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Learning to create one of the
most essential financial tools is
not as hard as you might think.

by Megan Silveira, editorial intern

reating a budget

might not be the most

exciting activity in
managing a farm or ranch. It
is, however, a necessary step
in the process of running an
effective business.

Ted Schroeder, agricultural
economist at Kansas State
University, says the benefits of
budgeting — estimating expenses
and income for a given time — far
outweigh the costs.

“If you’re going to be able to
manage anything, you have to be
able to measure it,” Schroeder
says. “You have to itemize,
document and understand your
costs and your returns.”

Budgets are a part of being a
responsible business owner or
manager, agrees Mark Johnson,
purebred beef herd supervisor at

Oklahoma State University (OSU).
“Budgets permit you to maintain
your finances and are a part of
good farm management. Long-
term, you want to be as prepared
as possible.”

Johnson says the need for a well-
thought-out budget is not unique
to the cattle industry. It is needed
in any good, sustainable business.

“At the end of the day,
profitability is the key to survival
in any operation,” says Scott
Brown, assistant extension
professor in the division of social
sciences at the University of
Missouri (MU). “Budgets are
the yardstick we have to use to
measure success in an operation.

Budgets are critical for short-
term decision-making and long-
term actions, says Schroeder.
Budgets provide quantifiable
assistance to what otherwise
would be decisions made on
“straight intuition.”

»

he importance of
s Scott Brown. “The more
g at your budget, the
ize the importance of it.”

The main purpose of a budget
is to help monitor profitability,
he says. Without monitoring
profits, well-thought-out business
decisions cannot be made.

Building process

The financial side of running

a business often intimidates

ranchers. Brown says the key is to

not be afraid to start something.
“Unfortunately, there’s no one-

stop shop for building a budget,”

Brown says. “But you need to

be doing something rather than
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nothing in regards to budgeting.”

The University of Missouri
provides example beef cattle
budgets at http://beef.missouri.edu/
business/budgets/index.htm.

Schroeder says there is
no specific way to go about
“correctly” building a budget, and
he reminds ranchers that budgets
are not permanent or irreversible.

“A budget is a guide,” he says.
“It is meant to be a planning
device rather than a method of
constraint.”

The steps to building a budget
will differ amongst producers
and their individual operations.
Schroeder says the first step
should always be to look at
anticipated major expenditures
and revenues.

“You need to think through
your annual costs,” Johnson says.
“Include everything you can think
of in a production year.”

Brown suggests breaking down
expenses into two categories:
variable and fixed costs. Variable
costs are those subject to change
each year — feed and labor costs,
for example. Fixed costs are all the
unchanging expenses each year —
machinery or equipment costs.

Schroeder reminds producers
budgets are more than just a cash
flow. Budgets need to quantify
the costs of inputs, but also look
toward the amount of each input
that will be allocated in the year.

Don’t forget about cost items
for which you don’t write a check,

such as land or time, he
says. “People often forget
about time and how much
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it’s worth. It gets glossed
over, but it’s an important
element to include in a
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budget.”

Johnson recommends
starting to analyze your
business in January and
progressing through the
12-month period when
looking at costs and
inputs. Pay attention to
any activities unique to
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Left: MU provides some examples
of beef cattle budgets at http./
beef.missouri.edu/business/budgets/
index.htm.



the operation, such as planned
sales or travel to scheduled events.
For the OSU purebred cattle
operation, the annual sale in April
is such an event. Johnson says it
is crucial to plan ahead for costs
that are easy to forget about in the
grand scheme, such as advertising.
Johnson says there is more
to a successful cattle operation
than sales and shows. He listed
items such as feed, fertilizer,
vaccinations and artificial
insemination certificates as a few
of the various expenses he includes
in the budget for OSU’s operation.
While breaking down all of
this information might sound
overwhelming, Brown says it is
essential to running a business.
Detailed budgets allow one
to “compare the financial and
physical sides of an operation.”

Facing adversity

“Production agriculture is
inherently risky,” Schroeder says.
“We know that going in, but we
need to be prepared for what we
know our operations cannot stand.”

Schroeder says
budgets help
ranchers prepare
for the future and
create a reserve
to help “weather
the storm.”

Johnson says
unexpected problems can and
will arise. These challenges can
include weather, health issues, feed
shortages or faulty machinery.

There’s no need to be
intimidated by the unexpected,
says Brown. Budgets should be
designed to be flexible to help
producers during those tough
times.

Johnson recommends setting
aside money from the beginning
and creating a “miscellaneous
category” in the budget to help
prepare for those unexpected
events.

“No matter how well you plan
it out, something can always go
wrong,” Johnson says. “You have
to be financially prepared for that.”

Schroeder says good budgets
are updated frequently. While he

Find example beef cattle budgets online:

South Dakota State University beef cattle budgets —
http;//igrow.org/livestock/profit-tips/beef-cattle-budgets/
University of Missouri beef cattle budgets —
http:/beef.missouri.edu/business/budgets/index.htm

prefers monthly updates, budgets
can be managed on a quarterly or
annual basis.

The changes made when
updating a budget might be
minute, but Johnson says they
make a big difference in the
operation as a whole.

Updating their budgets can help
ranchers become more familiar
with their businesses as a whole,
Schroeder says. “The act of the
budgeting exercise is where
people learn. They learn beyond
the budget and are able to realize
things they weren’t cognizant of
before.”

Every time a budget is updated,
Johnson says, there is an
opportunity to learn more about
what works for the particular
program.

Smith RecisTeren Anus|RaNcH PRODUCTION|SALE}

& THE DISPERSAL OF THE ARKANSAS FALL{CALVING UNIT,OF DAVIS /ANGUS |

Saturday, November 10,2018 - 1P

North Arkansas Livestock Auction - Gr

| seiinG Rt
29T wo=-Year-01n BuLLs = All bulls have

[ ey
1-f " f

'Geﬂﬁcmmadﬁms .

Py S

19 Yinmma.Buu&_ sonmb’rValleyPaﬁnt. ;

g '
steredAngus@umail.ce 21683 E 1140 F
www.SmithRegisteredAngus.com

",

11045262 [

sire: TC Total 410 - MGS: S Objective T510
CED+5- WWSS5IW+102
SW3+42.20). $B +132.22

% _' b4

is Angus - Jim & Debbi

e

el (580) '- |
oad - Foss, 0K 736417
www.DavisAngus.com

_ Sale Managed By: Matt Caldwell - (913)755-1103 - maticaldwelT5@ymailom

re: cTs nemedv 1101

ﬁ'swfn 18 37

“I developed OSU’s
budget about 20 years
ago,” Johnson says.
“Experience is a great
teacher.”

Schroeder agrees,
saying the longer an
individual has been
around a working operation and
its budget, the more comfortable
they will be with making financial
decisions.

“You have to recognize the
importance of budgeting,” Brown
says. “The more time you spend
looking at your budget, the more
you can recognize the importance
of it.”

While budgets might seem
tedious, as a business owner, it is
up to you to take the necessary
steps to keep your business
running smoothly and profitably.

“Too often, we are just happy to
go out and produce calves,” Brown
says. “Unfortunately, we don’t
want to take the time to track our
finances, but it takes both to be
successful.” |
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