within days
after the tenant suybmits the bill.

. Rémoveable improvements. Let the tenant make
minor improvements of a temporary or removable
nature, which do not mar the condition or appear-
ance of the farm, at the tenant's expense., He
further agrees to let the tenant remove such im-
provements even though they are legally tixtures

at any time this lease is in effect or within
days thereafter, provided the tenant leaves in good
condition that part of the farm from.which such
improvements are removed. The tenant shall have
no right to compensation for improvements that
are not removed except as mutually agreed.

[}

6. Compensation for erop expenses. To reimburse the
the tenant at the termination of this lease for ficld
work done and for other crop costs incurred for
crops (o be harvested during the following year.
Unless otherwise agreed, current custom rates for

the operations involved will be used as a basis
of settlement.

C. Both agre'e:

1.Not to ohligate other party. Neither party hereto
shall pledge the credit of the other party hereto
for any purpose whatsoever without the consent of
the other party. Neither party shall be responsible
for debts or liabilities incurred, or for damages
caused by the other party.

=

2. Capital improvements. Costs of establishing hay or
pasture seedings, new conservation structures, im-
provements (except as provided in Section V-B-5),
or of applying lime and other longlived fertilizers
shall be divided between landlord and tenant as set
forth in the following tabie. The tenant will be re-
imbursed by the landlord either when the improve-
ment is completed. or the tenant will be compen-
sated for his share of tHe depreciated cost of his
contribution when he leaves the farm based on the
value of the tenant's contribution and depreciation
rate shown in the following table. (Cross out the
portion of the preceding sentence which does not
apply.)

Rates for labor, power, and machinery contri-
buted by the tenant shall be agreed upor before
construction i35 started,

[ 2]

.- Mineral rights. Nothing in this lease shall confer
upon the tenant any right to minerals underlying
said land, but same are hereby reserved by the
landlord together with the full right to enter upon
the premises and to hore. search, and excavate for
same, to work and remove same, and to deposit
excavated rubbish, and with full liberty to pass
over said premises with vel.izles and lay down and
work any railroad track or tracks. tanks, pipelines,
power lines, and structures as may be necessary or
converient for the above purpose. The landlord
agrees to reimburse the tenant for any actual
damage he may suffer for crops destroyed by these
activities and to release the tenant from obligation
to continue farming this property when develop-
ment of mineral interfers materially with the ten-
ant's opporiunity to make a satistactory return.

VL ARBITRATION OF DIFFERENCES

Any differences betwecn the parties as to their seve.al
rights or obligations under this lease that are not settled
by matual aeres ment after thorough di-cus~ion. <hall be
subnntted for arbitraion 1o « committve of three dis-
interested persons. one selected by each party hereto
«and the third by the two thus selected. The conmniittee's
decision shall be accepted by both parties,

Compensation for Improvements Tuble

Proportion to be

Estimated contributed by tenant Total value of Rate of
Date to be total cost Unskilled tenant’s contrib. annual
Type of improvement completed (dollars) Material  labor Mach, tdollars) * depreciation
e e S P
Irri. Well $ 3
Underground Pipe $ $
Land Dev. 3 3
Tailwiter Structures $ $
Power Lines $ §
Other 3 £
* To ve recorded when iTx-mi-(;\;l-u-ent ié-ut;r;pfeted.
s ¢
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HO 4.1 (Continued_.)

Executed in duplicate on the date first above written:

(tenant) (landlord
(tenant spouse) (landlord spouse)
STATE OF } S:
COUN.Y OF
On this day ot A.D, 19 , before
me, the undersigned, a Notary Public in said State, personally appearei
and to me known to be the identical persons named in and who executed

the foregoing imstrument, and acknowledged that they exacuted the same as their voluntary act and deed.

(Notary Public)

Programs and activities of the Cooperative Extension Service are available to all
potential clientele without regard to race, color, sex, national origin, or handicap.

o \unn In cooperation ‘w#ith NCR Educational Materials Project .

.0 A Issued in furtherance of Cooperative Extension work, Ants of Congress of May 8

wee and June 30, 1914, in cooperation with the U.S. L partment of Agriculture and

s, \ om0 Cooperative Extension Secvices of Illinois, Indiana, Iowa, Michigan, Minnesota,

n . Missouri, Nebraska, North Dakota, Ohio, South Dakota, and Wisconsin. Fred D.

xansss | wo Sobering, Director of Cooperative Extension Service, Kansa- State University, Man-
hattan, Kansas 66506.
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HO 4.2

This PASTURE LEASE form can provide the landlord and tenant
Pasture Lease with a guide for developing an agreement to fit thefr indlvidual

advice pertaining to contractual relationships between the two

. situation. This form Is not intended to take the place of legal

parties. Because of the possibility that an operating agreement
may be legally considered a partnership under certain conditions.

. seeking proper legal advice is recommended when developing such
(North Central Raeglonal Publicat:on 109) an agreement.

This lease i3 entered into this ______ day of

19 between

landlord, of
(pasture owner)

spouse, of

hereafter known as ‘‘the landlord,” and

tenant, of
(livestock owner)

— spouse, of

hereafter known as ‘“‘the tenant.”

(address)

(address)

(address)

(address)

I. PROPERTY DESCRIPTION B.

The landlord hereby leases to the tenant, to occupy

and use for pasture purposes, the following described
e property:

C.
D
consisting of approximately _____  acres situated
in County (Counties),
(State) and on any other B
land v aich the landlord may designate by mutual written
agreement.

II. GENERAL TERMS OF LEASE
A.Term.—(If a continulng lease is desired, use para- F.
graph (1) and strike out (2).]
(1) Continulng Lease—The term of the lease shall be
year(s), commencing on the
day ot

19 , and shall continue in effect from year to
year thereafter (as an annual lease) unless
written notice of terminatlon is given by either

party to the other at least
days prior to expiration of this lease or the end of

any year of continuation. If a definite term is
desired, use paragraph (2) and strike out para-

graph (1). No notice of termination is necessary H,
it paragraph (2) is used.)

(2) Annual Lease—The term of this lease gshall be
‘ year(s), commencing on the
day of

19_____., and ending on the
day of 19

~—

Review of lease.—A request for general review of the

lease may be made, by either party at least
days prior to the final date for giving notice to termi-
nate the lease.

Amendments.—Amendments and alterations to this
lease shall be in writing and shall be signed by both
the landlord and tenant.

. No partnerships created.—This lease shall not be

deemed to give rise to a partnership relation, and
neither party shall have authority to obligate the
other without written consent, except as specifically
provided {n this lease.

. Binding on Heirs.—The terms of thls lease shall be

binding upon the heirs, executors, administrators,
and successors of both landlord and tenant in like
manner as upon the original parties, except as pro-
vided by mutual written agreement otherwise.

Transfer of property.—-If the landlord should sell or
otherwise transfer title to the farm, he will do so
subject to the provisions of this lease.

. Right of entry.—The landlord reserves the right of

himself, his agents, his employees, or his assigns to
enter the farm at any reasonable time for purposes
(a) of consultation with the tenant; (b) of making
repairs; improvements, and inspections; and (c) after
notice of termination of the lease is given, of per-
forming customary seasonal work, none of which is
to interfere with the tenant in carrying out regular
operations,

Additional agreements regarding term of lease:
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L. Animal units (maximum allowable)—Not more than

animal units shall be kept {n the
pasture at any one time without the express written
consent of the landlovd. Deliberate violation of this
provision shall constitute grounds for termination of
this lease. (Each 1.000 pounds of average weight
shall be one animal unit. If the pasture owner and
the owner of the livestock prefer, they canm use the
following basis for calculating animal units: 1 bull,
1.25 animal units; one 1.000-pound cow, 1 animal
unit: 1 yearling steer or heifer, .75 animal unit;: calf,
6 months to 1 year, .5 animal unit; calf, 3 to §
months, .3 animal unit; sheep, 5 per animal unit;
horse, 1.25 animal units.)—

Number

Animal
Stocking Rate Thits
Bulls
Cows
Yearlitig steers .........ceeeuee.
Yearling heiters ................
Calves, 6 mos.-1 year .......
Calves, 3-6 mos.

Other

Number Head

IIl. OPERATION AND MAINTENANCE

A.The livestock owner agrees:

(1).Not to pasture livestock to be breachy. Should
any animal be found outside the pasture on at
least three occasions, the pasture owner may re-
quest its removal,

(2) Not to assign his right and duties under this
lease without the written consent of the pasture
owner.

(3) Not to put any cattle in pasture without getting
specific approval trom the pasture owner in ad-
vance regarding number, health, sex, breed, and
age.

(4) Agrees to furnish health certificate as Yollows:

B. Both agree:

(1) Not to obligate other party. Neither party hereto
shall pledge the credit of the other party hereto
for any purpose whatsoever without tha consent
of the other party. Neither party shall be ra-
sponsible for debts or liabilities incurred. or tor
damages caused by the other party.

(2

~—

Responsibilities.—Additional responsibilities for
each party shail be divided as follows:

Landlord Tenant
Inspect fences not less than

once per
Furnish labor for repair

of fences.
Furnish materials tor repair

of fences.
Supervise supply of water

to 1ivestock. .......cceeeeereccerecnnes _ e
Furnish labor for repair of

Water SYSteMl. ....cceceeeeneeeeneeeneees
Materials for repair of

WALer SYSteNMl. .ueueueeeeeecvrsrnsennes
Furnish salt and mineral. ..........
Count livestock not less than

once per

Return stray animals to pasture.

Call veterinarian in case
Of eMErgency. ........ceeeerveevee vesese

Pay veterinary expenses.

Provide loading and unloading
tacilities.

Furnish supplementary feed,
if needed.

Notily other party of shortage
in count.

Provide tacilities for fly control. _ ___

Keep fly control facilities in
working order.

Liability Insurance. .....

(3) Additional agreements:

IV. RENTAL CALCULATIONS AND PAYMENT SCEEDULE
(Use Method I, I or III and Strike Out the Two Methods Not Used)

METHOD I—The tenant owner agrees to pay $

percent per annum from the due date until paid.

per acre for use of the property described in paragraph I.
Total rent of $________ _ ghall be pald as follows.

$_______on or before day of (month),
$—_ __onorbetore _____ day of (month),
$ ~ on or before day of (month),
$—— — _on or before day of (month),

If rent is not paid when due, the tenant agrees to pay
interest on the amount of unpaid rcnt at the rate of

Rental adjustment-—Additioual agreements in regard
to rental payr=ent:

11-54
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HO 4.2 (Continued)

METHOD II—The livestock owner agrees lo pay the following rates: (The period may be by the month, pasture
season or y. .')

Number X Rertal Rate/Periud = Total Rent/Period
2101 | - N rressessaraasenns X s = 3§
COWS  ceerrnrssseesernenssssenseesssasennnes sosnsssssssssannessasssssns X $ = §
Yearling steers .iiicciiiineneiesnnnes X S = 3
Yearling helfers ...ceceeeeecrseerecnnne X =
Calves, 6 mos.~1 year ..... X3 = ¢
Calves, 3-6 MOB. ...cccvveeeresenens cersseantneniee seesaee X $ =
Other ieceeeiiiniiiantnnssscestseesssnees rsssnneesssene eee X $ =
Tota! RNt ...ccceevvvvnrnrvevevnnnnene . . ettt s eae s e aaeeeeee saaaanaees s
The minimum rent shall be $ . Such Rental adjustment—aAdditional agreements in regard
rental shall be required regardless of whether or not live- to rental payment:
stock ar¢ actually being pasturcd. The Tatal Rent of _
$— —  shall be paid as follows.
$ on or before day of (month),
$ on or before day of (month), —
$ on or bofore day of (month),
$ on or before day of (month),
It rent is not paid when due, the tenant agrees to pay
interest on the amount of unpaid rent at the rate of
percent per annum from the due date until
paid.
METHOD III—Other Rental Arrangements (Share of gain-etc.)
Vi. ARBITRATION OF DIFFERENCES by mutual agreement after thorough discussion, ghall be

submiized for arbitration o ¢ it o oof Three dic

Itteresied persotis, ol selecied Ly cxeh party Berety

Any differcnces hetween the parties as to their several and the third by the two thus selected. The commitiee’s
rights or obligations under this lease that are not settled decision shull be accepted by both part.es.
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Executed in duplicate on the date tirst above written:

tenant (Livestock owner) landlord (Pasture owner) ‘

(tenant spouse) (landlord spouse)

COUNTY OF

SS:

STATE OF

On this day of AD,, 19___ , betore

me, the undersigned, a Notary Public in said State, personall; appeared

and to me known to be the identical persons named in ard who exeocnted

the foregoing Instrument, and acknowledged that they exacuted the same as thelr voluntary act and deed.

.

Notary Public

and activities of the Cooperative Extension Service are available to ail
potential clientele without regard to race, color, sex, national origin, or handicap.

In cooperation with NCR Educational Materials Projsct

Issued in furtherance of Cooperative Exteasion work, Acts of Congress of May 8
and June 30, 1914, in cooperation with the U.S. Department of Agriculture and
Cooperative Extension Services of Illinois, Indiana, Iowa, Michigan, Minnesota,
Missouri, Nebraska, Noris Dakota, Ohio, South Dakots, and Wisconsin. Fred D.
Sobering, Director of Cooperative Extension Service, Kansas State Univessity, Man-
hattan, Kansas 66506.
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EO 4.3

‘ COOPERATIVE EDUCATION PROGRAM
STUDENT AGREEMENT

The Lrogram in Cooperative Education is planned to develop a student
academically, economically, and socially. To meet the goal, trere are
responsibilities the student must realize and must agree to cooperate in carrying
them out to the fullest extent. As a participant in the program, are you willing to
assume these responsibilities in the program?

I.  To realize that | am under the jurisdiction of the school throughout the
school day and my approved working hours

2, To know that the coordinator is the recognized authority for making
adjustments or changes in the training on the job '

3. To know that it is my responsibility throughout the year to be well-
dressed and well-groomed both in school and on the jcb

4, To carry out my training on the job in such a manner that | will reflect
credit upon myself and upon the Cooperative Vocational Education
program.

5.  To perform all my duties in @ commendable manner and perform related
study assignments with earnestness and sincerity

@ 6.  To work toward the group and individual achievement goals

7. To be regular in attendance in schiool and on the job (This includes days
on the job when school is not in session such as teachers' meetings,
Christmas vacation, etc.)

8. Tobe on time at school and on the job
9.  To notify my employer as soon as | know that | will be absent from work

0.  To notify the coordinator as early in the day as possible on days that :
am absent from school

Il To know that if | am absent from school | must also he absent from work
on that day

12.  To know that if | use a car as transportation o zind from my work | will
observe all traffic regulations and school policies with extreme care.
(Any infraction of the traffic laws may be sufficient cause to terminate
the use of my car in connection with Caocperative Vocational Education
program.)

3.  To conduct myself in a satisfactory mar w %oth on the job and in the
classroom, or my training m=y be discon!:u: 3, and | may be removed

‘ from the progrcm

Q. 11-57
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I4.

ls.

l6.

20.

To know that if | am removed from the program due to failure either in
the class instruction or work experience, | will receive a failing grade for
the program and will lose both credits

To understand that if | am required to leave school because of any
disciplinary reasons, | understand that | cannot report to my training

station, as this is the same as any other classroom subject in which | am
enrolled

To cgree not to quit or change jobs without first talking the situation
over with my parents and coordinator

To discuss my future plens with my coordinator and the high school
counselor

To place into a savings plan 10 percent or more of my earned wages to
help me reach my goals

To keep my coordinator informed of any preblems that may confront me
in school or on the job

To keep all matters of business in strict confidence

" | fully understand the above statements, and | agree to cooperate in carrying them
out to the fullest ~xtent.

Date

School Year 19 __-19 __

Student's Signature

Parent's Signature

Principal's Signature

Coordinator's Signature

Adapted from information provided Sy the Chillicothe Vocational Agriculture
Department, Chillicothe, Mo.
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UNIT Il - BUSINESS MANAGEMENT

Lesson 5: Business Procedures
Objective: The student will be able to explain the importance of business
procedures.
Study Questions
l.  What are business procedures?
2.  Why are business procedures needed?
3.  What are some different types of reports needed in agribusiness?
4.  Why do agribusinesses need different records than farmers?
5.  What are warranties and guarantees?

6. What procedures shousld be used in dealing with guarantees and
warranties?

Student Reference
.  Agricultural Management and Economics (Student Reference).

University of Missouri-Columbia: Instructional Materials Laboratory,
1987, Unit Il.

Teacher References

. Agricultural Businiess Sales and Marketing. University of Missouri-
Columbia: Instructional Materials Laboratory; Unit Vii, 1984,

2. Lee, Delene W.; Jasper S. Lee. Agribusiness Procedures and Records.
New York: McGraw-hill Book Company, 1980.

3. Miller, Larry. Selling in Agribusiness. st ed. New York: McGraw-Hill,
1979.




UNIT Il - BUSINESS MANAGEMENT

Lesson 5: Business Procedures

TEACHING PROCEDURES
A. Review
B. Motivation

Ask students what would happen if there were no set way of doing business
within a company. What would happen if the business treated customers and
suppliers one way tcday and the opposite way tomorrow? Wouid this be an
effective way to manage a business?

Assignment

Supervised study

Discussion

Ql. What are business procedures?

Al. Business procedures are customary or established methods of managing
business activities.

Ask students to discuss what business procedures are.

Q2. Why are business procedures needed?

A2. Business procedures provide an effective and efficient way of managing
the following important business activities so all persons involved are
treated equal.
aQ) Communications
b)  Billing and credit collection
c)  Merchandise control and inventory
d) Keeping records
e) Preparing reporis
f)  Storing and retrieving information
g)  Warranty, guarantee, and returned produ.ts

Ask students to discuss the importance of having established business
procedures.

Q3. What are some different tyres of reports needed in agribusiness?

A3. 1} Financial statements
. a) Balance sheet ~ A balance sheet is a snapshot of the asset and
liability position of a business at one point in time. It is also
called a net worth statement.

b) Income statement - It is a listing of revenues and expenses
and resulting net income for a period of time, also called
profit/loss stetement.
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G.

c)  Statement of owner's equity - This statement details changes
in owner's aquity for the period.
2) Moanagement statements
a)  The cash flow shows the timing of income and
b)  The inventory statement summarizes the flow of inventory.
©)  Sales reports list sales for the period.

Ask students to discuss why each of the six types of statements is
important.

Q4. Why do agribusinesses need different records than farmers?

AbL. 1) Agribusinesses have more people handling money, more frequent
sales, oand more customers.
2)  Customers keep records for the farmer but not for agribusinesses.

Agribusiness records are much more complex than farming records.

&

What are warranties and guarantees?

&

1)  Warranty - written or implied promise that a product is free of
defects and will perform as specified under normal usage
conditions

2)  Guarantee - written or implied promise that the buyer will receive
a benefit from using the praduct or service such as reduced heating
bills or faster rate of gain

Ask students to discuss why guarantees and warranties are important to
the agribusiness and to the customers.

Q6. What procedures should be used in dealing with quarantees and

warranties?

A6. 1) The business should have a set policy on handling guarantees and
warranties so all customers are treated equal.
2)  Guarantees and warranties should be honored if there is proof that
the product failed to perform as it was meant to and the customer
. has preof of purchase.
3)  Exact policiez and procedures will vary between businesses. A set
policy is @ good way to promote good public relations.

Ask students why it is important to have set business procedures.
Other activities

Invite a certified public accountant to speck to the class on the need for
keeping accurate, detailed records in an agribusiness.

Conclusion
Business procedures are customary or established methods of conducting
business.  Good business procedures allow smooth business transactions to

oceur in an efficient, productive manner. Set business procedures insure equal
treatment for the customer.
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Competency
. Explain the importaiice of business procedures.

Answers to Evaluation

NN W —
e o o o o o
Ao o Ao
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UNIT 11 - BUSINESS MANAGEMENT Name

Lesson 5:  Business Procedures Date

EVALUATION
Circle the letter that corresponds to the best answer.

.  Business procedures are needed to .

a. Allow employees to handle situations as they see fit

b.  Provide an effective and efficient way of managing business activities
c. Satisfy the customer

d. Satisfy the owner

2. How can records be used?

a. For inventory control
b.  To increase business efficiency

c. For financial analysis
d.  All the above

. 3. Why is it important to have a policy on guarantees and warranties?

a. To treat all customers equal

b.  To avoid confusion if a bad product was sold
c. To promote good public relations

d.  All the above

4,  Which of the fqllowing statements is false?

a.  Customers keep records for agribusinesses not farmers.

b.  Agribusinesses have more people handling money than farmers.
c.  Agribusinesses have more frequent sales than farmers.

d.  Farmers have less customers than agi ‘businesses.

5. Which of the following is a type of management statement?

a. Statement of owner's equity
b. Inventory statement

Ce Income statement

d. Balance sheet

6. A financial statement that is a snapshot of the asset and liability position of a
business is a{cn) .

a. Statement of owner's equity
b. Inventory statement

Cc. Income si+tement

d. Balance sheet

o
-..‘I
3
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UNIT Il - BUSINESS MANAGEMENT

Lesson é:

Objectives

Agribusiness Records

The student will be able to explain the importance of agribusiness records.

Study Questiaons

5.

Why do agribusinesses need records?
What are th2 three basic parts of an acc::un?ing system?
What is a credit and a debit?

What ;n’e three special journals kept by agribusinesses and how do they
differ?

What is double entry accounting and why should businesses use it?

Student Reference

Agricultural Management and Economics (Student Reference). University

of Missouri-Columbia: Instructional Materials Laboratory, 1987. Unit Il.

Teacher References

Agricultural Business Sales and Marketing. University of Missouri-
Columbia: Instructional Materials Laboratory, 1984,

Lee, Delene W.; Jasper S. Lee. Agribusiness Procedures and Records. New
York: McGraw-Hill Book Company, 1980.

Niswonger, C. Rollin; Philip E. Fess. Accounting Principles. [2th ed.
Cincinnati: South-Western Publishing Co., 1977. .
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o UNIT 11 - BUSINESS MANAGEMENT

Lesson 6: Agribusiness Records

TEACHING PROCEDURES
A. Review ‘
B. Motivation

Ask the students how often they make entries in their record books. Are the
entries made at the time the transaction occurs or do the students wait until
shortly before the books are graded to update their records? Agricultural
businesses must update their records consistently due to the volume of
transactions and the amount of money involved. If an agricultural business only
updated its records periodically it would have a tremendous backlog of paper
work. The business would also have more difficulty in analyzing different types
of business transactions.

Assignment
Supervised study

Discussion

Ql. Why do agribusinesses need records?

Al. 1)  Toknow what has happened in the past
2)  To make decisions for the future
3) Toreport to outsiders
a) Internal Revenue Service
b)  Government agencies
c) Owners
d Lenders

Ask students why it is important to keep accurate reccrds. Records are
data kept today so that later the numbers can be analyzed, reports
developed and management decisions made.

8

What are the three basic parts of an accounting system?

A2. 1)  Journal - Itis arecord of original entries showing debits and crediis in

chronological order.

2) Account - It is a listing for a unit. It has a beginning balance,
additiors, deductions, and an ending balance.

3)  General ledger - It is the collection of all accounts.

The student should become familiar with these terms. All businesses il
have a general journal and two or more special journals. For example, a
firm might have four special journals: cash receipts, cash disbursements,
purchases, and sales, plus a general journal in which all other transactions
are listed.
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Q3.

A4,

What is a credit and a debit?

1) . Credit - an entry on the right-hand side of an account
2) Debit - an entry on the left-hand side f an account

Discuss the difference between a credit and a debit. Credits and debits
should not be thought of plus or minus.

What are three special journals kept by agribusinesses and how do they
differ?

)  Cashreceipts journal - provides a chronological list of cash received

2) Cash dishursements journal - provides a chronological list of cash
disbursed

3) Purchases journal - provides a chronological list of items purchased
o credit

Discuss the different journals used by agribusiness.

What is double entry accounting and why should businesses use it?

1) Double-entry accounting is a record keeping system in which all
transactions are recoracd in journals; once as a credit and once as a
debit.

2) Double entry accounting is used to allow for error checks. Credits
and debits must offset each other or there is an error.

Discuss double entry accounting. Explain to students how this system can
be checked for errors.

Other activities

It is suggested that students be taken on a trip to a business to discuss the record
keeping system.

Conclusion

Accurate records management is an essential part of any business. The use of
records can help incraase the income, thus increasing profit.

Competency

cxplain the importance of agribusiiess records.

Answers to Evaluation

000o
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‘ 6.  The answer should include two of the following:
To know what happened in the past
To make decisions for the future
To report to outsiders
7.  Offset euch other, equal, balance
(The instructor will need to determine if the answer is correct.)




UNIT Il - BUSINESS MANAGEMENT Name

Lessqn 6: Agribusiness Records Date

EVALUATION

Circle the letter that corresponds to the best answer.

3.

4.

5.

Which is a chronological list of items purchased on credit?

a.  Cash disbursements journal
b.  Purchases journal

c.  General ledger

d.  Account

Which is a listing for a unit?

a.  Cash disbursements journal
b.  Purchases journal

c¢. General ledger

d.  Account

Which of the following is always correct about an ertry on the right-hand side
of an account?

a. Itisaplus.
b. [t is a minus.
c. Itisacredit.
d. Itis adebit.

A I1;ecordkeeping system that has a debit and credit for each transactic.i is
called .

a.  Accouiting

b.  Single entry accounting
c.  Double entry accounting
d.  Business accoui ting

A cash receints jesrnal provides a chronologizal list of

received.
a.  Money
b. Bills

Ce Merchandise
d. Credit

F i e
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Complete the following short answer questions. ’
6.  List two reasons why records should be kept.

a.

b.

7. Total debits and total credits should _




UNIT 1l - BUSINESS MANAGEMENT
Lessqn 7:  Managing Inventory and Determining Selling Price
Objective: The student will be able to describe how to manage inventory and
how to determine the selling price of merchandise.
Study Questions
l.  Define inventory.
2.  What are the two types of inventory, and how do they differ?
3.  What factors are ir:iportant in managing inventory?
4. How is inventory managed?
S.  How can invertory losses be reduced?
6.  What strategies are used to determine selling price?
7. What are the types of discounts used by agriculiural businesses?
* Student Re-feg'ence

l. Agricultural Management and Economics (Student Reference). University
of Missouri-Columbia: Instructional Materials Laboratory, 1987. Unit Il.

Teacher References

.  Lee,Delene W.; Jasper 5. Lee. Agribusiness Procedures and Records. New
York: McGraw-Hill Book Company, 1980.

2. Agricultural Business Sales and Marketing. University of Missouri-
Columbia: Instructional Materials Laboratory, 1984.
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UNIT Il - BUSINESS MANAGEMENT

1

Lesson 7:  Mancging lav t wetermining Selling Price

TEACHING PROEDURE

Ah
B.

O O

m

Review

L4

Motivation
Bring a food product vith abar code on the packaging to class. Show the bar code
tostudents. Ask studentsif they have made purchases at astore that uses the bar
code to record prices at the cash register. Explain to students that the bar code
not only tells the price of the item, but it automatically identifies what the item
is. Thisallows the store to keep very wccurate records of sales andinventory with
a miniinal amouint of labor.

Assignment

Supervised study

Discussion

Ql. Define inventory.

Al. Inventcry is the amount of merchandise on hand including fixtures,
machines, and rav or finished products.

Ask students to define inventory. Explain why an inventory is need.-d in an
agricultural business. .

Q2. Wha are the two types of inventory, and how do they difier?

A2. 1) Pempeiuel - written or computerized record taken from sales slips and
purchase records
2)  Physical - aciual count taken by hand

Ask students to describe the two main types of inventory and to explain how
they diffar. :

Q3. What factors ore imporiant in manaying inventory?

A3. 1)  Customer preferences
2)  Seasonal demands
3) Inventory turnover rate
4)  Past inventory records
5)  Articipated price changes

Ciiscuss how these factors can help a manager determine what and how
inuch to keep in inventory.
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Qs.
Aé.

Q7.
A7.

How is inventory managed?

1) Keep computer records of what is received and shipped. The
following steps should b~ completed after receiving an order of
merchandise.

a)  Count items.
b) [nspect the merchandise.
c)  Update records.

2)  Monitor inventory turnover.

3) Consider opportunity costs.

4)  Have an efficient storage system.

5)  Use systemctic purchasing steps so orders are received in time.

Ask students why it is important o manage inventory properly. Diccuss the
importance of each of the factors used in inventory management.

How can inventory losses be re-'uced?

1)  Reduce employee theft end shoplifting.
2)  Reduce damage or spoilage foss.

a)  Handle inventory carefully.

b)  Rotate inventory.

Profits can be lost easily by inventory losses. Ask students what might be
done to prevent losses of inventory in an agricultural business.

What straigies are used to determine selling price?

1)  Cost plus markup

2)  Suggested retail price

3)  Loss leader - selling some products below cost to attract customers
to the store; goal of recapturing loss on othar items

4) High markup items - items bought on impulse often placed in
stra.egic places such as the check-out line at a grocery store

5)  Clearance pricing

6)  Discounts

Ask students to describe why the selling price on merchandise is important
to agricuitural businesses. Ask them to list the factors that help determine
what the selling price should be. Review how the economic principle of
supply and demand will of fect pricing decisions.

What are the types of discounts used by agricultural businesses?

1)  Cash discounts - up to 2 to 3 percent
Given for paying cash at time of purchase
b)  Used because business can reinvest money quickly
¢)  Figured after all other discounts have been applied
Z)  Guontity discounts - volume purchases :
3)  Bu': discounts - non-prepackaged purchases
4)  Early season disnounts - ord>red befce season used
a)  Saves storage space
b)  Helps the business to plan quantity needed

11-78 1% 9
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Q Ask students to discuss the di:ferent kinds of discounts. Discounts may
appear on sales ticket as terms of sale. Terms >f sale is used to show
amount of discount and hot * long it applies.
EXAMPLE: "2/10 net 30" means if paid within 10 days of shipment, the
buyer will receive a 2 percent discount; if not paid by then, th2 balance is
due in 3C days.
F.  Other activities

It is suggested that students be taken on a field trip to a business or agricultural
business.

G. Counclusion
To maintain customer satisfaction and to reduce overhead costs, it is essential to
maintain a good inventory managerrient system and te price merchandise at a
level that wil! assure profit, yet encourage buying.

H. Competency

Describe how to manage inventory and determine selling price.

l. Answers to Evaiuvation

AN WN —
e o o . L]
OO0 AAn
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UNIT Il - BUSINESS MANAGEMENT Name

Lesson 7:  Managing Inventory and Determining Date

Selling Price

EVALUATION

Circle the letter that corresponds to the best answer.

6.

Perpetual inventory is .

a. A written record taken from sales slips and purchase orders
b.  Actual count taken by hand

c.  What the agricultural business has in stock

d. None of the above

What should be done after receiving an order of merchandise?

a. Count items.

b. Inspect the merchandise.
¢.  Update records.

d.  All the above

Which of the following would not be used in managing inventory?

a.  Keep careful records of what is received and shipped.
b.  Be aware of opportunity costs.

c.  Replace items as the business sells them.

d.  Have a good storage system.

e.  Mcintain the same quantity of each item the year round

Good inventory' management would include .

a.  Taking an occasional physical inventory

b.  Reviewing past inventory reccrds as time allows
c.  Recognizing opportunity costs

d.  Keeping careful and accurate inveritory records

Why would an agribusiness offer « discount for cash puchase?
a.  To reduce record keeping

b.  To help the business to plan quantity needed

c.  So that money can be reinvested more quickly

d.  To draw new customers

What is meant by a loss leader?

a. Selling items at cost

b.  Selling items at a high markup

c.  Selling items below cost
d.  Clearance pricing
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UNIT Il - BUSINESS MANAGEMENT

Lesson 8: Agricultural Business Customer Transactions

Objective: The siudent will be able to explain how to handle customer transactions.

Study Questions

l.
2.
3.
4.

5‘

6.
7.
8.

What is sales tax, and kow is it collected?

What does tax exempt mean, and how is it handled?

How should the employee make change?

What are the benefits to the agricultural business of using checks?
What procedures should be followed in accepting checks?

What procedures should be fcilowed in credit card sales?

What procedures should be followed when accepting sales nn account?

Why are customer relations important to the agricultural business?

Student References

Agricultural  Management and  Economics (Student Reference).

University of Missouri-Colurnbia: Instructional Materials Laboratory,
1987. Unit ll.

Handouts

a) HO 8.I: Sample City Sales Tax Table
b) HO 8.2: Exempt Sales

c) HO 83: TaxableSales

Assignment Sheei

a) AS 8.l: Problems in Figuring Sales Tax

Tedcher Refererces

Miller, Larrv. Selling in Agribusiness. Ist ed. New York: McGraw-Hill,
1979.

Lee, Delene W.; Jasper S. Lee. Agribusiness Procedures and Records.
New York: McGraw-H*‘ Book Company, 1980.

Business Procadures and Records. Ohio Siate University: Agricultural
Edu~ation Services, [977.
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UNIT 1l - BUSINEESS MANAGEMENT

Lesson 8: Agricultural Business Customer Transactions

TEACHING PROCEDURES

A.

8.

C.

_D.

Review

In addition to reviewing the previous lesson, it may be helpful to review
busiriess procedures from Lesson 5. Most businesses will have certain
procedures for handling custcmer transactions.

Motivation

Ask students if they or their parents have ever been given the wrong change
after a purchase or been charged the wrong price. Maybe they have
encountered a salesperson who did not know the pclicy of handling discounts,

checks, or charge cards. One of the main goals of any business is to keep
customers happy and satisfied so they will come back.

Assignment

Supervised study

Discussion

Ql. What is sales tax, and how is it collected?

Al. 1)  Sales tax .. tax charged on the purchase price of most goods.
2) It is mede of state, county, and city sales tax.

3)  The business will collect sales tax and send that money to the state
department of revenue. .

Ask students what sales tax is, and explain to them how it is collected.
The collection system should reinforce the need for a good record
keeping system. Refer to HO 8.1.

NOTE: Tex rates may change from year to year and between locations.
These were the current rates when this guide was prepar=d:

Missouri state sales tax includes the following.

Genera! sales tax 3%

Education 1%

Conservation .125%

Parks and recreation .10%
City and county sales tax vary, but usually do not exceed 2%.
Transportation tax varies frem 0 to 1%,
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Qz ®

. A2.

Q3.
A3.

A4,

As.

Whai' does tax exempt mean, and how is it handled?

1)  No sales tax is paid on exempt items.
2)  ltem or status of purchaser may affect sales tax exemption.
a)  Production items
b)  Usage of item
c)  Sales for direct consumption
d)  Tax exempt groups
1)  Blanket certificate - on file at agricultural business to
show tax exempt status for ail purchases at that
business
2)  Unit certificate - used to show tax exempt status for
. specified purchase anly

Ask siudents what tax exemption means and why it is important. Discuss
HO 8.2 and 8.3 with students. Discuss why the usage of an item may
affect whether it is tux exempt. Have students complete AS 8.1.

How should the employee make change?

1)  State c.xount of the purchase and the amount received.

2) Place amsunt received v. ere custumer can see it to avoid any
confusion.

3)  Use addition method of making change.

4)  Package merchandise and give to customer along with receipt.

5)  Place money in proper place.inside the cash register.

6)  Handle requests such as change after the above steps are done.

Discuss with students the proper way to make change and why it is
important to follow this procedure.

What are the beivciits to the agricultural business of using checks?

)  Paying bills with checks
a)  Checks help make record keeping easier.
b) A canceled check provides evidence of payment.
¢)  Checks are usually more convenient &1 cash.
2)  Accepting checks for payment
a)  Checks help reduce the chance of loss or theft of cash.
b) Checks are convenient for customers.

Ask students to discuss berefits of using checks. Motfe that the
disadvantage of accepting checks is the risk of receiving <d checks.

What procedures should be followed in accepting checks?

1)  Follow the policy of the business.

2)  Check the date.

3) Compare the amount in figures with the wriiten amount.

4)  Check the signature with the name on iha check.

5)  Make sure the check is made out to the business.

6) Ak for identification and compare it with the name and address on
the check.

7)  Cal tie manager if unsure..
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8) Initial the check.
9) Treat it as a cash sale.
10)  Stamp check for deposit only.

Discuss the importance of following proper procedure for accepting
checks.

Q6. What procedures skould be followed in credit card sales?

A6. 1) Verify cord.

a) Check amount of purchase against the credit card limit.
b)  Check the card against the list for stolen cards.
c)  Check the expiration date.

2)  Imprint sales slip with credit card on imprinter machine.

3) Have customer sign slip, compare with signature on card.

4)  Give the customer their card and appropriate copy of sale slip-

5)  Destroy carbon.

Ask students how to record credit caidi sales. It may be helpful to locate
an imprinter machine and credit card sales slip. Demonstrate proper
procedure for credit card safes.

Q7. What procedures should be followed when accepting sales on account?

Al. 1) Check te see if the customer nas an account and that the account

is not over the limil,

2)  Follow established policy concerning who can charge on the
customer’s account.

3) Record complcte description of charged items along with terms
and conditions on sales ticket.

4)  Have customer sign sales {icket; chack signature.

s Give the customer the appropriate copy of the sales ticket.

6)  Record the sales ticket ir the proper ledgers at the end of the-ddy.

7)  Follow up the fransuction with normial billing procedures:”

8)  Credit the accousit when the payment is re;ciized;/

—

Many customers will purchase items on-acéount because it is convenient.

This allows them to make purchasés when they need items and pay iater

when money is more avail ble.

Q8. Why are custemer relations impor tant to the agricultural business?

A8. 1) A well-satistied customer is more likely to come back for fisture
purchases.
2) A reputation for being fair and honest will help attract new
customers.

Discuss follow-up service with students and ask why it is important.
Other activities
Demonstrate use of a cash register, scanner checker, and credit card machine.

Borrow actual equipment if possible or visit local businesses. Be sure to check
with the business in advance. .
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Conclusion

.Sai. s tax must be collected on all applicable products as a percentage of the

total sale. When making change, it is bes, .0 state the amount of the sale and
count the change back up to the amount received from the customei. It is
essential to follow store policy when aceepting payment by chec or credit
card or when accepting a charge on an account.

Competency
E -plain how to handle customer transactions.
Answers to Evaluation

le a.
b.
c.
d.
e.
f. L
2. The answers may include the following but are not limited to thems
Checks help make record keeping easier.
A cancelled-check provides evidence of payment.
Checks are usually more convenient than cash.

TN — O\ W

3. a.--"53.98
- b, 6.43

c. 5.39
The instruc.or may want to use local tax rates. If s0, the-answers should
be refigured,

4, ¢

5. d

6. a

Answers to AS 8.}

The answers are based on a sales tax rate of 6.475 percent. [t is suggested to
recoiculate the answers based on the local sales tax rate.

. .70 8. 15.73 5. Tax exempt
2. 22.66 9 34 6. Tax exempt
3. 10.36 10. S 8.5 7. Tax exempt
4, 7.25 1. Tax exempt 8. § .68

A. 2.23 12, Tax exempt 9. Tax exempt
. 99 K 18.13 20, $4.37

7. .81 14, 2.72
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UNIT [l - BUSINESS MANAGEMENT Name

Lessan 8: Agricultural Business - Date
Customer Transactions

EVALUATION
Complete the following short answer questions.
I. Arrange the following steps for making change in the correct order by placing

the numbers one through six in the blanks provided. The number one should
indicate the first step; the number six the last.

aQ Package the merchandise and give it to the customer.

b. ______ Starting with the amaunt of the sale, add the change to
the amount . eceived from the customer.

. ____ Hondie requests for change.

d. ___ _ State the amount given to you by the purchaser and the

amount of the sale.

e. Place the amount received from the customer on the ledge
of the cash register.

f. Place the money received in its proper compartment in the
register drawer and close it.

2.  Explain why it is beneficial for a business to use checks when paying their
bils.

3.  “dlculate the sales inx fer the following items at 6.125 percent. Assume that
all items are taxable.

a.  Ten bags of lawn fertilizer at $6.50 each
b.  Radio for your tractor, 5105
c.  Lumber for repairs, $88

Circle the letter that corresponds to the best answer.
4. Which of the foilowing are exempt from sales tax in Missouri?

a.  Most retail goods and ser.ices

b.  Most retail goods hHut not services

¢. Retail services bui ot most retail goods
d.  Very few retail goods or retail services
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S.

6‘

Whicl; of the following steps are involved in the process of verifying a credit
card?

‘a. Check the credit card spending limit.

b.  Check the card against list of stolen cards.
c. Check «piration date.
d.  All the above

Sue has a charge account at the local farm cooperative. Sue uses part-time,
seasonal workers. Occasionally Sue will send these workers to purchase
supplies at the cooperative and have the workers charge on her account. What
procedure should the cooperative follow in this situation?

d.  Ask Sue to quthorize who can use her account.

b.  Allow no one but Sue to charge on the account.

c.  “Zontact Sue before illowing someone else to charge on the account.

d. Allow the person to charge on Sue's account without eny additional
information.
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Sample City Sales Tax Table

6.4" 5% 6.475%
I, State OPTIONAL 4% Staw
‘% Conser-  on  MISSOURISALES/USE TAX FORMULA %% Conservation
wh Parks  Solls  MISSOURI DEPARTMENT OF REVENUE Y% Parks & Sails
200 Tacal  ces OCTOBER 1985 2Y%% Local Taxes
SALE TAX {SALE TAX | SALE TAX | SALE TAX
$ Ot 7 3049 11.82 1196 0.77 23.71- 2386 1.5¢ 35.60- 3575 2.31
) On 2000 ¢ 11.97- 12,12 0.78 23.87- 24.01 1.55 35.76- 13590 2.32
0.21 ¥ 002 1213- 1227 0.79 24.02- 24.16 1.56 3591- 36.06 233
0.2 « 003 1228- 1243 0.80 24.17- 2432 1.57 36.07- 3621 234
(T3] 9 004 1244- 1258 0.81 24.33- 24.47 1.58 36.22- 3637 2.35
(0.70- 4 005] 1259 1274 0.82 | 24.48- 24.63 1.59 | 3638 36.52 2.36
[1% &8 W 006 12.75- 1289 0.83 24.64- 2).78 1.60 36.53. 36,67 237
i 5 007 1290- 1305 0.84 24.79- 2494 1.61 36.68- 36.83 238
_i6 1 0.08 13.06- 1320 0.85 24.95. 25.09 1.62 36.84- 3698 2.39
L. F'~ 6 009 1321- 1335 0.86 256.10- 2525 1.63 36.99- 3714 240
2 010 13.36- 1351 0.87 2526~ 2540 1.64 3115 3729 241
T ool 1352- 1366 0.88 2541- 2555 1.65 37.30- Y 45 242
o012 13.67- 1382 0.89 | 25.56- 25.71 1.66 3746~ 3760 243
3 013 13.83- 1397 0.90 | 25.72- 25.86 1.67 37.61- 3176 244
3014 1393- 14.13 091 25.87- 26.02 1.58 37.77- 3191 245
9 015 4.14- 1428 092 26.03- 26.17 1.69 37.92- 38.06 2.46
4 016 1429- 1444 093 26.18- 26.33 1.70 33.07- 3822 247
0017 14.45- 1459 094 | 26.34- 26.48 1.71 38.23- 3837 2.48
5 0181 1460- 1474 095 | 2649- 2664 172 | 38.38- 3853 2.49
1 019 1475 1490 0.96 26.65- 26.79 113 33.54- 3868 2.50
6 020 491- 1505 0.97 26.80- 26.94 174 38.69- 251
2 021 1506- 1521 0.98 | 26.95- 27.10 1.75 ! 38.85- 3899 252
7 022 1522. 1536 099 27.11. 2725 176 39.00- 39.15 2.53
2 023 1547- 1582 1.00 | 27.26- 2741 L77 39.16- 39200 2.54
X 024 1558 1567 1.01 27.42- 21.56 1.78 39.31- 3945 2.55
o023 1568- 1583 1.02 2157 21.72 1.19 39.46- 39.61 2.56
Y9 026 15.8¢4. 1598 1.03 27.73- 21.87 1.80 39.62- 39.76 2.57
4 027 1593- 16.13 1.04 27.88- 28.03 1.81 39.77- 39.92 2.58
0028 16.14- 1629 1.0 28.04- 28.18 1.82 39.93- 40.07 2.59
5 029 16.30- 1544 1.06 28.19- 2033 1.83 40.08. 40.23 2.60
1 030 1645 1660 107 28.34- 28.49 1.84 40.24- 4038 2.61
n 031 1661- 1675 1.08 28.50- 28.64 1.85 40.39- 4054 2.62
I 032 16.76- 1691 1.09 28.65- 28.80 1.86 40.55- 4069 2.63
7 033 1692 17.06 1.10 | 2881. 2895 1.87 40.70- 4084 2.64
2 ~34 1707- 1721 Li1| 2896- 29.11 1.38 | 4085 41.00 2.65
X 035 1722- 1737 112 29.12- 29.26 1.89 41.01- 41.15 2.66
] 3 036 1708 1.5 L13 | 2927- 2942 1901 41.16- 41.31 267
9 037 17.53- 1768 114 29.43- 29.57 191 41.32- 4146 2.68
4 038 1769- 1783 115 29.58- 29.72 1.92 4147- 4162 2.69
1 033 1784 1799 116 29.73- 29.88 193 41.63- 4177 270
a 040 18.00- 18.14 117 29.89- "0.03 1.94 41.78. 4193 2.71
0 041 18.15- 1830 1.18 30.04- )19 196 41.94- 4208 2.72
6 042| 1831- 1845 1.19 3020- 3034 1.96 4209- 4223 213
I 043 18.46- 1860 1.20 30.35- 30.50 1.97 4224- 4239 2.4
T 044 1861- 18.76 121 30.51- 30.65 1.98 4240- 4254 2.75
2 vds 1877- 1891 1.22 30.66- 30.81 1.99 42.55- 42.70 2.76
X 046 1892- 1907 1.23 50.82- 30.96 2.00 42.71- 4285 277
3 047 19.08- 19.22 1.24 30.97- 3111 201 4286- 4301 278
9 048 19.23- 1938 128 3L12- 3127 202 43.02- 43.16 275
0.49 19.33- 1953 126 | 31.28- 3142 203 43.17- 4332 280
4 Q.50 19.54- 1969 1.27 3143 3158 2.04 4333 4147 =81
5 0451 1970- 1984 1.28 31.59- 3173 2.05 4348- 4362 282
1 052 1985- 19.99 1.29 31.74- 31.89 2.08 43.63- 4378 2.83
6 053 2000- 2015 tan | 31.90- 3204 207 | 4379- 43.93 2.83
1 0547 2016- 2030 1. 32.05- 3220 208 | 43.94- 44.09 285
T 055] 2031- 7946 132 | 3221- 3235 209 | 4410- 44.24 286
2 056 2047- 2061 1.32 32.36- 3250 210 44.25- 4440 2.87
X 057 2062- 2077 L34 32.51- 3258 211 4441- 4455 288
$ 058 207 2092 135 32.67- 1281 21z 4456 4491 289
< 059 2093 2108 1.36 | 22.32- 3297 213 44.72- 4486 290
' 4 060 21.08- 2123 1.37 32.98- 33.12 24 44.87- 45.01 291
4 061 21.24- 21,38 1.38 33.13- 3328 215 4502- 4517 292
5 0.62 21.39. 2154 139 33.29- 3343 216 45.18- 4532 2.93
0 063 2155 2169 1.40 334 3359 2.17 45.33- 4548 294
6 064 21.70- 21.85 1.4Y 33.60- 33.74 218 4549- 4563 295
11 065] 2186 2200 1.42| 3355 3389 219 | 4564- 4579 2.96
| i 0.66 2201- 2.16 143 33.90- .05 220 45.80- 4594 297
| 3 U2 0671 2217 2231 144 35.06- 34.20 221 4595- 46.10 2.98
3 ‘v 068 232 2247 145 3U21- 336 222 46,11- 4625 2.99
. 11 049 22.48. 262 1.46 34.37- 3451 223 46.26- 4640 3.00
741 8 070 2263 2277 147 34.52- 3467 224 46.41- 4656 3.01
b P4 071 22.78- 2193 .48 | 34.68- 34.82 2251 4657- 46.71 3.02
o 19 072 2294 2308 149 | 3483 3498 226 | 46.72- 46.87 3.03
1nae 1+ 5 093 2309- 2124 1.50 N 3513 227 46.88- 47.02 3.04
| 1Has 1 o 074 2335 2139 151 35,14. 35.28 228 47.03- 47.18 3.05
| 13t 1 s 075 2340. 2355 1,52 35.29- 15.44 229 4719 47 3.06
? 1He?d . 1 0376 2456 2090 153 3545- 1559 230 4aU- 47489 307
| DOR-271 (2-86)
Q |

ERIC

Aruitoxt provided by Eic:

6.475% OPTIONAL MISSOURI SALES/USE TAX FORMULA

Sale Tax [Sale Tax | Sale Tax | Sale Tax
4750- 4764 3.08| 60.62. 6077 393 | 7375 7389 478 | 8648 si2 563
1965 4779 3.09] 60.78- 60.92 3.94 73.90- 7405 4.79 87.03- 87.1b 5.64
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HO 82
EXEMPT SALES — (Schedule A)

the purpose of producing farm prcducts, and used directly in producing farn. productsor livestock to

be sold ultimately at retail.

Artificial insemination equipment
Augers

Balers

Bale transportation equipment
Binders

Bins, grain, portable

Blowers

Brooders

Bulk nilk coolers

Bulk milk tanks

Calf weaners and feeders

Cattle currying and oiling machine

Cattle feeders, portable

Chain saws for commerecial use in harvesting
timber, lumber, and in orchard pruning

Chicken pluckers, portable

Choppers

Combines

Conveyors, portable

Corn pic'.ers

Crawlers, tractor

Crushers

Cultipackers

Cultivators

De-beakers for productive animals
De-horners for productive animals
Dises

Drags

Dryers

Dusters

Egg handling equipment

‘ These items are exempt cnly if used exclusively for agricultural purposes, on land owned or leased for

Ensilage cutters

Farm tractors

Farm wagons
Farrowing houses, portable, and crates
Feed carts

Feed grinders
Feeders

Fertilizer distributors
Foggers

Forage boxes

Forage harvester
Pruit graters

Fruit harvesters

Grain augers

Grain binders

Grain bins. portable
Grain conveyors

Grain drills

Grain elevators, portable
Grain handling equipment

Grain planters

Harrows (including spring-tooth harrow)
Hay loaders

Head gates

Fog feeders, portable

Hoists. farm

Husking machines

Hydro-coolers

Incubators, portable

Irrigation equipment
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EXEMPT SALES — (Schedule A) (Centinued)

Livestock feeding, watering and handling Rotary hoes
equipment, portable

Seeders

Manure handling equipment, including Seed cleaners

front end and rear end loaders and Seed pianters

blades Shellers
Manure spreaders Silo unloade;'s
Milk cans Sorters
Milk coolers - Sowers
Milk strainers Sprayers
Milking equipment, including bulk milk Spreaders

reftigerators, coolers, and tanks Squeeze chutes
Milking machine Subsoilers

Mowers, hay and rotary blade
Tanks, bulk milk

Pickers . Threshing machines

Planters Tires for exempt machinery

Plows Tillers \'
Poultry feeder, portable Tractors, farm

Poultry house equipment
Pruning and picking equipment Vacuum coole: »

Vegrt- . graders

Rufrigerators used to cool raw milk Vegetable washers
Repair and replacement parts for exempt Vegetable waxers
machinery
Rollers Wagons. ‘arm
Root vegetable harvesters Washers: fruit. vegetable. and egg
Rotary blade mowers Waxers

Source: Guidelines for Sales Tax Exempticuns for Farm Machinery, Repair Parts, Feed
Additives, and Fuels. Missouri Department of Revenue Division of Taxation,
1980.
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HO 8.2

TAXABLE SALES — (Schedule B)

Air compressors
Air tanks
Anti-freeze
Automobiles
Axes

Baler twine

Barn ventilators

Binder twine

Bins, permanently installed
Brooms

Brushes

Building materials and supplies

Cattle feeders, permanently installed
Cement

Chain saws .
Cleansing agents and materials
Construction tools

Conveyors, permanently installed
Cow stalls

Ear tags

Electrical wiring

Equipment for fire prevention

Equipment and supplies for home or personal
use

Fans

Fence building tools

Fence posts

Field toilets

Fire prevention equipment
Fuel additives

Garden hose

Garden rakes and hoes

Gasoline tanks and pumps
Grain bins, permanently installed

Greases and oils

Hand tools
Hammers
Heaters

Hog rings

Hog ringers
Hose, garden
Hydraulie fluid

Lamps
Lanterns
Lawnmowers
Light bialbs

Lubricating oils and grease
Marking chalk

Naiis

Office supplies and equipment

Packing room sunplies

Personal property installed in or used in hous-
ing for iarm workers

P(;st hole diggers

Pumps, gasnline

Pumps for household or lawn use

Refrigerators for home use
Repair tools

Road maintenance equipment
Road scraper

Roofing

192
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TAXABLE SALES — (Schedule B) (Continued)

Sanders Tanks, air o
Shovels Tanks, gasoline

Silos Toilets, field

Smali tools Tools for repair construction

Snow fenee Tractors, garden

Snow plows and snow equipment

Stalls Water hose
Stanchions Welding equipment
Staples Wire, fencing
Supplies for home or personal use Wrenches

Source: Guidelines for Sales Tax Exemption< for Farm Machinery, Repair Parts, Feed
Additives, and Fuels. Missouri Department of Revenue, Division of Taxation,
1980.
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AS 8.1

PROBLEMS IN FIGURING SALES TAX
For figuring sales tax, use your local tax rate of ______ percent.
Assume tax is to be charged on all items. Calculate the tax for the following:
I. One 50-pound bag of dog food, $10.80
2,  Fifty 50-pound bags of fertilizer at $7 each
3.  Forty rods of fence at $4perrod
4. Two hundred concrete blocks at $.56 each
5.  Electric clippers, $34.50
6.  Order of garden seeds, 51530
/. Two scoop shovels at $13.95 each ___
8. Power lawnmower, $243

9.  One 50 pound bag of wild birdseed, $5.20

‘10,  Lumber for repairs, $125.80

In the following examples, determine if tax shculd be charged, and how mcch it
should be.

I'l. One thousand feet of field tile for repair of tile lines in cornfields at $500 per
1,000 feet

2. Electric fence unit for a temporary electric fence at $45.95

I13.  Five hundred concrete blocks for milk parlor wall at $.56 each
4. Oneroll of yard fenceat $42

I1S.  Two rolls of picket cribbing for temporary corn crib at $21 each
6. Twenty bales of baler twine at $19.65 each

I7.  Five bushels of alfalfa seed at $92.30 per bushel

I8,  Ten pounds of lawn seed at $1.05 perpound

I9.  Ten tons of 5-20-20 fertilizer for corn at $149.8Z per ton _____

20.  Twenty-five sections of sewer tile for septic tanx drain at $2.70 each
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UNIT Il - BUSINESS MANAGEMENT

Lesson 9: Preparation and Importance of Sales Tickets

Objective: The student will be able to prepare a sales ticket.

Study Questions

l
2
3.
4.

What is a sales ticket?

What infermation does the sales ticket contain?

What steps should be followed when completing a sales ticket?
How is the information on a sales ticket used?

Student References

2.

Agricultural Management and Economics (Student Reference). University
of Missouri-Columbia: Instructional Materials Laboratory, 1967. Unit Il.

Handouts

@ HO9.l: Steps inFilling Out a Sales Ticket
b) HO92: Sample Sales Ticket
c) HO93: Siles Ticket Product Check List

Assignment Sheet

a AS9.i: Problems in Figuring Sales Tickets

Teacher References

Agricuitural Business Sales and Marketing. University of Missouri-
Columbia: Instructional Materials Laboratory, Unit VII. :

l’\Aill9er, Larry. Selling in Agribusiness. Ist ed. New York: McG -aw-Hill,
. 97 L]

Lee, Delene W.; Jasper S. Lee. Agribusiness Procedures and Records. New
Yorks McGraw-Hill Book Company, 1980.

Transparency Masters

a TMO.l: Incorrect Sales Ticket
b) TM9.2: Completed Sales Ticket
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. UNIT Il - BUSINESS MANAGEMENT

Lesson 9: Preparation and Importance of Sales Tickets

TEACHING PROCEDURES

A. Review

B.  Motivation
Show an example of a poorly completed sales ticket. Ask students to identify
problems and discuss how these problems could affect business-customer
relations. (TM 9.1)
Assignment
Supervised study

Discussior.

Ql‘. What is a sales ticket?

Al. 1)  Written record of each transaction
2)  Base or foundation for the bookkeeping or accounting system
‘ 3)  Record of the customer's purchases

Ask students to discuss what a sales ticket is.
Q2. What information does the sales ticket contain?

A2. 1) Dateof sale
2)  Customer's name and address
3) Complete description of each article sold
4)  Discounts, sales tax, and amount due
5)  Method of payment
6)  Any special instructions or directions

Ask students vhat information the sales ticket provides. Discuss the
importance of this information to record keeping.

Q3. What steps should be followed when completing a sales ticket?

A3. 1) Fill in date, customer's name and address, and the description and
unit price of each item sold.
2)  Subtotal the amounts and subtract any discounts.
3)  Cadlculate the sales tax on all taxable items and add it in.
4)  Any delivery, mixing, or other charges are added in.
5)  Add steps 2, 3, and 4 to find grand total.
6)  Note method of payment, amount received, check number, and cash

back on the sales ticket.
7)  Have the buyer sign the sales ticket.
e 8) Initial sales ticket.
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9)  Give customer their copy and file store copies in appropriate place. ‘
10)  Write void on any ntined sales tickets and fil= them in the appropriate
- place.

Discuss the proper steps in filling out a sales ticket. Use TM 9.2 as an
example and pass out copies of HO 9.1 so students can follow along.
Distribute copies of AS 9.1. Two copies of HO 9.2 need to be used when
completing AS 9.i.

Discuss the common mistakes that are rnade when completing a sales
ticket. The following is a list of some common mistakes.

1)  Ticket is written illegibly.

2)  Products or services are billed, when thay were not sold.

3)  The price and discount policies of the agribusiness were not followed.

4)  There are mistakes in addition and subtraction.

5)  Sume of tha sales tickets are not accounted for. If one is ruined,
proper procedure is to mark it "VOID" and file it with the rest.

6)  The customer's name and address are not correct.

7 Tlhe customer’s signature is not obtained on the sales ticket or charge
slip.

Q4. How is the information on a sales ticket used?

Ab. 1) For the business
a)  Used to compute daily cash balance ‘

b)  Used to update inventory records
c)  Used to conplete sales tax reports
d)  Used to maintain a record of sales
2) For the customer
a)  Used as a record of expenses for income tax purposes
b)  Used as records in case of disputed accounts
c)  Used as proof of purchase when returning items

Ask students what helpful information the sales ticket supplies to business
managers and customers.

F. Other activities

Bring in completed copies of sales tickets. Have students view them and point
out any mistakes. Discuss how these mistakes might affect the business.

G. Conclusion

Sales tickets are a permanent record of business transactions and provide
managers and customers information that will be needed in the future. Because
of the importance of sales tickets, they must be completed according to the steps
discussed; they must be easy to read, and they must be accurate.

H. Competency
Prepare a sales ticket. O

. 187
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. l. = Answers to Evaluation

. The Sales Ticket Product Check List (HO 9.3) should be used as the evaluation
instrument for this lesson. Answers to the written evaluation are as follows:

I. e

2. b
3.  The answer should include two of the following:

Record used for income tax purposes.
Records in case of disputed accounts.
Proof of purchase when returning items.

4. Sample answer to problem using the following information:

a. 50 bu. of seed corn at $71.90 per bushel
b.  Cash discount of 3 percent on all items
c. 10 salt blocks at $2.80 each
d. 2 posthole diggers at $523.99 each
e.  4000# of corn ground at $6.00 per cwt, paid at time of delivery in cash
f.  Customer - Craig Post, Route 6 Box 66A Yukon, MO 65555
sales tax = 6.475%

AGRIBUSINESS NAME 0c001
AND
‘ ADDRESS ‘
TERMS: Lash patedlonth\ Date oY

CUSTOMER NaME: _Ceaig_Thst

ApDRESS: Route & Rox (A Yukon, M0 (5555

Sold by |Cash | Check [C.0.D. [ Chargs | On Acct.] Mdse. Ret, | Paid Out
b i " | G S OD- [RasgeCn Aol il

foer lail
QY| Description Pnce Amnur:
oby! Seed Corn (Hay eyomgt) 7150 tnll3.5¢5 i 00
0| Sqrt block (Zax_exzengt) 280 ;00
L1 post hole discer {Favable)” 2349 || uz:4g
ooolf] around corn (hux_exemst) §00ex!] 2401 00
llsuou LY
! :
Less 2% Disconpt Y¢S
LN S5
i
1]
1
)
1
raid - Chedl & (200 HE
Jor_£3716.56 !
1
il X
] [}
! R
| il 1
Sales +ax ot 56,4757 Tax i 201
TOTAL 137996 Sb
Fales icket Numeer RECEIVEDET GN';Q P,

e 00001 Al ¢Iaims aned 141rneC GOOTS MUSE DY dOMrmpa= £ 3 %7 % = [« i o

1498
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J.  Answers to AS 9.1

* A set of sample answers has been included. The instructor may choose to use the local
sales tax rate and current local prices instead of what is provided.

PROBLEMS IN FIGURING SALES TICKETS
Use the following information to fill in two sample sales tickets. Obtain the local sales
tax percentage and current prices from the instructor. Remember which items are
exempt from sales tax. Complete each problem on a separate sales ticket.

Sales tax for all problems is 6.475 percent.

l. a. 18 tons 12-12-12 fertilizer at ¥ /§J _ per ton for corn field
Received a 1% quantity discount on the fertilizer

b. 50 bales of twine at £/7.50 per bale
Received $1.00 per bale discount for early order

c. 3shovelsat _$ /3. each
d.  Customer - Dan Smith Route 1 Box 18, Anytown, MO 65113
e. Paid by check for exact amount

2. a. 40 bushels of seed corn at $ 7/. 99 per bushel

b. 30 tons of soybean meal at £220- ton
Received a 2% quantity discount

c. 20 tubes of wormer at P //-70 per tube
d. 1600 gallon fuel storage tank at £ 2/5

e.  The customer paid by check and wrote the check for $15.00 more than the
purchase amount

Customer - Jim Stricklin, HCR5 Box 1575, Houston, MO 65444

159
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ERIC

Full Tt Provided by ERIC.

r

-

AGRIBUSINESS NAME 00001
AND
ADDRESS
erMs: _Cash patE_Monthy Pay 19 XX
CUSTOMER NAME: _ D Smith
ADDRESS: _Rt.1  Box (F, Amﬁwown, MO 6SII3
Sold by | Cash | Check | C.O.D. | Charge | On Acct.| Mdse. Ret. [ Paid Out
Your Initials X
Qty Description Price Amount
[Fhns] (2 -12-'2 €eortiliner (Fax exemor) /90 +on ||13,2401 00
SO bales +wine. (Faxable) 7 17%%alel]  §75.00
3 shovels (taxeble) Bl%ach || Y5100
H160! 00
|
Less (7% Discount on €ertilizer 3240
Less 3 [.00/bale discourtt sntwine 50100
g2 :‘-(0
I
Sabtotal H077! 40
i
|
check # 300 ;
check for $ 4,133.93 :
|
|
i
i
|
|
Sales Tax at 6.475% Tax 56133
TOTAL 4/33193

Sales Ticket Number

00001

KECEIVED BY: Pﬂ/ﬂ fm;u?%

All claims and returned qoods mus! be accompanied by this ticket.

<00




AGRIBUSINESS NAME' 00001
AND
BADDRESS
rERMS: _COsh pATE Mondh Dcu; 19 XX
CUSTOMER NAME: _ i Steic in
ADDRESS: _HCRS5 Rox 1575 Hougtm, M0 bS4HY
Sold by [ Cash | Check [ C.O.D. [ Charge | On Acct. | Mdse. Ret. [ Paid Out
Your Instials X
Qty Description Price Amount
obu Seed Corn (Gax_exempt) (19190 bl [#25 761 00
301ms So\'l{neah meal (+ax exempt) W’ZZQ/%n bb 00! go
ZOhbes|  \WOPMEY (+ayxabled 1170 el 234 00
! o _aallon Tuel Tank  (Faxable)  [p315 || 315100
Y 0,0251 60
. |
Less 2% Discouniton SogbeaV\ mea_| |32 00 °
9,993 00
|
|
ChecdK H 2000 I
Check for % §,943.55 |
Purchasp oF49,92%.55 !
+ 15.00 :
{
!
|
!
i
i
|
Sales +fax at 6.474 %0 Tax 35155
TOTAL 3997 8155
Sales Ticket Number RECEIVED BY: =D 1M\ S’\—(“CK“V\‘
00001 All claims and returned goods must be accompanied by this ticket. .
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. UNIT 11 - BUSINESS MANAGEMENT Name
Lesson 9:  Preparation and Importance of Sales Date
Tickets
EVALUATION

Circle the letter that corresponds to the best answer.

I. What information does a sales ticket provide?

a. Date of sale

b.  Customer's name and address

c.  Complete description of each article sold
d.  Method of payment

e. All the above

2.  Sales tickets provide information on the amount of:

a. Profit made
b.  Sdles tax collected
c.  Money paid out
d. Employees hired
e.  Hours worked
. Complete the following short answer question.

3. List two things that sales tickets provid~ the customer.

d,

b.
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Use the following information to fill i a sample sales ticket. Obtain the local
sales tax percentage and current prices from the instructor. Do not charge sales

a.
b.
c.
d.
e.

fl

gl

tax on tax exempt items. Follow the correct steps for completing a sales ticket.

50 bu. of seed cornat _____ per bushel

Cash discount of 3% on all items

10 salt blocksat ______each

2 posthole diggers at ______each

4,000# of ground cornat _______ per hundred weight
Customer - Craig Post, Route 6 Box 66A, Yukon, MO 65555
Paid by check

AGRIBUSINESS NAME 00001
AND
ADDRESS
TERMS: DATE 19
CUSTOMER NAME:
ADDRESS:
Sold by |Cash | Check { C.0.D. | Charge | On Acct.| Mdse. Ret. [ Paid Out
Qty Description Price Amount
i
i
1
!
I
1
1
i
1
1
T
]
]
]
i
]
[
J
!
!
!
]
(]
]
Tai i
TOTAL !
Sales Ticket Number RECEIVED BY:
00001 . All claims ard returned Qocds must be accempanied by this i.cket
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STEPS IN FILLING QUT A SALES TICKET

Accurately completed sales tickets provide the business with a wealth of information.
However, a poorly completed sales ticket can cause confusion and unnecessary
mistakes. The following steps should be adhered to when completing sales tickets to
avoid mistakes and confusion.

O Q0 ~d .o\(n-PwN

=

FFill in date, customer's name and address, and the description and unit price of
each item sold.

Subtotal the amounts and subtract any discounts figure new subtotal.

Calculate any dzlivery, mixing, or other charges and enter under subtotal.
Calculate the sales tax on all taxable items and enter on the tax line.

Add steps 2, 3, and 4 to find grand total.

Note method of payment, amount received, check number, and any cash back on
the sales ticket.

Have the buyer sign the sales ticket.

Initial the sales ticket. Give customer his or her copy and file store copies in
appropriate place.

Fi'l out a sales ticket for the amount paid whenever a customer pays on an
account.

Write "WOID" on any ruined sales tickets and file them with the other sales
tickets.




Sample Sales Ticket

AGRIBUSINESS NAME .00001
AND
ADDRESS
TERMS: DATE 19
CUSTOMER NAME:
ADDRESS:
Sold by | Cash | Check | C.O.D. | Charge | On Acct. | Mdse. Ret. ! Paid Out
Qty Description Price Amount
:
T
|
.
!
i
& '
1
I
l
I
I
|
|
=
I
3
I
I
|
!
i
|
i
|
I
Tazx :
TOTAL !
. Sales Ticket Number RECEIVED BY:
00001 V All claims and returned goods must be accompanied by this ticket.
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. Student's Name:

Product to be evaluated:;

Sales Ticket Product Check List

Date:

Directions: Before attempting this task for mastery, the stude at should carefully review this check list. Evaluation

will be made on the basis of this check list. Mastery will be evidenced by scoring at least out of points.
ACTIVITY POINTS POINTS
POSSIBLE RECEIVED
- 1. Correct date T
2. Customer's name and address
* 3. Complete description of article

4. Subtotal of the transaction

5. Less any discounts
Subtotal

10.

11.

12.

13.

14.

15.

16.

17.

Sales tax on taxable items
Delivery or other charges

Grand .total of charges for the sale
Method of payment

Record of amount of check or cash offered
in payment and change returned

Signature of person receiving merchandise
when settlement is other than cash

Record of customer paying on account
Ticket which is ruined marked '"VOID"
Ticket initialed by salesperson

Written legibly

Mathematically correct

TOTAL:

Minimum Mastery Level:
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- Incorrect Sales Ticket

|
|
|
o
AGRIBUSINESS NAME . 00001 |
AND {
ADDRESS . i
TERMS: DATE ~JUng 19657
CUSTOMER NAME: _ e
ADIDRESS:
Sold by {Cash | Check | C.O.D. | Charge | On Acct.| Mdse. Ret. | Paid Out
Qty Description Price ’Amount
Colie f— 70) [F&L50
((Saf] 520\[z5 19D
Rt 40
'é"n /)0( /ZSQ‘
rwﬁq&eﬁ £ar
700 |,
29818
|
g g7/
—r
B o | ol
! I
hqi:
Nl
?w !(/ [v4
|
!
i
|
i
|
|
Tax }
TOTAL ]
. !
Sales Ticket Number RECEIVED BY: g )‘?i &(LQ.‘%E ()
| 00001 All claims and returned goods must be accompanied by this ticket.
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Completed Sales Ticket TM 9.2
| O . 00001

AGRIBUSINESS NAME
AND
ADDRESS

TERMS: 2/10_Met 30 DATEﬁMguS’(’ |0 1987

CUSTOMER NAME: __7aul T hacker
ADDRESS: _Poute 10, Box 30l Anyiowon, M0 b5590

Sold by |Cash | Check [ C.O.D. [ Charge | On Acct.| Mdse. Ret. | Paid Out
MIM v
Qty Description ) Price Amount
[0 | Raies of [pternational Twine (oxable) |# 33.50] #3551 ¢0 |
| | Crarden hpe (Faxabled | s00]  3Too0
2 | 567t bags of dog +Food (taxable) | 7.50] 16 50
3541 6o
less earlu% Season discouprt sn—twine 2.50 foafe || =251 00

‘ 57_‘15 L0

o0#) (rinding (Hax exewyt) |40/wt] 4

o
o

ChecX #4725 for € 3L0. 0O
Parchase. 254 .12
Change & 5.8

Salks Tax at 6.979%  Tax 2], 39
TOTAL 8354! 12

o Sales Ticket Number RECEIVED BY: W 7'% W

00001 All claims and returned goods must be accompanied by this ticket.

El{fC‘ 117 205

Aruitoxt provided by Eic:

Bl [NpUNG VNG SR DR




4——;

PROBLEMS IN FIGURING SALES TICKETS
Use the following information to fill in two sample sales tickets. Obtain the local sales
tax percentage and current prices from the instructor. Remember which items are
exempt from sales tax. Complete each problem on a separate sales ticket.
Sales tax for all problems is percent.

[« a 18 tons [2-12-12 fertilizer at __per ton for corn field
Received a |% quantity discount on the fertilizer

b. 50 bales of twine at per bale
Received $1.00 per bale discount for early order

c. 3shovelsat ____ each
d.  Customer - Dan Smith Route | Box 18, Anytown, MO 65113
e.  Paid by check for exact amount

2. a. 40bushelsof seed corn at _____ per bushel

b. 30 tons of soybean meal at ton
Received a 2% quantity discount

c. 20 tubes of wormer at per tube
d. 1600 gallon fuel storage tank at

e.  The customer paid by check and wrote the check for $15.00 more than the
purchase amount

f.  Customer - Jim Stricklin, HCRS Box 1575, Houston, MO 65444

209

=119




. UNIT Il - BUSINESS MANAGEMENT
Lessgn 10: Customer Credit

Objective: The student will be able to explain customer credit in an agricultural
business.

Study Questions

I«  What is customer credit?

2. What are the adventages and disadvantages of extending credit to
customers?

3. What factors should be included in the credit policy of an agribusiness?

4. What are the three factors to consider when determining credit
standing?

S.  What are some sources of credit information?

6.  What billing and collection procedures are used?

1.  How is delinquent credit generally handled?

O Student References

. Agricultural Management and Economics (Student Reference).
University of Missouri~-Columbia: Instructional Materials Laboratory,
1987. Unit Il.

2.  Handouts
a) HO [0.1: Credit Application
b) HO 10.2: Credit Statement

3.  Assignment Sheet

-a)  AS 10.l: Rate Yourself as a Credit Risk

Teacher References

Agricuitural Business Sales and Marketing. University of Missouri-
Columbia: Instructional Materials Laboratory, Unit Vil.

Miller, Larry. Selling in Agribusiness. Ist ed. New Yorks: McGraw-Hill,
1979.

Lee, Delene W.; Jasper S. Lee. Agribusiness Procedures and Records.
New York: McGraw-Hill Book Company, 1980.
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UNIT Il - BUSINESS MANAGEMENT

Lessgn 10: Customer Credit

TEACHING PROCEDURES
A. Review
B. Motivation

Describe a situation in which a feed store has sold several thousands of dollars
of feed to several customers on account. L.ater these customers either refused
to pay or could not pay. As a result the feed store is going to go bankrupt.
What could the feed store have done differently to insure that customers
would have been able to pay their accounts?

Assignment

Supervised study

Discussion

Ql.
Al.

A2,

What is customer credit?

1)  Customer credii is a method of obtaining goods or services with a
promise to pay later.

Ask students what it means to buy something on credit. Review the
definition of interest and mdke sure the students understand the
difference between creditor and debtor.

What are the advantages and disadvantages of extending credit to
customers?

Convenient for customers
b) Increased sales
c)  Spreads out sales during the year
2) Disadvantages
@)  Bad debts (uncollectabie-accounts)
b)  Increases paperwork which costs more in time and labor
c) Ties up operating capital of the business

) Advantages
a)

One of the biggest problems businesses face with extending credit is
uncollectable accounts. ‘Without proper business procedures this may
cause the disadvantages to outweigh the advantages. Make two headings
on the board to list the advantages and disadvantages. Have students
discuss each.

dil
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Q3.
A3,

AL,

& 8

Qé.
Aé.

What factors should be included in the credit policy of an agribusiness?

1) Terms of sale

2)  Credit eligibility

3) Limitations on credit

4)  Billing and collection procedures
5)  Written agreements

6)  Security

NOTE: The Federal Consumer Credit Protection Act of 1968 (Truih in
Lending Act) states that a copy of the terms and conditions of credit
agreements be given to the applicant. This law applies to credit that
does not exceed $25,000 and to all real estate transactions regardless of
the amount.

Refer students to the motivation example and ask them 1o give examples
of policies concerning credit that should be established by a business to
avoid the situation presented. Ask students why credit policies are
established and what is the main purpuse behind them. Use local
examples of credit policies.

What _are the three factors to consider when determining credit

standing?

1)  Character of the individual

2)  Collateral.offered for security

3)  Cash flow of the customer

Discuss the 3 C's used to determine credit standing.

What cre some sources of credit information?

I)  Credit application form

2)  The individual's employer

3) Credit bureau

4)  Personal interview

5)  Other creditors or banks that the individual has borrowed from

Use HO 0.1 to show the information required on a common credit
applicaton form. This gives the creditor a source of information that is
used to determine the individual's credit standing.

What billing and collection procedures are used?

1) Customers generally awdit statements before paying so it is
important to have a regular schedule for sending out statements.

2)  Generdlly the first statement is sent when the purchase is entered
in the records, the second when ir is due, and the third when it is
delinquent.

Ask students to discuss why it is important to have set procedures on
billing and collection procedures. HO 0.2 is a sample credit statement.
Use the numbers as a reference when discussing the form.
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. Q7. How is delinquent credit generally handied?

A7. 1) Usudlly, after an account is 30 days overdue, telephone calls end
letters are the first step.
2)  The second step is a personal visit by a business employee, usually
the credit manager.
3)  The third step is hiring a collection agency.
4)  The fourth and final step is to have an attorney file a lawsuit. This
is only used on large accounts because of the axpense.

Collection of delinquent accounts can be troublesome and quite
expensive. Discuss how late payments hurt a business, and describe the
steps in collecting debts. The following table represents the declining
value over time of each dollar in overdue accounts. This drop in value is
due to the loss in money the business has from trying to collect the
accounts and the cost of having capital tied up in the delinquent
accounts. The drop is also due to the fact that some accounts are never
collected.

Time in Months and Years Value of $1.00 in Delinquent Account

3 months 90
6 months S0
| year .30
2 years .23

3 years 15
’ 5 years 0l
F.  Other activities

You may want students to practice writing letters requesting that overdue
accounts be paid.

G. Conclusion
Customer credit is a method for obtaining goods or services with a promise to
pay later. Businesses should have a set policy for handling customer credit.
Delinquent accounts add up and can be expensive for the business to collect.
H. Competency
Describe the proper procedures for handling customer credit in a business.
I Answers to Evaluation
. Answers should include three of the following: credit application form,
the individual's employer, credit bureau, persona! interview, other
creditors or banks that the idividual may owe.
2.  See question 2.

G 3. Terms of sale
. Credit eligibility
Limitations on credit
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Billing and cailection procedures
Written agreements
Security

See question 7.
Custome:r credit is a method 7or obtaining goods or services with a
promise to pay later.

J.  Answers to AS 0.1

lJ'.F

Students should answer:

Yes to: ,2,4,5,6,7,8

No to: 3,9

0-2 wrong - good credit risk

2-5 wrong - ~edium credit »izk

5 or more wrong - poor credit risk. It is time to evaluate the operation to
determine what the priorities are.
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o UNIT Il - BUSINESS MANAGEMENT Name
Lesson 10: Customer Credit Date

EVALUATION
Complete the following short answer questions.
“1.  List three sources of credit information.
a.
b.
c.

2.  Explain one advantage and one disadvantage of extending credit to customers.

" 3.  What are three factors that should be included in the credit policy of an

‘ agribusiness?

GI
b.
c.

4. List the steps in collecting delinquent credit.

5. Define credit.

')
U
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ERIC

Aruitoxt provided by Eic:

HO 10.1

A Credit Application for a Charge Account

Signaturse An Applicant, If Married, May Apply for a Separate Account. i-:s"h Usa Ony
I (we) have read and signed | Appecants Sxnature ™
m credit agreement above
having
the agreement to retain Co-Apprcart ¢ Sgnature Daie
for my (our) records.
For Office Use Only
Store Number FLC R XPiz J 1 <% Aug1Coce|CBSCT
Accourt Numbe.” [* I 18 l [5) Tw ICCAa IOm Icsxo
General Information—(Piease Print All Information) )
Type of Account You Want (Check One) NmYouAppudm-.Bycr:-Acfou-ﬂBe'ou‘v'
(5 towiount Apoiecant Ow O Co-Aopicant O ve O %
D Jownt Whece Wnete
when When
Name of Appheant 1o Wivom Our Bitang Statements Should Be Sent Socal Secunty Numbder | Dats of Bath No. of Depencient
(Farst) (iexta) (Lash) Chucren
Name of Co-Apphcant (11 Josnt Account Requessed) Soct! Secunty Number | Oate of By Retetonshvp
(Forst) (nsa) (Last) 0 Azphcam
Name and Hetabonshigis) 10 Appkcants) of /sty Other Frson (3) You Wik Allow 10 Chatge PurChases 10 Yout ACoount
(Firsy (lwdal) (st (Retatonsip,
information about Co-Appiicant Informatior: about Applicant to Whom Our
(it Joint Account Requested) 8l#ing Statements Should Be Sent
Presant Restence Address—Street Present Residence Acdress—Stree:
Cay. Stase 21 Cuty, State p{)
1
Pl {1111
ArsaCooe & Prone Number | How Long attrks Aaaress Monthly Mige./Rent Area Coce & Phone Number | HOw Long at tres Aooress Monthly Mige /Rert
( ) Yrg, Mos { ) Yrs, Mos
Do You 00 You .
Own Mobie Lve with Other Own Mobrie Uvewith Other
D Own D Rent D Home Parenty D (Plsase Specity) D Own D Re Home D Parentsy D (Preass Specty)
Formet Agdrets-—Sireet How Long Former Aosress—Sireet How Long
City, State e Ll I l Cdy, State p{ | I l l
Empioyer's Neme (Gve Fum's Full Neme) How Long Empioyer s Acaress (Street/Cay/State) How Long
Employer s Aoaress (Street/City/State) Buniness Talaphone Empioyer sName (Grve Frrm's Full Name? Buswnass Teiephone
Type of Business Prasent Posihon Montnty Salary Type of Business Present Posiuon Morrney Salary
You Need Not Fumes Almony Chdd Supoort, o¢ Separaie Mantanance Income infornaton if You Do NotWan! Us 10 Consioer ft 1n Evatuatng Your ADphcaton
Ot Income—Sorarcy (s) Amcunt (Monthty) Other Income—Source 15} Amount (Monthty)
Bank Accounts (Include Co-Applicant's If JoInt Account Requested)
Bank—Branch Account in the Name of Checlung § Sevings Checing Savngs Loan
1 o o 0 0
Bank—Branch Account 1 the Name of Checiung & Savngs Checking Sanngs Loan
2. 0 0 ] 0
Credit References (Include Co-Applicant's if Joint Account Requested)
Creat Casgs (Inctuae Lon o Financs Companies)
Firm Name Locaton Account/Loan Nymber Accoum/Loan n the Name of
1
2
.
Personal Reference
Name of Person Not Lrvng at Aocra2s of Appheant of Co-ADphcant Retatonsig 10 Apotcant Presant Revoence Agaress (Street/Caty/Stutes
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HO 10.2

Credit Btatemenfc

Stoxe Chz ge Statement

You may pay by mail or - the Store. If you pay by mail,
please send only the top ¢ :tion of your statement with your
payment. If you pay attt Store, please bring the entire
statement with you.

In case of a billing
MOUNT DUE
1IS STATEMENT 12 error, o protect
your rights under
the Fair Credit
NEW BALANCE 13 Billing Act, mail

your billing error
notice to the
[OFFICE USE ONLY] AMOUNT PAID §$ address which
appears here.

‘ Mail any billing error notice to S re Credit Department at local address. 4-|
Mo | Day | Ref.No Transactic Description Charges Pay/Crdt
1 2 3 4 5 6
Account No. BillDate | P w.Balance | New Balance Min. Payment
9. 10 1

TRUTH IN LENDING: Here you wi. find disclosures regarding the Annual
Percentage Rate of Finance Charg applicable to your account.

2.7
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AS 10.1

@ RATE YOURSELF As> A CREDIT RISK

Can you walk into your bank, farm ~redit system office, or some other lender's
office with confidence that you will et the ‘oan you need? Do you have a good

proposition to offer, or are you afraid you wil! be turned down?
It all boils down to this: are you a good credit risk?
The answer to this question is quite complex. However, there are some things about
you and your family that your lender would like to know. Check yourself by marking
"Yes" or "No" on the accompanying list to determine how you rate on the
characteristics lenders use to assess credit risk.
Check your answers with the instructors key to see if you rate as a good, medtym, or |
poor credit risk. |
Character Yes No
l. Do my friends and neighbors think well of me?
2. Dol pay off my debts sooner than required?
* 3. Dol resist suggestions from my lender?
‘ Cash flow

4. Do | have sufficient income to pay my expenses?

5. Do | have money left over each month after paying
my living expenses and loans?

6. Dol keep accurate written records of my cash flow?
Collateral

7.  Are my assets valued at fair market value?

8. Is my net worth increasing?

9.  Are my debts greater than my net worth?

¢ 3
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UNIT Il - BUSINESS MANAGEMENT

Lesson | 1: Loans for Agricultural Businesses -

Objective: The st'dent will be able to explain factors that should be considered

before securing a loan.

Study Questions

l.
2.
3.
4.

7.

Define the types of loans available to businesses.

When should money be borrowed?

What factors influence how much a business can safely borrow?
What is leverage?

What cre some sources of loans?

How can interest rates be compared?

What credit instruments are used by lending agencies?

" Student Reference

Agricultural Management and Economics (Student Refernce). University

of Missouri~Columbia: Instructional Materials Laboratory, 1987. Unit Il.

Teacher References

Agricultural Business Sales and Marketing. University of Missouri-
Columbias Instructional Materials Laboratory, Unit VII.

Lee, Delene W.; Jasper S. Lee, Agribusiness Procedures and Records.
New York: McGraw-Hill Book Company, 1980.

Osburn, Donald D.; Kenneth C. Schneeberger. Modern Agricultural

Management. 2nd ed. Reston, VA: Reston Publishing Co., Inc., 1983.

Schneeberger, Kenneth C.; Donald D. Osburn. Farm Management Manual.
2nd ed. Danville, IL: Interstate Printer and Publishers, 1978.

Richards, R. Malcolm; S. Kerry Cooper; Donald R. Fraser. Personal

Finance. Glenview, IL: Scott, Foresman and Company, 1984,
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‘ UNIT 1l - BUSINESS MANAGEMENT

TEACHING PROCEDURES
A. Review
B.  Motivation
Ask students how many of them plan to buy a car, house, land, or business

sometime in the future. Ask them how they would pay foi those items.

Lesson |1: Loans for Agricultural Businesses l
Explain that individuals and businesses can secure a loan for these purchases.

C. Assignment

D. Supervised study

Ql. Define the types of leans available to busincsses. :

Al. 1) Short-term loans are under one year in length. Examples include
loans for unexpected expenditures or loans for current operating

E.  Discussion
I
‘ capital.
2) Interrediate-term loans are for 1-7 years. Examples include loans
for building improvements or machinery purchases.
3)  Long-term loans are more than 7 years in length. Examples include
real estate loans.
The type of loans the manager will choose depends on the business's
needs. Operating capital would be a short-term loan, business
improvements might need an intermediate-term loan, and a large
expansion might require a long-term loan. The length of the loan may
greatly affect the cash flow of the business. Discuss with students the
different loans available.

Q2. When should money be borrowed?

A2. 1) For planned investment
2) To offset expenses in the cash flow
3) For emergency expenses

In the long run, the business can only afford to borrow money so long as
the return is greater than the cost. Occasionally, the business will need
to borrow money in the short run at a loss to cover current operating
oxpenses. Ask students to discuss when the business should borrow
money. .
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Q3.

A3,

Ak,

Q6.
A6.

Q7.
AT.

What factors influence how much a business can safely borrow?

1)  Asset toliability ratio of 2 to | is desirable.
2)  Amount of outside income

3) Age ond health of borrower

4)  Type of assets or business

5)  General economic conditions

It is difficult to know exactly how much the business can safely borrow.
Many different factors that will vary between businesses are involved.
Discuss these factors with students. An asset to liability ratio of 2 to |
is interpreted as having two dollars of assets for every dollar of licbility.

What is leverage?

Leverage is the process of using other people's capital in addition to
one's own capital to provide financing for a business.

To determine the percentage that an owner is leveraged, divide the
emount borrowed by the total investment. [f an owner has $1,000 to
invest and borrows 33,000, the owner would be 75% leveraged or
$3,000/$4,000 = 75%. :

What are some sources of loans?

1) Commercial banks

2) FarmCredit Services

3) Life insurance companies

5)  Farmers Home Administration
5)  Small Business Administration
6) Dealers

7 Individuals

Ask students to identify different sources of credit in agriculture.
Additional sources such as the commodity credit corporation might be
included in areas where its use is more common. Discuss each source of
credit with students. .

How can interest rates be compared?
Annual P~rcentage Rate

The best way to shop for loans is to compare the annual percentage rate
under the same conditions. Be aware of any hidden service fees or
charges. Ask students to discuss simple interest and annual percentage
rate.

What credit instruments are used by lending agencies?

1) Draft - check from a lender paid directly to a bt ‘ness from which
the borrower is purchasing

2)  Note - written promise to pay

3) Mortgage - written claim the creditor holds on property used as
collateral
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&)  Lien - legal claim to property filed by the creditor with the county
Recorder of Deeds

5)  Warehouse receipt - receipt for merchandise stored in warehouse
(Grain is owned by the farmer, but warehouse has possession.)

6)  Bill of lading - receipt for items in transit

7)  Sales contract - written agreement specifying terms and payment
for sale of an item

Discuss credit instruments. |f possible, have examples of these for
students to examine. It is important that students know these various
instrumenfs are available if they need them.

Other activities

Invite a local credit representative from a bank, or the Farm Credit Services
to meet with the class to discuss what creditors look for in a customer. Have
students prepare a list of questions that they would ask if they were seeking a
loan to finance an SOE Project.

Conclusion

In today's business world almost every business is faced with the problem of
obtaining adequate capital to buy needed supplies and equipment. One means
of obtaining the needed capital is to secure a loan. In order to borrow the
money from an established lending agency you must be able to provide
accurate financial records to show a reasonable means of repayment. To
accomplish that goal the manager must be able to determine a safe borrowing
procedure for the business. The manager must then evaluate the different
sources of credit and the ways of calculating interest to determine which
method of financing meets the needs of the business.

Competency
Explain factors that should he considered before securing a loan.

Answers to Evaluation

NEWN —
OaQao0n0n
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Q UNIT 11 - BUSINESS MANAGEMENT Name

Lesson [1: Loans for Agricultural Businesses Date

EVALUATION
Circle the letter that corresponds to the best answer.

I. It is profitable for a business to borrow money to expand when the borrowed
money .

a.  Returns more than the cost of borrowing money
b.  Canbe secured at a low interest rate

¢, Can improve the level of production

d.  Will increase volume of business

2.  Abill of lading is a .

a.  Receipt for goods in transit

b.  Contract specifying terms and payments
c.  Written promise to pay

d.  Receipt for stored grain

" 3. Leverage .

e a.  Isthe use of borrowed funds with one's own to increase buying power
b.  Raises rate of return if profitable

c.  Results in larger loss if not profitable

d.  All of the above

4.  Which of the following is a source for a loan?

a. Farm Credit Services
b. Life insurance company
cs Individuals

d. All of the above

5. When borrowing money it is important to ~ompare the to
determine the true interest rate.

a.  Annual percentage rate
b.  Simple interest rate

c.  Discounted interest rate
d.  Compounded interest rate
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UNIT II - BUSINESS MANAGEMENT

Lesson 12: Conducting a Financial Analysis

Objective: The student will be able to complete a financial analysis of an

agricultural business.

Study Questions

l.
2
3.
4.
5.
6.

7.

8.

9.

What is a financial enalysis?

Why should a financial analysis be conducted?

What questions should be considered during a financial anlaysis?

Explain the different financial analyses used in an agricultural business?
What is the importance of a cash flow statement?

What oare the types of tests in a financial analysis and how do they
differ?

What measures are used in a test of liquidity and how do these measures
differ? -

What measures are used in a test of solvency and how do these measures
differ?

What measures are used in a test of profitability and how do these
measures differ?

Student References

Agricultural Management and  Economics (Student Refer 2nce).

University of Missouri-Columbia: Instructional Materials Laboratory,
1987. Unit Il.

Assignment Sheet

a) AS 12.1: The Agricultural Business Corporation

Teacher References

Steward, Jim; Raleigh Jobes. Farm_and Ranch Business Management.
Moline, IL: Deere and Company, 1985.

Farm Business Management Analysis. University of Missouri-Columbia,
Instructional Materials Laboratory, [984. Unit Il.

Osburn, Donald D.; Kenneth C. Schneeberger. Modern Agricultural
Management. 2nd ed. Reston, VA: Reston Publishing Co. Inc., 1983.
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UNIT II - BUSINESS MANA GEMENT

Lesson 12: Conducting a Financial Analysis

TEACHING PROCEDURES
A. Review
B. Motivation ‘

Bring a broken chair or something else that is broken, and discuss the amount
of time needed to repair the object. This will give you an opportunity to start
the discussion by indicating that it takes time to evaluate and repair a chair as
it does to evaluate and reorganize a farm business. A "quick fix" in both cases
may give bad results. Knowing what to look for and asking the correct
questions are essential to getting the correct answers.

Assignment

Supervised study

Discussion

Ql.
Al.

Q2.
A2.

Q3.
A3.

What is a financial enalysis?

It is a series of steps used to determine the financial condition of a
business.

Discuss the need for people to see a doctor for a routine physical. A
physical measures the health of the person. A financial analysis is used
to determine the condition of the organization.

Why should a financial analysis be conducted?

1) To determine cradit needs
2) Toobtain a loan

3) To improve profitability
4)  To help manage taxes

A good financial analysis will provide information that can be used in a
variety of ways. Discuss ways this information can be used.

What questions should be considered during a financial analysis?

1) Is the business the proper size?

2)  Which enterprises were profitable, and which ones were not?

3)  Why did the unprofitable enterprises fail?

4)  What would be the effect of expanding successful enterprises and
reducing unprofitable enterprises?

5) Is the debt load or repayment schedule too restrictive?

[}
i1
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A4,

Qé.

Aé.

It is helpful for the manager to have certain questions in mind before
conducting a financial analysis. This will help point out problems more
readily. Discuss with students some possible concerns the manager
might have.

Explain the different financial analyses used in agricultural businesses.

1) Trend analysis
a)  Used fo measure trends within the business
b)  Used to compare financial condition at set points in time
2)  Projected analysis - estimating future changes in net worth
a)  Based on projected net worth and cash flow statements
b)  Used as a forward planning tool
3) Comparative analysis
a) Used to measure financial condition of one business against
others in the industry
b)  Used to provide a benchmark for measuring progress

Ask the students to discuss how they could compare their SOE Project
against how it did last year, how they expect it to do next year, and how
it compares with similar projects. Then discuss how these ratios can be
used to accomplish this in an effective and efficient manner.

What is the importance of a cash flow statement?

1)  Record of when income is received and when expenses are paid
2)  Used.as aforward planning tool
a)  Shows. when borrowed funds are needed and extra cash is
available
b) Indicate feasibility to aid decisions

A cash flow is a money map. It shows where and when it enters the

business and where and when it leaves the business. Discuss how this
map can be used to help a business run smoothly.

What are the types of tests in_a financial analysis, and how do they

differ?

1)  Test of liquidity
a)  Used to determine the firm's dbility to meet current financial
obligations
b)  Useful in estimating the adequacy of the cash flow statement
2)  Test of solvency
a)  Test of firm's ability to meet long-term debt obligations
b) Used to determine firm's ability to withstand a crisis
situation
3)  Test of profitability
a)  Measure profitability of investment
b)  Measure profitability of sales

Ask students to identify and distinguish the three types of financial
tests. List thesé tests in separate columns on the board. Include a short
descriptive definition with each. Leave these answers on the board so
they can be used with the remaining questions.
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Q7. What measures are used in a test of liquidity, and how do these measures
differ?

"A7. 1) Current ratio

a)  Current ratio = cyrrent assets
current licbilities

b) Referred to as working capital ratio

c)  Shouid be compared with other firms in industry
2)  Acid test ratio

a)  Acid test ratio = current monetary assets

current liabilities

b)  Does not include inventory

c) Inventory viewed as a buffer against any unexpected losses
3) Inventory to receivables ratio

a) Inventory to receivables ratio = value of inventory

total receivables
b)  Does not include cash
c) Indicates firm's ability to profitably convert inventory into
cash

Discuss the three mzasures used to determine liquidity. Ask students to
discuss the difference in these measures and why each cne is important.

Q8. What 'r)nemur& are used in a test of solvency and how do these measures
differ? .

A8. 1) Net worth to fixed assets ratio

a)  Net worth to fixed assets ratio = net worth
fixed assets

b)  Measures percent net worth in fixed assets

c)  If greater than l:l, the amount over l:l represents portion of

owner's net worth in working cepital.
2)  Net worth to total debt ratio
a) Net worth to total debt ratio = net worth
total debt
b)  Measure of net worth as percent of total debt
c)  Generally, the higher this percentage, the better

Discuss these measures used to determine solvency. Ask students to
discuss the difference in these measures and why each one is important.

Q9. What measures are used in a test of profitability, and how do these
measures differ”

A9. 1) Earnings to investment ratio
a) Earnings to investment ratio = net income
) net worth
b)  Provides a measure of return on net worth
c) Important measure for investors
2)  Earnings to sales ratio
a@  Earnings to sales ratio = net income
sales
b)  Measures profit r:argin on sales
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3) Earnings to assets ratio
a) Earnings to assets = net income
assets
b)  Measures return on investment

Discuss measures used to determine the profitability of the firm. Ask
students to discuss the difference in these measures and why each one is
important. Have students use the ratios presented in questions 7, 8, and
9 to complete Assignment Sheet 12.I. Discuss the results of this
assignment.

F.  Other activities

Ask an agricultural business manager to discuss how a financial analysis is used
in business.

G.  Conclusion
A complete financial analysis is essential for a business to achieve maximum
profit. The types ot analyses we have discussed are commonly used by
successful business people. A complete analysis is also helpful in completing
income tax forms and receiving tax credits.

H. Competency

Complete a financial analysis of a business.

l. Answers to.Evaluation

l. b
2. a
3. b
4. d
5. a

J.  Answers to AS 2.1

[ a  Current ratio = 12,150/3,800 = 3.20
b. Inventory to receivables = 7,500/2,150 = 3.49
2, a. Net worth to total debt = 21,400/9,850 = 2.17
. Net worth to fixed assets = 21,400/18,900 = I.13
3. a  Earnings to investment = 3,900/21,400 = 18.2%
b.  Earnings to assets = 3,900/31,250 = 12.5%

“8
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. UNIT I - BUSINESS MANAGEMENT Name
Lesson 12: Conducting a Financial Analysis Date
EVALUATION

Circle the letter that corresponds to the best answer.

I« A series of steps to determine the financial condition of a business is called

a.  Current ratio

b.  Financial anlaysis
c.  Physical analysis
d.  Cash analysis

2. Which of the following is a measure of liquidity?

d. Current ratio

b.  Net worth to total debt ratio
c. Earnings to assets ratio

d. Earning to investments ratio

" 3. Which type of test is used to determine the ability of the business‘to meet its
o long term debt obligation?

a. Test of liquidity
b.  Test of solvency
c.  Test of profitability
d.  Test of productivity

4, A cash flow statement can be used to .

a.  Provide arecord of when income is received and expenses are paid
b.  Plan future expenditures

c. Indicate when borrowed funds are needed

d.  All the above

5. A trend analysis is used to .

da.  Compare financial conditions at set points in time

b.  Project net worth and cash flow statements

c.  Compare financial condition of one business against others in industry
d.  None of the above
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AS 12.1

Name

Date
. The Agricultural Business Corporation

Annual Balance Sheet as of 31 December, 1987

Rasats Lahilitiaz
Current: Current:
Cash $ 2.500 Accounts payable $3.500
Accounts receivable $ 1,900 Accrued salaries payable 200
Less bad debts 350 Accrued interest payable 100
1,550 Total current $3.800
Notes receivable 600 Other '
Inventory 12731 7.500 ° Mongage payable $6.050
Total current $12,150 -
Total Liabilitles $9.850
Flxed
Land 2.000 Net Worth:
Buildings $15,000 Capital Stock $17.500
Less depr, «1.400 Rstained Eamnings 3.900
13,600 Total Net Worth $21.400
Machinery $4,400 Total Liabilides and
Less depr. ~1,100 Net Warth . $31.250
3.300
. Total fixed $18,900
Other
Unexpired insurance 150
Unused supplies 50
$ 200
Total Assets $31.250
Retained Earnings Scheduled
Balance, January 1, 1987 $4.700
Add profits 1,100
Total 5.800
Deduct dividends 1,900
Balance, Decomber 1, -

1987 (Net Income) $3.900

Calculate the following ratios using the sample balance sheet above.

l.  Tests of liquidity
a. current ratio
b. inventory to receivables

2.  Tests of solvency
a. net worth to total debt ratios .
b. net worth to fixed asset ratio

@ 3.  Test of profitability
a. earnings to investment 2 a O
b.  earnings on assets ratio J
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UNIT i - BUSINESS MANAGEMENT
Lesson [3: Effects of Income Tax on the Agricultural Business
Objective: The student will be able to explain business practices to maximize after-
tax income.
Study Questions
. What should be the goal of tax management?
2. What methods are used to maximize after-tax income?

How should income be categorized for tax purposes?

(2]
L]

4 How should expenses be categorized for tax purposes?
5.  How can taxable income be reduced?
6 How can taxable income be increased?

Student Reference

[.  Agricu'tural Management and Economics (Student Reference). University
of Missouri-Columbia: Instructonal Materials Laboratory, 1987. Unit 1.

Teacher References
I. Department of Treasury Internal Revenue Service publications

a)  Farmer's Tax Guide, Publication #225
b)  Tax Guide for Small Business, Publication #334

c)  Package X, Informational Copies of Federal Tax Forms

NOTE: Instructor should obtain new, up-to-date copies of these
publications from the Internal Revenue Service each year.

3. Plain, Ron. "1986 Tax Reform Act—Impact on Agriculture.t Farm
Management Newsletter. Columbia, MO: Missouri Cooperative
Extension Service, Dec. 29, 1986.

4. Transparency Masters

a TM I3.I: Taxes
b) TM [3.2: Methods to Delay Income
c) TM 13.3: Methods to Increase Income

R31
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UNIT 11 - BUSINESS MANAGEMENT

Lesson 13: Effects of Income Tar - .. the Agricultural Business

TEACHING PROCEDURES

A. Review

B.  Motivation
Businesses and individuals often pay more taxes than necessary. Time spent
studying taxes and the management of taxes may pay more per hour during
off-season than any other activity that the manager could perform.
Identifying legal ways to reduce taxes is one method of increasing usable
income by saving a higher percent of the income generated from the
agricultural business. Once income has been generated, it makes good sen_e to
save as much as possible for business or personal use. (TM 13.1)

C. Assignment

D.  Supervised study

E. Discussion

Ql. What should be the goal of tax management?

Al. The primary goal of tax management is to maximize after-tax income.

Discuss why the goal of tax management is not necessarily %o pay the
lowest amount nossible in taxes. Tax strategies based on paying the
lowest possible amcunt in taxes may place heavy financial strains on the
business in future years.

Q2. What methods are used 15 maximize after-tax income?

A2. 1) Maintain complete and accurate records of all possible deductions
that can be used to lower taxable income.
2)  Madintair a constant level of income.
3)  Postpone income to the next year.

On the chalkboard or overhead, list methods used to manage taxes as
students identify them. Point out that these are the basis of study in tax
management.

Q3. How should income be categorized for tax purposes?
A3. 1)  Ordinary - wages, salaries, tips, etc.
2)  Capital gains - from sale of capital assets

3)  Non-taxable - interest from municipal bonds, a portion of social
security benefits, gifis
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Ab.

Aé.

It is advisable to obtain a recent copy of the Farmers Tax Guide. List ’
the three categories of income on the board and ask students to give
examples of each type.

How should expenses be cateqorized for tax purposes?
1) Deductible

a)  When purchased - feed is one example.
b)  When sold - feeder cattle is one example
2)  Nondeductibie
3) Capital
Depreciable
b) Capitalized

List three categories of expenses on the board and have students name
expenses that would fall into each category. Discuss the difference
between the categories.

How can taxable income be reduced?

1)  Postpone sales.

2)  Use deferred sales contract.

3)  Mdke advance payments of feed, fertilizer, fuel, etc.

4)  Purchase needed machinery and equipment before end of year to

utilize depreciation..
5)  Use expensirg.
6)  Use accelerated .lepreciation.

7)  Contribute to an Individual Retirement Account (IRA).

Have students discuss metheds of delaying income to be sure they
understand how the methods work. An example of deferred sales
contract would be to deliver cattle in December, but not receive
payment until January. There should be a contract stipulating specifics
such as when delivery is to be made, when payment is to be made, and
what the price will be. There needs to be an advantage other than taxes.
Often, a packer would agiee to a premium price to get the cattle in
December, especially if many farmers are holding until after January |.
Use TM 13.2.

How can taxable income be increased?

1)  Make more sales in current year.

2) Postpone expenses and investments until after January 1.
3) Pay bilis after Jonuary 1.

4)  Forego expensing.

5)  Use straight-line depreciation.

6)  Secure supplemental income.

7)  Take money out of an IRA.

Discuss methods of increasing taxable income with students. Use TM

13.3. s
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Other activities

Distribute copies of Income Tax Form 1040 to students. Discuss how different
"tax management strategies would affect entries on Form [040.

Conclusion

Effective management throughout the year will increase after-tax income.
Complete and accurate records and proper tax management strageties will aid
in this process. Occasionally income will need to be increased or decreased in
an attempt to have an even level of income. This will result in the lowest
taxes in the long run. It is also important to be able to categorize income and
expenses because the different categories can have a significant impact on
taxes.

Competency

Explain business practices that will maximize after-tax income.

Answers to Evaluation

|

2.
3.
4

b
a
c

Depreciable items - The purchase price can be recovered over a.period

of years.

Capitalized items - These can only be recovered through the sale of the

item .

Choice "™" would result in lower taxes because it represents an even

level of income.
Ordinary income
Capital income
MNon-taxable income
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‘ UNIT 1! - BUSINESS MANAGEMENT Name

Lesson [3: Effects of Income Tax on the Date

Agricultural Business

EVALUATION

Circle the letter that corresponds to the best answer.

The goal of good tax management is to .

a.  Maximize net income

b.  Maximize after-tax income
Cc.  Maximize before-tax income
d.  Maximize gross income

Which of the following is a way to reduce taxable income?

a.  Use expensing.

b.  Take money out of an Individual Retirement Account (IRA).
c.  Pay bills after January 1.

d.  Use straight-line depreciation.

Which of the following can be used to increase taxable income?
a.  Postpone sales. )

b.  Contribute to an Individual Retirement Account (IRA).
c.  Fostpone expenses and investments until after January .
d.  Use a deferred sales contract.

Complete the following short answer questions.

4,

£xplain the difference between a depreciable and a capitalized expense.

Which of the following would you expact to result in lower taxes? Why?

a. Year one taxable income $30,000 b. Year one taxable income $20,000
Year two taxable income 0 Year two taxable income 520,000
Year three taxable income $30,000 Year three. taxable income $20,000

List three types of income.

G.
b.
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T™ 13.2

Methods To Delay Income

A. Postpone some Seles until next Year.

B. %Use Deferred Sales Contracts.

- C. rMake Advance Purchases of Feed and Fertilizer (Must
L Jbe Firm and have an Advantage).

D, Use Expensing.

’ E. Purchase Needed Machinery, Equipment, Etc.,
before End of the Year to get Investment Credit and
some Depreciation.

F. Use Accelerated Depreciation.

G. Contribute to an Individual Retirement Account.

237
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™™ 13.3

Methods to Increase Income

A, Sell Marketable Grain, Livestock, Etc., before

December 31

B. Postpone Expenditures and Investments until
January 1.

. Work with Suppliers to pay Bills after January 1.
. Forego Expensing.

Use Straight Line Depreciation.

‘Secure S Supplemental Income.

;Q:ﬂ.sd U 0

Withdraw Money from an Individual Reurement
Account.

233
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UNIT [ - BUSINESS MANAGEMENT

Lesson 4: Calculating Depreciation for Tax Purposes

Objective: The student will be able to calculate the depreciation of an agricultural

business investment.

Study Guestions

l.
2.
3.
4.
S.

6.
7.
8.
2.
10.
il
12

What is the difference between the two types of depreciation?
What is basis?

What is expensing, and what are the limitations of its use?
What are the differences between ACRS and MACRS?

How is ACRS calculated and what are the ACRS property
classifications?

What are the MACRS property classifications?

What are the MACRS conventions and when does each apply?
What are the three choices of MACRS Deyreciation?

What is regular MACRS and how is it calculated?

What is optional straight-line and how is it calculated?

What is alternative MACRS and how is it calculated?

What are some suggestions on using depreciation for maximum
advantage?

Student References

3.

Agricultural _Management and Economics (Student Reference).
University of Missouri-Columbia: Instructional Materials Laboratory,
1987. Unit (I,

Handout

a) HO l4.1: Recovery Periods for Selected Assets under ACRS,
Regular MACRS, and Alternative MACRS

Assignment Sheets
a) AS l4.1: Basis and Expensing
b) AS 14.2: MACRS Conventions

c) AS 14.3: Regular MACRS Methods and Property Classification
d) AS l4.4: Calculating Depreciation

-167 239




Teacher Reference
l.  Department of Treasury Internal Revenue Service publications

a)  Farmer's Tax Guide, Publication #225
b)  Tax Guide for Small Business, Publication #334

c) Package X, Informational Copies of Federal Tax Forms

NOTE: The instructor should obtain up-to-date copies of three
publications from the Internal Revenue Service.

<40

ll-168




UNIT 11 - BUSINESS MANAGEMENT

Lesson [4: Calculating Depreciation for Tax Purposes

TEACHING PROCEDURES
A. Review
B. Motivation

Ask students if they have had to pay taxes because of their Supervised
Occupational Experience Program (SOEP). Were accurate records kept on
expenses including replacement of buildings and equipment? This expense is
sometimes overlooked when figuring taxes. .

Assignment

Supervised study

Discussion

Ql.
Al.

Q2.

What is the difference between the two types of depreciation?

1) Economic depreciation is an allowance for actual wear cnd tear or
obsolescence of tangible property.
2)  Tax depreciation is a system for deducting the cost and recapturing
the expense of capital items based on book velves.
Does not necessarily follow economic depreciation
b)  Based on methods allowed by the government

Tax depreciation was designed to allow the business to recover the cost
of purchasing capital items more quickly. It was designed to boost the
economy by increasing the incentive to purchase new items. Economic
depreciaton is based on usage and obsolescence. It more accurately
reflects the actual market value of an asset. Ask students to discuss the
two types of depreciction.

. Basis is the value of an item that can be depreciated.

1)  Book value ¢f trade-in property plus cash difference paid
2)  Cost of new or used property just purchased

Ask students what basis is. Work through the following example on the
board. Have students complete the first two probiems on AS [4.1.

EXAMPLE: Dave purchased a pickup on July 5. He traded in a pickup

with a $1,000  depreciated value (book value) and paid $9,000 cash
difference.

$1,000 + $9,000 = $10,000 basis
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Q3.

Ab,

AS.

Qs.
A6‘

What is expensing, and what are the limitations of its use?

1)  Option that ailows a business to deduct up to $10,000 per year from
the basis of capital items to be used in the business

2)  Cannot depreciate the amount

3)  Can only expense cash difference paid

4)  Can expense any part or all of an item or a combination up to the
full ameount

5)  Cannot be used to create a lass

Ask students what expensing is. Work examples on the board, then have
students complete the problems on AS 14.1

What are the differences between ACRS and MACRS?

1)  Time period is different.
ad) ACRS (Accelerated Cos:t Recovery System) - the
depreciation system that applies to items after 1980 and
before 1987
b)  MACRS (Modified Accelerated Cost Recovery System) - the
depreciation =/stem that applies to iteins in 1987 and after
2)  Property classes changed on some items.
3)  The method use: to calculate depreciation changed.

This ta~-on focuses on'changes created by the Tax Reform Act of 1986.
Th- vu.w sing question provides some basic information about ACRS. If
time is available, a more detailed discussion of ACRS may be helpful in
understanding-hew tax laws change over time.

How is ACRS depreciciion calculatcd and what are the- ACRS property
clossitications? =
1) ACRS depreciation ~ mwltiply the original basis of the item by the
cppiopriate percentage from the ACRS table,
2)  Properiy classifications
Q)  3vea .~operty ~ ccrs; tight trucks, and swine
E)  Y-year property - machinery, equipment, sheep, single-
purpose livestock buildings, grain bins, fences, and cattle
c)  10-yeer property - orchards and mobile bames
d)  15-year property - rentdl properties smmercial buildings,
land i:nprovements, and farm buildings
e)  I8-year property - sume items as 15-year property but
purchased between March 15, 1984 and May 8, 1985
f)  19-yew property - same items as I5-year property but
purchased aofter May 8, 1985

Remind students thet ACRS only applies to items purchased after 1980
and before 1987.

What are the MACRS property classifications?

1)  3-year property - breeding hogs and cver-the road tractors
2)  S-year property - cars, trucks, breeding cattle, breeding sheep, and
computers
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Q7.
Al.

A8.

G9.
A9.

3)  7Z-year property - most machinery and equipment plus_single
purpose agricultural buildings

4) . 10-year property - ships, tugboats, and barges

5)  15-year property ~ orchards and vineyards

6)  20-year property - multipurpose farm buildings

7)  27%-year property - residential rental property

8)  3l%-year property - commercial business propert;

Ask students to discuss the classifications of property under MACRS.
Give examples of specific items and have students determine the
property classes.

NOTE: The property classes reflect the Tax Reform Act of 1986. These
laws change periodically. Information can be updated with current
information from Package X.

What are the MACRS conventions ond when does each apply?

1)  Midmonth convention
a)  Applies to 27%- and 3|%-year property
b) Treofths property as purchased or sold at the midpoint of the
mon
2)  Midquarter convention '
a)  Applies when 40 percent of the basis is purchased in the last
quarter of the year
b)  Applies to three through 20-year property
3) Midyear convention
@)  Applies to the purchase of three through 20-year property if
the midquarter convention does not apply ‘
b)  Applies to the sale of three through 20-year property

Discuss when each of the different conventions applies. Remind students

{hcn‘ one of the conventions must apply. Have students complete AS
4.2.

What are the three choices for MACRS Depreciation?
1) Regular MACRS

2)  Optional Straight-line
3) Alternative MACRS

Each choice will be discussed in greater detdil in following questions.

What is reqular MACRS and how is it calculated?

1) 200 percent declining-balance method
a)  This method applies to 3-, 5-, 7-, and 10-year property.
b)  Apply appropriate convention the first year.
c)  Apply switch-over provision when appropriate.
d)  The basic formula is:
200 percent x undepreciated value = annual depreciation

preperty class
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2) 150 percent declining-balance method
This method applies to 15- and 20~year property.
b)  Apply appropriate convention the first year.
c)  Apply switch-over provision when appropriate.
d)  The basic formula is:
150 percent x undepreciated value = annual depreciation
property class
3)  Straight-line method
a)  Straight-line applies to 27%- and 3| %-year property.
b)  The midmonth convention applies the first year.
c) 'l'he&c:ic formula is:l .
is = annwal depreciation
property class
Work through an example with the students using regular MACRS. One
Zécﬂpge is provided in the student reference. Have students complete

Q10. What is optional straicht-line and how is it calculated?

Al0. 1) It is an option to use straight-line depreciation instead of 200
percent or 150 percent declining-balance methods.
2)  The appropriate convention is applied the first year.
3) Thebasic formulaiis:.
basis___ = annual depreciation
property class

Once. an item is depreciated using straight-line depreciation, that item
must always be depreciated using straight-line depreciation. Work
through examples with students.

Qll. What is alternative MACRS and how is it calculated?

All. 1) It is an alternative for depreciating all property classes.
2)  Alternative MACRS may have a longer recovery period than
regular MACRS.
.3)  The appropriate convention is applied the first year.
4)  The basic formula is:
basis __ = annual depreciation
Giternative years

Handout 4.1 gives the property depreciation periods for ACRS, MACRS, and
Alternative MACRS for various assets.

EXAMPLE: Jack purchased dairy cattle in November for $10,000. This was
the only purchase for the year. Jack decides to depreciate the cattle using the
alternative MACRS methed. The cattle were purchased during the last
quarter of the yzary therefore, the midaarter convention applies.

I Determine the depreciation period for dairy cattle under alternative
MACRS. It is seven years.
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H.

2.  Calculate depreciation for the first year using the midquarter
convention.

Basis - Alternative class years x |/8 = first year depreciation (510,000 /
7 x 1/8=$178.57 .

3.  Calculate depreciation for years two through seven.
Basis - Alternative class years = depreciation for intervening years

$10,000 / 7 = $1,428.57 each year

4.  The remaining amount is deducted in year eight. ‘
year | $ 178,57
year 2 |,428.57
year 3 |,428.57
year 4 [,428.57
year 5 [,428.57
roar 7 426,57
year 7 | .
$10,000 - $8,749.99 = $1,250.01 depreciation in year 8

Have students complete AS 4.4,

Ql2. What are some suggestions on using depreciation for maximum

advantage?

Al2. 1)  Use good record keeping system.
2) Use expensing and regular MACRS on purchases if the business
owes tax.
3)  Use alternntive MACRS method on purchases in years of low taxes
to save deductions for future years.

Discuss whien to use each method of depreciation.
Other activities

It is suggested that a computer program on depreciation be obtained, and
students should be allowed to use it to compare methods of depreciation.

Conclusion

The accurate management of depreciation can help increase ufter tax income.
Basis provides the first step in determining depreciation. The manager must
determine if expensing, depreciation, or both are going to be used. The type
of item will determine the property class and the depreciation method used.
The time of year in which the item is purchased may affect which convention
is used to calculate the first year depreciation. All items depreciated using a
declining-balance method must switch-over to straight-line depreciation when
the amount that could be claimed using straight-line depreciation exceeds the
amount calculated using the declining-balance method.

Competency

Calculate the depreciation of an investment.

d
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l. Answers to Evaluation

d
2. $200 + $250 = $450

3.
Depreciation Useful
Method Life Example
200% declining balance 3years  Breeding swine

200% declining balance Syears  Picku
Fences

200% declining balance 7 years
150% declining balance ]g years Orchards

Straight-line 27% years Residential Rental properiy
Straight-line 31% years Commercial Business property

NOTE: Other examples may be appropriate. The instructor will need to
check for accuracy. Review Study Question 6 for additional answers.

4. (200%/5 years) x §5,000 x 1/2 = §1,000

5. Use the midquarter ceavention when more than 40 percent of the basis
within a property class is obtained in the last quarter of the year,

6. $25,000 x 8.5 = $442.71 ‘
7

7.

Year MACRS Use Straight Line Coniparison

I (200%/5 years) x 10,000 x 1/2 = 2,000 <— (11 000/5.5) x 1/2 = 909
2 (200%/5 years) x (10,000-2,000) = 3,200 <— 8,,00/4.5 = 1,778

3 (200%/5 years) x (8,000-3,200) = 1,920 €— 4,800/3.5 = 1,371

4 (200%/5 years) x (4,800-1,920) = [,152 &— 2,880/2.5 = 1,152
*5  (200%/5 years) x (2,680-1,152) = 691 —> 1,728/1.5 = 1,152

6  Claim remaining basis in year 6 _— =576

*NOTE: Switch to straight-line in year 5.
J.  Answers to assignment sheets
[. AS 4.1 - Basis and Expensing

$75 + $175 = $250 basis
2 x $500 = $1,000

Yes
gI0,000 -$175 = $9,825
000

?

|
2
3.
4
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‘ 2. AS 142

Name

MACRS CONVENTIONS

Directions: In the following situvations,
appropriate MACRS convention for each item.

determine the property class and
Assume items were purchased the

same year.
Month of Amount Item Property Class MACRS
Purchase Convention
Situation 1: Jimmy

February $ 2,500 dairy cattle 5 Midyear
February $ 4,000 grainbin 7 Midyear
December $ 2,000 computer 5 Midyear
December $47,000 feed store 311/2 Midmonth
"Situation 2: Virginia

January $47,000 feed store 31 1/2 Midmonth
March . $14,000 pickup 5 Midquarter
X I November $13,000 barn 20 Midquarter

Situation 3: Harry

March $ 7,000 orchard 15 Midquarter
July $ 1,500 breeding sheep S__ Midquarter
August $ 1,800 fence 7 Midquarter
October $ 6,000 used car 5 Midquarter
December $ 1,800 fence 7 Midquarter
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Name:

Regular MACRS Methods and Property Classifications

Property Method* Pé?agzgg Examples:
_D_ouble 3 - | breeding, hogs
DechmngrBalance 5 cars, trucks, breeding cattle,
200% Declining computers, breeding sheep
Personal Balance 7 most maciiinery and single purpose
Property agricultural buildings
150% Declining 10 orchards and vineyards
Balance
20 multi-purpose farm building
27%2 residential rental property
Real Property Straight Line
31Y% commercial property

*Except for 27% and 31% year property, all items within a property class entering service
during a given year, must be depreciated by using the same method.
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year |

year 2
year 3

year 4

year 5.

*year 6
year 7

year 8

AS 14.4 - Calculating Depreciation
)

Declining Balance Comparison
(200%/7) x 10,000 x 1/2 = 1,429
(200%/7) x (10,000~1,429) = 2,449
(200%/7) x (8,571-2,449) = 1,749
(200%/7) x (6,122-1,749) = 1,249
(200%/7) x (4,373-1,249) = 893
(200%/7) x (3,124-893) = 637
(200%/7) x (2,231-637)

Remaining Basis value is deducted
in year 8

*Switch over to straightline.

2)  (510,000/7) x 1/2 = $714.29
10,000/7 = $1,428.57
10,000 - $9,285.71 = $714.29

3)  (510,000/10) x 1/2 = $500

guo,ooono = $1,000
10,000 - $9,500 = $500

-177
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Use  Straight-Line Comparison
(10,000/7.5) x 1/2 = 667
8,571/6.5 = 1,319
6,122/5.5 = 1,113
4,373/4.5 = 972
3,124/3.5 = 893
2,231/2.5 = 892
1,339/1.5 =892
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I'st year depreciation
depreciation years 2 through 7
depreciation year 8

Ist year depregiation
depreciation years 2 through 10
depreciation year ||




UNIT Il - BUSINESS MANAGEMENT Name

Lesson 14: Calculating Depreciation for Date

Tax Purposes

EVALUATION
Circle the letier that corresponds to the best answer.

[.  What is the maximum amount that one can expense per year?

a. 5,000
b. 7,500
C. 9,000
d. 10,000

Complete the following short answer questions.

2.  Paul bought three sows. He traded a boar with an undepreciated value of
$200. - He paid $250 cash difference. What is his basis on the sows?

3.  Complete the following table.

Method Property Class Example

200% Declining balance 3 years

S years

Fences

150% Declining balance 15 years

Straight-line 27% years

Straight-line 3% years

4.  Calculate the first year depreciation on a pickup with a basis of $5,000. Use

200% declining balance with a midyear convention.

R51

1-179




5. Explain when to use the midquarter convention. ‘

6.  Calculate the first year depreciation on a rental house purchased April 6 with
a basis of $25,000. Use alternative MACRS, 40 years.

7..  Cadleulate the depreciation for a $10,000 pickup. Use the switch-over

provision where applicable. Assume a midyear convention. Use regular
MACRS.

52

O “-|80




HO 14.1
Recovery Periods for Selected Assets under ACRS, Regular MACRS

and Alternative MACRS

Recovery Period in Years

Alter-

Regular native

ASSET ACRS MACRS MACRS
Airplane 5 5 6
Auto 3 5 5
Calculators 5 5 6
Cattle (dairy or breeding) 5 5 7
Communication equipment 5 7 10
Computer & peripheral equipment 5 5 5
Computer software 5 7 *12
Copiers 5 5 6
Cotton ginning assets 5 7 12
Farm buildings (general purpose) 19 20 25
Farm equipment & machinery 5 7 10
Fences (agricultural) 5 7 10
Goats (breeding or milk) 3 5 5
Grain bin 5 7 10
Greenhouse (single purpose structure) 5 7 15
Helicopter 5 5 6
Hogs (breeding) 3 2 3
Horses (non-race, less than 12 yrs. of age) 5 7 - 10
Horses (non-race, 12 yrs. of age or older) 3 3 10
Logging equipment 5 5 6
Machinery (farm) 5 7 10
Manufactured homes (rental or employee) 10 15 20

0ffice equipment (other than calculators,

copiers, or typewriters) 5 7 10
Office fixtures 5 7 10
O0ffice furniture 5 7 10
Orcaards 5 15 20
Paved lots 5 15 20
Pickups 3 5 5
Property with no class life 5 7 12
Rental property 5non-residentia1) 19 31.5 40
Rental property (residential) 19 27.5 40
Research property 5 5 *12
Sheep (breeding) 3 5 5
Single purpose agricultural structure 5 7 15
Solar property 5 5 *12
Tile (drainage) 5 15 20
Tractor units for use over-the-rcad 3 3 4
Trailer for use over-the-road 5 5 6
Truck (heavy duty, general purpose) 5 5 6
Truck (light, less than 13,000 1bs.) 3 5 5
Typewriter 5 5 6
Vineyard 5 15 20
Wind energy property 5 5 *12

*No class life specified. Therefore, 12 year default 1ife assigned.
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2.

3.

4.

BASIS AND EXPENSING

Name

Richard bought a used haywagon. He traded a hay rake that had an
undepreciated value of $75. He paid $175 cash difference. What is his basis
on the hay wagon?

Jerri traded a bull with an undepreciated value of $300 for two cows that cost
$500 each. The difference was paid in cash. What is Jerri's basis en the cows?

Richard does not want to depreciate his hay wagon. Instead he decides to
expense it. Can he do this, and if he can, how much more could he expense
during the same tax year?

Jerri has $20,000 in taxable income this year. She has not yet used any
expensing. How much could she lower her taxable income if she could take
full advantage of expensing?




AS 14.2

. Name

MACRS OONVENTIONS

Directions: 1In the following situations, determine the property class and
appropriate MACRS canvention for each item. Assume items were purchased the

same year.
Month of Amount Item Property Class MACRS
Purchase Convention

Situation 1: Jimmy

February $ 2,500 daixy cattle — —_
February $ 4,000 grainbin — —_—
December $ 2,000 camputer

December $47,000 feed store -

Situation 2: Virginia

Jamary $47,000 feed store —
. March $14,000 pickup
’ November $13,000 barn ——
Situation 3: Harry
March $ 7,000 orchard
July $ 1,500 breeding sheep .
August $ 1.800 fence —_—
October $ 6,000 used car
December $ 1,800 fence
255
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Name:
Regular MACRS Methods and Property Classifications
Property Method* Péfar;z:g Examples:
Double 8
Declining Balance
or 5
200% Declining
Personal Balance
Property 1
2 150% Declini 15
Q o Declining
Balance
20
213
Real Property Straight Line
31Ya
*Except for 27% and 31% year property, all items within a property class entering service
during a given year, must be depreciated by using the same method.
200
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AS 144

' CALCULATING DEPRECIATION

Name

Using the following information, calculate depreciation using regular MACRS,
optional straightline, and alternative MACRS. (Show all your work).

Julie purchased a graindrill in July for $10,000. This was the only purchase for the
year.

) Regular MACRS

2)  Optional straightline

3) Alternative MACRS
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' UNIT [l - BUSINESS MANAGEMENT

Lessqn I5: Managing Risk in the Agricultural Business

Objective: The student will be able to identify ways of managag risk in

business.
Study Questions
l.  What methods can be used to reduce risk in a business?

What is insurance, and why do agricultural businesses nead it?
How can diversification help reduce risk?
What are some price protection strategies that reduce risk?
How does production contracting functica as a method of reducing risk?

n o oF W

How can rental or leasing agreements be used to reduce risk?
Student Reference

I. Agricultural Management and Economics (Student Reference). University
' of Missouri-Columbia: Instructional Materials Laboratory, 1987. Unit Il.

Teacher References

l.  Mortenson, W.P.; R.A. Luening. The Farm Management [Handbook. 5th ed.
Danville, IL: Interstate Publishers, [972.

2.  Duft, Kenneth. Principles of Management in Agribusiness. Ist ed. Reston,
VA: Prentice Hill, 1979.

3. Rhodes, James V. The Agricultural Marketing System. 2nd ed. New York:
John Wiley & Sons, [983.

4.  Campbell, Gerald. Producer Marketing Management: Primer on
Agricultural Options. North Central Regional Extension Publication #217.

5.  Transparency Master

a) TMI5.1: Methods of Reducing Risk




UNIT Il ~ BUSINESS MANAGEMENT

Lessgn IS¢ Managing Risk in the Agricultural Business

TEACHING PROCEDURES
A. Review
B. Motivation ‘

Ask students how many of them would be willing to bet $10,000 that something
will or will not happen. Tell them that if they operate an agricultural business,
they risk losing that much or more. To help reduce the risk, it is necessary to
understand risk managenint.

Assignment

Supervised study

Discussion

Ql. What methods can be used to reduce risk in a business?

Al. 1) Insurance
2) Diversification
3) Price protection
§)  Production contracting
5)  Rental or leasing agreements

Ask students to discuss pocsible methods of reducing risk. (TM 15.1)

What is insurance, and why do agricultural businesses need i1?

g g

1) Insurance iz an agreement between the insured and the insurance
company. The company provides financial protectior in return for
regular payments by the insured.

2)  Agricultural businesses need insurance tc provide protection in the
event of ¢ major economic or financial o that could cripple the

compay.

Discuss how insurance can help reduce risk. Insurance is diszussed in more
detail in lesson [6.

Q3. How can diversification help reduce risk?

A3. 1) Provides optional methods of income
2)  Makes income more even
3)  Still necessitates one main source of i w...x equalling 40 to 60
percent of income

The idea behind diversification is that price: «r. ‘roduction levels of

various commodities will not be cycling in unisor, asi¢ students o explain
now diversification can be used to reduce risk.
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Q4.
A4,

Q6.
Aé.

What are: some price protection sirategies that reduce risk?

1) Forward contracting - ceatracting to buy or sell a specific amount of
@ commeodity or input for a specific price for specific time in the
{future
a) Does not involve futures market
b) Commodity actually traded

2)  Hedging - using the futures market to transfer risk
a)  Contract to buy or sell a commodity at 1 specific price for

delivery at specific time in the future
b)  Contract dissolved before delivery date

3)  Options - paying a premium to have the option of being guaranteed a

specific price in the future

Ask students to discuss how pricing strategies can be used to help reduce
risk. Point out the advantages and disadvantages of each. Additional
lessons on hedging and forward contracting are included in Agricultural
Marketing, available from the Instructional Materials Laboratory.

How does production contracting function as a method of reducing risk?

1) Producer contracts with a purchaser to raise a certain quality and
quaritity of product.

2)  The purchaser furnishes many of the production inputs. :

3) The producer is paid a certain amount for each unit produced.
Payment ‘< done on a schedule.

Production contracting is often used by vertically integraded firms. Firms
that are vertically integrated own more than one part of the production
process. This may include production farms, processing plants, wholesale
stores and retail stores, One example is Tyson poultry products. Discuss
production contracts with students.

How can rental or leasing agreements be used to reduce risk?

1)  Transfers risk of obsolescence to lessor
2)  Transfers risk of high replacement costs to lessor
3)  Transfers risk of maintenance and repair expenses to lessor

Often it is more convenient to rent or lease than to own. One of the
primary advantages of renting and leasing is that it requires less capital.
The other major advantage is risk management, especially in areas where
the technology is changing rapidly. This is especially true of the computer
industry. Ask students to discuss how renting and leasing can be ussd to
reduce risk.

F. Other activities

2,

It is suggested that the instructs: arrange for abusiness person to visit with
the class about risk management.

Computer programs available through Missouri Cooperative Extension

Service can also be used. Contact the local extension office to obtain
rurrent copies of these programs.
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Conclusion

Risk management is an important aspect of any business. [f the owner or

" manager of an agricultural business does not manage risk, the life of the business

may be short. There are several methods for reducing risk such as insurance,
diversification, price protection strategies, production contracting, and rental or
leasing agreements.

Competency

Identify methods of reducing risk in a business.

Answers to Evaluation

LEWN —
0.0 oo n
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UNIT Il - BUSINESS MANAGEMENT Name

Lesson 15: Managing Risk in the Date
' Agricultural Business

EVALUATION
Circle the letter that corresponds to the best answer.

. Which of the following guaruntees a specific price for a commodity?

a. Forward cortracting
b. Insurance

c. Diversification

d. Price Protection

2. Wl'.l)' should individuals in production agriculture diversify?

a. Tospread risk over more than one enterprize
b.  Tobetter utilize their time

c. To even out their income

d. All the above

" 3. Entfering a contract to buy or sell a commodity at some time in the future

without the commodity changing hands is called

a. Forward contracting
b. Hedging

c. Using options

d.  Production contracting

4. Companies that use up-to-date equipment often
order to aveid the risk of owning obsolete equipment.

a. Hedge
b. Diversify
c. Lease

d. Contract

S.  How can risk be reduced in an agricultural business?
a.  Purchase insurance
b. Diversify

c. Use price pl;ofecﬂon strategies
d.  All the above

263

1-197

the equipment in




T™ 15.1

| ® Methods of Reducing Risk

{
- i
Insurance

Futures
Options

- ~: = _ /ﬁg
17
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UNIT Il - BUSINESS MANAGEMENT
Lesson |6: Insurance Needs of an Agricultural Business
Objective: The student will be able to explain the insurance needs of an agricultural
business.
Study Questions
l.  What are the uses of insurance?
2.  What points should be considered when purchasing insurance?
3.  What are the common types of insurance coverage?

4. What are some common types of property insurance, and what losses do

they cover?
S.  What is liability insurance?
6.  What fypes of life insurance policies are gvailable?
1. What factors affect one's life insurance needs?
8.  What accident and health insurance policies should be secured?

Student Reference

I Agricultural Management and Economics (Student Reference).
llJniversi’ry of Missouri-Columbia: Instructional Materials Laboratory,
987. Unit Il.

Teacher References

I University of Missouri-Columbia Extension Division agricultural
publications

a) GO450: How to Shop for Life Insurance

2,  Osburn, Donald D.; Kenneth C. Schneeberger. Modern Agricultural
Management. 2nd ed. RReston, VA: Reston Publisting Co., Inc., 1983.

3. Maedke, Wilmer O.; Ross E. Lowe; Charles A. Malouf. Consumer
Education. 2nd ed. Encino, CA: Glencoe Publishing Company, 1984,
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UNIT I - BUSINESS MANAGEMENT

Lesson 16: Insurance Needs of an Agricultural Business

\

TEACHING PROCEDURES

A. Review

B.  Motivation
Ask students the following questions: How many of you or your parents carry
insurance? What kind, and why? Why not just open a savings account and
deposit enough money to cover a loss? Do needs vary?
People insure against "jolting losses™: those that would be a financial jolt.
Needs vary between individuals. Wrecking an old beat-up pickup would be less
of a jolt than wrecking a new pickup.

C. Assignment

D.  Supervised study

.  Discussion

Ql. What are the uses of insurance?

Al. 1) Protects one financially from unexpected economic loss
2)  Meets obligation to others who are injured or suffer a loss due to
one's acticns :
3) Allows one to take financial risks for large purchases by
functioning as collateral for a lcan

Discuss with students the many different uses for insurance. These
-include protecting against a loss due to fire, floods, tornadoes, and
lawsuits. Insurance can also make it possible for one to buy a home or

invest in a business without being at financial risk due to death or
disability.

Q2. What points should be considered when purchasing insuranca?

A2. 1) Buy insurance that provides coverage for situations in which a loss
is likely to occur.
2)  Insure against losses that may lead to finoncial disaster.
3) Insure the irreplaceable or most necessary property first.
4)  Don't insur~ anything that is easily affordable to replace.
5)  Be sure the coverage is adequate. .
. Consider costs.

Ask str.-ents to identify the points 1o consider in purchasing insurance.
Write ::iese as coiumn headings on the board. Thern ask students to
discuss why each one of these points is important in purchasing
insurance.

266
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Q3.

A4,

As,

What are the common types of insurance

1)  Property insurance

2} Lidbility iasuronce

3) .ife insurance

4)  Accident and health insurance

These are the most common types of

businesses will have these types of ins
individual's insurance needs may be prc
each type of insurance with students.

What are some common types of proper
they cover?

1)  Package policies - protection agair
2) Fire
a) Con b obtained for building
materials
b) kequires separate policy for |
3) Extended coverage - protection ag

property .
a) Protection aguinst windstorm
b) Protection against hail
c) Protection against smoke dan
d) Protection against floods
4)  Theft insurance - protection agains
5)  Title:sinsurance - protection of land

Property insurance is designed to prote
weather, accidents, theft, or unclear
policies reduce many of the risks of op
Discuss each type of property insurance

What is liability insurance?

Licbility insurance provides financial pr
the event that he or she is held respo
another party.

What types of life insurance policies are

1) Term - protection without an optio
2)  Permanent - protection for life phs:
3) Endowment
a) Endowment provides term prc
b) A specific amount is paid
matwity.
c) This is often used to establish

There are many different companies
recommended that one compare sev

purchasing one. Discuss each type of life
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surance. Most individuals and
“ance coverage. Some of the
ided by the employer. Discuss

¢ insurance, and what losses do

: a variety of hazards
furniture, machinery, and raw

silding content
nst the destruction of personal

ge

losses due to theft
itles

t one from losses due to fire,
iand titles. These insurance
‘ating an agricultural business.
ith the students.

tection for the policyholder in
sible for the injury or loss of

railable?

for savings

savings

ection and savings.

> the policy holder at policy
1college fund.

ffering life insurance. It is
-al different policies oefore
nsurance poiicy with students.
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Q7.

A7.

Q8.
A8.

What factors affect one's life insurance needs?

1)  Amount of cash available
2) Age
3) Level of debt
4) Cost of living
a) Retirement income
b) Protection of family if parent dies
5) Hedlth
6) Income

People need varying amounts of insurance during their life depending on
several factors. Ask students t~ discuss these factors.

What accident and health insurance policies should be secured?

1)  Hospital and surgical pays for hospital rcom and board, x-rays, and
surgery.

2)  Major medical provides coverage for extremely large doctor bills.

3) Income protection/disability provides coverage for accidents or
income protection if permanently injured.

Discuss the types of medical insurance that should be secured. Many
employers will offer these policies as job benefits. Self-employed people
must purchase them individually.

Other activities

It is suggested that the instructor invite an insurance agent to speak to the
students about insurance needs.

Conclusion

The insurance needs of individuals and businesses vary with each individual
case. [nsurance is designed to protect famiiies and firms from jolting financial
losses.

Competency

Explain the types of insurance needs of an agricultural business.

Answers to Evaluation

PO0T OO0 -h0
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UNIT Il - BUSINESS MANAGEMENT Name

Lesson |6: Insurance Needs of an Agricultural Date
Business
EVALUATION
Match each term on the right with the correct definition on the left by placing the
letter in the correct space.
l.  __ Insurance policy with face value paid to a. Term
heirs only
b. Endowment
2, __ Income protection if permanently injured
c. Hospital and surgical
3. ___ Provides protection only
d.  Mdjor medical
4. __ l.arge doctor bills
e. Whole life
5. __ Room and board medicine, X-rays
. f. * Income protection/

Planning for children's college tuition disability

Circle the letier that corresponds to the best answer.

7.

Which of the following is a reason why standard of iiving affects life insurance
needs?

a. Age

b. Level of debt

c. Cash available

d. Retirement income

Which type of insurance policy should be selected to provide additional
coverage against damiage or destri..rion of the contents of a building?

a. Fire Insurance
b.  Hail Insurance
c. Extended coverage insurance
d. Theft insurance

Why is it important to purchase an insurance policy that adjusts for inflation?

G  Inflation affects the value of the policy.
b.  Non-adjusting policies nurchased many years previously may offer
inadequate coverage.

c.  ltems may become rnore expensive to replace.
d.  All the above




. UNIT I1 - BUSINESS MANAGEMENT
Lesson | 7: Coopercleing Agencies in Agriculture
Objective: The student will be able to identify several cooperating agencies and
services availabie,
Study Questions
l.  What agencies cooperate vith agriculturai businesses?
2.  What services are available from ASCS?
3.  What services are available from SCS?
4.  Wha' services are available from FmHA?
S.  What services are avecilable from University Extension?
6.  What services are available from MDC?
7.  What services are available from SBA?
: 8.  What assistance does Missouri agricultural education provide?
e Student Reference
I Agricultural Management and _Economics (Student Reference).

University of Missouri: Instructional Materials Laboratory, 1987. Unit
R ‘

Teacher References

l. 1986 Fact Book of United States Agriculture. United States Department
of Agriculture, Publication 1063.

2.  Osborn, Donalds; Kenneth C. Schneeberger.  Modern Agricultural
Management. 2nd. Reston, VA: Reston Publishing Co., Inc., 1983.
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UNIT I - BUSINESS MANAGEMENT

Lesson |7: Cooperating Agencies in Agriculture

TEACHING PROCENDURES
A. Review
B. Motivation ‘

m o

Ask stugents to identify where they could find information concerning current
farm programs and how these programs are designed to affect agriculture.
Ask students to identify other agencies which are involved with agriculture.

Assignment

Supervised study

Discussion

Ql. What agencies cooperate with agricultural businesses?

Al. 1)  Agricultural Stabilization and Conservation Sarvice (ASCS)
2)  Soil Conservotion Service (SCS)
3) Farmers Home Administration (FmHA)
4)  University Extension
5)  Missouri Department of Conservation (MDC)
6)  Small Business Administration (SBA)
7) . Missouri Agricultural Education
Ask students to discuss possible sources of various programs and
activities currently available to agricultural business people. Some
information has been provided in the following questions. Each
instructor should contact the local agencies for more information.

Q2. What services are available from ASCS?

A2. 1)  Administration of government farm assistance programs
2) Esisblishing and maintaining conservatio prograras
3)  Aerial photo of land
Ask students how many of them or their parents have obtained an aerial
photo of their farm or property? Discuss with students other services
available from ASCS.

Q3. What services are available from SCS?

A3. 1) Administration of government soil and water conservation

programs
2)  Conservation and engineering assistance
3) Soil survey
4) Emergenc) watershed protection
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A4,

Q6.
Aé.

5) Informaticn assistance
a) Terraces
b) Conservation tillage systems
c) Soils
d) Ponds
e) Diversions
6) Assistance with conservation plan

Discuss how SCS frequently works with ASCS in implementing the
various government programs. SCS may provide much of the "leg work"

in implementing the various programs even though the program is under
ASCS control.

What services are available from FmHA?

1) Provides financial assistance to preducers who can't get financing
from other sources
a) Bank loans
b) Direct government loans

2) Provides business and industrial loans to companies that will
provide employment

3)  Provides housing loans

4)  Provides financial counseling

Individuals may need to meet eligibility requirements when obtaining aid
from the F-rmers Home Administration. These requirements change
frequently. FmHA isn't the only agency that has eligibility
requirements.

What services are available from University Extension?

1)  Provides information

) Agriculture

k) Home economics

c) Business and industry

d) Community development
2) Performs research
3) Operates 4-H programs

Univeisity Extension, formerly called Missouri Cooperative Extension
Service, provides information and performs research on a variety of
fopiss, and operates the 4-H program.

Wkat services are available from MDC?

1) Protection, nwnagement, and conservation of fish, wildlife, and
foresiry resources
2)  Educational programs
3) Individual and commarcial permits
4)  Assistance
a)  Maintaining and improving wildlife habitat and ponds
b)  Controlling damage caused by wildlife
c)  Managing forested areas
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Q7.
A7.

A8.

The Missouri Department of Conservation provides information on
a variaty of conservation subjects. The material is available free
of charge or for a minimal charge. Check with the local
conse.vation office or agent to see what is available.

What services are available from SBA?

1)  Works through Small Business Develooment Centers and SCORE
Chopters

2)  Provides technical expertise to small businesses

3)  Provides finencial guidance to small business

The Small Busliness Administration is a federal agency that works
through Small Business Developmeni Centers and SCORE Chapiers.
SCORE is the Service Corps of Retired Executives. Both are located
throughout the state.

What assistance does Missouri agriculfural education provide?

Provides educational opportunities

1)  Indepth instruction in production and agritusiness
2)  Topical update classes

3) Farm business management analysis program

4)  Leadership education classzs

Missouri agricultural education provides many educational opportunities
at community, junior college, and university levels. Point out to
students that the agriculiural instructor is a good source of information.

Other activities

It is suggested that the teacher arrange for a representative from one or two
agencies to visit the class and spend about 30 minutes explaining the programs
they have available. Encourage the representatives to be practical and use
examples to which the students will be able to relate.

Conclusion

There are several agencies that work with agricultural businesses. These
agencies can and do provide valuable services to agricultural business persons.

Competency

Identify several cooperating agencies and services available.

Answers o Evaluation

|
2
3
4
5
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UNIT [l - BUSINESS MANAG™ MENT Name

Lesson |7: Cooperatirig Agen- ‘culture Date

ZVALUATION

Circle the letter that correspongs to the: best answer.

l.  The Farmers Home Admiristration provides loans to _ .

d.
b.
Ce
d.

Producers

Business and industry
Home buyers

All the above

2, Which agency operates the 4-H program?

a.
b.
C.
d.

3.  The role of the /Agricultural Stabilization and Conservation Service (ASCS) is

University Extension

Misscuri agricultural edusation

Smali Business Administration
Missouri Depoztment of Conservation

to provide .

a.
b.
C.
d.

Watershed protection
Educational programs
Adminisiration of farm programs
Provide low cost finanéing

4. The Soil Conservation Service (SCS) provides .

c.
b.
C.
d.

Soi! surveys

Administration of soil and water conservation programs
Conservation and engineering assistance

All the above

5. From which agency could you obtain an aerial photo of your pronerty?

a.
b.
c.
d.

Missouri Department of Conservation

Soi! Conservation Service

Agricultural Stabilization and Conservaiion Service
University Extension




AGRICULTURAL MANAGEMENT AND ECOMNOMICS
‘ UNIT Il - PLANNING THE FARM BUSINESS

GETTING READY FOR THIS UNIT

Missouri Farm_Planning Handbook (Manual 75) Is the main student reference for this
unit.  The Instructor will need to obtain coples of the necessary forms for each
student. The forms needed for each lesson will be listed in the student reference
section of that lesson.  University of Missour-Columbia Extension publiications  wiil
also be used as studsnt reference material. The necessary publications will also be
listed under the student reference section for each lesson.

Stucents will identify the present sftuation of a farm. Using the Information for the
present situation and forms from Missour Farm. Planning Handbook (Manual 75),
studeitts will develop % current farm plan and 2 < vised farm plan In an attempt to
Increase profitability. An example rarm has been provided; however, it is strongly
suggasted that tha instructor identify a local example Instead.

It is also suggested that students worik as a group when first revising the farm plan,
then develop a revised plan Individually. Each lesson In this urit buillds on preceding
lessons.  Students will need to keep completed forms In their notebooks, as
information from those forms may be needd to fill out remaining forms.

lesson should be used to test for mastery of that competency. Most lussons also
contain a written evaluation as an optlonal method of testing for that competency.
The Instructor Is resp.onsible for setting criteria for grades.

‘ Satlsfactory completion of the specific form(s) that addresses the competency for each
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OBJECTIVES

1. The student will be able to identlly appropriate goal-setting activities that could be used
for & farm business.

2. The student will be able to determine the present use of resources for a farm husiness.

3. The student will be able to explain and demonstrate the principles of planning a cropping
system.

4, 1_’he student will be able o calculate machinsry needs.

5. The student wili be able to explain and demonstrate the princlples of planning a profitable
livestock system.

6. The student wil be able to estimate the labor needs for a farm buslness.

7. The student will be able to determing the amount of capital neected for a farm business.
8.  The student will be able to estimate cash income and farm bysln ass profitability.

9.  The student will be able to revise a farm plan. ‘

NOTE: Percent of accuracy should be set by Instructors to reflect passing grades within their
schiool syst.ms.

COMPETENCIES
1. Identify appropriats goal-setting activitles that could be used for a farm business.
2. Determine the present use of resources for a farm business.

3. Explain the princlples of planning a cropping systern and be able to revise the cropping
system of the case farm.

4.  Calculate machinery needs.
5. Plan a profitable livestock system.
6.  Plan for the labor needs of a farm business.

7. Determine the amount of capital needed for the farm business.

-
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8. Estimate farm busirzss cash Income ~nd profitabiity.
} O 9  Revise afarmplan.
MCTIVATIONAL TFHNIQUE OR INTEREST APPROACH |

1. Give the siudents 2 sheet of paper with the name of a local farm at the top. Tell them
that they have just been selected as the manager of the farm. Ask them to make a list of
things they will need to know In order to maintain the day to day operation of the
business. Also ask them to make a list of people (agencies) they vill need to be able to
deal with as managsr of the farm.

2. View tape seven "Ya Gotta Have Goals" of the Zig Ziglar series Bom to Win. Discuss with
students what would happen if a basketball team was playlng wiihout any goals. How can
you play? How can you tell if the team Is successful?

3. The Instructor could obtaln a copy of one of the agribusiness simulators for management
training from Purdue University. The simulators can be used to teach business planning
techniques, economic and business principles, and characteristics of the industry and firms
In . They are especlally designed to teach financlal management ani to demonstrate the
Impacts of different business strategies. Four simulators are availab's farm supply center,
supermarket chain, and two grain elevator simulators. The software packages can be

. ordered from: Publication Distribution, Department of Agrcultural Economics, Purdue
University, West Lafayette, IN 47907.

EVALUATION

O 1. Give short, objective tests following each lesson and a more In-depth objective test at the
conclusion of the unit.

- 2. Observe the changes In behavior as evidence of an improved ability of students to deal
. with problems in this unit using background acquired from eariier units.

3. NMbserve students’ aiicmpts to solve similar problems In thelr .upervised occupational
exparience programs.

REFERENCES AND MATERIALS

1.  Student Reference

4 a) Missoyri Farm Pianning Handbock (Manua! 75). University of Missouri-Columbia:
) Ccllege of Agriculture-Ex.enslon Division, 1986. Part IV. (Availlable from the
3 Instructional Materials aboratory)

b)  University of Missouri-Columbla Extengion Division agricultural publications

1) @00302: 1985 Custom Rates for Farm Services In Missour!
2) G01200: Machinery Management | - Fleld Machinie Capacity
3) G01201: Miachinsry Management Il - Timeliness

4) G01204: Machinery Managemer:V - Power Requirement
5) @781 So YouWant to Farm

6) G70(: Managing Farm Labor
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Teacher References

a)

b)

c)

d)

Finner, Marshall F. Farm Machinery Fundamentals. Madison, WiI: American

. Publishing Company, 1978.

Jobes, Raleigh; Jim Steward. Farm and Ranch Businesses Maragement. Moline, IL:
Deere and Company.

Missouri Farm Facts.  Columbia:  Missouri Agricultural Statistics Office, Missouri
Department of Agriculture, 1986.

Osbtim, Donald D.; Kenneth C. Schneeherger. Modern Agricgitural Management. 2nd

ed. Reston, VA: Reston Publishing Co., Inc., 1983.

Plain, Ron. *1986 Tax Reform Act-Impact on Agriculture.”  Farm _Management
Newsletter. Columbia, MO: Missouri Cooperative Extenslon Service, Dec. 29, 19885.

University of Missouri-Columbia Extension Division agricultural publication

1) G00302: Custom Rates for Farm Services in Missouri

lli-tv




- s

AGPR;CULTURAL MANAGEMENT AND ECONOMICS
URIT IV - PLANNING THE FARM BUSINESS
MAJOR COMPETENCY PROFILE

Directions: Evaluate the student by checking the appropriate number or letier to indicate the
degree of competency. The rating for each task should reflect employabiiity
readiness rather than the grades given in class.

Rating Scale: 3 Mastered - can work independently with no supervision
2 Requires Supervision - can perform job corplately with timited supervision
1 Not Mastered - requires instruction and close supezvision
N No Exposure - no experience or knowledge in this area

Planning the Farm Business

1. ldentify appropriate goal-setting activities *1at could be used for a farm business.

2. Determine the present uss of resources for a farm business.

(O

Explain the principles of planning a cropping system and be able to revise the
cropping system of thie case farm.

Calculate machinery needs.

Plan a profitahle livestock system.

Plan for the Iabior needs of a farm business.

Determine the amount of capital needed for the farm business.

© ®» N o o »

Estimate farm business cash income and profitability.
Revise a farm plan.
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° UNIT Il - PLANNING THE FARM BUSINESS
Lesson I: Setting Farm Business Goals
Objective: —;!'he student will be able to identify appropriate goal-setting act. sities
that could be used for a farm business.

Study Questions .
l.  What are the types of goals?
2.  Why should one set goals?
3.  What are some important factors to consider in setting goals?
4.  What are some typical problems in setting goals?
3.  What are examples ¢f conflicts in family goals?

Student References

I, Missouri Farm Planning Flandbook (Manual 75). University of Missouri-
Columbia: College of Agriculture-Extension Division, 1986. Part IV,

c 2. Handout
@ HO l.l: Types of Goals
Teacher References

.  Osburn, Donald D.; Kenneth C. Schneeberger. Modarn Agriculturai
Management. 2nd Ed. Peston, VA: Reston Publisking Co., Inc., 1983,

2. Jobes, Raleigh; Jim Steward. Farm and Ranch Businesses Management.
Moline, IL: Deere and Company, 1986.




UNIT I - PLANNING THE FARM BUSINESS

Lesson I: Setting Farm Business Goals

TEACHING PROCEDURES

A.

Introduction

This unit combines concepts from Unit I, "Economic Principles"; and Unit 1,
"Business Management." These are the skills needed for planning the farm
business. A quick review of units | and Il may be helpful in preparing the
students for this lesson.

Motivation

Relate the concept of goal setting to tiie strateqy of a football team. To
score with: every play is not practical. Therefore, a football team will use a
series of plays in an effort to reach their overall goal of scoring. Personal
goal setting is much the same way. [t is helpful to have a series of goals to
help plan where one wants to be.

Assignment
Supervised study
Discussion
Ql. What are the types of goals?
Al. !j  Short-term - usually sonsidered up to one year or a growing season
2) Intermediate-term
@)  Usually considered one to seven years
b)  Used to set growth rates
3) Long-term
a@)  Usually longer than seven years
b) College or retirement funds

Discuss the types of goals and why all three need to be considered when
planning the farm business.

Q2. Why should one set goals?

A2. i) Tohelp establish a path toward what you wish to accomlish
2)  Tohelp anticipate and prepare for future needs
3)  To identify high-profit areas

There is truth in the old saying: "You car't get somewhere quickly if you
don't know where you are going." Goal setting enables students to
determine what is needed to reach their goals. The goal is where you
want to be. The current status or where you are now needs to be
determined. Then a plan shouid be developed on how to gei from the
current status to the goa's
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Q3. . What are some important factors to consider in setting quals?

A3. 1) Level of living desired
~ 2)  Amount of cash income needed
3) Gross farm income needed
T provide family income needed
b) Simple rule of thumb for gross farm income
(1) Add the annual cash payments required on all capital
;!ebts to the estimated annual cash needs for family
iving.
(2)  Multiply this total figure by four.
EXAMPLE: If estimated annual cash living costs are $19,000 and
capital debt payments amount to $15,000, the $34,000 total would
require a minimum of $136,000 gross farm income each year.
k) lfglting capital needs for family living with investments needed oin

‘he farm

a)  Copital needs for family
(1) Appliances
2 Caor

(3) Home additions and improvements
b) Investments for farm
(1) Tractor
(2) Barn
(3) Livestock
5)  Process followed to obtain capital needs
Agree on goals.
b). Estavlish a general timetable of when to expect goals. @
c) Tie capital needs in with farm improvement needs.
d)  The result is working tfoward the same goo .

List on the board factors that should be considered when setting goals.
Work through an example of a typical family. situation such as the one
presented in Part IV of Manual 75. According to the Maii-In Record
Program for 1980, the average Missouri farm family spent $18,719 on
family living expenses.

Q4. What are some typical probiems in setting goals?

A4, 1) Business is noi large enough, or it is too large.

2)  Gross inc-me and net returns are not high enough from the present
system.

3)  Present livestock enterprises are not well-svited to the farm.

4)  Physical layout of the farm is not efficient.

5) Famstead is not arranged for convenience, safety, and
attractiveness.

6)  Opportunities for of f-farm income are not available.

Ask students to discuss some of the typical problems ir setting ~oals.
Point out that the reason for the conflict is that there is a limited
amount of financial resources available.

-4




Qs.

AS.

What are examples of conflicts in family goals?

I)  Short-term - pickup for business, car for daughter
2) Long-term - education for the children, home remodeling, new
tractor, payments on debts

There may be conflicts in family goals because the farm business and
members of the family need certain things. To help avoid this conf lict,
it is important to set adequate goals and priorities on how the farm
income will be utilized. .

Other activities

Invite a local farmer to discuss how goal setting is used in their farm business.

Conclusion

The first step in planning a farm business is to determine different levels of
attainable goals. This wili provide a pathway for success by developing a plan
to make the best use of available resources.

Competency

Identify appropriate goal-setting activities that could be used for a farm
business.

Answers to Evaluation

a.  Short-term
be Intermediate-term
c. Long-term

Any three of the ollowing:
Levei of living desired
Amount of cash income needed
Gross farm income needed
Fitting capital needs for family living with investments needed on
the farm
Process followed to obtain capital needs

Thera my, be conflicts in family goals because the farm business and
family members are competing for limited financial resources. Tc avoid
this conflict it is important to set ade~uate goals and priorities on how
farm income will be utilized.

d
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UNIT I - PLANNING THE FARM BUSINESS Name

Lesson |: Setting Farrn Business Goals . Date

EVALUATION

Complete the following short answer questions.
[ Identify the three types of goals.

a.

b.

c.
2. ldentify three factors to consider when setting goals.

a.

b.

c.

" 3. Explain why family conflicts may arise in setting goals.

Circle the letter that corresponds to the best answer.
4. Why should one set goals?

a.  As a measure of success

b. ° To provide a plan of action

c.  To identify higher proiit areas

d. All the above

5.  How can success be thought oi?

a.  Achieving one's goals

b.  Making a lot of money

c.  Being well-known and respected
d.  Being in a position of authority




HO 1.1

. TYPES OF GOALS

Consider the strategy used in a football game. Do players in this sport try to score
points with each play? No, they work as a team to set short term goais, advance a
few yards down field. These goals can be thought of as steps to scoring.

Short term qoals - Short term goals can usually be reached in less than a year. In
football this might include a single play of advencing a few yards down the field. In
planning a farm business, it might include increasing the number of pigs sold per
litter this year or getting the crops planted two weeks earlier than normal. Once a
short term goal has been met, then the manager can concentrate on reaching the
next short term goal.

Intermediate Goals - In a farm business it usually takes between one and seven years
to reach intermediate goals. In football an intermediate goal might be a series of
plays designed to inove the team into scoring position. In farm business,
intermediate goals include paying for a tractor, attending a technical school or
college, saving the down payment for u house or land, etc. Intermediate goals can
also be used to plan a desired growth rate.

Long term goals - In the farm business, it frequently takes over seven years to

achieve long term goals. In the football game, for example, a long term goal might

be scoring, winning the game or having a successful season. In a farm business long

* term goals are used to determine the course for the business. Short and

‘ intermediate term goals are designed to help the business eveniually meet its long

term goal. Examples of long term goals might include a fully paid college fund, an
established retirement fund, or owning a housa or farm.

9 oay
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UNIT [ - PLANNING THE FARM BUSINESS

Lesson 2:  Determining the Present Situation

Objective: The student will be able to determine the presen: use of resources for a

farm business.

tudy Questions

ll

7.

What resources dete. .aine farm business income?
What three steps < e needed in a land inventory?
What are e two types of farm business labor?

What " are possible solutions o reduce surplus labor on small farm
businesses?

What determines labor efficiency cn large farm businesses?
How are capital resourczs inventoried?

How is management cbility evaluated?

Student References

3.

Missouri Farm Planning Handbook (Manual 75). Univeristy of Missouri-

" Columbia: College of Agriculture-Extension Division, 1986, Pari IV

a) Form 2 - Land Use Classification

b)  Form 3 - Farm Investment Capital

c) Form 4 - Cropping System

d) Form 5 -Livestock System

e) Form 6 - Summary: Capital, Labor, Income, and Returns

Handouts

a) HO 2.1: Inventory at Present for Sameie Sarm
b) HO 2.2: ASCS Photo of Sample Czse Farm

c) HO 2.3: Soil Map of Sample Case Farm

d) HO 2.4: Soil Test Report

Assignment Sheet

a) AS 2.t  Manager Self-Evaluation

Teacher References

Osburn, Donald D.; Kenneth C. Schneeberger. Modern Agricultural
Management. 2nd ed. Reston, VA: Reston Publishing Co., Inc., 1983.
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University of Missouri: College of Agriculture-Extension Division Guide
G00302 - Custom Rates for Farm Services in Missouri

Transparency Master

a) TM 2.l1: Farm Map
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UNIT [l - PLANNING THE FARM BUSINESS

Lesson 2: Determining the Present Situation

TEACHING PROCEDURES

AI

Review
Review the previous lesson.
Motivation

Explain the plan of using the case farm and that the class will take a field trip
to look at the farm to determine what the students have to work with. Explain
that they will have an opportunity to revise the case farm and the goal will be
to maximize net farm income.

NOTE: Before the field trip, the instructor should have an inventory of
livestock and machinery and copies of ASCS maps with acres for all fields that
can be drawn from an aerial photo and duplicated. It would be best if the field
trip 1o look at the farm could be made by bus so students are kept together
and can be driven over the farm. Students can get a mental picture of the
farm i;\ cne period. They could also walk the farm using procedures from
Manual 75.

Assigrment
Supervised study
Discussion

Ql. What resources determine farm business income?

Al. 1) Lond - can be rented or owned
2)  Labor - must be fully utilized if maximum profit is the goal
3)  Capital - includes equipment, buildings, etc.
4)  Maonagement - decision-making ability of owner or operator

List the four resources on the board and discuss them. Each resource
substitutes for the other resources.

What three steps are needed in o land inventory?

B

1)  Mcke a map of the farm using mapping symbois.
2) Summarize land classes.
3)  Obtain the results of a soii test.

Distribute copies of HO 2.1 through HO 2.4. List and discuss the steps in
a land inventory. Distribute copies of Form 2. Review the soil test
results with students. Have students complete the land inveniory of the
case farm. Use TM 2.1 to draw the case farm.

230
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G3.

A3,

A#.

Q6.
Aé.

What are the two types of farm business labor?

1) Variable labor - part-time farmers or part-time helpers
Live on a farm

b)  Work off the farm

c)  Derive the major part of their income from off-farm sources
2)  Fixad labor full-time farmers

a) Liveonafarm

b)  Work only on a farm

c)  Receive almost all of their income from the farm

d)  May include full-time hired hands.

List the two types of farm labor and identify characteristics of each.
The difference between full-time farmers and part-time farmers is not
as great as one would imagine. There are some special problems that
part-time farmers face, usually due to the smaller size of their
operation. They both have to determine goals, objectives, and values.
They both use the same decision-making methods and principles, but they
do this in a somewhat different framework.

What are possible solutions to reduce surplus labor on small farm
businesses? )

1)  Secure more land by renting or purchasing.

2)  Farm more intensively.

3) Add appropriate livestock.

4)  Seek off-farm employment and/or custom work.

Have the students discuss possible solutions to reduce surplus labor.

What determines labor efficiency on large farm businesses?

1)  Size end kind of equipment

2}  Size and arrangement of fields, buildings, etc.
3) Distribution of labor needs during the year

4)  Methods of doing work

5)  Maiagerial skills of the boss

6)  Skills and aititudes of the workers

Have students discuss these efficiency considerations. Also, point out
that land, capital, and management affect these.

How are capital resources inventoried?

1) Written record of all capital items should be completed.

2) This information should be transferred to the financial statement
to determine the farmer's equity. .

3) Information from the inventories should also be transferred to
Form 3.

Explain that, in the case farm, Form 3 will be used in determining the

capital used at present. Plan to assume that there are no debts in the
present plan.

231
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Q7.

Al.

The next two days are spent in class completing Form 2 through Ferm 6. The
teacher could have a transparency of these forms and give each student a copy
so the forms could be completed together. Point out that line 22 and line 27
on Form 6 are the important figures. These are used in comparing alternative
plans.  Students will need copies of HO 2.1, 2.2, 2.3 and 2.4. A few
assumptions will have to be made:

Q)

b)

c)

d)

e)

Other activities

It is suggested that students use a local farm with which they are familiar to
develop a separate farm plan.

Conclusion

Determining the present situation of a farm business is a must before planning
can begin. After following the suggestions in this lesson, students will be able
to determine the present situation of a farm business.

Competency

Determine the present use of resources for a farm business.

How is management obility evaluated?

Individuals can assess their own management ability by completing a
management self-evaluation form.

Have students complete AS 2.1 and discuss how it relates to management
ability.

If the revised plan requires more labor than is available from the family,
it will be charged at $800 per month or $4 per hour.

Assume there are no debts at present and if the student wants to use
add’ *ional capital in the revised plan, it will be limited o 50 percent
more "an the present and charged at 14 percent. (If line 5 of Form 6 is

$100,L 9 on the present situation, it will be limited to $150,000 on the
revised plan.) ~

Assume 10 off-farm income for the present plan.

If custom work is used, use UMC Guide G00302 Custom rates for farm
services in Missouri for the base. (Seventy-five percent of the typical
machinery charge is for machine and 25 percent is for labor.)

Students will need the instructor to provide part of the information on

forms 4 and 5. They will then be able to work through the rest of these
forms.
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Answers to Evaluation

c
a

d

Any three of the following:

Size and kind of equipment

Size and arrangement of fields, buildings, ete.
Distribution of labor needs during the year
Methods of doing work )
Managerial skills of the boss

Skills and attitudes of the workers

a. Mdake a map of a farm.

b.  Summarize land classes.

c.  Obtain results of soil tests.

Answers to Manual 75 forms

See the following pages.

2 a3
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FH 7532 FORM 2 ™ 7533 FORM 3 )
Fsrm Mgt, Ext. LAND USE CLASSIFICATION* Present Pllnl/ Fam Mgt. Ext. SUMMARY: FARM INVESTMENT CAPITAL Present Plan \/
Univ. of Mo. Alternative No. Univ..of Mo. Alternative No.
PRESENT (OR PROPOSED) LAND USE Average | Total
CLASS 1 | CLASS 2 | CLASS 3 | CLASS & | CLASS § CLASS 6 Iten & description value! | value
Small grain
cont inuous (1 ,(:,) —
Intensive Limfted [Lf terraced Timber 1] Breeding livestock (present or alternative): (78 LR
oW row or Farmanent or woods Farmstcad ;
Acres | cropping | cropping |rntation of| pssture pasture | roads, etc. 2 Cova 40 _(untes) x §_ 400 /unit = 48 160001 .
Field -fn sm. grain 3 Sows (units) x § funit = N
letter] field and hay y
Ol a1 G @ ©) © (2] @) 41 Other (unita) x § funte = i ia oy N
1l A {409 40 5| TOTAL BREEDING LIVESTOCK CAPITAL (sus Lines 2, G RN
2l & | 1% 16 6] Machinery & equipment (present) AR $/2.900 |
S LIRSS
3l ¢ | 134 I3 7} Added machinery & equipment:? A R
4l D 7.0 4 8 $ L
sl e | 40 4 9
sl F | g0 8 10
Nl G 8.3 8 11
8l H 1.5 2 12
13 TOTAL MACHINERY & EQUIPMENT CAPITAL
sl T | 28 3 {sum Lines 6, 8, 9, 1D, 11, 12)
10 J [7s 17 14| Buildings & facilities (present)
- Pl K1 70 1 15| Added buildings & factlitfes:?
T2l e |esor— 25 16
S jslm | iso Y 17
ul N 1 3.0 3 18
15 19
16 20 TOTAL BUILDING & FACILITIES CAPITAL :%31"’2’ %
9 (sum Lines 14, 16, 17, 18, 19) ReSAL
La:d & land {mprovements (present)3 % (A B 5
18 21 185 _ac. x$ 4 [acre = A T
19 22| Added land & land improvementl:z 23(’%‘9"?
20 23
21 24
Total Bt 73 " E
2 R s Y TOTAL LAND & LAND IMPROVEMENTS CAPITAL )
acres| IGB.0 4 "%"-«%" - fmmezd B (aum Lires 21, 23, 24) 1® 74000
23{ class 1 acres e s ! 7] [, | TOTAL FARM INVESTHENT CAPITAL 1s
L] ”
24| class 7 acies R k (sum Lines 5, 13, 20, 25) 102900
Present aystem values for Lines 6 and 14 are depreciated values (such as those on depre-
25 Class 3 acres ciation achedule). For new machinery and equipment added in alternative system, average
26| Class & acres value equala approximately 1/2 of new cost. For new buildings, fences, and facflities
added, average value equals approximately 3/4 of new cost. For non-depreciable ftems
27] Class 5 acres (auch as land), average value equals nev cost.
28{ Class 6 acres 17 Disiuvestment may alao be considered in alternative plan, Values of machinery, equip-

ment, facilitiea, land, etc., not needed in slternative plan are entered as negative

#*See other sfde for definition of land use classes. flgures in Column 3.

‘ Sum of acres fn Classes 1-6 should equal total on Line 22. ]

‘ Doca not {ncluda valua of dwelling, farwm bufldings, fences, and fscilitiea.
|

|

|

i

SOURCE: Missourl Farin Planning Handbook (Manual 75), University of Missouri- SOURCE: Missouri Farm Planning Handbook (Manual 75), University of Missouri-
Columbia, College of Agriculture-Extension Division S Py { b y

Columbia, College of Agriculture-Extension Division
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Aruitoxt provided by Eic:

™ 7534 FORM 4
Fam Mgt. Ext. SUMMARY: CROPPING SYSTEH Prasent Phn_\__/
Univ. of Mo. Alternstive No.___
PER ACRE BUDGETS BUDGET TOTALS FARM FEED PRODUCTION
Crop & land use 3:::: Avg. I::::‘ 3:““ Produce X:‘c’:u:e Hours Cozn Silsge| Hsy Pasture
yield |variabld h;::t tion variasble '::;::t c?::;:;' tons tons | AUM'ad
costs costs
1) (2) [€)) [3) (5) (6) (N (8) (9) (10) 1) (12)
2x3 2x4h 2x5
1 Hoy 20 1 25 |55 | ¢ 50 | 4oo | 120 50
2| _Pasture tor 150 | & |1s | 505 | 505 [i52 Sos
3
4
5
[
7
8
9
10
11
12
13
14
15
16
17} TOTAL CROP AcRES 121 ESETRR R o O e T P ol cor U A | e
1] Farmsceas el R T e R e T T
19] 1dle land Al S BN R BRI R RS N SR SN
20] _ToTALS 185 it SRS (eas | 272 S0
1H‘ho:n land is double cropped, list firit and second crops separataly. Circle JAUH = animal unit month.

gcreage of sec.nd crop and do not add circled figures in Col. 2.

z'ro calculate corn equivalent bushels, multiply feed grain yleld in Column 6
by C.E. factor (corn = 1.0, grain sorghum = .95, barley = ,77, and oats = .50).

SOURCE: Missouri Farm Planning Handbook éManual 75), University of Missourl~
olumbia, College of Agriculture-Extension Division
FORM 5
FM 7535 SUMMMARY: LIVESTOCK SYSTEM /
Farmm Mgt. Ext. Present Plan
Univ, of Mo. Alternative No.
PER UNIT PER UNIT FARM TOTAL FARM
BUDGETS FEED REQUIREMENTS BUDGET TOTALS FEED REQUIREMENTS
Total {| Income . || Income
Livestock unit units j| over dﬂfu?t Co:::’- Silage| Hay 5':. over g::::c ec:::._ Silage Hay Pasture
var. [y ?o °q1“ ¢| tons | tons M;‘H' o [variable labor ‘llent tons tona AUM'a
costa Aborj alen costs
(1) (2) [&)] %) (5) 6 | (1) (8) 9) (10) (1) (12) (13) (14)
2x3 2x4 2x5 2x6 2x7 2x8
i Angus Cows § 40 | 70 | 55 LL {1y § 2800( 220 44 | 456

71 Total frrm feed requirements (add Cols. 11, 12, 13, and 14)

8] Total faum feed available (Form 4, Cols. 9, 10, 11, and 12)

Farm feed s::plus (+) or shortage (=)

U

9| {difference of Lines 7 and 8)
10| Total I Over Variible Costs (add Col. 9) >
Ry 3 PSR G
1'] TOTAL HOURS DIRECT LABOR (add Col. 10) AR 0 | s
Adjustment of Income Qver Variable Costs N AR B R A A
12] for Velue of Surplus Pastura:  E é&\m hh %"?@3
1f surplua pasture, multiply surplus __ 40 (Line 9, Col.1d) A AR R T e gy
13 i =S 5 JaM . 245 Pl b ea )
ADJUSTED TOTAL INCOME OVER VARIABLE COSTS ERPOES] rowmerel mrmelon
14] (subtract "ine 13 from Line 10) 2555 e Rt sy 2R

RIC

Aual 75), University of Missouri-
#sica Division

SOURCE: Missouri Farm Planning Handbook
Columbia, College of Agriculture

Q
lii-184 96




M 7536 PORM 6

Farm Mge. Ext. SMMARY: CAPITAL, LABOR, INCOME, & RETURNS Present Plan_y/
Univ. of Mo. . Alternstive No.
Iten Detsils Totals
(1) 2) )
FARM INVESTMENT CAPITAL:
1| Breeding livestock (Form 3, Line 5) s (600017
2| _Machinery & equipment (Form 3, Line 13) {2.900
3] Buildings & fscflities (Form 3, Line 20)
4] _Land & improvements (Form 3, Line 25) 744000 |5
5| _AVERAGE FARM INVESTMENT CAPITAL (Form 3, Line 26) B N
DIRECT LABOR REQUIRED:
R
6 Crcp lsbor houra (Form &4, Line 20, Col. 8) 272, hes, Poe s i,
7] Livestock labor hours (Form S, Line 11) 220hrs %w. .*zﬁ:m ’%
8|__TOTAL HOURS DIRECT LABOR (sum Lines 6. 7) e 492 b,
INCOME OVER VARIABLE COSTS:
9] Crop income over variable costs (Form 4, L. 20, Col. 7) s 1605 BN
. R
10} Livestock income over varisble costs (Form 5, L. 14) 2555 f\: i Qs}

11{ _TOTAL INCOME OVER VARIABLE COSTS Slun Lines 9 and 10) SR 21 160

OTHER CASH COSTS & NET CASH IM:(HB

12] Hired labor: no. men x $ Iyear = s [&¢?° ,&Q\“«( >

13| Cash rent paid; acres vented x $ /acre = [‘Z’%@‘Mmr@’"f

14! Real estate & property taxes (est. 0.5% of Line 5) 515 §\‘*’°’*‘ N

15| Buflding Insurance & repairs (est. 3% of Line 3) :

16 Miscellsneous expznse (est. 2% of Line 11) 83 '

17]  TOTAL OTHER CASH COSTS (sum Lines 12, 13, 14, 15, 16) R S

18| NET CASK FARY INCOME (Line 11 minus Line 17) A

. DEPRECTATION: |

19| Machinery & equipment (est. 20% of Line 2) s 2sao R
’ 20] _Bufldings & fscflitfes (est. 10% of Line 3) Sk

21 _ TOTAL DEPRECIATION (Line 19 + Line 20) R

RETURNS:
22| Farm profic? (Line 18 minus Line 21) e E s ogo

23| _Fanily labor & mgt. charge (est.) SOOhrs. x § ﬂoglhr.- SZQOQ g
24| Return to farm investment capital (Line 22 minus Lfne 23) SF m‘mﬁ‘?‘g&vug TO
25 Rate esrned on farm investwent cspital (L. 24 < L. S) N MV&* VU MBERS,y,

26 Interest on fam investment cspital ( % of Line 5) PN

27 Return to family labor & mansgesant (Line 22 minus L. 26) *{%Z‘.;f:% AL S

1'Percennu estimstes are only guidelines.

Estimated retutn to family labor, fam fnvestment capital, and manegement,
SOURCE: Missourl Farm Planning Handbook (Manual 75), University of Missouri-
Columbia, College of Agriculture-Extenston Division

_BS52.1
Assignment sheet 2.1 is used to facilitate a discussion on desirable

characteristics of a good manager. Therefore, there are no specific
answers.

Q Hi-19
ERIC .
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. UNIT 11l - PLANNING THE FARM BUSINESS
Lessqn 2: Determining the Present Situation

EVALUATION

Circle the letter that corresponds to the best answer.

I. Which of the following resources determine farm business income?
a. Loand, capital, bank, hired help
b.  Labor, capital, livestock, crops
¢.  Land, capital, labor, management
d. Labor, management, luck, bank

2.  Which of the following best describes fixed labor?
a.  Full time farmers
b.  Seasonal helpers
c.  Part time farmers
d.  Off farm income

3. Which of the following could be used to reduce surplus labor on small farms?
a. Rent extra land
b.  Farm more intensively

. c.  Seek nff-farm employment

d.  All the above

Complete the following short answer questions. .

4. Identify three factors that determine labor efficiency on large farm
businesses.

a.
b.

C.

5. ldentify the three steps needed in a land inventory.

a.
b.
Ce
I 293
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Inventory at Present for Sample Farm™ |

185 Acres at $400/acre = $74,000
House (1960) = 20,000
Total $94,000

1-40 hp John Deere i = $ 7,000
1 -3-16" plow 1,400

1-12' disk 1,600

1 -9' mower 2,000

2 - wagons 900

Total $12,900

- 40 Angus Cows at $400/each = $16,000

Present operation - spring calving and

selling fall calves at about 400 lbs. each

" Total 516,000

Total Inventory $122,900

*Use this information to complete form 3.

i




: : HO2.2_
® _ ASCS Photo of Sample Case Farm*

Total acres =185 acres

Farmstead, waste, roads, etc. =17 acres
Timber M,L,I,LE) = 46.5 acres

Open land (A,B,C,D,F,G,H,J,K,N) = 121.5 acres

E——

B House (fair)
L7 Barn (horse barn plan) Loft - 40" x 50’ (good)
2 | iog finishing floor ~ 30 hd. capacity (good)
?  Timber

*Use this information to complete form 2.

ERIC 111-25
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HO 2.3

GSB2 Glensted Silt Loam 45-20-25-1.5 Plow layer 7", 1 yr. row
2-5% eroded . crop, 1 yr. small grain, 1
meadow., Terrace,

. Soil Map of Sample Case Farm*
' YIELDS
SYMBOL SOIL TYPE CWBA LIMITATIONS
BOE Bodine Cherty -0- Most in timber, Some may be
10-20% slope cleared for pasture. Rocky and steep.
CgB2 Craig Silt Loam 40-20-0-1 Droughty, low in fertility,
2-10% eroded eroded. 2 yrs. small grain;
2 yrs. meadow. Don't terrace.
Dg Dunning Silt Loam 65-30-20-4 Surface drainage needed. Con-
1-2% slope tinuous row crop.

UnB2 Union Silt Loam 50-28-0-2.5 Erosive, needs lime, 2 yr.
2-10% eroded row crop, 1 yr. small grain,
1 year meadow.

BOE
UNBZ

*Use this information to complete form 2.

-27
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HO 2.4

Missouri Cooperative Extension Service University of Missouri & Lincoln University

. g:::eanr:g:n;rz;:a:: nomy . Serial no. Area  [County | Region
214 Waters Hall SOIL TEST Flase | 22 | 107 | 07
Columbia, MO 65211 ' REPORT Submitted Processed
FIELD INFORMATION 12731784 1/15/85
Field ID Sample no. This report is for: Soil sample submitted by:
A2 (¢]
Acres [Last Limed lrrigated
{0 >5 NO
Last crop
**% NOT GIVEN #u%
SOIL TEST INFORMATION RATING
Very low Low Medium High Very high Excess
| pHg 4.8 *ESESE LIRS
Phosphoarus P) 1460 Ibs/a ka2 sEs Bt
Potassium (K) $9.0 Ibs/a (G e EbRkEEx
Calcium (Ca) 112440 Ibs/a REEESEEE2EEBERSSSES R
Magnesium (Mg) 322¢0 Ibs/2 [6SSEESSSIEEBEIEB XLV BHE ISR
Zinc (Zn) ppm
rganic matter: 24 % I Meut. acidity: 3e0 me [CEC: 7e2 me|Soil texture: SANDY LOAM
SUGGESTED ANNUAL TREATMENTS CORRECTIVE TREATMENTS
Yield Pounds per acre LIMESTONE
Cropping options goal N P20g K50 Effective Effective ZINC
18 COOL SEASON GRASS HAY| 3 T/A 120 65 160 "e"(‘E';l‘;:)e”a' ma‘:g::;""‘ Ibs/a
18 COOL SEASQOH GRASS HAY 3 T/A 120 -1 160
18 COOL SEASON GRASS HAY 4 TZA 160 70 195 783 °
18 COOL SEASON GRASS HAY & T/A | 160 70| 195 RETEST OFTEN

S BETERMINE LIMESTONE NEED IN TONS/ACREs DIVIDE YOUR ENM REQUIREMENT
BY THE GUARANTEE OF YOUR LIMESTONE DEALERe

WHEN N REQUIREMENT FOR COOL SEASON GRASS EXCEEDS 90 POUNDS PER ACREs
APPLY TWO-THIRDS IN THE PERIOD DECEMBER THROUGH FEBRUARY AND THE
REMAINDER IN AUGUSTe

Area Agronomy Specialist Phone .
MP 189 (rev, 9/82) Signature
University of Missowri. Lincoln University, U.S. Depantment of Agriculture & Local University Extension Councils Cooperating
White - Farmer Yellow - Extension

An equal oppartuniy instiution

2 Blue - Firm Pink - ASCS
11129




o 7531 T™ 2.1

Farm Mgt. Extension Form 1 Present System__._
Univ. of Missouri FARM MAP Alternative no.

10 acres

Scale: 1 square

. ]
. .
. 3
] ]
] .
. ]
] .
. .

]

.
]
.
.

.
.
]

Note: See HO 1 for mapping symbols.

Source: Missouri Farm Planning Handbook (Manual 75}, University of Missouri-Columbia,

College of Agriculture-Extension Division
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v

Manager Self-Evaluation

I While no precise yardstick is avail-

able for measuring management ability,
the manajer may initiate some self-
evaluation by asking himself specific
management questions such as the

YES NO

E:] D By Feb. 15, have I decided what
crops to plant in each field
and figured seed, fertilizer,
and other requirements for each
crop?

D G In determining the above require-
ments, have I consulted previous
years' crop records, Experiment
Station figures, or some other
reliable source in the process
of arriving at a decision?

J E:] After reaching decisions, do I
. act promptly in placing orders

when needed?

. 8o that materials are on hand

[::] [::] Before spring work starts, do I
set a schedule when work is to
be completed such 4s plowing,
disking, and planting?

[::] [::] Unless delayed by unusual weath-
er conditions, do I plant and
harvest at the most favorable
times?

[::] [::] Do I conduct some field trials
of yields from different rates
and analyses of fertilizer, and
different kinds of hybrid seed?

YES NO

.

1 O

1 &

10

Before putting machines away
for the winter, do I make a
written record of inspection,
repairs, and maintenance needed
before the next crop season?

Do I get necessary machinery
inspections, repairs, and main-
tenance done before the cropping
season opens?

Do I schedule farrowing and
calving dates so these opera=-
tions interfere very little
with cropping operations?

Do I follow definite schedules
for vaccinating, castrating,
dehorning, and other essential
livestock practices?

When buying farm supplies, or
when selling farm products, do
I check prices at two or more
places?

Do I know my feed and pasture
costs per 100 pounds of beef,
pork, or milk?

Do I, at least once a year,
make out a net worth statement
to measure financial progress?

Do I, at the end of the year,
make out an operating statement
which shows net farm income for
the past year?

SOURCE: Missouri Farm Planning Handbook (Manual 75), University of Missouri=
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UNIT 11l - PLANNING THE FARM BUSINESS
Lesson 3: Planning a Profitable Cropping System
Objective: The student will be able to explain and demonstrate the principles of
planning a cropping system.
Study Questions
. What factors should be considered in planning a cropping system?

2, Why si;ould the cropping system be determined before the livestock
system?

3.  What are Missouri's highest cash-value crops?
4. What determines the most profitable cropping system?
Student References

"I, Missouri Farm Planning Handbook (Manual 75). University of Missouri-
Columbia: College of Agriculture-Extension Division, 1986.

a) Form 2 - Land Use Classification
b)  Form4 - Sample Case Farm Cropping System

2.  Handout
a) HO 3.1: Cash Receipts for Missouri's Highest Value Crops
Teacher Reference

l. Missouri Farm Facts. Columbia: Missouri Agricultural Statistics Office,
Missouri Department of Agriculture, 1986.

Co
)
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UNIT [l - PLANNING THE FARM BUSINESS

Lessc_:n 3: Planning a Profitable Cropping System

TEACHING PROCEDURES

A.

Review

Review the previous lesson. Students will need to use the forms completed in
the last lesson as a basis for planning a profitable cropping system.

Motivation

Review the current cropping system of the case farm with students. Ask
students what changes they would make to increase the amount of profit. It
should be important to note that in some years it may be very difficult to
make a profit. With this in mind, students should be ready to co.nplete this
lesson,

Assignment
Supervised study

Discussion .

Ql. What factors should be considered in planning a cropping system?

Al. 1) Evaluation of the land
2)  Classification of land

Discuss factors to be considered before a cropping system is planned and
point out that over a period of years, farm income is closely related to
the use of land and to the kind and volume of crops produced. Land is
the basic fixed resource and the primary source of income, even though
livestock is used to market this production.

Q2. Why should the cropping system be determined before the livestock
system?

AZ. 1) Livestock system is more flexible.

2)  Livestock that is suited to a cropping system can be selected after
the cropping system is established.

3) A cropping system cannot always be made to fit a livestock
system.
a)  Soil restrictions
b) Climate restrictions

4)  Net farm income may be increased.

Discuss with students thoroughly. Emphasize that livestock systems are
more flexible than cropping systems. A livestcck system can be chosen
to be compatible with a cropping system, but the reverse is not as
frequently true. Cropping systems are not always well adapted to pre-
established livestock systems.
306
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Q3. What are Missouri's highest cash-value crops? O

.A3.
Missouri's Highest Cash Value Crops (Thousands of Dollars)
Type of Crop 1981 1982 1983 1984 1985 _
Soybeans $ 896,106 $ 961,884 $ 857,924 $ 763,266 $ 677,524
Wheat 349,253 292,920 230,155 325,633 168,325
Corn 256,720 218,698 225,295 175,737 440,088
Cotton 66,309 85,658 15,550 46,514 76,349
Sorghum 78,539 79,858 51,265 75,211 164,095
Other Crops 175,003 139,118 126,730 175,988 212,076

Total Crops $1,820,930 $1,778,146 $1,506,919 $1,562,349 $1,738,457

Credit: 1986 Missouri Farm Facts

Ask students’to suggest Missouri's highest legal cash crops and list them
on the board.

Q4. What determines the most profitable cropping system?

A4. 1)  Acreages in various classes of land
2)  Probable net returns from each crop
3) Distribution of labor during the year

List these factors on.the board and discuss them. Pass out a copy of ‘
Form 4 from Manual 75. Have students complete this form based on the
answer sheet provided or what would be applicable to the local area.

NOTE: After the principles of crop planning are understood, students are
ready to start revising the cropping system. One revision of the sample case
farm is included. Have adequate copies of Form 4 available so students can
try different solutions.

Before starting on the revision of the cropping system, the teacher and
students should agree on each of the crop budgets in section Il of Manual 75.
If none of the suggested yields seem practical for the case farm, complete the
"My Farm" column and use the present marketing situation.

Form 2 should be revised to show the changes in the cropping system.
Students' ideas may vary on the potential land use, but students should come to
an agreement. The instructor will need to check these individually in class and
make the final decision if there is disagreement among the students.

Students should complete Form 4 for an example other than the case farm.
After two or three sfudents have completed a trial run, have them tell the
entire class their figures in column 7, line 20 on Form 4. Usually some will be
higher, and the rest will want to know how the higher figures were achieved.
At ffhis point, some will want to take their work home at night and revise it
again.




F.

G.

H.

J.

Before moving from this lesson, revise the farm map for the case farm.
Indicate a new field layout and, if rotations are used, indicate how these will
work. Frequently high school students don't understand the mechanics of a

" rotation.

Call attention to the improvement in crop income on the revised plan over the
present situation. Be careful not to criticize the management practices of the
present farmer. The present farmer may have an alterriate source of income
such as social security or savings. However, someone just beginning with
heavy debt loads must be more concerned abour making a profit. '

Other activities

Have adequate copies of Form 4 available so students can try different
solutions.

Conclusion

In planning a cropping system, one must determine the land characteristics,
decide on the most profitable cropping system, and adapt livestock enterprises
to the cropping system.

Competency

Explain the principles of planning a cropping system cnd be able to revise the
cropping system of the case farm.

Answers to Evaluation

The instructor can use the written evaluation, use the revised cropping system
das an evaluation, or use both.

l. a  Evaluation of land
b.  Classification of land
2. a. Acreage in various classes of land
b.  Probable net returns from each crop
3 c.  Distribution of labor during the year
[ ] G
40 d

Answers to Manual 75 forms

Form 4 - Answers on the following page.

308
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3

FM 7534
Farm Mgt. Ext.
Univ, of Mo,

SUMMARY:

FORM &4

CROPPING SYSTEM

e

Precent Plan
Alternativ> No._ |

1when land is double cropped, list first and second crops separately.
acreage of second crop and do not add circled figures in Col. 2.

To calculate corn equivalent bushels, multiply feed grain yield in Column 6

by C.E. factor (corn = 1.0, grain sorghum = ,95, barley = .77, and oats = ,50),

ERIC

IToxt Provided by ERI

Circle

3

PER ACRE BUDGETS BUNGET TOTALS FARM FEED PRODUCTION
Crop & land use 2252; Avg. 12$:$e Hours Produc- Igszfe Hours Corn Silage| Hay Pasturej
yield |variablg firect tion variable | direct |l equiva- tons tons | AUM's3
costs abor costs labor lence<
1) (2) (3) (4) (5) (6) (7 (8) 9 (10) (11) (12)
2x3 2vh 2x5
| Con-Fuld A | a0 | 80 | $7 |35 |3700 [au80] 140 | 3200
2| Mived GrasnéHom 11 36 | 2.5 | 85 | 6O} 90 |(980 | 216 90
3| Whest (BCOEWK T 45 | 40 | 74 | 15 {1800 | 3330 6151980
4
5
6
7
8
; I
10 |
11
12
13
14 i
15 |
16
17| TOTAL CROP ACRES 121
18| Farmstead ‘-7
19| 1dle land 47 | '
20| TOTALS (35 & 3

SOURCE: Missouri Farm-Planning-Handbook-(Manual-75), University of Missouri-
Columbia, College of Agriculture-Extension Division

AUM = animal unit month.
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. UNIT 11l - PLANNING THE FARM BUSINESS Narme

Lesson 3: Planning a Profitable Cropping System Date

EVALUATION

Complete the following short answer questions.

I What two things must be done before the cropping system is planned?
a.
b.

2. ldentify three factors used to determine the most profitable cropping system.
Q.
b,
c.

. Circle the letter that corresponds to the best answer.
. 3. Which of these statements is correct?
a.  The livestock system should be planned around the cropping system.
b.  The cropping system should be planned around the livestock system.
c The livestock and cropping systems should be selected independently of
each other.

d. None of the above

4. Which of the following is not a high cash-value crop in Missouri?

a. Corn

b.  Wheat

c. Soybeans
d. Rice

¢ 311
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‘ HO 3.1

Cash Receipts for Missouri's Highest Value Crops

Table 1
Missouri's Highest Cash Value Crops (Thousands of Dollars)

Type of Crop 1981 1982 1983 1984 1985
Soybeans $ 896,106 $ 961,884 $ 857,924 $ 763,266 $ 677,524
Wheat - 349,253 292,920 230,155 325,633 168,325
Corn 256,720 218,698 225,295 175,737 440,088
Cotton 656,309 85,668 15,550 46,514 76,349
Sorghum 78,539 79,858 51,265 75,211 164,095
Other Crops 179,003 139,118 126,730 175,988 212,076

Total Crops $1,820,930 $1,778,146 $1,506,919 $1,562,349 $1,738,457

Table | is a listing of Missouri's highest cash value crops from 1981 through [985.
Although the value changes from year to year, the ranking is fairly constant.
Occasionally there will be a significant change in ranking such as in 1985. This table
can be updated annually with Missouri Farm Facts.

@ 312
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UNIT 111 - PLANNING THE FARM BUSINESS

Lesson 4 Determining Machinery Needs

Objective: The student will Se able to calculate machinery needs.

Study Quastions

l.
2.

3.
4.
5.

6.
7.
8.
2.

10.

What is effective field capacity?

What is the formula for effective field capacity, and how is it
determined?

What is timeliness, and how does it affect yield?
What is the trade-off between machine costs and timeliness?

How is the number of days and hours available for fieldwork during each
season determined?

How is implement size determined?
How is the size of tractor needed for a farm business determined?
How is total per-acre cost for an implemen? determined?

What are the average custom rates for combining soybeans, square
baling, and round baling?

How much would be charged for a job if it is done as custom work?

Student References

Missouri Farm Planning He..dbook (Manual 75). University of Missouri-

Columbia: College of Agriculture-Extension Division, 1986.

University of Missouri-Columbia Extension Division agricultural
publications

a) G00302: 1985 Custom Rates for Farm Services in Missouri
b) GO 200: Machinery Management | - Field Machine Capacity
c) GO 120l: Machinery Management Il - Timeliness

d) GO 1204 Machinery Management V - Power Requirement

Handouts

a) HO 4.1:  Hourly Repair Cost per $1,000 of List Price for Some
Farm Machines

b) . HO 4.2: Annual Fixed Costs in Percent of List Price by Machine
Category and Age

313
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4,  Assignment Sheet .

a) AS&4.l:  Determining Total Costs of a Tillage Operation

Teacher Reference

. Finner, Marshall F. Farm Machinery Fundamentals. Madison, Wl
American Publishing Company, 1978. ;
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UNIT HI - PLANNING THE FARM BUSINESS

Lesson 4: Determining Machinery Needs

TEACHING PROCTDURES
A. Review
B. Motivation

C.
D.
E.

Ask two students to list the machinery owned at home with its approximate
value and the number of acres this machinery is used on. Figure the students'
investment per crop acre. Discuss briefly the timeliness and labor required of
the machinery the two students have listed. Have students suggest some ideas
on how to reduce machinery costs, such as using custom work or doing custom
work.

Assignment
Supervised study
Discussion

Ql. What is effective field capacity?

Al. 1) It is the theoretical capacity multiplied by the field efficiency.

2) Theoretical capacity is what could be accomplished if a machine
was in use 100 percent of time. The field efficiency factor was
originaily calculated by dividing the sum of all time periods
(travelling to and from the field, opening and closing gates,
refueling, rest stops, actual work, etc.) by the time actually spent
working. Estimates of field efficiency can be found on UMC Guide
1200. These are only estimates end may vary between farms.

3) -Effective field capacity is the amount of work that can be
accomplishied in a given time pericd.

4) It is affected by the following factors.

a) Overlapping

b) Filling seed hoppers

c) Crop interference

d) Turning

e) Personal operator time
f)  Machine adjustments
g)  Mechanical failure

Discuss effective field capacity and why it is used to determine actual
wr.ck accomplished. Distribute copies of UMC Guide 1200. :

315
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Qz'

A2,

Q3.

A4,

What is the formula for effective field cr~acity, and how is it
determi ?

'|) SxWxfe-gFc

8.25

S = Speed of machine (mi./hr.)

W = Width of strip (ft.)

fe = field efficiency

EFC = Effective Fieid Capacity (acres/hr.)

2) EXAMPLE: A farmer has a 3-16 inch plow that he operates at 4

mph and 80 percent efficiency.
Bmph x & x .80 =12.8=1.55 acres/hr.
8.25 8.25

The constant factor of 8.25 is derived by dividing the number of square
feet in an acre (43,560) by the number of feet in a mile (5,280). (43,560 /
5280 = 8.25) The effactive field capacity equation is for use with
customary units such as acres/hour, miles/hour, and feet. To use metric
units such as hectares/hour, kilometers/hour, and meters use the
constant factor of 0. This constant is derived by dividing the number of

square meters in a hectare (10,000) by the number of meters in a
kilometer (1,000); thus, 10,000 / 1,000 = 0.

List the formula on the board. Discuss factors that affect field
efficiency:  turning time, time spent filling planter boxes, and
maintenance time.

Discuss how increasing implement width increases field capacity more
uniformly than increasing speed. This is because many farming activities
require a certain speed for optimum performance. For example, disking
at too slow a speed will not turn enough soil, but going too fast will
throw the soil too far. This results in poor seedbed preparation.

What is timeliness, and how does it affect yield?

I)  Timeliness is a measure of the ability to perform a job at the time
that maximizes profits.

2) Timeliness affects yield in the following ways:-
a) Yield loss from delay of plenting
b)  Yield loss from delay of optimum harvesting time

Distribute copies of UMC Guide 120l. Use this guide to develop a
discussion on the importance of timeliness.

What is the trade-off between machine costs and timeliness?
1) As a general rule, the ability to maximize use of time is increased
by using bigger machines. This is because larger machines increase

effective capacity.
2)  To gain timeliness one must usually give up money.
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AS.

3) Timeliness is the primary factor that causes producers machinery
costs to be high.

Use the graph below to facilitate the discussion of timeliness versus
machinery costs. A compromise must be worked out between the two.
UMC Guide [201 shows the importance of timeliness as it relates to
yields.

High

Machinery
Cost
$

Low
Poor Good

Timeliness

How is the number of days and hours available for fieidwork during each
season determined?

1) Determine number of calendar days available.

2)  Subtract any Sundays or other days that will not be available for
work. These are optional days.

3) Multiply by .33 if before May | or after September 30.

4)  Muitiply by .5 if between May | and September 30.

5)  Multiply by number of hours spent in field per day and allow enough
time for other necessary activities.

(Cal. days - opt. days) x % days usable x hours usable per day

Work an example on the board on how to determine the time available
for field work. The example should be typical for the home farms of the
students. The following example demonstrates the steps. Point out that
time can be varied by working longer hicurs, using hourly hired labor as
an exam.ie.

NOTE: The guidelines listed above are based on average weather
conditions in Missouri. The actual amount of time will fluctuate from
year to year.

EXAMPLE: If a farmer wants to spring plow 80 acres for corn, he can
start March 22 on an average. He would like to finish by April 14 to
start disKing and planting.

)  Calendar days available = 24 days
2)  Sundays =3

3)  Days for working = 2l

4)  Good working days = 21 x .33 =7
5)  Hours per day = 8

6)  Hours available = 56
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Q6. How is implement size determined? .

A6. 1) Determine number of acres to be worked.
' 2)  Determine amnunt of time available by using steps in Question 5.
3) Divide acres to be worked by hours available to determine acres
per hour needed.

acres to be worked = acres per hour needed
hours available

B)  Calculate equipment size

8.25 x acres per hour = width of equipment reach
miles per hour x field efficiency

Using the hours available from Question 5, determine the size of
implement needed. The procedure in this question can be used to carry
the example in Question 5 through this step. Discuss why an efficiency
factor is included. Distribute a copy of UMC Guide 1204 to use in
answering this question. Use the amount of time available in Question 5
to determine the size of implement needed.

NOTE: This formula is just a rearrangement of the formula for effective
field capacity. Variables and the constant 8.25 have the same meaning.
Review Question 2 if there is a problem in determining the purpose of
the variables or the constant of 8.25.

8.25 x EFC - ’

s x fe

s = speed of machine (mi./hr.)

W= Widfh Of Sfl"ip (mi./.hl".)

fe = field efficiency

EFC = Effective Field Capacity (acres/hr.)

Q7. How is the size of a fractor needed for a farm business determined?

Al. 1) Determine the implement with the largest power requirement that
will be used with that tractor.

2)  Match the power requirement to the tractor size needed. The

highest tractor horsepower requirement on a farm is usually

d primary tillage.

Use UMC Guide 1204 to determine the size of tractor needed. It is
suggested that the tractor size be based on the same implement used in
the previous question. Discuss with the students how it may be
profitabie to have an additional smaller tractor to do activities requiring
less power, such as raking hay. The smaller tractor would also be sized
by comparing the power requirement of the heaviest implement it would
be used with.
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2)

3)

4)

' Q8. How is total per-acre cost for an implement determined?
A8. 1)  Hourly costs for tractor
' a)  Hourly fixed cost formula

list price x % of list price = hourly fixed cost
annual hours used

NOTE: Determine list price from Table C 1 in Manual 75 or
use local dealership price. Determine percent of list price
from HO 4.2, Use list price for year of ownership. In
planning long range budgets, use average percent of list price
for the number of years the item will be used.

b)  Hourly repair cost formula

list price x repair rate = hourly repair costs
1000 hours

NOTE: Defermine repair rates from HO 4.1. The repair rate
is based on $1,000 of list price.

c)  Hourly fuel cost formula
maximum PTO x D x fuel price = hourly fuel cost
PTO = Power takeoff rating of tractor
D = hourly fuel consumption constant
= 044 for diesel or .060 for gas
d)  Hourly lubrication cost for mula
fuel cost per hour x 15% = hourly lubrication cost
e)  Totcl hourly costs = hourly fixed cost + hourly repair cost +
hourly fuel costs + hourly lubrication
costs
Hourly cost for plow
a)  Hourly fixed cost formula with same procedure as for tractor
b) Hourly repair cost formula with same procedure as for
tractor
c)  Total hourly costs = hourly fixed costs x hourly repair costs

Total hourly cost of tractor and plow = total hourly cost of tractor
+ total hourly cost of plow + total hourly labor cost

Cost per acre of land

Cost of tractor and plow per hour = cost per acre of land
effective field capacity

3i9
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Have the students work through AS 4.1. Discuss how this assignment can
be used to calculate the total costs of owning and operating an
implement. Point out that a reasonable charge should be included for
labor. This cost is important in determining crop budgets and the
feasibility of doing custom work. Distribute copies of HO 4.1 and 4.2 to
be used with this problem. Refer to Table C-Il in Manual 75 for list
prices.

Q9. What are the average custom rates for combining soybeans, square
baling, and round baling?

A9. 1) Combining soybeans - $20 per acre or $.60 per bushel
2)  Square baling - $.30 per bale
3) Round baling - under 1,000 pound; 35 per bale
- over 1,000 pound; $6 per bale

Use UMC Guide 0302 to determine average rates for custom work. Have
them look up additional examples that might be common in the local
area.

Q10. How much would be charged for a job if it is done as custom work?

Al0. 1)  Anything above variable costs can be used to offset some of the
fixed costs.
2)  In the long run cll costs must be covered.
3) Increasing the number of acres will reduce the fixed cost per acre.
4)  Use the procedure outlined in Question 8 to determine the break
even rate,

The amount charged for doing custom work depends on several factors.
Full-time farmers who have extra time available might do some custom
work in addition to their own operations to reduce fixed cost per acre.
Someone completely in the business of doing custom work will need to
cover a larger share of total costs each year to stay in operation. In the
short run, both will operate as long as they can cover their variable
costs. Use UMC Guide 0302 as a reference.

NOTE: If students hire custom work, they increase their machine costs on
crop budgets but reduce their own labor needed. About 25 percent of the
custom rate is usually 4 labor charge.

If a student does custom work, it is included as income, but it also increases
the costs for machinery and uses labor.

Fixed costs per year = Number of acres needed to break even on

Custom rate - operating costs owning a machine
Other activities

Have students compare their investments per crop acre and their total costs.
Many will want to revise their machinery needs.
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' G. Conclusion

.Since a farm's financial resources are limited, the farm business manager must
make the most time-wise and cost-efficient choices possible when determining
machinery needs. To make the right decisions, farm business managers must
figure in advance of the purchase whether they should own machinery or have
custom operators perform needed farming activities. The decision will depend
on the amount of work to be done and the trade-off between timeliness and
costs.

H. Competency
Calculate machinery needs.

I Answers to Evaluation

NN WN —
NhO.O.OOTO

X
ol
Uix

.80 = 291 acres/hour

" J. Answers to AS 4.1
e See the following page.
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DETERMINING TOTAL COSTS OF A TILLAGE OPERATION
Use Manual 75 for Tables Cl2 and C13.

Item Description - Tractor

.  Type of tractor 90 658/
2. List price (Table C-13) ¥
3.  Percent,of list price (HO 4.1) /3.2.%
4.  Annual fixed cost
line 2 x line 3 w
5.  Annual hours used 250 hrs
6.  Hourly fixed costs ‘
line 4 / line 5 #ZXZ
7.  List price (line 2) 516 000.00
8. Repair rate (HO 4.2) 075
9.  Repair costs per hour
(line 7 x line 8) / $1,000 3/ 20

10.  Maximum PTO power of tractor ,5[2 gg
.11, Constant (0.044 for diesel or 0.006
for gas) L0
{2,  Fuel price per gallon $1.00 o

13.  Fuel cost per hour

line 10 x line [ 1 x line 12 g #2 ,Z(Z
4.  Fuel costs per hour (line 13) ¢Z, 20

15. Lubrication cost/hour

line 14 x 15% £0.3%

A. Total hourly tractor cost
line 6 + line 9 + line 13 + line 15 5{6.55

¢ e
320

[11-54




Item Description - Tillage Implement

I - Type of tillage implement -/6’ 174
2.  List price Table C~12 O |
3.  Percent of list price (HO &4.1) %E % 7% |
4.  Annual fixed costs |

line 2 x line 3 £393.00
5.  Annual hours used 150 hrs
6.  Hourly fixed costs

line &4 / line 5 }ZZ,Q&
7.  List price (line 2) L, .
8.  Repair rate (HO 4.2)
9.  Repair costs per hour

(line 7 x tine 8) / $1,000

$1.26
Total hourly costs for tillage implement
line 6 + line 9 f 3, Zf
Total Cost Per Hour for Tillage Operation

I.  Total hourly cost for tractor (line A) »5(
2. Total hourly cost for tillage implement
3.  Labor costs per hour (line B)
4,  Total cost per hour

line | +line 2 + line 3 5/5.‘5/3

Effective Field Capacity Acres/Hour

.  Speed of tractor in mph 5
2.  Width of strip (feet) ﬁ Ft.
3. Field efficiency of implement from

Table C-12 Manual 75 . 2[
4.  Effective field capacity acres/hour

(line | x line 2 x line 3) / 8.25 (.9 ﬁ@'eS/He,
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. UNIT [l - PLANNING THE FARM BUSINESS Name

Lesson4: Determining Machinery Needs Date

EVALUATION
Circle the letter that corresponds to the best answer.

l. Timeliness is a measure of the ability to perform a job at the time that
maximizes .

a. Expenses

b.  Machinery
¢.  Profits
d. Time

e. Interest
2. What is the primary factor that causes machine costs to be high?

d.  Machine capacity
b. Timeliness
c.  Attachments
d. Field efficiency
3.  Which of the following formulas is used to figure the amount of time available
° for field work? ]
a.  Number of calendar days available
X hours of work per day
b.  Number of calendar days available
- Sundays (optional)
X hours of work per day
c.  Number of calendar days available
- Sundays or other days not available for work
X hours of work per day
x .33 if before May | or after September 30
or x .5 if between May | and September 30
d.  Harvest date wanted
- (days in growing season + days in planting season)
x % of days usable x hours usable per day.

4. Which of the following factors is not used to determine the size of implement
needed?

a.  Number of acres to be worked
b  Amount of time available

c.  Travel speed of tractor

de  Cost of implement

()
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5.  The most demanding tractor horsepower requirement on a farm is usually

‘d.  Square baling

b.  Secondary tillage
c. Hay conditioning
d.  Primary tillage

Complete the following short answer question.

6.  Anne has 100 acres to plant. She will do her primary tillage with a chisel
plow. Her operating speed is 5 mph. The chise! plow is § feet wide. The field

efficiency of the chisel plow is 80 percent. What is the effective field
capacity?




HO 4.1

HOURLY REPAIR COST PER $1,000 OF LIST PRICE
FOR SOME FARM MACHINES*

Hours 7-Year 10-Year 15-Year
Machines Per Year Period Period Period
Two-wheel drive tractor 200 $0.03 '$0.04 $0.05
400 0.05 0.06 0.07
600 0.06 0.07 0.09
800 0.07 0.08 0.10
Four-wheel drive tractor 200 0.03 0.03 0.04
400 0.04 0.05 0.06
600 0.05 0.06 0.07
800 0.06 0.07 0.08
Wagons and Boxes 50 0.07 0.08 0.08
100 0.09 0.11% 0.12
150 0.1 0.12 0.14
200 0.12 0.14 0.16
PTO Forage Harvester, 50 0.20 0.23 0.27
Corn Picker, 100 0.26 0.30 0.36
Farm Truck, 150 0.31 0.36 0.42
Self propelled windrower, 200 0.35 0.40 .
Self propelled sprayer
PTO Baler 50 0.15 0.17 0.20
100 0.20 0.22 0.26
150 0.23 0.26 0.31
200 0.26 0.29 bl
Planting equipment, .50 0.81 0.59 0.69
Sprayer PTO type 100 0.67 0.78 il
150 0.79 0.91 .
200 0.89 . b
Self propelled combine, 50 0.15 0.17 0.20
Self propelled forage harvester, 100 0.20 0.23 0.27
Manure spreader 150 0.23 0.26 0.31
200 0.26 0.30 b
Plows & tillage equipment 50 0.27 .30 0.33
100 0.33 0.36 .41
150 0.38 0.42 0.45
200 0.40 0.45 b
Fertilizer equipment 50 0.61 0.70 0.83
100 0.80 0.92 T
150 0.25 1.08 .
200 1.06 . .
Mower, 50 0.36 0.40 0.68
Mower-conditioner-windrower 100 0.44 0.49 0.83
150 0.49 0.55 0.92
200 0.54 0.60 b

*Derived from 1977 Agricultural Engineers Yearbook
**Exceeds estimated life in hours

Credit: Finner, Marshall F. Farm Machinery Fundamentals. Madison, WI: Amarican
Publishing Company, 1978.
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ANNUAL FIXED COSTS IN PERCENT OF LIST PRICE HO 4.2
BY MACHINE CATEGORY AND AGE

EQUIPMENT CATEGORIES

. Eqﬁ?:n?;nt Wheel 'l!ractors, Comll:ine's, Tillage, ll'i'llanting, Forage l-:\a,rvesters,
{Year) Stat. Power Units S.P. Windrowers Corn Heads, etc. Balers, etc.
PERCENT OF LIST PRICE
1 494 55.4 58.9 624
2 125 13.3 12.5 11.7
3 1.5 11.7 11.0 104
4 10.7 104 9.8 9.1
5 9.7 9.3 8.6 8.1
6 9.0 8.2 7.7 7.0
7 8.2 7.2 6.8 6.3
8 7.5 6.4 6.0 5.6
9 7.0 5.7 5.3 5.0
10 6.5 . 5.0 4.7 4.3
11 58 4.5 4.1 3.9
12 5.5 3.9 3.7 35
13 5.0 35 33 3.0
14 4.6 3.1 3.0 2.7
15 4.2 28 25 2.3
Ave. for 7
Year Life 15.9 16.5 16.5 16.4
. Ave. for 10
Year Life 13.2 13.3 13.1 13.0
Ave. for 16
‘ Year Life 10.5 10.0 9.9 9.7

Table 17.3 has been developed to facilitate determining annual fixed costs. Depreciation was
based on the deciine in market'value. An annual charge of eight percent for interest, two percent
for taxes, one and one-half percent for housing and one-half percent for insurance were also
included. These rates were all figured on the remaining value of equipmen:.

Average annual costs were also calculated for seven, ten and fifteen year lives for the different
equipment categories.

To determine the annual fixed costs during the fourth year of a tractor which originally cost
$10,000, Table 17.3 indicates a charge of 10.7 percent. Thus, 10.7 percent x $10,000 =
$1,070.00.

However, if it is expacted that the tractor will be owned for seven years, the average annual fixed
cost for each of'the seven years will be 15.9 percent x $10,000 = $1,520.00.

To determine the fixed costs on a time basis, the annual fixed costs may be divided bythe annual

hours of use. To determine the fixed costs on a land use basis, divide by the number of hectares
[acres] of land on which the machine is operated during the year.

VARIABLE COSTS

Variable costs include items which vary directly with the hours of annual use of a machine. These
costs include repairs, fuel and labor.

‘ Credit: Finner, Marshall F. Farm Machinery Fundamentals. Madison, WI: American
Publishing Company, 1978.
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AS 4.1

DETERMINING TOTAL COSTS OF A TILLAGE OPERATION
Use Manual 75 for Tables Cl12 and C13
‘ I[tem Description ~ Tractor

Type of tractor

l.
2. List price (Table C-13)
3.  Percent of list price (HO 4.1)
4,  Annual fixed cost

line 2 x line 3
5.  Annual nours used
6.  Hourly fixed costs

line 4 - line 5
7. List price (line 2)
8.  Repair rate (HO 4.2)
9.  Repair costs per hour

line 7 x (line 8 - $1,000)

Maximum PTO power of tractor
Constant (0.044 for diesel or 0.006
for gas)

2. Fuel price per gallon

3.  Fuel cost per hour
line 10 x line 11 x line 12

4. Fuel costs per hour (line 13)
15.  Lubrication cost/hour
line I3 x [5%

16.  Total hourly tractor cost
line 6 + line 9 + line i3 + line |5

item Description - Tillage Implement

Type of tillage implement
List price Table C-12
Percent of list price (HO 4.1)
Annual fixed costs

line 2 x line 3

Annual hours used

Hourly fixed costs

line 4 - line 5

oNnn EWON -
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7. List price (line 2)

8.  Repair rate (HO 4.2)

9. _Repair costs per hour
line 7 x line 8 - $1,000

12, Total hourly costs for tillage implement
line 6 + line 9

Total Cost Per Hour for Tillage Operation

I.  Total hourly cost for tractor

2.  Total hourly cost for tillage in.plement

3. Labor costs per hour

. % Total cost per hour

line | + line 2 + line 3

5.  Speed of tractor in mph

6.  Width of strip (feet)

7. Field efficiency of implement from
Table C-12 Manual 75

8. Effective field capacity acres/hour

(line 5 x line 6 x line 7) - 8.25
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UNIT 11l - PLANNING THE FARM BUSINESS

Lesson 5:  Planning a Profitable Livestock System

Objective: The student will be able to explain and demonstrate the principles of

planning a profitable livestock system.

Study Questions

l.
2.
3.

4.

What are three reasons for raising livestock?
What factors should be considered in selecting a livestock enterprise?

What are the mdjor livestock enterprises found on Missouri farms in
terms of annual sales?

\

What are some important characteristics of each enterprise?

Student References

Missouri Farm Planning Handbook (Manual 75). University of Missouri-
Columbia: College of Agriculiure-Extension Division, 1986.

a) Form5 - Summary: Livestock System

University of Missouri-Columbia Extension Division agricultural
publication

a) G78l: So You Want to Farm
Handouts

a) HOS5.l:  Value of Missouri Livestock Products
b) HOS5.2: Importan? Characteristics of Various Enterprises

Teacher Reference

Missouri Farm Facts. Columbia: Missouri Agricultural Statistical Office,
Missouri Department of Agriculture, 1986.
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UNIT (It - PLANNING THE FARM BUSINESS

Lesson 5:  Planning a Profitable Livestock System

TEACHING PROCEDURES
A. Review
B. Motivation
Review the improvements made in the profit from the cropping system. Can
the same improvement be made in the livestock system? Note that in some
years it is extremely difficult to earn a prefit. The goal in planning a
profitable livestock enterprise should be to earn a reasonable profit in good
years and reduce losses as much as possible in poor years.
C. Assignmer;f
D. Supervised study
E. Discussion
Ql. What are three reasons for raising livestock?
Al. 1)  Marketing crops through livestock sometimes yields higher returns
than could be obtained if the crops were sold.
2) Livestock enterprises keep year-round farm labor fully and
profitably employed throughout the year.
3) Livestock provides a market for pasture and other crop by-products
that otherwise could not be marketed.

List the three reasons on the board as students suggest them. Discuss
each one as it is listed.

Q2. What factors should be considered in selecting a livestock enterprise?

A2. 1)  Amount of grain and forage produced in the cropping system
2) Regularity and stability of net income
3) Amoint of Iabor available
4)  Distribution of Inbor requirements
5)  Skill and personal preferences of the manager
6)  Avdilable markets
7)  Capital requirement and rate of capital turnover

List the factors on the board as students suggest them. Discuss
examples of each factor as it is listed.

Q3. What are the major livestock enterprises found on Missouri farms in
terms of annual sales? ]

A3. 1) Beefcattle ?75,374,000

2) Hogs 574,873,000

3) Dairy $358,750,000
331
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&)  Poultry

a)  Turkeys 106,700,000
b) Eggs 48,411,000
c) Chickens 4,160,000

Missouri has approximately $1.9 billion of livestock sales annually.
These sales contribute a significant amount to the total production in
agriculture. These figures do not include the cost of production. Their
order of importance in terms of sales is listed above. Discuss these
amounts with the students. Have them find these amounts on HO 5.1.
These figures can be adjusted on an annual basis with Missouri Farm
Facts.

Q4. What are some important characteristics of each enterprise?
A4, Labor Capital | Copital | Feed requirement
per per turniover | per unit
unit unit per unit
Beef cattle Low to High Low Medium to High
Medium
Dadiry High High Medium | High
Turkey Low Medium | High wow
to Low
Chicken Low Medium | High Low
to Low
Eggs Low Medium | High Low
to Low
Hogs Medium | Low to Medium | Medium
1o Low Medium | to High

Discuss the labor, capital, and feed requirements for each of the major
livestock enterprises, (HO 5.2)

Discuss UMC Guide G78I.
Complete an alternative livestock system using Form 5 in Manual 75.

NOTE: Discuss this example to illustrate that one reason for keeping livestock
is to market crops at a higher return through livestock. Ask class members
how many bushels of corn are available on their revised crop plans in Form 4,
column 9, line 20 from Lesson 3, and hew many purchased feeder pigs bought
at 50 pounds could be fed out with this much corn. Use similar compdrisons
through this lesson so students can pick up ideas on how to select livestock.

29
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The question of added facilities will come up because of adding or changing
livestock enterprises and numbers. Look at Tables L-?, through L-43 in

.section Il of Manual 75 for the amount of space needed wnd estimated costs.

Remind students again of limited capital (IS0 percent of present) and that
they will have to make choices on machinery, buildings, livestock, etc.

After one or two students have made some progress, stop the class and let
them tell what they are trying and how it is working.

Other activities

I After students are finished with Form 5, let them start revising the
farmstead layout with the new buildings and facilities they will need.
Suggestions are also in section IV of Manual 75.

2.  Be sure everyone knows how much profit each student made on livestock.
The students will be competitive in trying to outdo each other.

3. Have several copies of Form 5 available so students can try different
alternatives.

Conclusion

To. choose the most profitable livestock system, one must carefully examine
the farm's present situation and the unique factors associated with each
livestock enterprise.

Competency

Plan a profitable livestock system.

Answers to Evaluation

l. d
2. b
3. d

4. a.  To market crops through livestock
b.  To use surplus labor throughout the year
c.  To market pasture and crop by-products
Answers to Manual 75 forms
Form 5

The answers piovided are examples only. The instructor will need to
determine if students' revised systems are acceptable.
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FORM 5

FM 7535 SUMMARY: LIVESTOCK SYSTEM
Fam Mgt, Ext. Present Plan
Univ, of o, Alternative No, i
PER UNIT PER UNIT FARM ) TOTAL FAPM
BUDGETS FEED REQUIREMENTS BUDGET TOTALS FEED REQUIREMENTS
Total {[Income| Income
Livestock unit units || over dH::e?c e?:::,.suage Hay i::e over gzg:c e;::::a‘ Silage Hay Pasture
var, tons } tons ) variable tons tons AUM's
costs labor | alent AUM's costs labor lent
1) {2) (3) (&) (5) 6) | () (8) 9) (10) 1) (12) (13) (14)
2x3 2x6 2x5 2x6 2x7 2x8
1 Swfmbt.g%&, 20 |z ali7s 27,680 2,240 | /4.000
2
3
4
5
6
: .,:i:“}frﬂ*ﬂ f@ «,,\}"5 »\:ﬁ,-.{
7| Total farm feed requirements (add Cols. 11, 12, 13, and 14) _E},NW«\%& ‘Sl 1GEQ00
v)‘y\ rwg RS ¢""‘é~$¢~";‘, Q- 7
8| Total fam feed available (Form 4, Cols. 9, 10, 11, and 12) S %?f bl 5180
Farm fesd surplus (+) or shoztage (-) lSeinn 74 Sl
9! (difference of Lines 7 and 8) 'fz?\},v};‘:%@’ jtzs'xi«z 25 8
G WA wﬁc‘o‘v"‘ni@x EEENE JRPTRPEIAES Lo
SRSy PSS TR
10| Total Income Over Variable Costs (add Col. 9) 27@33&% AN 5 T SRR 1
AT ‘““,{ <o“§“’ '*;23’;3%?}:"5'&;*\!;\:"»:“ SO
11} TOTAL HOURS DIRECT LABOR (add Col. 10) SO VB 2 24O BRI D SIS RS S T
Adjustment of Income Over Variable Costs ﬁ% i ,g} i 3 »w é?g ")’io;i’}:‘j,, wﬁ, ;3‘:;
12} for Value of Surplus Pasture: N B o’n R SN £ V.
ran VST s *'\p,:: >;/¢ R v«"¢ v v. ‘ - 5
13 If surplus pasture, multiply surplus ~ é[.ine G;AS;L-M) h«,f«:;*’fi };'wzi“t".{ v?’t'f}‘\:‘)‘:e }::': "ﬁ&?\
ADJUSTED TOTAL INCOME OVER VARIABLE COSTS e A e S AR T
14] (subtract Line 13 from Liae 10) 276801 5"‘3"5'?5;,"""“,‘ v PR &

SOURCE: Missouri Farm Planning Handbook (Manual 75), University of Missouri-
Columbia, Cnllege of Agriculture-Extension Division
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" 3. What is one important characteristic of a beef cow herd?

UNIT [l - PLANNING THE FARM BUSINESS Name
Lesson 5: - Planning a Profitable Livestock System Date
EVALUATION

Circle the letter that corresponds to the best answer.

f. Which of the following is not one of the seven factors to consider in selecting
a livestock system?

a.  Amount of grain and forage
b.  Amount of available labor

c.  Available markets
d.  Size of family

2. Which of the following is a major livestock enterprise in Missouri?
a. Horses .
b.  Turkeys
c.  Ducks
d. Goats

a.  Frequent capital turnover

b.  High facility investment

c.  High grain requirement

d.  Low labor requirement per unit
Complete the following short answer question.
4. Identify three reasons for raising livestock.

a.

b.

C.

e
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Value of Missouri Livestock Products
CATILE AND CALVES: Production ard Income, Missour, 1981-85
ice per 10C 1bs | Value Yalue of
of Cash Home Gross
Production | Marketings | Cattle | Calves | Production | Receipts| Consumtion Income
~-thousand pounds- -dol1lars- ~-thousand aollars-
1981 1,708,760 1,831,750 58.30  62.80 1,009,620 1,081,055 23,940 1,104,995
1982 1,581,030 1,522,485 56.50  58.80 898,831 865,003 24,406 889,409
1983 1,585,510 1,731,310 55.40 60.50 889,094 973,056 24,285 997,341
1984 1,432,765 1,682,130 53.50  58.50 778,285 912,962 22,766 935,728
1985 1,402,655 . 1,402,110 52.00 61.70 752,434 753,840 21,534 775,374
HOGS AND PIGS: Production ard Income, Missouri, 1981-85
Price Value Value of
per 100 of Cash Home 6ross
Year | Production | Marketings | Pounds | Production | Receipts | Consumption Income
~-thousand pounds- -dollars- ~thousand dollars-
1981 1,380,913 1,433,185 43.20 607,242 629,982 10,433 640,415
1982 1,142,165 1,124,620 52.50 617,796 608,826 9,056 617,882
1983 1,390,830 1,368,820 46.70 662,787 652,721 6,445 659,166
1984 1,297,710 1,311,761 47 .40 625,213 632,061 5,013 637,074
1985 1,233,594 1,276,500 43.90 552,146 571,159 3,714 574,873
MILK DISPOSITION, INCOME AND VALU=: Missouri, 1981-85
| Milk Used Where Produced Hilk Marketed by Producers
. Used For Price 6ross Value
Milk, Cream Fed to Kilk per Cash Producer of Hilk
Year and Butter Calves Marketed Cut. Receipts Incaze Produced
-million pounds- ~dollars- ~thousand dollars- i
1981 ' 12 25 2,840 13.40 360,560 382,168 385,518
1982 12 29 2,864 13.30 380,912 382,508 386,365
1983 13 32 3,055 13.30 406,315 408,044 412,300
1984 14 60 2,680 13.20 353,760 355,608 363,528
1985 14 43 2,813 12.50 351,625 353,375 358,750
EGGS: Production and Value,
Missouri, 1981-685
Egas Price Per Value of
Year Produced Dozen Production
-millions-  -cents- ~thous. dol.-
1961 17448 54,0 65,160
1982 1,456 50.6 61,395
1983 1,352 49.3 55,544
o 1984 1,357 b1.0 68,981
1985 1,351 43.0 48,411
H-713319 6
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CHICKENS: Lost, Sold, and Value of Sales, Missouri, 1981-1985 1/

Nunber Nusber Pounds Price Per Valve of
Year Lost 2/ Sold Sold Pound Sales .
~thousand head- -thous 1bs- ~thous aol- ~thous dol-

o 1981 1,100 5,200 34,320 11.0 3,775

1982 . 1,200 5,440 35,904 9.0 3,231

1983 1,200 5,740 37,884 11.0 4,167

1484 1,100 5,340 33,642 17.0 5,714

1985 1,100 5,000 32,000 13.0 4,160

1/ Estimates cover the 12 month period, December 1, previous year through November 30
and excludes broilers. .
2/ Includges geath and other losses during the 1Z month perioa.

TURKEYS: Production and Value, Missouri, 1981-85

Number Pounds Price Per Value of

_Year Raised 1/ Produced 2/ Pound 3/ Production
-thous hd- -thous 1bs- ~cents- ~-thous dol-

1981 12,000 226,800 37.0 83,916
1982 12,000 236,400 36.0 85,104
1983 13,000 250,500 36.0 95,342
1954 12,000 225,600 46.0 103,776
1985 12,500 242,500 44.0 106,700

1/ Basea on turkeys placed Sep. 1, 1984 through Aug. 31, 1985. Exludes young turkeys lost.
2/ Includes home consumption. e
3/ Live weight equivalent price.

Source: Missouri Farm Facts. Columbia, Missouri: Missouri Crop and Livestock
Reporting Service, 1986.




Important Characteristics of Various Enterprises

Enterprise Labor Capital Caopital Feed requirements
needed needed turnover
Beef Cattle Low to High Low Medium to High
Medium
Dairy High High Medium High
Turkey Low Medium to High Low
Low
Chicken Low Medium to High Low
Low
Eggs Low Medium to High Low
Low
Hogs Medium | Low to Medium Medium
to L.ow Medium to High
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UNIT [l - PLANNING THE FARM BUSINESS

Lesson 6: Determining Labor Needs and Uses

Objective: The student will be able to estimate the labor needs for ¢ farm business.

Study Questions

l.
2,
3.
4.

S.

What are some general rules to improve labor efficiency?
What are some ways to reduce chore labor?
How are ldbor requirements for various crops determined?

How are labor requirements for various livestock enterprises
determined?

What factors should be considered when hiring farm labor?

Student References

Missouri Farm Planning Handbook (Manual 75). University of Missouri-
Columbia: College of Agriculture-Extension Division, [986.

a)  Form 6 - Summary: Capital, Labor, Income and Returns

University of Missouri-Columbia Extension Division agricultural
publication

a) G700: Managing Farm _abor
Handouts

a) HO6.l:  Utilizing Farm Labor
b) HO6.2: Labor Requirements

Assignment Sheet

a) AS6.l:  Example Labor Budget

Teacher Reference

Osburn, Donald D.; Kenneth C. Schneeberger. Modern Agricultural
Management. 2nd ed. Reston, VA: Reston Publishing Co., Inc., 1983.
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.\ UNIT 1l = PLANNING THE FARM BUSINESS

Lesson 6: Determining L.abor Needs and Uses

TEACHING PROCEDURES

A.

8.

- C.

@ °

Review
Review the previous lesson.
Motivation

How many hours does a worker work per year? A good estimation is to take
365 days and subtract the Sundays (365 - 52), which equals 313 days. Subtract
thirteen other days for holidays, which leaves approximately 300 days. Then,
figure an eight-hour work day, which totals 2,400 hours per year. Next, as an
example to determine fabor needs, find cut how many hours per year it takes
to care for a sow her 2 litters and the facilities. If it takes 28 hours per sow
per year and there are 2,400 labor hours available for the entire year, 85 sows
can be effectively managed (2,400/28 = 85). Discuss why owning 100 sows or
20 sows would reduce efficiency, considering the above factors.

Assignment

Supervised study

Discussion

Ql. What are some general rules to improve labor efficiency?

Al. 1) Avoid peak lcbor loads; plan chead. For example, farrow sows
before field work.
2)  Increase yield per acre or pcunds of grain per animal.
3)  Keep machinery in good repdir; do repairs during slow periods of
the year.
4)  Use safety and good health practices consistently.
5)  Cooperate with neighbors, use custom work, or hire part-time help
to smooth out peak rieeds.
6)  Adjust the size of the business or enterprise to get the most
efficiency.
7)  Arrange tools, buildings, and fzaders to reduce travel.
8)  Plan for circular travel in chore work.
9)  In using hired labor, select a good empleyee and pay that employee
an appropriate salary.
10)  Plon chead for al} work and avoid wasted time.
1)  Perforn: indirect labor such as routine maintenance work on
buildirgs aud fences during slow periods.

Pass out HO 6.1 to students. List the eleven suggestions for improving
efficiency on the board or overhead and tie in local examples with each
suggestion. Discuss each example cs it is listed.
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Q2.
Az.

Q3.

What are sume ways to reduce chore labor?

1)  Monage livestock in sizable groups.

2) Locate feed and other supplies where they are used.
3)  Use mechanical labor where possible.

5}  Strive for high yields per animal.

List suggestions for ways to reduce chore labor on the board and have
students react to them.

How are [abor requirements for various crops determined?

1) Determine amount of time per acre needed for each crop during
each month of the year.

2)  Multiply emount of time per acre per month by the number of
acres.

3) Calculate the number of working hours available for field work
each month. .

4)  Determine the amount of operator andfor family Icbor available
each month.

5)  Adjust cropping system to minimize peak labor demands.

6)  Plan for pedk labor periods in advance.

Distribute HO 6.2. List the common crops grown in the area. Have
students deterriiine the labor requirements for various sized fields of the
common crops. Give examples of the amount of labor available and have
students discuss how they would manage labor under those conditions.
Have students complete sections A and B of AS 6.!. An example answer
sheet has been provided. [t is suggested that the instructor provide the
type of crop and the acreage consistent with the local area. '

Hew are labor requirements for wvarious livestock enterprises
determined?

1) Determine the amount of time needed per animal unit during each
month of the year.

2)  Multiply the amount of time per month by the number of animal
units.

3) Determine the amount of operator and/or family labor that is
available,

4) Add monthly labor requirements for livestock to the labor
requirements for cropping system (if applicable).

5)  Adjust livestock system to minimize peak labor demands.

6)  Plan for peak labor demands in advance.

List the common livestock enterprises in the local area. Have students

find the labor requirements for various levels of production and types of

enterprises. Give a different example of the amount of labor available

and have the students discuss how they would mancge labor under these

conditions. Have students complete AS 6.1. Students should use 4O §.2

an ﬂl1e completed first page of AS 6.1 to complete the second page of
S é.l.
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Q5. What factors should ive considered when hiring farm labor?

(A5. 1)  Wage and hour agreements, fringe benefits, and incentives

2)  Working conditions
3) Employer-employee relations

Have the students read UMC Guide 'G700. Discuss each of the factors as
covered in the guide. At this point, have students complete line 6
through line [l of Form 6. Have students charge any additional labor
needed at $5 per hour. Form 6 is in Section IV of Manual 75.

Other activities

Have the students fill out Form 6 again for their own example farm. If
additional labor ’s needed it should be charged at $1,000 per month or $5 per
hour and entered on line 12 of Form 6.

Conclusion

There are several ways to improve labor efficiency. Efficiency of labor is
important because there is a li mited amount of time available each year. For
managers to make best use of their time, it is essential to determine the labor
requirements of each enterprise and make sure there is enough time avaiiable.
One wuy to increase the amount of time available is by hiring additional labor.
The manager must be certain that the extra labor is worth the cost.

Competency
Plan for the labor needs of a farm business.
Answers to Evaluation

I Answers should include five of the following:
Avoid pedk labor loads; plan ahead. For example, farrow sows
before field work.
Increase yield per acre of pounds of grain per animal.
Keep machinery in good repair; do repairs during siow periods of
the year.
Use safety and good health practices consistently.
Cooperate with neighbors, use custom work, or hire part-time help
to smooth out peak needs.
Adjust the size of the business or enterprise to get the most
efficiency.
Arrange tools, buildings, and feeders to reduce travel.
Plan for circular travel in chore wo: k.
In using hired labor, select a good employee and pay that employee
an appropriate salary.
Plan ahead for alf work and avoid wasted time.
Perform indirect labor such as routine maintenance work on
buildings and fences during slow periods.
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2.  Any two of the following:
Manage livestock in sizable groups.
Locate food and other supplies where they are used.
Use mechanical labor where possible.
Strive for high yield per animal.

3. Fringe benefits, working conaitions, and employse-employer relations

4 To avoid peak labor loads from different enterprises from occurring at
the same time

5.  Suggested answers include the following:
Secure part-time labor.
Cooperate with other farmers in sharing custom work.
Adjust the size of each enterprise to reduce conflicts.
Plan ahead for all work and avoid wasted time.
(Instructor may include additional answers.)

Answers to Manual 75 Form $
See the following page.

Answers to AS 6.1

See pages 84 and 85.
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FM 7536 FORM 6

Farm Mgt. Ext. SUMMARY: CAPITAL, LABOR, INCOME, & RETURNS Present Plan__
Univ. of Mo. Sample Case Farm Revision Alternative No._q

Item : Details Totals

i (1) (2) - (3)

. FARM INVESTMENT CAPITAL: |
Rt
1 Breeding livestock (Form 3, Line 5) Coo $ EE\:?\%\\ S
TR :.-.@.“..-

2 Machinery & equipment (Form 3, Line 13) + %‘%’3"& e Tus
. cqe , A ~’v\e’;‘%¥
3] Buildings & facilities (Form 3, Line 20) ﬁmmﬁ&
. . . h“@:‘ﬁ%\%&\—%&:
4 Land & improvements (Form 3, Line 25) RS

R R et
5| _AVERAGE FARM INVESTMENT CAPITAL (Form 3, Line 26) . $
DIRECT LABOR REQUIRED:
e 38
6 Crop labor hours (Form 4, Line 20, Col. 8) 472385 hrs. ?\ﬁi ::i\::
R
7 Livestock labor hours (Form 5, Line 11) 22‘4 hrs. ﬁ& }&%%
,‘ '~.~-:--.‘.,.,

8| _TOTAL HOURS DIRECT LABOR (sum Lines 6, 7) e mﬁgﬁ 2603Shrs.

INCOME OVER VARTABLE COSTS:
9 Crop income over variable costs (Form 4, L. 20, Col., 7)

10 Livestock income over variable costs (Form 5, L. 14\
11 TOTAL INCOME OVER VARIABLE COSTS (sum Lines 9 and 10)
OTHER CASH COSTS & NET CASH INCOME:]'

12| Hired labor: no, men x $ /year =

13} Cash rent paid: acres rented x $ /acre =

s 14 Real estate & property taxes (est. 0.5% of Line 5)

15 Building insurance & repairs (est. 3% of Line 3)

16 Miscellaneous expense (est. 2% of Line 11)
17 T0TAL OTHER CASH COSTS (sum Lines 12, 13, 14, 15, 16)
18] NET CASH FARM INCOME (Lire 11 minus Line 17)

DEPRECTATION: !
19 Machinery & equipment (est. 207 of Line 2) $ 3
20 Buildings & facilities (est. 10% of Line 3) S— "xé&’ff%ﬁwiz@w
21 TOTAL DEPRECTIATION (Line 19 + Line 20)
RETURNS ¢
22 Farm profit2 (Line 18 minus Line 21)
23| Family labor & mgt. charge (est.) hrs. x § /hr.=

24 Return to farm investment capital (Line 22 minus Line 23)

25 Rate earned on farm investment capital (L. 24 + L. 5)

26 Interest or famm investment capital ( % of Line 5)

27 Return to family labor & management (Line 22 minus L. 26)

lPer:cent:age estimates are only guidelines.

Estimated return to family labor, farm investment capital, and management,

Rev. 10/78 SOURCE: Missouri Farm Planning Handbook (Manus! 75), University of MlSSOUl’l-
Columbia, College of Agriculture-Extension Division
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EXAMPLE LABOR BUDGET

Labor Available

Operator 100_hrs /month
Family _b‘S_Ers[ moncth
Total 135 hrs/ month

Section A - Cropping System

Acres of Time requirements Total tinme
Lo_w_c;_p__o s per_acre per vear {acres x time)
S0 _ocres corn x 2:5 hrs = 3728 _Whrs

2- §0acres soyheans  x §.2 hrs = 260 hrs
3. X =

Section A Total = 35 hrs
Section B - Small Grains, Pasture, Hay
Number of Time requirements Total time
Acres per_acre r ye (acres x time)
1. 50 acre ture x 07 hr/ocre = 3.5 _hrs
2, Z5acres hay % 54 hré ocre = 135 Ihrs
3. S0 acres wheat x 3.8 hr/acre. = 140 hrs

328.5 hrs 9

f

Section B Total

Section ¢ - Livestock

Time requirements

Type and size per animal unit per Total time
of enterprise year (uni. s x time)
1. 20 Sow wnits X i+ = 400 hrs
2. 20 cowfealf units % 7 hr = [0 hrs
3. x =
Section C Total = £40.0 hrs

Add the totals of sections A, B, and C to get the subtotal.
A+ B+ C= SUBTOTAL = __1503.5
INDIRZICT LABOR = SUETOTAL x .20 = TOTAL = 300. 7

Multiply the subtotal by 20 percent for indirect labor. Managers
should distribute indirect labor hours in months of low labor
demand.

SUBTOTAL + INDIRECT LABOR = TOTAL = 104, 2
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do
0

IABOR BUDEET

Jan | Feb | March ril{ May | June | July | Aug | Sept | oct | Nov | Dec | Total
Section A -
Cropping System
1.50acres corn 251125 12.5 | 95 | 95 | 25 25 20 20 (42.5 |H2.5] 12.5 | 375 hrs
2.50acres felns| & | 5 | & | 45 | 45 | 325 (325|715 | 9.5 |35. | 35 | 5 |z60hes
3.
Section B -
Small Grains,
Pasture, Hay
1.50acrespasture] — | —~ | — | .25|.25]| .50 | 50| 75| .75 | 25| 25| — 3.5 hrs
2.25acres hay | — — — 5 65 |625|bls5 ]| — - - - - 135hrs
3. SO ocres whedf] — | — — | — | — [H0-0 |40.0 |35.0 [35.0 |20.0|200 ]| — |\qohrs
Section C -~
Livestock
1.20Sowunit | 40 | HO | 40 |40 | 40 |20 |20 |46 | 40 | 20| 20 | 4o |Yoohrs
2. 20cowfutfwit] 16 | 1o | tb | 6 | & |10 [ 10 [ 10 | 10 | 42 |12 | 16 |14ohes
3,
;ﬁﬁrement 7351735 | 73.5 | 171.25]171-25|190.5 | 190.5 | 13.25]113.25 | 12995 | 124.75| 73,5 15¢3.5hez
Indirect Iabor | 615|615 [b1.6 | — |— | — | — (2195 2175 5.25] 5.495| 61.5 | 20.7hs
Total Labor 135.6 [ 135.0]135.0 |171.25|171.25]190.5 {190.5 |135.0 |125.0 |135.0 |135.7 136,.0 [1§04.2hs
Labor Surplus+| O | O | O |73625|-325|-55.5|-555| O | 0 | O | -9| O |42
or Shortage —
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UNIT 11l - PLANNING THE FARM BUSINESS Name
Lesson 6: Determining Labor Needs and Uses Date
tVALUATION

Complete the following short answer questions.
. ldentify five ways to increase labor efficiency.
a.
b.
c.
d.
e
2.  Explain two ways of reducing chore labor.

d.

3. What factor(s) should be considered when hiring farm employees?

4. Explain why it is important to determine the labor requirement for each farm
enterprise ahead of time.

5.  ldentify three ways of smoothing out peak labor loads.

d.

348
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HO 6.1

’ UTILIZING FARM LABOR

"A farmer's work is never done!" This is a familiar quote with people involved in
production agriculture. However, there are some general rules that can be used to
increase labor . efficiency. Efficiency of labor allows one to have more time
available. This time could be used to increase the size of the farm operation,
increase off-farm employment, improve record keeping, or help increase net
income. The steps are listed below.

I Avoid pedk labor loads; plan ahead. For examgple, farrow sows befcre field
work.

Increase yield per acre or pounds of grain per animal.

Keep machinery in good repair; do repairs during slow periods of the year.

Use safety and good health practices consistently.

Cooperate with neighbors; use custom work or hire part-time help to smooth
out peak needs.

Adjust the size of the business or enterprise to get the most efficiency.
Arrange tools, buildings, feeders to reduce travel.

Plan for circular travel in chore work.

If using hired labor, select a good employee and pay that employee an
appropriate salary.

Plan ahead for all work and avoid wasted time. .
Perform indirect labor, such as routine maintenance work on buildings and
fences, during slow periods.

[ooIL S s \N LW

-
[ )

@ Routine livestock care may take a large part out of each day. The steps listed
below are designed to reduce the amount of time involved in chore labor. This will
increase the amount of time available for other activities.

. Manage livestock in sizable groups.

2,  Locate feed and other supplies where they are used.
3. Use mechanical labor where possible.

4, Strive for high yields per animal.
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HO 6.2

LABOR REQUIREMENTS
Labor availables
Operator
Family
Labor needs by enterprise:
Soybeans 5.2 hrs./ac./yr. distributed as follows:
December-March: 0.10 hr./ac./month
April and May: 0.90 hr./ac./month
June and July: 0.65 hr./ac./month
August and September 0.15 hr./ac./month
October and November 0.70 hr./ac./month
Wheat 3.8 hrs./ac./yr. distributed as follows:
June and July: 0.80 hr./ac./month

August and Septembers 0.70 hr./ac./month
October and November: 0.40 hr./ac./month

" Corn 75 hr./ac./yr. distributed as follows:
December-March: 0.25 hr./ac./month
April and May: 1.50 hr./ac./month
June and July: 0.50 hr./ac./month

August and Septembers 0.40 hr./ac./month
October and November: 0.85 hr./ac./month

Barley 3.8 hr./ac./yr. distributed as follows:

June and July: 0.80 hr./ac./month
August and September: 0.70 hr./ac./month
October and Novembers 0.40 hr./ac./month

Perennial

Pasture 0.07 hr./ac./yr. distributed as follows:
April and May: 0.005 hr./ac./month
June and July: 0.010 hr./ac./month
August and September: 0.015 hr./ac./month
October and Novembers 0.005 hr./ac./month

Timber

Pasture 0.07 hr./ac./yr. distributed as follows:
April and May: 0.005 hr./ac./month
June and July: 0.010 hr./ac./month

August and September: 0.015 hr./ac./month
October and November: 0.005 hr./ac./month
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Hay 5.4 hr./ac./yr. distributed as follows:

April and May: 0.20 hr./ac./month
June and July: 2.50 hr./ac./month
Litters finished hogs, 20 hr./unit/yr. distributed as follows:
December-May, August and
Septembers: 20 hr./unit/month
June, July, October and
Novernber: 40 hr./unit/month
Beef Cows 7/br.Junit/yr. distributed as follows:
December-March: 0.70 hr./unit/month
April, May: 0.20 hr./unit/month
October and November: 0.55 hir./unit/month
June-Septerber: 0.50 hr./unit/month

(Estimate indirect labor needs as 20 percent of Total Crop and Animal needs.
Distribute the indirect hours to months of low dircct labor needs.)

Complete a similar Labor Estimate Worksheet for your family's farm or for some

. other operation with which you are familiar. How is this useful to the manager for

long-range planning?
Adjust labor requirement based on the efficiency of your famiiy's operation.

REFERENCES

Castle, Emery N., et al. Farm Business Management, 2nd ed. New York: The
Macmillan Co., 1972.

Fenton, T. E., et al. Productivity Levels of Some lowa Soils, lowa State Agricultural
Experiment Station Special Report 66, April 1971. °

Meodern Agricultural Management, 2nd ed. A systems approach to farming. Dorald

D. Osburn, Kenneth C, Schneeberger, The University of Missouri, Reston Publishing
Co., Inc., A Prentice-Hall Company, Reston, VA.
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AS 6.1

‘ , EXAMPLE LABOR BUDGET

Labor Available

Operator
Family
Total

Section A - Cropping System

Acraes of Time requirements Total time
XOw_crops per._acre per year (acres x time)
l. x =

2. x =

3. x =

Section A Total

Sestion B - Small Grains, Pasture, Hay

Number of Time redquirements Total time
Acres Der acre per year es x time)
1. X =
2: X = —
3. : x =

0 Section B Total =

Section C - Livestock

Time requirements

Type and size per animal unit per Total time

of enterprise year (units x time)
l. x =

2. x =

3. X =

Section C Total

Add the totals of sections A, B, and C to get the subtotal.

A + B + C = SUBTOTAL =

INDIRECT LABOR = SUBTOTAL x .20 = TOTAL =

Multiply the subtotal by 20 percent for indirect labor. Managers
should distribute indirect labor hours in months of low labor
demand.

SUBTOTAL + INDIRECT LABOR = TOTAL

352
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IABOR BUDGET

Jan

Feb

April

May June | July

Augq

Cct

Nov

3.

Section C -
Livestock

1.

2.

3.

Labor
Requirement

Indirect Iabor

Total Iabor

Labor Surplus
or shortage
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UNIT Il - PLANNING THE FARM BUSINESS

Lesson 7: Determining the Amount of Capital Needed for a Farm Plan

Objective: The ziudent will be able to determine the amount of capital needed a
farm business.

Student Reference -

. Missouri Farm Planning Handbook (Manual 75). University of Missouri-
Columbia: College of Agriculture-Extension Division, 1986.

a) Form 3 - Summary: Farm Investment
Teacher Reference

l.  Osborn, Donald D.; Kenneth C. Schnecherger. Modern Agricultural
Management. 2nd ed. Reston, VA: Reston Publishing Co., Inc., 1983,
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UNIT Il - FLANNING THE FARM BUSINESS

Lesson 7: Determining the Amount of Capital Needed for a Farm Plan

TEACHING PROCEDURES

NOTE: This lesson does not have any study qu stions for study purposes. It is
a work-through lesson. Form 3 and Form 6 a-e used to determine the amount
of capital needed.

Review

Review previous lesson.

Motivation

One of the biggest limitations to getting started in farming is not obtaining
enough capital. By developing the skills to determine capital requirements,
students will be better prepared to make farm planning decisions. This will
reflect in their ability to generate adequate capital for operating a farm
business.

Assignment

Have students complete Form 3 for the revised farm plan. This forn: can be
found in section IV of Manual 75. Transfer the information on lines 5, {3, 20,
and 25 on Form 3 to lines | through 4 on Form 6 of Lesson 6. Then have
students complete Form 6 from Lesson €.

Supervised study

Discussion

Make some comparisons Gt this point. |f some students are over their limit on
farm capital, have them revise their plans to stay under 150 percent of the
present situation.

NQTE: The sample casc farm information for this lessor. is found on Form # in
Lesscn 3, Form 5 in Lesson 5, and Form 6 in Lesson 6.

Other activities

Inviie a loan officer to speak with the class on proper procedures for obtaining
a business loan.

Conclusion

To determine the amount of capital needed in a fa o susiness, one must
examine the entire farm plan closely and pey careful a.f. ... an to the capital
requirements of both the livesti.ck and cropping systems.

Comypetency

Determine the amount of capital needed for the farm business.
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FM 7533 FORM 3
Farm Mgt. Ext. SUMMARY: FARM INVESTMENT CAPITAL Present Plan
Univ. of Mo. Sample Case Farm Revision * Alternative No._1 _ |
|
Year
Item & description to New . Averagcf Total
. cost value value
invest
a
1{ Breeding livestock (present or aitemativ'e):
2 Cows (units) x § /unit =
3 Sows $0 (units) x $ IO /unit =
4 Other (units) x § Junit =
S| TOTAL BREEDING LIVESTOCK CAPITAL (sum Lines 2
6 | Machinery & equipment (present)
7| Added machinery & equi.pment::2
)
8] Purchare 4-1¢" Plsr
9
10
11
12
13 TOTAL MACHINERY & EQUIPMENT CAPITAL
(sum Lines 6, 8, 9, 10, 11, 12)
141 Buildings & facilities (present) 5 1 e

e R R S R R
sy

$Qpog |
i AR

8250 B

15| Added buildings & facilities:>
16| Tidividual thsunte +3r-40 yun B0 cn. $
17] 300 heof) Pa Aunuory

18] 300  heed] NS Finidind) Flan
19| Addil] Foned, Fosdn®© ofe,

oo | TOTAL BUILDING &(FACILITIES CAPITAL
(sum Lines 14, 16, 17, 18, 19)

21 Land & land improvements (present)3

IS  ac. x $_ 40D /acre - Line 20

T T T e boer

3 ; RS s

22| Added land & land improvements: T A SRR R s
23| Termocimd o Fildd D anl E $ ISDO Lian
7 s T

e

26 < G

25 TOTAL LAND & LAND IMPROVEMENTS CAPITAL
(sum Lines 21, 23, 24)

26 TOTAL FARM INVESTMENT CAPITAL

(sum Lines 5, 13, 20, 25)

lpresent system values for Lines 6 and 14 are depreciated values (svch as those on depre-
ciation schedule). For new machinery and equipment added in alternative system, average
value equals approximately 1/2 of new cost. For new buildings, fences, and €acilities
added, average value equals approximately 3/4 of new cost. For non-depreciable items
(such as land), average value equals new cost.

2Disinvestment may also be considered in altermative plan, Values of machinery, equip-
ment, facilities, land, etc., not needed in alternative plan are entered as negative
figures in Column 3.

3DoeB not include value of dwelling, farm buildings, fences, and facilities.

. Cattle were sold for $16,000. Hogs were purchased for $14,400. The 3-16 * plow was traded in for a 4-16” plow. The remaini
capital was spent on additional improvements.

SOURCE: Missouri Farm Planning Handbook (Manual 75), University of Missouri-
Columbia, College of Agriculture-Extension Division
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FM 7536

Farm Mgt. Ext.

SIMMARY:

Univ. of Mo.

FORM 6
CAPITAL, LABOR, INCOME, & RETURNS

Sample Case Farm Revision

Present Plan
Alternative No, 1

e Item Details Totals
1) (2) (3
FARM INVESTMENT CAPITAL: .

RN \‘.\\"\'\-"t\'\.
1| Breeding livestock (Form 3, Line 5) $ 14400 ;ﬁ%&:}*‘}ﬁ‘@t:‘h
2 Machinery & equipment (Form 3, Lime 13) {3.500 S

v N o \'\\:?u\‘.-}\\? %
3 Buildings & facilities (Form 3, Line 20) 3,118 K’%&%@g
T N
4 Land & improvements (Form 3, fine 25) 2 bx ﬁ&ﬁ%%ﬁ
Wé{ﬁ%i- S
5 AVERAGE FARM TWVESTMENT CAPITAL (Form 3, Line 26) SRS R ]
DIRECT LAROR REQUIRED:

T e
6 Crop labor hours (Form &4, Line 20, Col. 8) 423.Shrs. ﬁ‘ﬁ%’ﬁ\ﬁ&g%

S R ST
7] Livestock labor hours (Form 5, Line 11) 240nrs, o
8] TOTAL HOURS DIRECT LABOR (sum Lines 6, 7) e hrs.

INCOMC OVER VARIABLE COSYiS:
T
9] Crop income over variable costs (Form 4, L. 20, Col. 7) $ ¥%0 %Mﬁ%
10 Liviestock income over variable costs (Form 5, L. 14) ﬁéﬁﬁk‘fﬁﬁmgvﬁ |
D A
11| TOTAL INCOME OVER VARTABLE COSTS (sum Lines 9 and 10) e 470
OTHER CASH COSTS & NET CASH INCOME:1
12| Hired labor: no. men x $ _lyear = $ Vi
e 13 Cash rent paid: acres rented x § /acre = 2 SR
14 Real estate & property taxes (est. 0.5% of Line 5) Sl7 3 P
. . é’ﬁ,‘é&ﬁ» AR
15 Building insurance & repairs (est. 3% of Line 3) 613‘/ gﬁgfﬁhﬁéﬁﬁﬁﬁﬁ
LT
16 Miscellansous expense (est. 2% of Wine 11} ZZé? Eﬁgﬁgﬁﬁﬁgﬁﬁﬁﬁl
2 R
17| TOTAL OTHER CASH COSTS (sum Lines 12, 13, 14, 15, 16) s 2180
oot e
18| NET CASH FARM INCOME (Lize 11 minus Line 17) s i s 24 200
DEPRECIATTON: ' _ _
19| Machinery & equipment (est. 20% of Line 2) $ Z,ZOO o i
R S
| 20 Buildings & facilities (est. 10% of Lime 3) 311 S
21| TOTAL DEPRECIATION (Line 19 + Line 20) Bl
RETURNS : -
22 Farm profit™ (Line 18 minus Line 21) P i e e ]
23| Family labor & mgt. charge (est.) hrs. x § /hr=
g ge (est.) 24001 RoY $ W[?;,OC 00
24 Retu™n to farm investment capital (Line 22 minus Line 23' "A;fﬁii ﬁ:
25 Rate earned on farm investment capital (L. 24 <= L. 5) R R
26| Interest on farm investment capital (/0% of Line 5) s (0,340 G
P R T
27 Return to family labor & management (Line 22 minus L. 26) é{"’éf’%ﬁfxfﬁ’fcf’S 8,137 |

Estimated return to family labor, farm iuvestment capital,
Rev, 10/78

1 . . .
Percentage estimates are only guidelines,

H1-99
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PN P e

.d management.

SOURCE: Missouri Farm Planning Handbook (Manual 75), University of Missouri-
Columbia, College of Agriculture-Extension Division




UNIT IlI - PLANNING THE FARM BUSINESS

Lesson 8: Estimating Cash Income ~nd Farm Business Profitability

Objective: The student will be able to estimate cash income and farm business
profitability.

Student References

I. Missouri Farm Planning Handbook (Manual 75). University of Missouri-
Columbia: College of Agriculture-Extension Division, 1986.

¢) Form 7 - Summary - Debt Repayment and Available Cash
b)  Form 8 - Estimuting Annual Principal and Interest Payments

2.  Handout
a HOB8.l: Strategies That Can Be Used to Live with Uncertainty
3.  Assignment Sheet
a) AS8.1:  Estimating Income Taxes and Social Security Taxes
Teaczher Reference
l. Plain, Ron. "I1966 Tax Reform Act--Impact on Agriculture., Farm

Management Newsletter.  Columbia, MO:  Missouri Cooperative
Extension Service, Dec. 1586.




UNIT 1l - PLANNING THE FARM BUSINESS

Lesson 8: Estimating Cash {ncome and Farm Business Profitability

TEACHING PROCEDURES

NOTE: This lesson does not have any study questions for study purposes. It is a
work-through lesson. Forms 6, 7, and 8, and AS 8.l are used to determine the
amount of money available and its uses.

A.

Review
Review previous lesson.
Motivation

Ask students to determine how much money was earned on the revised farm
plan. Allow them two or three minutes to estimate the amcnt. There will
probably be a wide variance in answers. Over time, there is often a wide
variance in farm income. This variance is due to the risk associated with
farming. By managing this risk and by keeping accurate records, one can
better stabilize farm income. Distribute HO 8.1 and discuss some of the risk
management strategies that can be used. Students should then be ready to
determine farm profit.

Assignment

Complete forms 7 and 8, and AS 8.1. Point out that line 10 on Form 7 gives
the amount of cash available for family living, new investments, savings, etc.
Is it enough to suit each student? Look at line 22 on Form 6 from Lesson 7,
which is the farm profit line. Compare it also with the present situation.
Usually students will be amazed at the amount of increase.

Supervised study

Discussion

Discuss the results of forms 7 and 8, and AS 8.1. For this example, on AS 8.1
line 6, the individual is married and filing jointly for 1987. The individual has
two children.

Conclusion

kstimating farm business cash income is essential in maintaining a secure
future for the farm business. After cash income is estimated, the business
operator then decides if the cash income is sufficient. If it will not be
sufficient then changes in the farm business should be considered,

Competency

Estimate farm business cash income and profitability.

360
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FORM 7
FM 7537 SUMMARY: DEBT REPAYMENT & AVAILABLE CASH
Farm Mgt. Ext, (optional) Present Plan___ _
Univ. of Mo, Sample Case Farm Revision Alternative No._J
Item Details Totals
@ @ 1 3
1| Net cash farm income (Form 6, Line 18) $§ 34290 &
2 Non-farm income
3 Total net cash income (Line 1 + Line 2)
4 Interest paid on I.T. & L.T. debts (see Form 8, Line 6)
5 Est. income tax & Social Security (see Form 9, L. 9)
6 Family living expenses (estimate)
7 Subtotal (sum Lines 4, 5, 6)
8 Cash available before paymerts (Line 3 minus Line 7)
9 Total annual principal payments (Form 8, Line 5) ]
10| Net cash available or balance (Line 8 minus Line 9)1 48 6961
]"May be used for replacement of capital items, new investments, and cash reserve,
FORM 8
. ESTIMATING ANNUAL PRINCIPAL & INTEREST PAYMENTS
{optional) Present Plan
Alternative No.
2
Average rAvera 'e3 Average Average"'
Item principai 5 interest | interest
debt
payment rate paid
(1) (2) 3) %) (€))
BEGINNING DEBTS:
1| Intermediate (1-9 years) $ __ __ 1Is $ %l $
2| Long term (10+ years) R | $ %1 $

ADDED DEBTS:

3| Added intermediate Syp. /0%$—Lim $ 2840 I8 'ZIOO 12. %8 &S2, |
| 4| Added long temm < $_.3'1._Q&

5 Total Principal Payments
(sum Lines 1, 2, 3, 4)
6 Total Interest Paid
(sum Lines 1, 2, 3, 4)

1I:‘.nt:ex: beginning debt amounts in Col. 1 blank.
2Estimat:e the average principal payment on the beginning debts over the next 5 years.

Estimate of average debt over next 5 years = beginning amount (Col. 1) less 2% principal
payments (Ccl. 2).

Estimate average interest paid on I.T. and L.T. debts = average debt (Col. 3) times
average interest rate (Col.. 4).

SOURCE: Missouri Farm Planning Handbock (Manual 75), University of Missouri-
Columbia, College of Agriculture-Extension Division

1i-104 '
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AS 8.1
Estimating Income Taxes and Social Security Taxes* |
* |Line | Item Details Totals ’
‘ ) 2) (3)_
1 | Farm profit (Form 6, Line 22) $ 28,576
2 | Less'interest paid (Form 7, Line 4) 1, %95
3 | Farm income (Line 1~ Line 2) A7, 181
4 | Nonfarm income —
5 | Total income (Line 3 + Line 4)
6 | Standard deduction + personal exempt:ions1
7 | Taxable income (Line 5~ Line 6)
8 | Estimated Federal Taxes2
| 9 | Estimated State Texes®
10 | Total estimated taxes (Line 8 + Line 9)
11 | Estimated self-emplovment tax4
12 | Estimated Social Security withholdings on nonfarm income4
13 | Tutal estimated Social Security (Iine 11 + Line 12)
14 | Total estimated taxes and Social Security (Line 10 + Line 183)
15 | Disposable income (Line 5 - Line 14)
This form replaces Form 9 of Manual 75. Line 14 is now the total estimated tazes and social security ingtead of Line 9,
Form 9. )
!Enteting Standard Deduction and Personal Exemptions
e Standard Deduction Personal Exemptions
1987 1988 Year Each Dependent
1987 $1,900
Single $2,540 $3,000 1988 1,950
Married, joint filing 3,760 5,000 1989 2,000
2Federal Taxable Income _
Plus this % of amount
_ Pay Base Tax of: over lower bracket:
1987 Tax Rates: |3 0-$ 3,000 $ 0 11%
3,000- 28,000 330 15
28,000- 45,000 4,080 28
45,000- 90,000 8,840 35
90,000 & higher 24,590 385
1988 Tax Rates: |$ 0-8 29,750 3 0 15%
29,750- 171,900 4,463 28
71,900- 171,090 16,265 33
171,090 & higher 48,998 28
3 Plus this amount
- “State Taxable Income Pay Base Tax of: over lower bracket:
$0 - 9,000 0 3.5%
$9,000 & higher _ 8312 6%
4Social Security self-employment tax rate:
Maximum taxable Tax Maximum Soc.
Year wage base rcte Sec. tax
1236 343,502 b4 123 s $5,351
1987 $45,000 b4 123 = $5,5635
1i-105
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’ STRATEGIES THAT CAN BE USED TO LIVE WITH UNCERTAINTY

. ’Selection of 1 low risk enterprize (especially when getting started)

2. Diversification

a. The goal is to spread risks between more than one enterprise.
Diversification helps to stabilize income by reducing the risk of price
cycles, weather patterns, and other management concerns.

b.  With diversification, income from the enterprises being managed should
not be related. Factors that affect the income from -one enterprise
should not affect the other enterprise. For exarple, rainfall is a major
factor in corn, soybean, and milo production. The ievel of yields during
any given year is generally related. When corn yields are low, milo and
soybean yields are generally low. Therefore, these three crops would not
work efficiently for diversification.

c. It makes sense to diversify to take advantage of any complementary or
supplementary relationships, such as corn and hogs; small grain pasture
and steers; cren residue and beef cows; beef cows and backgrounding.

d. Diversification to achieve a proper combination of summer and winter
enterprises is usually profitable.

3. Filexibility

a. Flexible enterprises, buildings, and equipment can be used by the
manager in various ways and adapted for the most efficient use
according to current conditions.

b.  Income may not be as high as with specialized resources when conditions
are profitable for a certain crop. However, income will be more stable
because flexible resources can always be used in some way to make a
profit.

c. The following are flexible rescurces.

1) Quonset hui - used for various purposes: from hog shelter to calf
hutch
2)  Row-crop tractor ~ used for non-row crops
3)  Pickup truck - used for almost any hauling job
d. The following nre inflexible resources.
1) Milking parlor - use restricted to dairy operation
2)  Poultry brooding houses - use restricted to hatching chicks

4.  Liquidity
¢.  Liquidity is the ability to change the form of an asset.
1) Grain in storage is quite liquid because it can be sold quickly.
©2)  Land is not liquid. However, equity in land is a capital pool that
can be converted to operating capital.
b. Liquidity involves flexibility and investment advantages.
c. Liquidity is reserve against unfavorable developments.

5. Insurance - Insurance is substituting the low probability of a large cost for the
high (100 percent) probability of a low cost.
a. Ind.siduals pay relatively small fees to the insurance company.
b. The insurance company pools the money and invests it to earn more
money for the pool.

Q i
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c.  If individuals incur losses they are insured against, the company pays them
from the money in the pool.

d.  The following are examples of insurance for a farmer.

' [)  Liability

2)  All-purpoce crop insurance
3) Life insurance
4)  Health insurance
5)  Fire insurance for machinery

6.  Contracts - hedging, forward contracting, spread marketing
a.  Shifting risk at a cost - may pass up opportunities of very high profits or
high losses to assure some minimum profit
b.  For both purchased items and sale items
c.  Vertical integration - A single tirm controls two or more stages of the
preduction-marketing process in an effort to cut out the middieman.
1) This tends to favor greater effort and lower costs in the marketing
and processing stages.
2)  Examples include the broiler industry, pig and cattle fattening, and
fruit growers.

7. Improving level of knowledge
a.  There is some cost of acquiring knowledge, possibly oppor tunity cost.
b. A payoff is expected from added knowledge.

" 8  Trying to control the uncertainty

a. lrrigation to control some weather
b.  Herbicides to control weeds
¢. Insecticides to control pests

Credit: Agricultural Management and Economics. Columbia, Mo: Instructional
Materials Laboratory, 1977.
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) AS 801
Estimating Income Taxes and Social Security Taxes*
Line | Item Details Totals
(1) (2)
1 | Farm profit (Form 6, Line 22)
2 | Less interest paid (Form 7, Line 4)
3 | Farm income (Line 1- Lins 2)
4 | Nonfarm income
5 | Total income (Line 8 + Line 4)
6 | Standard deduction + personal exempt:ions1
7 | Taxable income (Line 5 - Line 6)
8 | Estimated Federal Taxes2
9 | Estimated State Taxesa
10 | Total estimated taxes (Line 8 + Line 9)
11 | Estimated self-employment t;ax4
12 | Estimated Social Security withhoidings on nonfarm income4
13 | Total estimated Soci. 1 Security (Line 11 + Line 12)
14 | Total estimated taxes and Social Security (Line 10 + Line 13)
15 | Disposable income (Line 5= Line 14) %
This form replaces Form 9 of Manual 75. Line 14 is now the total estimated taxes and socml security instead of Line 9,
Form 9.
lEntennﬁg_Standard Deduction and. Personal Exemptions '
' Standard Deduction Personal Exemptions
1987 1988 Year Each Dependent
1987 $1,900
Single $2,640 $3,000 1988 1,950
Married, joint filing 3,760 5,000 1989 2,000
2Pederal Taxable Income
Plus this % of emount
Pay Base Tax of: over lower brackat:
1987 Tax Rates: |$ 0-$ 3,000 $ 0 - 11%
3,000- 28,000 330 15
28,000- 45.M00 4, 30 28
45,000- 90,000 8,840 35
80,000 & higher 24,690 385
1988 Tax Rates: |$ 0-$ 29,750 3 0 15%
29,760 71,900 4,463 28
71,900- 171,090 16,265 33
171,090 & higher _ 48,998 28
3 Plus this amount
State Taxable Income Pay Base Tax of: | over lower bracket:
$0 - 9,000 0 _ 3.5%
$9.000 & higher $312 6%
4‘*«Jcial Security self-employment tax rate:
Maximum taxable Tax Maximum Soc.
Year wage base rate Sec. tax
1986 $43,600 b4 123 = $5_.351
1987 $45,000 X 123 $5,635
I1l-109




UNIT Il - PLANNING THE FARM BUSINESS

Lesson 9: Revising a Farm Plan

Objective: The student will be able to revise a farm plan.
Student References

. Missouri Farm Planning Hordbook (Manual 75). University of Missouri-
Columbia: College of Agrict [ture-Extension Division, 1986.

a) Form 2 -Land Use Classification

b) Form 3.- Farm Investment Capital

¢) Form 4 - Cropping System

d) Form 5 - Livestock System

e) Form 6 - Summary: Capital, Labor, Income and Returns

f)  Form 7 - Summary: Debt Repayment and Available Cash

g) Form 8 - Estimating Annual Principal and Interest Payments
h)  Form 9 - Estimating Income Tuxes and Social Security

2.  Handout

a) HO9.I: A Hypothetical Case Farm
3.  Assignment Sheet

a) AS9.I: Farm Plan Grade Sheet




UNIT HI - PLANNING THE FARM BUSINESS

Lesson 9: Revising a Farm Plan

TEACHING PROCEDURES

A.

B.

C.

D.
E.

Review
Review the previous lesson.
Motivation

Ask for a student to volunteer ideas for a revision of a farm plan generated in
the local community. A<k what steps would be used in revising this farm plan.
Students should review notes from previous lessons in this unit. This lesson
will allow them to apply their understanding of this unit.

Assignment

Each student is to develop a present situation and a revision for a lecal farm.
The instructor may allow the students to use their own home farms if
applicabie.  The instructor should have previously completed the present
situation of the example farm. Students will need to complete Forms 2, 3, 4,
5, 6,7, 8, and 9 from the Manual 75. Students are encouraged to make their
own decisions in an attempt to maximize after-tax income.

Supervised study
Discussion
Explain the use of the grading sheet (AS 9.1).

I Each student may receive negative and positive points on his or her plan.
Negative points come from errors pointed out by other students and
suggestions by other students that would substantially increase net farm
profit. As an example, if Student A correctly points out that Student B
would have to buy morc grain than is shown for the proposed livestock
program, Student A receives a point in column 10, and Student B
receives a negative point in column 2.

2. Column 8 is a point value reflecting improvement in farm profit (line 22
on Form 6). As an example, if the present situation has line 22 at
$12,000, and the revised plan has $22,000, 10 points (I point per $1,000)
could be listed in column 8.

3. Column 9 is the instructor's evaluation of how hard the student tried, the
amount of progress made, and how practical the plan is. It could be
based on 50 points possible.

4. Column Il is the net from subtracting the total of columns | threugh 7

from the total of ¢ lumns 8 through 10. This would be the grade for the
past several days. )
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.

" NOTE: Students should be permitted to work on their plans at home and
encouraged to check with their parents to be sure the plan is practical.

"8 Use the Farm Plan Grade Sheet as a way of discussing assignment (AS

9. I)
Other activities

If a local case farm is not available, the hypothetical case farm given in HO
9,1 can be used.

Conclusion

This lesson incorporates all of the information thai has been covered in the
previous eight lessons. The students should try to use what they have learned
in implementing revised farm plans for their own farm businesses. Hopefully,
by using information provided in this unit, the revised farm plan should show
considerable improvement in the farm's present situation. Also, the revised
farm plan should be practical so that the improvements could and should be
implemented to improve farm business profitability.

Competency

Revise a farm plan.

Answers to Manual 7. forms

There are no specific answers given. The Instructor will need to evaluate
these forms based on what information the students were given in class.

Answers to AS 9.1

There are no specific answers for this grade sheet.

(V)
(W)
(©9)]
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HQ 9.1

. A Hypothetical Case Farm

(Could be used as a separate problem)

A. B. |© 20 Acres Beans | O
) 40 ACRES CORN . 20 ACRES
40 ACRES WHEAT YIELD- 34 bu. A_!I‘.FMFA
YIEWD - 45 bu. | YIELD - 80 bu. BROME ORcAiSKES
F. YiEL- (S0
:?.O ACRES CORN  SweET
YIELD - 80 bu. CLOVER,
- 2.5 ToN
1.
e . 22 ACRES
G "Go ACRES PERMAMENT PASTURE. | pARM- \W‘"’Dw‘" '
‘ YIELD - 3 AUuM _SSMESIE“D —
} Crops: Livestock:
i 160 tillable acres...... cost $35/acre 15 sows, 2 litters to market weight per
| Sweet Clover, stalks....... pastured sow-1.5 pigs per litter

32 beef cows, 30 calves sold at 450 Ib.

Labor:
Operator................ 12 months Capital: ’
Family................... 4 months o Land ...l R $140,000
. Improvements(not 1es.)........ 3,000
Machinery and equipment. . ..16,000
Annual Depreciation on: Eqth m Capltal ........... $ 85,000
Buildings, machinery & equipment. .
........................ $2,200
369
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Farm Plan Grade Sheet

NEGATIVE POINTS

POSITIVE POINTS

Farm Improve-
Field Stead Not ||ment

Cropping |Livestock|Machinery |Buildings| Arrange~-| Arrange.-|Prac-|{|Farm Instructor's Suggestions1

System  System Added Added ment ment ticalj|Profit | Grade to others [{INet
NAME

1 2 3 4 5 6 7 8 9 10 11

Joé& L
sreennmg| !l . ! 4 IS 99 h $9

370

371
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AGRICULTURAL MANAGEMENT AND ECONNMICS
UNIT IV - OPERATING THE AGRICULTURAL BUSINESS

GETTING READY FOR TH:S UNIT

Agricultural management skills include those of agricultural sales and marketing. Some of these
skills are Included In this unit. Thosa individuals wishing to coptinus further can obtain more
information from Agricultural Edsiness Sales and Marketing, available from the Instructional
Materials Laboratory.

Examples have been included througiiout the unit; however, the insiructor Is encouraged to
provide local examples. Answers have been provided for many of the assignment shaets. The
instructor should provide local data (i.e. sales tax, current prices) where applicable.

CONTENTS

Lesson 1-Role of the Employes Inthe AgriculturalBusiness . . . . . . . .. . ... .. V-1
TM1.1:  Line Organization
TM1.2:  Functional Organization
TM1.3:  Line-and-Staff Organization

. AS1.1:  Promotion, and How It Affects the Business

Lesson 2-Communication Skills Needad in Agricuitural Business . . . . . . . .. .. ... v-17
AS2.1:  Rewrlting a Letter for Conciseness
AS22:  Answering the Business Phone

l.2sson 3—-Skills Needed foran Agricultural SalesCareer. . . . . . . . . . . . . .. ... IV-31
TM3.1:  Five Stages in Making a Sale
AS3.1:  Rate Your Sales Personality

Lesson4-Prosmoting Agricuttural Products. . . . . . . L L L L L L L V43
AS4.1:  The Cost of Mecila Advertising
LessonS-UsingAgricultural Bispiays . . . . . . . . . . . .. ... IV-53

ASS5.1:  Garder Supply Display
OBJECTIVES
1. The student will be able to explain the role of the employee.

2. The student will be zoie to explain the need fcr effective communication skills in an
agriculturel business.

3. The student will ba able to identify the skills needed for a successful career In agricuitural
sales.

4. The student will bs abls to describe the use of promotion in agriculture.
5. Tha student will be able tv explain the appropriate use of agricultural displays.

NOTE: Percent of accuracy should be set by Instructors to reflect passing grades within their
school systems.




COMPETENCIES

1.

2.

3.

4.

5.

Explaii the role of the employee.

Explain the need for effective communication skills In an agricuitural business.
Identify skills needed for a successful career in agricultural sales.

Describe the use of promotion In agriculture.

Explaln the apprepriate use of agriculture displays.

MOTIVATIONAL TECHNIQUE OR INTEREST APPROACH

1.

Bring a manager or sales representative from a successful local business (not necessarily
agriculture) and ask them to present the class with the keys to a successful business.
Share the toplcs addressed in the unit with the presenter beforehand, s the person will
understand better what thrust we are after In the presentation. Make sure he or she
discusses income possibilities for different kinds of jobs anc the types of skills needed for
people who want a good deal of Income.

2. Ask students to identlfy the varicus committees in the FFA. What are the purposes for
each committes? Relate the committee purposes to tha various roles which employ-es
fulfil In an agribusiness (e.g. public ralations, sales, earning and savings, accounting,
leadership, management, sic.).

3.  Ask students to develop a list of what it takes to be successful in the FFA. Use a state
or national officer as an example. Review the list and identify characteristics which would
also contribute.to an Individual's success in an agribusiness.

4. Using the word "SUIC;CESS®, have students (possibly in teams) Identify characteristics which
begin w.ah each leter in the word, which would help students be successful. Words may
include the following: Senslible, Undetsianding, Creative, Consclentious, Energetic, Sensitive,
and Scrupulous.

EVALUATION

1. Give shor, objective tests following each lesson and a more In-depth objective test at the
conclusion of the unit.

2. Observe the changes in behavior as evidenze of an impioved abliity of students to deal
with problems in this unit using background acquired from earier units.

3. Observe studerts’ attempts io solve similar problems In their superviset' occupational

experience programs.

REFERENCES AND MATERIALS

1.

Student Reference

a)  Agricyltura] Management and Economlcs Jtudent Reference).  University of Missousi-
Columbla: Instructional Materials Laboratory, 1987, Unit 1.
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Teacher References

a)

b)

Agricultural Business Sales _and _Marketing. University of Missouri-Columbia:

. Instructional Materlals Laboratory, 1984,

Hillison, John; John Crunkilton. Human Relations in Adgribuginess. New York:
McGraw-Hill, 1880.

McGulre, James E. Advertising and Display In_Aqribusiness. New York: McGraw-Hill,

1979.
Miller, Lat v. Seliing in Agribusiness. 1st ed. New York: McGraw-Hill, 1979.

Wolf, Willard H. Opportunitles In_Agricultural Qccupations. Columbus: Ohio State
University, Ohlo Agricultural Education Curriculum Service, 1976.
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AGRICULTURAL MANAGEMENT AND ECONOMICS
UNIT IV - OPERATING THE AGRICULTURAL BUSINESS
MAJOR COMPETENCY PROFILE

Directions: Evaluate the student by checking the appropriate number or letter to indicate the
degrns of competency. The rating for each task should reflect employability
readiness rather than the grades given in class.

Rating Scale:

3 Mastered - can work independently with no supervision

2 Requires Supervision - can perform Job completely with limited supervision
1 Not Mastered - requires instruction and close supervision

N No Expcsure - no experience a: knowledge in this area

Operating the Agricultural Business
1.

Explain the role of the employee.

2. Explain the need for effective communication skills in an agricultural business.
3. ldentify skilis needed for a successful career in agricultural sales.

4.
5

Describe the use of promiotion in agriculture.

. Explai the appropriate use ¢! agricultural displays.
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6.
7.

®

. UNIT IV - OPERATING THE AGRICULTURAL BUSINESS

Lesson It Role of the Employee in the Agricultural Business

Objective: The studert will be able to expluin the role of the employee.

Study Questions

What are the three most important characteristics that an employer
looks for in an employee?

What are the three types of organizational structure?
Who are ~o-workers, and what do they expect from each other?

Who are superiors and subordinates, and what rules must be followed
when interacting with them?

What are some employee benefits and some restrictions employees are
expected to follow in @ business system?

What is morale, and how does it affect the business?
What are some practical steos that wiil help an employee be successful?

What are ethics, and why are they important o develop?

Student References

Agricultural _Management _and  Economics (Student Reference).
University of Missouri-Columbia: nstructional Materials Laboratory,
1987. Unit IV.

Assignment Sheet

a  ASIl.l: Promotion, and Hov* |+ Affects the Business

Teacher References

Agricultural Business Saies and Marketing.  University of Missouri=
Columbia: Instructional Materials Laboratory, 1984.

Hillison, John; John Crunkilton. Human Relations in Agribusiness. New
York: McGraw-Hitl, 1980.

Wolf, Williard H. Opportunities in Agriculturai Occupations. Columbus:
Ohio State University, Ohio Agricultural Education Curriculum Servica,
1976.

Transparency Master

a TMII Line Organization

b) T™ I.Z; Functional Organization
c) TMIL3: Line-and-Steff Organization

V-1
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UNIT IV - OPERATING THE AGRICULTURAL BUSINESS

Lesson [: Role of the Employee in the Agricultural Business

TEACHING PROCEDURES
A.
8.

— .
meview

Motivation

Show a common type of job application. Ask students why employers ask
certain kinds of questions and what kind of information employers are looking
for. Emphasize the fact that the employee is hired to make money for the
business.

C. Assignment
D. Supervised study
E. Discussion

Ql. What are the three most important characteristics that an_employer
looks for in an emplovee?

Al. 1} Honesty
0 2)  Dependdbility
3) Self-control

Ask students to suggest characteristics they think are important to be a
good employee. Write these characteristics on the board and discuss
them from the employer's point of view.

Q2. What are the three types of organizational structure?

A2. 1) Line organization - Each employee is responsible to only one
supervisor. Each supervisor oversees several employees.
2) runctional orgciization -~ Each employee may have more than one
supervisor. “upervisors specialize in a certain area.
3) Line-and-staff organization - Each worker has one main supervisor
and special supervisors for specialized areas.

Ask studerits to discuss why it is important for employees to know to
whom they are responsible. Use TM .1, .2, and 1.3.

Q3. Who are co-workers, and what do they expect from each other?

A3. 1) Co-workers are ofl the people with whom one works. Co-workers
include supervisors, peers, and subordinates.
2) . Co-workers expect courtesy, cooperation, and consideration from
e one another aiong with adequate performance on the job.

Ask students who have bzen employed how they interacted with their co-
workers.

N 1
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Q4. Who are superiors and subordinates, and what rules must be followed ’
when interacting with them?

A4, 1) Superiors

Supervisor(s) and/or employer

b}  Expectations of emplayees
(1) Arrive and leave on time.
(2)  Be courteous, honest, and dependable.
(3) Be productive.
(4) Be loyal.

2)  Subordinates

a)  Employees that work under one's supervision

b)  Expec.ations of supervisors
(1) Show courtesy, respect, and tact. Do not publicly

reprimand subo’ dinates.

(2) Demonstrate feade: ship-
(3)  Ask rather than order.

Ask students how they would respond to situations involving superiors
and subordinatas.

Q5. What are some employee benefits and some restrictions employees are
expected to follow in a business system?

A5. 1)  Seniority systems - based on length of szrvice as an indication of

knowledge and proficiency needed for advancement :

2)  Union membership - some businesses unionized; employees unite °
ad push for better wages, working conditions, and benefits;
membership optional or miandatory

3) informal vs. formal organization - proper channels followed in
formal organizations; grapevine is part of informal organizations,
and proper chennels may be bypassed

k)  Dress codes - may require dress clothes, uniforms, or ¢ certain
type of clothes proven more satisfactory than others

5) Bredks - breck times are usually set rest periods which are rneant
to refresh employees and enable them to do the best job possible

Have students explain specific requirements of business systems they
have worked in.

Q6. Yinat is morale, and how does it affect the business?

Aé. 1) Mordle is spirit or enthusiasm isplayed by people working
together.
2) High morale may be seen in dependability an¢ co-worker
encouragement.
3)  Morole directly affects the business; high morale results in high
productivity; low morale results in low productivity.

Discuss morale and write a definition on the board.

Csd
(&3]
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J‘

Q7. What are some practical steps that will help an emplcyee be successful?

(A7. 1)  Help the employer to earn more money than the employee costs.

a)  Masier present job.
b)  Take initiative to learn more about the business.
2)  Improve human relations skills. )
L.earn to accept and tolerate dGifferences.
b) Learn to cooperate and work well with others.

An employer hires an employee on the premise that the employee will
help the company earn money. Discuss how an employee can use the
above steps to become successful in a current position.

Qf. What are ethics, and why are they importani?

A8. 1) Ethics are the basic principles that determine an employee's
attitude and direct his or her actions.
2) Good ethics enchle an employee to get more satisfaction and
enjoymett from a job.
3)  Good ethics inprove an employee's opportunity for advancement.

Ask students to list some good ethics that are advantageous in the work
place. Have students complete AS !.I.

Other activities

Invite a placement director to discuss what an employer is looking fr: in a
potential employee.

Conclusion

To be successful as an employee, one must accept the responsibilities that go
with ‘a job and learn to work within the business' structure. The correct
attitude and ethics can help employees fulfill their roles in the business and
put them on the way to reaching their career goals.

Competency

Explain the role of the empicyee.
Answers to Evaluation

l.
2.

3‘
4‘

OO0 00T A

Answers t¢ AS .|

This assignment sheet is for discussion purposes cnly.
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UNIT IV - OPERATING THE AGRICULTURAL BUSINESS Name

Lesson |: - Role of the Employee in the Agricultural Date

Business

EVALUATION

Circle the letter that corresponds to the best answer .

Which of the following is a practical step that will help an empioyee pe
successful?

a.  Help the business earn more money than the emoloyees costs
b.  Improve human relations skills

c.  Master present job

d.  All the above

Proper channels may be bypassed in an) .

a. Formal organization

b. Informal organization

c.  Functional organization

d. Line-and-staff organization

Subordinates expect superiors to .

a.  Show courtesy and respect
b.  Demonstrate leadership

c. Be tactful

d.  All the above

Each employee may have more than one superv' .. in which type of
orgonizational structure?

a. Line organization

b.  Formal organization

<.  Line-and-staff organization
d.  Infor-aal organization

How can morale affect performance?

a.  High morale results in worker productivity.

b.  Poor attitudes result in high productivity.

c.  Workers with high morale show less initiative.
d.  All the above

Which of the following are true of ethics?

d.  Good ethics improve an employee's opportunity for advancement.

b.  Good ethics enable an employee to mdke a lot of money, but usually take
away from job satisfaction.

c. Good ethics allow an employee to enjoy a job more, but usually don't
influence opportunity for advancement.

d.  Ethics are the basic procedures one must learn to complete a task.




7. What are the three most important characteristics that an employer looks for
in an employee? Q

a.  Enthusiasm, cooperation, and adaptability
b.  Honesty, self-control, and dependubility
c. Honesty, liberal views, and self-control

d. Flamboyancy, sophistication, and culture

8.  Which of the follcwing is true about unions?

a.  Membership is always optional.

b.  Membership is always mar-ntory.

c.  Fmployees form unions t. push for better wages, working conditions, and
benefits.

d.  The purpose of a upiu1 is to help management operc e the businuss
efficiently.
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Line Organization

General
Manager
1
l B
Asst. Manager Asst. Manager
Sales and Business Service
| :
| | | il
Office Sales Parts Service
Manager l Manageyr Manager Manager
Bookkeepers, Parts Mechanics
Clerical Salespeople Department and
Workers, etc. Workers Assistants
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President

Functional Organization

Treasurer General Manager Public Relations
|
i
Purchasing Personnel Mag;trc‘e,rii:ence ng:\?i?: r
Manager Manager Manager Manager
Manager Manager Manager
Store A Store B Store C
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Aruitoxt provided by Eic:

Line-and-Staff Organization

Stockholder
Board of
Directors
President
[ I Fl I ]
Vice President Past . '
for Research Control Y;??:fggﬁg?:g Controller X:)(:reMParrel(s;ﬁﬁgt
and Development Manager - )
| l
Pest Control Crops Livestock
Specialist Manager Manager
— e T ————"
il ! I
Rice Soybean Swine Beef Cattle
Manager Manager Manager Manager
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AS 1.1

. ' PROMOTION, AND HOW IT AFFECTS THE BUSINESS

Directions: Read the following situation and answer the questions below.

Linda Smith and Joe Hall both completed two years of bookkeeping in high
school. After graduation they both took positions with the Evans Crain and
fFertilizer Store.

Linda and Joe were both employed as bookkeepers in the accounting
department. The head of accounts receivable was John Garrison. Mr. Garrison was
highly satisfied with both Linda and Joe and felt they both had about equal ability,
after two years on the job.

Mr. Garrison took a job with another business and the head of the accounting
department appointed Linda Smith as the new head of the accounts receivable
section. Joe Hall was hurt that he had not received the appointment. Joe became
very angry when Linda found mistakes in his work and reprimanded him. After two
weeks, Joe became quite upsei cbout the whole matter and quit his job.

Questions:

I.  What made Joe act in the above manner?

2.  What could Linda have done to avoid the situation?

. 3. Do you think Joe acted in a mature manner when the situation developed?
4

« Do you think this affected the morale of other employees?

(W)
W
()
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‘ UNIT IV - OPERATING THE AGRICULTURAL BUSINESS

Lesson 2:  Communication Skills Needed in Agricultural Business

Objective: The student will be able to explain the need for effective communication

skills in an agricultural business.

Study Questions

I
2.
3.

&4,
5.

6.
7.

® -

9.
10.
1.

12

How can one tell if communication is effective?
What are the main concepts of written communication?

What are the goals of written communication, and how can these goals
be accomplished?

\Jhy is a rough draft used in written communication?

What three questions do readers of written communication ask as t 3y
read? .

What are the five C's of letter writing?
What guidelines should be followed to produce an attractive letter?
What role does the telephone play in modern communications?

What are the appropriate procedures for answering the business
telephone?

What are the appropriate procedures for taking telephone messages and
using the intercom system?

Who are some agricultural business personnel who may use two-way radio
communication systems?

How can computer modems be used for business communications?

Student References

Agricultural Management and Economics (Student Reference).
University of Missouri-Columbia: Instructional Materials Laboratory,
1987. Unit V.

Assignment Sheets

a) AS2.l: Rewriting a Letter for Conciseness
b) AS2.2:  Answering the Business Phone

Teacher References

Agricultural Business Sales_and Marketing. University of Missouri-
Columbia: Instructional Materials I.aboratory, [984.

=17 391




2. Hillison, John; John Crunkilton. Human Relations in Agribusiness. New .

York: McGraw-Hill, 1980.
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UNIT IV - OPERATING THE AGRICULTURAL BUSINESS

Lesson 2:  Communication Skills Needed in Agricultural Business

TEACHING PROCEDURES
A. Review
B. Motivation

Start at one end of the room, quickly whisper a phrase into the first student's
ear. Have him or her whisper the phrase into the next person's ear and so on
until the ~hrase has made it all the way across the class. Ask the last student
to repeat the phrase. Usually there is a significant difference by the time the
phrase has reached the last person because of communication problems. Ask
students how this might affect a business.

Assignment
Supervised study
Discussion

Ql. How can one tell if communication is effective?

Al. For communication to be effective, it must be clear enough to create
the desired response from the receiver of the communication.

Discuss cffective communication with the clazs.

Q2. What are the main concepts of written communication?

A2, 1) The written communication is based on the spoken language, but
there are differences.
a)  Writing loses chance o explain further as done in speech.
b)  Writing is more permanent.
c)  Writing is more formal.
d)  Writing demands more correct and precise use of words and
grammar than speech.

2)  Words, sentences, and paragraphs are the basic parts of written
communications. They are put tcgether to do a particular job.

3)  Good writing comes through the practice of applying principles of
grammar {earned and experience accumulated.

Ask students to discuss the main concepts and rules of written
communication and why they are important to effective, efficient
communication.

393
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Q3.

A3.

What are the goals of written communication, and how can these qoals
be accomplished?

1)  Goals of written communication
a) To transmit a message with clear meaning
b)  To reveal the writer's personality
c) To convey ideas and images to the reader
2)  Plan to accomplish these goals
a)  Identify the purpose of the message.
b)  List the ideas and facts that will accomplish the purpose.
c) Organize the information.

Discuss the different types of written communication and their
importance in business. Let students share their written communication
experiences with class members. Discuss in detail the goals of written
communications and the plan to achieve these goals.

Why is a rough draft used in written communication?

1) A rough draft is the preliminary version of the final written
communication.

2) !n rough drafts, writers attempt to improve and organize the
material so that the reader will want to read on and can easily
understand the message.

Have students describe and discuss the use of rough drafts in paper
writing. Talk about the benefits of writing a rough draft.

What three guestions do readers of written communication ask as they

read?

1) Why was this communication sent to me? - The purpose of the
letter should be clear.

2) What does it do for me? - The reader needs to understand the
benefit for his or her interest to be sustained.

3) Dol nced to do something? - Most written communications should
state what is to be done and how, but not all communications
require the reader to act.

Discuss letter writing from the reader's point of view. Ask students
what they think about when receiving and reading letters.

What are the five C's of letter writing?

1)  Clarity

2) Conciseness
3) Completeness
4y  Correctness
5)  Courtesy

Ask students to list the five C's of letter writing and put them on the

board. Have students discuss the value of each C. Have students
complete AS 2.1.

Iv-20 354
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. Q7. What quidelines should be %ollowed to produce an attractive letter?

A7. 1) Paper - Use plain, white paper or business stationery; never use
lined paper.

2)  Spacing - Use even margins and consistent spacing of lines.

3) Folding - Fuld letters so they open ready to read. Make no more
folds thon necessary.

4)  Hondwriting - Hond written letters for personal cemmunicution are
acceptable  for  invitations, acceptances,  condolences,
congratulations, and thank-you notes.

Write neatly ond legibly.
b)  Useblue or black ink.
c)  Use format of typed letters.

Ask students what they think are the attractive qualities of a letter.
Ask them when a hand written letter is appropriate.

Q8. What roie does the telephone play in modern communications?

A8. 1) The telephone is one of the most important instruments of
commwunication in the world.
2)  The telephone keeps businesses in touch with other businesses and

customers.
3) One must .ecognize and .ompensate for the limitations of
telephones.
. Discuss the importance of telecommunications in business. Ask students

to list uses of telephones in business.

Q9. What are mopropriate procedures for answering the business telephone?

A9. 1)  Answer promptly, allowing a maximum three to four rings.
2)  Answer with a friendly greeting.
3) Include the name o thz company in greeting.
4)  Be cheerful and courtecus, keep calis short, and allow caller to end
the conversation.

Have students list proper telephone answering procedures. Have them
give good and bad examples. List these procedures on the board. Have
students complete AS 2.2,

QIC. What are the appropriate procedures for taking telephone messages and
using the intercom system?

AlC. 1)  Because communication systems differ, employees should request a
demonstration of the system used in their business.
2) 1t is the responsibility of the massage taker to make ‘sure all the
correct iformation is passed along to whom it wos intended.
Write neatly.
3)  All messages should include:
a) Name of caller

b) Date
¢) Time
d)  Caller's telephone number

395
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e) Message
f)  Name of message taker

4)  Some businesses provide forms for telephone messages.

5) The intercom is used to locate recipients of telephone calls and to
fransfer calls.

a) To use the intercom, simply press the labeled intercom
button and dial the desired party's intercom number.

b}  An employee should ask a caller to wait while the employee
tries quickly to iocate the person being called. If the person
being called cannot be found within a minute or so, the
employee should take a message.

Ask students to describe how to take telephone messages and how 1o use
office intercoms. Discuss the responsibility of the business employee.

Q! 1. Who are some agricultural business personnel who niay use two-way radio
communication systems?

All. 1) Feed delivery truck driver
2) Farmer
3) Ranch foreman
4)  Grain elevator manager
5)  Veterinarion
6)  Salesperson to make report and check for messages

Ask students to discuss how two-way radios could be used in various
agricultural businesses.

Q12. How can computer modems be used for business communications?

Al2. 1) To place purchase orders electronically
2) To send and receive electronic mail
3) To check market conditions and projections

Show students a computer modem and discuss how this modem transmits
messages electronically over the phone line. Ask students how this could
be used for business communications.

Other activities

. Have the students write a business letter to a company.

2. Have the class visit a parts store. Have the parts manager show the
class how to order parts using the computer.

Conclusion
Good communication is essential to a business. When the act of

communicating is carried out in a proper and efficient way, the business,
customers, and employees all benefit.

£6
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Competency

Answers to Evaluation

\DCD\IO\sn-PwN—
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. Explain the need for effective communication skills in an agricultural business.

Answers to Assignment Sheets

l. AS2.l

One possible letter follows. The instructor needs to determine if the
students' |etters are appropriate.

Dear Sirs:

| am very impressed with your new line of lawn and garden
fertilizer which | saw advertised in your magazine. | would like to
give our customers the opportunity to review this product. Would
you please send us a dozen brochures with our next shipment?

Sincerely,

2. AS2.2

Have the students work in pairs and role play the situation. One possible
solution follows., The instructor needs to determine if the students'
responses are appropriate. )

The phone rings twice and Mary answers.

Mary:

Jack:

Mary:

Jack:

Mary:

McCalls' Tree Service. This is Mary speaking. How can

" | help you?

I'm culling to complain about an error in my billing.
I'm sorry, sir. Our bookkeeper has left the office for
the day, but if you could leave your name and number,
I'll see that she gets the message.

Thank you, | would appreciate it. My name is Jack
Jones and the number is 555-6709.

Thank you, Mr. Jones. (Hangs up.)

397
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UNIT IV - OPERATING THE AGRICULTURAL BUSINESS Name

Lesspn 2: Communication Skills Needed in Date

Agricultural Business

EVALUATION

Circle the letter that corresponds to the best answer.

2.

3.

4.

5.

Which of the following is not a goal of written communication?

a.  Transmit a message with clear meaning
b.  Reveal the writer's personality

¢.  Mask the writer's personality

d.  Convey ideas and images to the reader

To accomplish the goals of written communication one must do which of the
following?

a. ldentify the purpose

b.  List ideas and facts to accomplish the purpose
c.  Organize the information

d.  All of the above

Which of. the following is true of a rough draft?

a. Itis apreliminary version.

b. It is only prepared once.

c. It is not used by experienced writers.
d. It is not made for memos.

When using the ausiness telephone, which of the following procedures should an
employee follow?

a. Hang up if a conversatiocn becomes too long.

b.  Use common rules of courtesy primarily just with important customers.
c. Allow the caller to end the conversation.

d.  Use the telephone whenever and for as long as it is convenient.

When taking a telephone message, an employee should not do which of the
following?

a. Use proper form if provided.

b.  Rely on memory.

c.  Write down all pertinent information.
d.  Write as neatly as possible.

Iv-25




Which of the following is not true of the differences between written and
verbal communication?

. Qe

Writing loses the chance to explain the message further as done in
speech,

Writing is more permanent.

Writing is more formal.

Writing does not require such precise use of words and grammar as
speech does.

Which of the following groups contains the five C's of letter writing?

a.
b.
c.
d.

Courtesy, clarity, constancy, conciseness, completeness
Courtesy, conciseness, completeness, clarity, correctness
Completeness, casualness, consciousness, correlation, contempt
Correctness, courtesy, clarity, conciseness, correlation

Which of the following is true of an attractive letter?

a.

b.
C.
d.

Hand written letters should be done in a different format from typed
letters.

Plain, white paper or lined business stationery should be used.

The right margin should always be larger than the left.

Letters should be folded so they open ready to read.

How can computer moedems be. used for business communications?

a.
b.
c.
d.

To place purchase orders electronically

To send and receive electronic mail

To check market conditions and projections
All the above .

)
o
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AS2.1

REWRITING A LETTER FOR CONCISENESS

Directions: Read the following situation and answer the questions below.

Joe has been asked to compose a letter to the B. Est Company to obtain a dozen
brochures describing the new line of lawn and garden fertilizer. His first attempt
appears below.

Would you be so generously kind .= to transmit to me 12 dozen pamphlets on
your fantastic new improved product which | saw advertized in your magzine
which | recently had the opportunity to review quite throughly.

| was very excited and very impressed with the grand features of this product
and sincerely believe that our customers which have been with us a very long
time and which we hope to keep as good customers would redlly go crazy over
the fantastic new features.

| am positive you will be more than kind enough to send these pamphlets
because we carry your other stuff and we have lots of pamphlets on all sorts of
your products and | especially like the red and white one on the garden
tractors.

. Questions:

»

‘ I.  Will Joe receive the correct item? Why or why not?
2. What would your first impression be of Joe's company?

3.  Using the five C's of effective letter writing, rewrite Joe's letter.

Q T Iv=27




AS2.2

ANSWERING THE BUSINESS PHONE
Directions: Read the following situation and answer the questions given below.
Situations

|
|
|
Jack Jones - an unhappy customer |
Mary Smith - a customer relations employee for McCalls Tree Service |

|

Jack calls the McCalls' Tree Service to complain about an error in billing resulting
from an overcharge on a telephone order. The phone rings 10 times and Mary
answers.

Mary: Hello?

Jack: Is this McCalls' Tree Service?
Mary: Yes, what can | do for you?
Jack: I'm calling to complain about an error in iry billing.
Mary: The bookkeeper is not here today. You will need to call back.
Jack: | demand to talk to the manager!
‘ Mary: The manager is not here. (Hangs up.)

Questions:
a)  Was the phone answered properly?

b)  How would you handle the situation if you were the customer relations
employee?

401

1vV-29




UNIT IV - OPERATING THE AGRICULTURAL BUSINESS

Lesson 3: Skills Needed for an Agricultural Sales Career

Objective: The student will be able to identify the skills needed for a successful career

in agricultural sales.

Study Questions

L
2.
3.
4,
3.
6.
7.
8.
9.

What is selling, ond who does it involve?

What is the importance of sales in the agricultural business?

How is the salesperson paid?

What are some advantages and disadvantages of -a selling career?

What personal skills are needed in selling?

What communication skills and technical information are needed in sales?
What ar: the five stages in moking a sale?

What are the types of sales approach and how is each used?

What motivates people to buy?

Student References

Agricultural Management and Economics (Student Reference). University
of Missouri-Columbia: Instructional Materials Laboratory, 1987. Unit IV.

Assignment Sheet

a) AS3.l: Rate Your Sales Personality

Teacher References

Agricultural Business Sales and Marketing. University of Missouri-
Columbias Instructional Materials Laboratory, 1984.

Miller, Larry E. Selling in Agribusiness. New York: McGraw-Hill, 1979.

Transparency Master

@ TM3.l: Five Stages in Making a Sale
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Q4.
~Ab.

Aé.

Q7.
AT.

What are some advantaqges and disadvantages of a selling career?

1) Advontages )
a)  Jobs readily available for good salespeople
b) Potential for unlimited income with commission pay
c) Interaction with a variety of people
2) Disadvantages
There is no guaranteed income witl. commission pay.
b)  Salespeople may have to deal with customer dissatisfaction.
c)  Travel may be required.
d)  Long work hours may be required.

Have students discuss the advantages and disadvantages of a selling
career.

What personal skills are needed in selling?

1)  Outgoing personality
2) Initiative
a)  Showing interest in the customer's needs
b)  Directing the cohversation toward a sale
3) Persistence
4)  Ability to make a good first impression
5)  Good communication skills

Discuss the personal skitls needed in a selling career.

. What communication skills and technical information are needed in

sales?
1) Communication skills
a) Listening
(!) Listening allows the salesperson to understand the
customers' wants and needs.

(2) Listening shows the customer that the salesperson is
interested in the customer's wants and needs.
b)  Oral - Talk clearly and concisely with customer.
c) Written - Accurately ond effectively write reports and
letters needed for business transactions.
2) Technical information
@)  Product or service knowledge

b)  Competition knowledge

Ask students what communication skills are important in sales, and what
two areas of technical knowledge are important to a salespersor. List
these on the board.

What are the five stages in making a sale?

1) Preparation - to be ready

2)  Approach - to gain attention
a)  Greeting approach
b)  Merchendise approach
c) Service approach
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Q4.
~Ab.

Aé.

Q7.
AT.

What are some advantaqges and disadvantages of a selling career?

1) Advontages )
a)  Jobs readily available for good salespeople
b) Potential for unlimited income with commission pay
c) Interaction with a variety of people
2) Disadvantages
There is no guaranteed income witl. commission pay.
b)  Salespeople may have to deal with customer dissatisfaction.
c)  Travel may be required.
d)  Long work hours may be required.

Have students discuss the advantages and disadvantages of a selling
career.

What personal skills are needed in selling?

1)  Outgoing personality
2) Initiative
a)  Showing interest in the customer's needs
b)  Directing the cohversation toward a sale
3) Persistence
4)  Ability to make a good first impression
5)  Good communication skills

Discuss the personal skitls needed in a selling career.

. What communication skills and technical information are needed in

sales?
1) Communication skills
a) Listening
(!) Listening allows the salesperson to understand the
customers' wants and needs.

(2) Listening shows the customer that the salesperson is
interested in the customer's wants and needs.
b)  Oral - Talk clearly and concisely with customer.
c) Written - Accurately ond effectively write reports and
letters needed for business transactions.
2) Technical information
@)  Product or service knowledge

b)  Competition knowledge

Ask students what communication skills are important in sales, and what
two areas of technical knowledge are important to a salespersor. List
these on the board.

What are the five stages in making a sale?

1) Preparation - to be ready

2)  Approach - to gain attention
a)  Greeting approach
b)  Merchendise approach
c) Service approach
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3) Cemonstration - to gain interest

4)  Overcoming resistance - 1o gef: customer to perceive a want or
need for the product

5)  Close - to promote action

Ask students why it is important to have procedures or steps to follow.
Ask them to list the five stages in making a sale. Use TM 3.1 to
reinforce or clarify their list. A typical scle may follow these steps in
order; however, the students should realize that overlapping may occur.

What are the types of sales approach and how is each used?

1)  Greeting approach
Greet ~ustomers by name if they are acauaintances.
b) Be dir.ct and straightforward.
c) Toke control of conversation.
2)  Merchandise upproach
a) First comment is about the product.
b)  Point cut product's main features and advantages.
c)  Experts favor this appreach.
3)  Service approach
a)  Service opproach is most common.
b)  Check to see if custorner needs assistance.
c)  Avoid questions with "yes™ o "o" answers.

Ask students to discuss each type of approach and how it can be used. Discuss
the importance of knowinc when to use each approach. Have students
complete AS 3.1.

G9'
A9,

What motivates people to buy?

1) Needs - required for the well-being of the individual; listed in order
of importance below:
a)  Physical - food, shelter, and clothing
b) Safety

c) Affection
d) Recognition
e) Self-actualization
2)  Wants - may net be essential for survival; may also be needs

Ask students why they might want to buy o car. List the reasons on the
board. Divide the reasons into needs and wants. Then subdivide needs
into categories. A car may be needed for transportation to earn income
to meet needs for foods, clothing, and shelter. This would make owning
a car a need. However, owning a luxury car would be a want because it
is not essentiai for survival.

F. Other activities

Invite a salesperson to speak to the class on his or her experiences and
how he or she uses the five stages of making a sale.

4035
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2.  Mdke a sales presentation.
a) Select an item that you want to sell.
b)  Write an outline for a sales presentation.

Conclusion

Selling is a competitive, dernanding career, and to succeed in it one must
master essential personal and communication skills. A salesperson may be
successful with any type of approach, but the key to successful selling is
understanding what motivates a customer to buy.

Competency

Identify skills needed for a successful career in agricultural sales.

Answers to Evaluation

m\lc\&.n-l-\wN—'
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Answer to AS 3.1 O

This assignment sheet is for discussion purposes only. The following rating
scale could be used for discussion purposss.

90-100: Excellent. You have the traits of a great salesperson.

80-90: Good. You will be a successful salesperson.

70-80: Fair. With a litle work you can succeed in the sales merket.

69 and below: Meet with your instructor to determine areas where you are
weakest and work to improve your rating.




UET IV - OPERATING THE AGRICULTURAL BUSINESS  Name

Lesson 3:  Skills Needed for an Agricultural Date

Sales Career

EVALUATION

Circle the letter that carresponds to the best answer.
l [ ]

Who in a business does selling involve?

a. The manager

be  The salesperson

c.  The service representative
d. Everyone in the business

What type of pay is based only on a percentage of sales?

a. Commission

b.  Straight salary

c.  Combination of salary and commission
d.  All the above

Which sales approach do experts favor most?

a.  Merchandise approach
b.  Greeting approach

¢c.  Service approach

d.  Product approach

If aosalesperson comments first about the product, which approach is being
used?

a.  Merchandise approach
b.  Service approach

c.  QGreeting approach

d. Bothaandb are correct

What items are required for the well-being of an individual called?

a. Needs

b. Wants

C. Necessaries

d. None of the above

Which of the following is not an advantage of a selling career?
d.  Jobs are readily available for good salespeople.
b.  Work hours are usually normal.

c.  There is opportunity for interaction with a variety of paople.
d.  Potential for income can be unlimited.
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7. What are the five stages in making a sale?

a.  Preparation, approach, sales pitch, negotiation, close

b.  Approach, preparation, demonstration, consultation, close

C. Preparation, approach, demonstration, overcoming resistance, close
d.  Preparation, approach, dernonstration, negotiation, close

8.  What is the correct order of importance for needs?

a.  Physical, safety, recognition, affection, self-actualization
b.  Physical, recognition, safety, affection, self-actualization
c.  Physical, safety, affection, recognition, self-actualization
d.  Safety, physical, affection, recognition, self-actualization




™31
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Five Stages in Making a Sale
Close
Overcoming
Resistance |
® r Demonstration 1
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[ Approach ]
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RATE YOUR SALES PERSONALITY

Directions: The purpose of this assignment sheet is to help you form an opinion of
your sales personality and rate yourself on ten important qualities of an effective
salesperson. Be as objective as possible. Place an "X" in the appropriate blank.
Total the points at the side of each blank marked and check with your instructor for
the rating scale.

Confidence

To what extent do you succeed in winning the confidence, respect, and
goodwill of your friends and classmates?

__ Exceptionally successful (10) __Seldom (3)
- Usuadlly successful (7) ___Never (0)
___About 50-50 (5)

Perseverance

To what extent are you capable of sustained effort (staying at a task until it is
finished)?

__Always stick with it (10) __Seldom (3)
___Sometimes discouraged (7) __ Never (0)
___Easily discouraged (5)

Responsibility

How responsible (reiiable) are you in performing your work?
___Thoroughly responsible (10) ___Seldom (3)
__Ordinarily responsible (7) ___Never (0)
___About 50-50 (5)

Tact

To what extent do you say or do things without hurting the feelings or
incurring the ill opinion of others?

—_Always tactfui (10) ___Seldom (3)

— Generally tactful (7) ___Offend others constantly (0)
" About 50-50 (5)

Loyalty

We )lg you stand behind your employer and stand up for what you believe is
right?

___Always loyal (10) ___Give up easily (3)

___Usually loyal (7) __Never stand firm (0)
___Hesitate (5)
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6. Ressourcefulness

.How resourceful are you in taking action quickly in a new or unexpected

situation?

__Exceedingly resourceful (10)
___Fairly loyal (7)

___So-so (5)

7.  lLeadership

____Seldom resourceful (3)
___Never resourceful (0)

How wrell can you lead, direct, or influence others?

___Can lead forcefully (i0)
___Lead most of the time (7)
___Toacertain extent (5)
8.  Oral expression
How well do you use the English language?
__Exceptionally well (10)
_Better than average (7)
___About average (5)

9. Poise-

___Usually avoid leadership (3)
___Never (0)

—_Make many errors (3)
__Hard to understand (0)

To what-extent are you poised (maintain self-control)?

Exceptionally we!l poised (10)
Usually well poised (7)
About average (5)

10.

g |

To what extent are you honest?

__Always (10)
___Usually (7)
___About 50-50 (5)

Total score:

(SR
XN
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—_Lose control frequently (3)
___Rarely poised (0)

__Rarely (3)
__Never (0)




UNIT IV - OPERATING THE AGRICULTURAL BUSINESS

Lesson 4: Promoting Agricultural Products

Objective: The student will be able to describe the use of promotion in agriculture.
Study Questions

I.  What is promotion?

2.  What are the objectives of promotion?

3.  What promotional methods are used in ugriculture?

4.  What are the major media used i advertisir 32

5.  What are the benefits of advertising?

6. How are advertic 'ng rates determined?
Student References

.  Agricultural Management and Economics (Student Reference). University
of Missouri-Columbia: Instructional Materials Laboratory, 1987. Unit V.

2.  Assignment Sheet
a. AS4.l:  The Cost of Media Advertising
Teacher References .

. Agricultural Business Sales and Marketing. University of Missouri-
Columbia: Instructional Materials Laboratory, 1984.

2.  McGuire, James E. Advertising and Display in Agribusiness. New York:
McGraw-Hill, 1979.
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UNIT IV - OPERATING THE AGRICULTURAL BUSINESS

Lesson 4: Promoting Agricultural Products

TEACHING PROCEDURES
A. Review
B. Motivation

Give the class an example product or service that is needed in the community.
Ask them how they would try to convince customers to purchase this product
or service. Have them work in groups of three or four for a few minutes to
develop promotional ideas. Have the groups discuss their ideas with the class.

Assignment

Supervised study

Discussion

Ql.
Al.

5 8

Q3. What promoticnal methods are used in agriculiure?

A3'

What is promotion?

)

Ask students to describe what promotion is and what it accomplishes in
agriculture. Have students prepare a bulletin board showing examples of
promotion.

Promiotion is commwunication intended to sell a product, service, or

idea.

What are the objectives of promotion?

1)
2

3)

Ask students how promotion can be used in various areas of agriculture.

)]

2)

To inform
To create interest

a)
b)

Personal selling - one individual informing another about a product
in a way that creates interest and persuades the newly informed
individual to buy the product

Displays - arrangement of merchandise set up to attract attention
of potential customers and to persuade them to buy the

In selling points of product or service

In benefits of business or industry to society

To persuade - The final objective of promotions is to persuade
customers to buy the products or services.

merchandise

a)

Exhibits - displays at fairs, conventions, and trade shows;

allow firsthand observation.

IV-45
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b)  Demonstration - displays showing the product or service

being used
3) zﬁgnsoréip - providing financial support to an activity outside the
iness
@  Sponsorship helps to create a good image and establish future
customers.
b)  Awards, events, and individuals competing in events are often
sponsored by businesses.

)  Sales promotion - giving away items that contain @ message with
the name and address of the business

5) Publicity - nicknamed "free advertisement™; mention of business in
a mass media news story

6)  Advertising - paid, non-personal promotion of products,
information, or services by an identified sponsor

Ask students to name the different methods used in the promotion of
agricultural products and services.

What are the major media used in advertising?
1) Television

2) Radio

3) Newspapers

4)  Magazines

5)  Trade journals

Ask students to name the major media used in advertising. Discuss.with
the students how the different types of media are used. Ask students to
name some examples of local advertising.

What are the benefits of advertising?

1) Gets attention and delivers the message fast

2)  Reaches many people economically

3)  Identifies customers in large populations

4)  Presents facts in @ more controlled manner with advertising than
with personal sales

Ask students how advertising can be more beneficial to the business than
other methods of prometion.

How are advertising rates determined?

1)  Size of advertisement
a)  Broadcast - length of commercial
b)  Print - size of area used for advertisement
2)  Size of audience reached
o) Broadcast
i)  Time of day
ii)  Program slot




G.

H.

b) Print
) Circulation
ii) Publication day
iii) Placement
3) Moake-up of audience reached

Discuss how advertising rates are determined. Have students complete
AS 4.1,

Other activities

Invite an advertising agent from the local radio station or newspaper to

discuss how advertisements and other promotional activities are

developed for area businesses.

2, Have each student prepare a newspaper ad. Divide the class in parts.
Have the students critique their partner on cost and effectiveness of the
ad.

3. Have students prepare an outline for a TV or radio advertisement.

4. Have students collect agribusiness ads. Using the ads which contain good
elements of design, prepare a bulletin board.

5.  Have students prepare a direct mail, handbill, or flyer to promote an
agribusiness product.

Conclusion

Promotion is used by businesses to inform the public, to attract customers, and
to persuade them to buy products. Promotion ranges from a salesperson giving
a sales pitch to a business providing uniforms for a little league baseball team.
In today's world of complex mass communication, many businesses use
advertising, a type of paid promotion that is non-personal. Advertising allows
a business economically to target its message to a certain size ard type of
audience.

Competency

Describe the use ur promotion in agriculture.

Answers to Evaluation

l.
2.
3.
4,
5.
6.

d

To inform
. To create interest
c. To persuade
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J.  Answers to AS 4.1,

It is suggested that the instructor take the students on a field trip to the local
" newspaper and radio station to obtain information on the cost of advertising.
If a field trip is not possible, the students could call or go to the business for
the information. This assignment sheet is mainly for discussion purposes. |f

this assignment is to be graded, the instructor will need to determine if
students' responses are appropriate.

'S
L
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UNIT IV - OPERATING THE AGRICULTURAL BUSINESS  Name

Lesson 4: Promoting Agricultural Products Date

EVALUATION

Circle the letter that corresponds to the best answer.

How are advertising rates determined?

a.  Makeup of audience reached
b.  Size of advertisement

c. Size of audience reached

d. All the above

What is a non-personal promotion of products, information, or services by an
identified sponsor?

d. Demonstration

b.  Publicity
c. Advertisement
d. Exhibits

Which of the following is a promotional method used in agriculture?

a. Personal selling

b.  Advertising

c. Displays
d. All the above

What is communication intended to sell a product, service, or idea?

a. Advertisement
b. Publicity

¢c.  Promotion

d. Demonstration

Which of the following is a benefit of advertising?

a. It is cheaper than publicity.

b. 1t offers the audience firsthand observation of products and services.

c. Representatives can personally interact with the audience and answer its
questions.

d. 1t can get the attention of potential customers and deliver the message
fast.

Complete the following short answer question.

6.

List the three objectives of promotion.

G.
b.
c.
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THE COST OF MEDIA ADVERTISING

Your garden supply store is planning a spring sale. The manager has asked you to
find the cost of advertising in the newspaper and on the radio. The ads have been
prepared for you. Answer the questions following each ad by checking with the
appropriate business.

NEWSPAPER

The 2-column by 6~inch ad pictured below is ready for printing in the local paper.

2\

Let

help you tame
LANN INADERS

20% off
all herbicides
thru June

801 High St.
Phone: 555-4408

AS4.1




. What is the cost of placing this newspaper ad for each situation?

a.  Back page of the weekday issue
b.  Middle of the weekday issue

c.  Back page of the Sunday issue
d.  Middle of the Sunday issue

e.  One color ad

2. Does the paper guarantee whe:e the ad will be placed?

RADIO

Announcer: "ls your lawn" (Begin marching sound effects.) "hidden under an army of
dandelions?" (Begin battle sound effects.) "Are those ferocious yellow monsters
devouring your garden? Let KirkSupply help you tame" (sound effect of an
explosion) "lawn invaders." (Marching, battle, and explosion sound effects fade.)
(Begin sound effects of birds singing.) "Now through June KirkSupply is offering
20% off all herbicides. KirkSupply is the center for all your garden needs.
KirkSupply, 801 High St., phone 555-4408. Open Mondayy through Saturday, nine to
" osix"

|

|

\

I. What is the cost of broadcasting this 30-second ad on your local radio station
at the following times?

a.  Once each day for 12 days between 6:00 a.m. and 10:00 a.m.
b.  Once each day for 12 days between 10:00 a.m. and 3:00 p.m.
c.  Once each day for 12 days between 3:00 p.m. and 7:00 p.m.
d.  Three times each day for &4 days at any time

e.  Three times each day for 4 days at 7:00 a.m., 12:30 p.m., and 6:30 p.m.

2.  Can the radio station guarantee when the ad will run?

419 o

Iv-52




UNIT IV - OPERATING THE AGRICULTURAL BUSINESS
Lesson 5:  Using Agricultural Displays

Objective: The student will be able to explain the appropriate use of agricultural
displays.

Study Questions
l.  What are the two classifications of displays?

2.  Where are displays used, and what are the advantages of the different
locations?

3.  What are some steps in planning an effective dispiay?
4.  What effects can erhance a display?
5.  Why should displays be changed frequently?

Student References

I Agricultural Management and Economics (Student Reference). University
of Missouri-Columbia: Instructional Materials Laboratory, 987, Unit IV.

2.  Assignment Sheet
a) ASS.l:  Garden Supply Display
Teacher References _

I Agricultural Businesss Sales and Markecing. University of Missouri-
Columbia: Instructional Materials Laboratory, [984,

2. McGuire, James E. Advertising and Display in Agribusiness. New Yorks:
McGraw-Hill, 1979,




UNIT IV - OPERATING THE AGRICULTURAL BUSINESS

Lesson 5:  Using Agricultural Displays

TEACHING PROCEDURES
A. Review
B. Motivation

C.

Give an assignment about a week before teaching this lesson. Ask students to
visit local agribusinesses and observe the displays. Ask students to identify why
some displays are better than others. Over the years one can keep slides or
pictures of displays made for annual FFA sales, promoting FFA week or other
activities. These will be good to show to the class as an incentive for new
projects.

Assignment
Supervised study
Discussion

Ql. What are the two classifications of displays?

Al. 1) Promotional - attract attention to products and prompt customers to
purchase
2) Institutional - promote the business as a whole and present a good
image or a particular aspect of the business

Ask students to name the two main types of displays.

Q2. Where are displays used, ond what are the advantaaes of the different

locations?

A2. 1) OQutside the business
a) Exhibits at fairs and trade shows
b) Demonstration plots
c) Displays outside businesses - used for items too large to display
inside; visibility not limited to business hours or confines of
, building
2)  Windows - draw customers intc the store
3) Entrances and exits - areas with most traffic
a) To greet the customer when entering
b) To leave a favorabie impression with customer when exiting
4)  Point of purchase - area with second largest amount of traffic; used
for common, inexpensive items likely to be purchased on impulse
5)  Open areas - used for large displays; high visibility within store
because stand out from other merchandise
6)  Walls - utilize space efficiently
7)  Hanging - save space
8) Shelves - allow ecsy categorizing of items

421

V=55




Q3.

A4,

9)  Closed cases
(1) Used for fragile items, expensive items, or items that need
special handling
(2) Efficient way to display small items

10)  Shadow boxes - box open just in the front that may use lighting and

specia! effects to draw customers' attention to items; used with
expensive jtems

Ask students where displays are used in agriculture, and how various
locations help determine their content.

What are some steps in planning an effective display?

1)  Establish theme - central idea that unites the displayed articles
2) Plan settings - determine background, floor covering, and extra
accessories to emphasize benefits of displayed items and to convey
3) Draw sketches
a) Show the general layout of the display.
b) Provide a general plan of action.
c) Help in determining the materials needed.
d)  Make several sketches to try different passibilities.

Ask students to suggest raajer considerations in designing a display.

What effects can enhonce a display?

I) Different sizes and unique shapes attract attention.

a)  Magnification - making model "bigger than life" to show fine
detail or to make displays novel and attractive .

b)  Miniaturization - making a small scale mode! of something that
might be too large to show life-size, for example, a full-size
building

2)  Adding sound can attract customers and grab their attention.

3)  Adding animation in the form of characters like Smokey the Bear or
using visual aids such as slides, film clips, ond video topes can create
interest.

4)  Adding the unusual or the unexpected such as a good smell or a
"talking object” to a display can attract customers.

Ask students how one might provide novelty in displays that would help
provide attraction for customers.

Why should displays be changed frequently?

1)  Customers get tired of seeing the same thing and soon lose interest.
Business displays need to be changed every week or every two weeks
for variety.

2) Displays tend to lose qudiity over time. Plants die, colors fade, and
dust collects.

3)  Seme displays are part of an on-going promotional campaign and must
be changed to keep up with the campaign sequence.

Ask students to give reasons why displays should be changed periodically.
Have students complete AS 5.1.
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Other activities

Invite a local agribusiness manager to speak with the class on how to develop

"different types of displays and which ones are most effective.

Conclusion

Noticeable and attractive displays are important for attractirig customers te a
business and persuading them to purchase a product or service. Displays are used
at fairs, conventions, meetings, demonstration plots, store windows, and many
other strategic places. Displays should establish a theme that is clear and easy to
remember. Displays should also be updated to provide freshness.

Competency

Explain the appropriate use of agricultural displays.

Answers to Evaluation

»
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Answers to AS 5.1

The following is an example. Answers will vary.

Six 6" tall tomato plants

Six 6" tall cabbage plants

Six 6" tall pepper plants

(Each plant should be in an individual pot.)
Topsail (loose)

One bag of topsoil

One bag of fertilizer

One hoe

One spade

"Anyone can be ¢ success at gardening."

The scene will be asmall garden plot with three rows of plunts covered with
a thin layer of topsoil to the top of their containers. At the end of the plot
is a grinning searecrow holding a hoe in one hand and aspade in the other. A
bag of fertilizer and abag of tepsoil rest at his feet. A posterboard is at one
side of the plot with the theme written on it.

Brown: soil and boots of scarecrow

Red: writing on white cards used as row identifiers
flannel shirt on scarecrow
writing on white posterboard

Green: plants

IvV-57
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5.

7.

The display will be located near the front and center of the store. Products
similar to those on display will be shelved nearby.

The gasrden plot will be contained in a 6"-deep wooden box with dimensions
of 3'x 5'.

Need: wood, hammer and nails
The scarecrow will be &' tall. It is to be made of straw and mounted on a
wooden T.

Need: clothing, twine, wood, straw
The posterboard will be white with red printing. 't will be 18" x 18", It will
be mounted on an easel.

G
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. UNIT IV - OPERATING THE AGRICULTURAL BUSINESS  Name

Lesson 5:  Using Agricultural Displays Date

EVALUATION
Circle the letter that corresponds to the best answer.
l.  An institutional display is one that would do which of the fol lowing?
a. Promote the business as a whole
b.  Attract attention to products and supplies
¢c. Prompt customer to purchase
d.  Open the entire business as a display area
2, Sketches can be used to effectively plan displays in what way?
a. By showing the general layout of the display
b. By helping in determining the materials needed
c. By giving a general plan of action
d.  All the above

. 3. Why should displays be changed frequently?

b.  Promotional campaigns change frequently
¢.  Customers become attached to displays
d.  Displays maintain the same quality and can be used later on.

. a. Employees like variety

4, Which of the following is a step in planning an effective display?

a.  Look at old displays and try to make a new display similar to them.
b.  Establish a theme.

c.  Capitalize on traditional methods of promotion.

d.  Form setting by rearranging materials from the last display.

5.  Where would displays be used?

a. At fairs
b. In store windows

c. On store sheives
d. All the above

6. Which of the following is an effect that can enhance a display?

a.  Use similar, ordinary sizes and shapes so the customer can identify with
them.

b.  Keep the display predictable so customers are not shocked.

¢.  Add sound to attract customers.

d.  All the above
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7. Which of the following is true of displays at points of purchase? ‘

a.  Points of purchase are the areas with the most customer traffic.

‘b.  Display items at points of purchase should be expensive to attract
customers' attention.

c.  Customers often do impulse buying at points of purchase.

d.  Points of purchase have higher visibility than outside displays.

19N
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AS 5.1

GARDEN SUPPLY DISPLAY

Directions: Develop a plan for displaying garden supplies.
[.  What are the products to be displayed?

2. Establish A theme.

3. Describe the finished display.

0 4.,  What will be the color scheme?

5.  Where will the display be located?

6.  Plan the setting. What will be the background, floor coverings, and accessories?
What items are needed, if any, for the construction of the display?

7. Onthe back of this page, draw a sketch of the display. Use labels to indicate size,
' shape, and distance of items.
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