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Budgeting



What Will be Covered!
1. Explain enterprise budgets: their purpose 

and use
2. Illustrate enterprise budgets: their 

different parts
3. Learn how to construct and use 

enterprise budgets
4. Partial budgets, utilizing partial budgets



Purpose of Enterprise Budgets
• Enterprise: 

– A specific product produced by the operation 
(e.g. wheat, peas, calves). Most farms consist 
of several enterprises.

• Enterprise Budget Analysis:
– Comparison of enterprises, in which some or 

all of the farm’s projected revenues and costs 
are allocated to each enterprise.

• Aids in developing a projected Cash Flow



Enterprise Budgets
• Are an estimate of the costs and returns associated with 

the production of a product or products – referred to as 
an enterprise.

• Is a distinct part of the farm or ranch business that can 
be analyzed separately.

• Are usually based on some production input unit – an 
acre of land for most crop enterprise budgets, or an 
individual animal unit for livestock enterprise budgets.

• Estimate costs and returns based on a specific 
complement of machinery, land, labor and technology.



Enterprise Budgets are Used to….
• Determine break-even prices and yield.
• Itemize the receipts (income) received for an 

enterprise
• List the inputs and production practices required 

by an enterprise
• Evaluate the efficiency of farm enterprises
• Estimate benefits and costs for major changes in 

production practices
• Provide the basis for a total farm plan 
• Support applications for credit



Enterprise Budgeting
• Based on accurate production and 

financial records.
• Each operation is different

– Genetics, inputs, resources
– Financial and production goals may not be the 

same
• Tennessee Beef Budgets – A Systems 

Approach to Beef Production



Factor in all the Resources you 
have available!

• Land
• Equipment
• Labor
• Capital



Crop Production Systems
• After identifying the resources available to 

you, you need to identify:
– Crop rotations
– Timing of operations
– Machinery and inputs used
– Quantity of production
– Storage of products raised
– Processing and deliver to market



Crop Production Systems
• Budgeting is crucial for a 

crop production system. 
• A checklist for crop inputs is 

helpful in completing a 
budget. 
– Helps to account for all costs 

of production and identify 
things you may not have 
considered.



Livestock Production Systems
• Livestock production requires as much, if not 

more, planning that crop production.
• For example in a cattle operation, you have 

to consider the following:
– Feed
– Forages
– Herd health
– Financial needs
– Equipment needs
– Labor needs



Purpose of Enterprise Budgets
• To estimate projected costs, revenue, and 

net returns for a single enterprise to 
assess feasibility or profitability of current 
or potential enterprises
– How much will I make on corn and soybeans?

• Planning tool to test out new ideas and 
compare enterprises to identify best ones
– How profitable would wheat be? 
– How does GMO corn compare to 

conventional corn?



Enterprise Budgets
• Use a constant base unit

– Crops = 1 acre     Livestock = 1 head
• Allows comparison across enterprises

– Compare wheat to corn and soybeans
– Compare cow/calf to stocker operations 

• Each enterprise budget a building block of 
the farm.

• Put the blocks together to make your farm



Enterprise Budgets 
• Costs and returns to the same enterprise vary 

greatly among producers
• Lots of example enterprise budgets and returns 

projections available
• Do not accept someone else’s enterprise 

budget for the cost and returns for growing corn, 
soybeans, dairy, beef, etc. as your costs

• You need to know your own costs, not someone 
else’s estimate or the typical costs



Minnesota Data 
for 1996 

Source: Kent D. Olson and 
Heman D. Lohano.  1997 
“Will the Real Cost of 
Production Please Stand 
Up?” Minnesota Agricultural 
Economists No. 687

http://www.extension.umn.edu/ne
wsletters/ageconomist/comp
onents/ag237previous.html

Corn

Soybeans

http://www.extension.umn.edu/newsletters/ageconomist/components/ag237previous.html


2018 Lamb Auction Prices in 
Columbia, TN  

Reference:  Webb Matt D. UT Extension Marshall County Director 2019



Using/modifying available 
budgets

• Existing budgets give a good starting point 
• You and your accountant, lender, 

extension agent, and others can all adapt 
these budgets to your specific situation
– Costs can vary widely from one farm to 

another
– Learn about assumptions behind sample 

budgets



Examples
• Diversity in enterprise budgets-All for Blueberries

• Oregon State: “Blueberry Establishment and 
Production”
http://arec.oregonstate.edu/oaeb/files/pdf/AEB0022.pdf

• Georgia: “Southern Highbush and Blueberry 
Marketing”
https://extension.uga.edu/publications/detail.html?number=B1413&title=Southern
%20Highbush%20Blueberry%20Marketing%20and%20Economics

• Mississippi: “Blueberry 2010 – Ag Economics”
https://www.agecon.msstate.edu/whatwedo/budgets/docs/Blueberry10.pdf

• Many ways to do enterprise budgets!

http://arec.oregonstate.edu/oaeb/files/pdf/AEB0022.pdf
https://extension.uga.edu/publications/detail.html?number=B1413&title=Southern%20Highbush%20Blueberry%20Marketing%20and%20Economics
https://www.agecon.msstate.edu/whatwedo/budgets/docs/Blueberry10.pdf


Parts of Enterprise Budget
• Input Costs:
• Revenues – Costs = Returns

• Cost categories used
– Variable/Operating Costs
– Fixed/Ownership/Overhead Costs

• Machinery costs
– Split into fixed and variable costs?
– Lump together into own category?

• Opportunity Costs
– Which ones included, which ones ignored

• Owner labor, owner capital 



Budget Items & Key Concepts
Revenue

• Yield
• Price

• Seed
• Herbicide
• Insecticide
• Fertilizer
• Crop insurance
• Fuel, lubrication, repairs
• Miscellaneous
• Operating Interest

Direct Costs

• Overhead
• Machine Depreciation

• & Investment
• Land charge

Indirect Costs



Budgets are a Profit Projection

• Estimate revenues and costs on the basis 
of what is most likely, not a target or goal
• Especially with yields
• Some revenue and cost items are known with 

relative certainty, some are forecasts based 
on historical data 



Enterprise Budgets
Revenue Sources:
Revenues – Costs = Returns
• Revenue easy to estimate: Price x Yield

– If you already grow it, you should know
– For common crops and livestock, prices and typical 

yields available from many places
• Variable input costs easy too

– If you already grow it, you should know
– Price x quantity use per acre
– Internet or call around for prices, typical use rates



Livestock Enterprise Budgets
• Many exist, many different ways used
• Unit: one cow, one hog, one ewe, etc., or 

one sow-litter, cow-calf, ewe-lambs, etc.
• Time period: hogs, flocks: more than one 

per year, others longer than one year, so 
adjust all costs to the same time period

• Machinery, facilities, and equipment: fixed 
and variable costs just as for crops



Livestock Enterprise Budgets
• Raised crop used for livestock feed

– Cost for livestock use should be its opportunity cost—
the cost if you had to buy the grain

– Credits crop with the full value of its production
• Manure used as crop fertilizer

– Cost to crop at its opportunity cost—the cost if you had 
to buy the equivalent fertilizer

– Credits livestock with full value of its production
• Delivery/Hauling costs for grain and manure

– Charge all to one enterprise or split between?



https://ag.tennessee.edu/arec/Pages/budgets.aspx



https://ag.tennessee.edu/arec/Pages/budgets.aspx





Enterprise Budgets
• Cost estimation difficult for machinery, 

buildings, facilities, equipment, etc.
• What does it cost to plow a field?
• What is the annual cost of a dairy barn?
• What portion of tractor repair should be 

allocated to soybean production?
• Machinery Costs as an Example





Machinery Cost Concepts
• Substantial component of costs (25%-40%)
• Difficult to measure/estimate: user specific
• Variable Cost, Use-Related Cost, Operating 

Cost
– Costs due to using the machinery
– Fuel, lube, maintenance, use-related repairs and 

labor
• Fixed Cost, Time-Related Cost, Overhead Cost

– Costs paid whether you use the machinery or not
– Interest, insurance, taxes, housing

• Depreciation



Adjusting Custom Rates
to Estimate your Cost

• Adjusting custom rates is an easy way to 
estimate typical machinery costs

• K. Dhuyvetter and T. Kastens at Kansas State 
University developed a formula using KFMA cost 
data and custom rates
www.agmanager.info/farmmgt/machinery/MF2583.pdf

• UWEX bulletin and Spreadsheet “Fast and 
Simple Method to Estimate Machinery Costs"
www.aae.wisc.edu/mitchell/Fast and Simple Method.pdf

http://www.agmanager.info/farmmgt/machinery/MF2583.pdf
http://www.aae.wisc.edu/mitchell/Fast%20and%20Simple%20Method.pdf


Caution
• Custom rates have wide ranges—call around, use 

Custom Rate Guides from University Extension 
Publications from your region of the country

• Formula to adjust custom rates not perfect
• Use these machinery costs as a

– Guide to estimate typical costs
– Benchmark for comparison 
– Method is not your actual costs for machinery

• Need good records to estimate actual costs



Pro-rated and Other Costs
• Crops such as hay and pasture

– Create separate budgets for establishment and non-
establishment years, then include pro-rated cost of 
establishment on the non-establishment year budget

– Establishment is $120/ac, non-establishment is 
$25/ac for 3 more years, so add $120/4 = $30/ac

• Storage, transportation, marketing, etc.: some 
crops large cost (vegetables, fruits) for these 
expenses



Allocating Overhead Costs
• Farms overhead costs must be allocated 

across all enterprises
– Workshop costs, membership dues, insurance, 

legal fees, accounting costs, taxes, utilities, 
office costs, etc.

• These costs should be declared on 
Schedule F, with depreciation tracked in farm 
records

• Enterprise budgets often miss these or 
similar costs





Whole Farm Budget

• Budgeting system based on Schedule F to 
allocates ALL costs

• 3 year average of costs for each Schedule F 
category to “avoid” accrual adjustments

• Income Statement: better base to allocate costs 
from, but not all farms have

• Main idea: Allocate % of Schedule F cost to 
each enterprise, all costs allocated



Break-Even Yield and Price
What yield or price do you need to break 

even on the enterprise?

Break-Even Yield: At a given price, the yield 
needed to cover all costs

Break-Even Yield = Total Cost/Output Price
Corn Yield 150 bu./acre  = $600/acre /$4.00/bu.



Break-Even Yield and Price
What yield or price do you need to break 

even on the enterprise?

Break-Even Price: For a given average 
yield, the price needed to cover all costs

Break-Even Price = Total Cost/Average Yield
$4.00/bu. = $600/acre / 150 bu./acre



Partial Budgeting
• Assist in estimating a potential change in 

net income
• Examples

– Stockpiling fescue grass in the Fall
– Purchasing a superior sire
– Purchasing hay vs. growing own hay
– Expanding the cow herd



Partial Budgeting Outline

Added Revenue ______
Reduced Expenses + ______
Total Credits ______
Added Expenses ______
Reduced Revenue + ______
Total Debits ______
Difference (change in net income) ______
Source: Castle, et al. 



Stockpile Tall Fescue
50 Cow herd - - 25 acres

Description Quantity      Unit         Price Total
Added Revenue $  0.00
Reduced Expenses 17.12 tons       $75.00 $1284.00
30 days hay for 50 head
(22.83 lbs./head/day) 

Total Credits $1284.00
Added Expenses 25.00 acres      $30.00 $  750.00
Nitrogen (60 lbs/acre @ $0.50/lb.)

Reduced Revenue $   0.00
Total Debits $  750.00
Change in Net Income +  $534.00



Summary
• Budgeting: Enterprise Budgets are the 

building blocks of the whole farm plan.
• Budgets: Allow producers to evaluate the 

efficiency of different farm enterprises.
• Allocate input costs and revenues 

consistently across all enterprises.
• Use you own input costs and revenue 

estimates, not some else’s! It is your farm.
• Allocating Overhead: Schedule F and 

Whole Farm Budget



References
Mitchell, P. D. ‘Enterprise Budgeting Partial Budgeting’ [Power Point Presentation]. University of Wisconsin. 
Available at: https://aae.wisc.edu/aae320/Budgets/Enterprise%20Budgeting.ppt
(Accessed: 5 May 2019).

Texas AgriLife Extension Service. (2013) ‘Making Decisions with Enterprise Budgets’ [Power Point 
Presentation]. Texas A&M System. Available at: https://agecoext.tamu.edu/wp-content/uploads/2013/10/rm3-
10oh.ppt  (Accessed: 11 May 2019).  

Other Resources:
• William Edwards (IA Extension-Econ): “Estimating Farm Machinery Costs”

– Bulletin with worksheets
– www.extension.iastate.edu/Publications/PM710.pdf

• Lazarus and Selley (MN) “Farm Machinery Economic Cost Estimates for 
200Y”

– Bulletin with fixed and variable costs for different machinery operations
– Lots more on machinery management
– http://www.apec.umn.edu/faculty/wlazarus/documents/mf2008.pdf

https://aae.wisc.edu/aae320/Budgets/Enterprise%20Budgeting.ppt
https://agecoext.tamu.edu/wp-content/uploads/2013/10/rm3-10oh.ppt
https://agecoext.tamu.edu/wp-content/uploads/2013/10/rm3-10oh.ppt
http://www.extension.iastate.edu/Publications/PM710.pdf
http://www.apec.umn.edu/faculty/wlazarus/documents/mf2008.pdf


Les Humpal
(931)375-5301
lhumpal@utk.edu
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