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Why Did Some Bedf
Cow Producers
Weather ThelLas Five,
Tough Yearsin Good

. Shape,
WhileOther s Quffered
Severdy?

| Believe The Answer
Liesln TheFact That....

P Some Beef Producers Are

Low-Cost Producers
And Others Producers Are

High-Cost Producers




Today’s Six-Step Agenda
1. Why calculae unit cost of production?
2. Look a components of Profit Equation
3. Summarize my cost of production findings
4. Study Impact Of Cattle Cycle On Profits
5. Show how we collect a herd s cost data

6. Review what we learned from 10
years of IRM?

Agenda ltem No. 1

Why should ranchers calculate
Unit Costs Of Production?

Certainly, M ost Beef Cow Producers
Perceive That They Are Managing
Costs....

P Experience suggests you need to first
measure costs before you can actually
manage costs

P And... to manage costs you have to
first measure production




My IRM Study Suggests
that High-Cost Producers

P Seem to do naeither

» They do not measure
production

» And... they do not measure
costs of production

IRM Study Also Suggests That...
pCost Control

» IsaCritical Success Factor on any profitable beef farm
or ranch

P High Profit ranches experience:
» High production
» Low production costs

PCommon Ground Seems To Be
» Intensive management

So... What Is Intensive Management?

P Managementis...
» Paying attention to detail —a
wholelot of detail
P Intensive Management is...

» Paying attention to even more
detail!




What Is Top Management?

P Top Management isn’t doing 1 thing a 1000%
better...

P It isdoing 1000 things 1% better

Too Often WeTry To
Hit A Home Run!
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Agenda ltem 2
TheProfit Equation
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Profit Equation

1. Income= Price x Cwt Of Calf Produced
2. Expenses = UCOP x Cwt Of Calf Produced

3. Profit = (Price - UCOP) x{Cwt Of Calf Produced

Production Based
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Then... Profit isdeter mined by:

A. Price per Cwt 8
B. UCOP peerl> '(\ND/I
C. Cwit. produced (83

Profit = (Price -UCOP) x Cwt Of Calf Produced

m
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Agenda Item No 3:

Summarize my Cost of
Production Findings
Obtained By Going
From Kitchen Table
ToKitchen Table
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Two Key Questions Every
Rancher Needs To Ask

1.What doesit cost me to produce
a hundredweight of calf?

2.Am | A High-Cost or Low-Cost
producer?
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You Use These Two Questions To...

1. Determine your absolute costs of
production

2. Find your herd’ s strength and
weaknesses

3. Focus your limited management
time
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Producers Suggest It is Difficult
To Allocate Production Costs

P 1 will suggest a“Profit Center”

approach to simplify the data
collection
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Why Unit Cost Of Production?

P Always express costs of
production in the units that you
sl

P Always compare production costs
to market Price

» Cost per Cwit. of Calf Sold
— Not cost per cow
» Do samefor Wheat
— Cost per bushel not per acre
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TheMogt Important Ratio That
Cattlemen Can Calculateis

$

Unit Cost Of Producing A CWT Of Calf Produced
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What IsUnit Cost Of
Production?

Herd s Total Cost

UCOP =

Tota Lbs Produced

Anything You Want To Talk About Is In Either
The Numerator Or Denominator Or Both!
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If You Want To Know Where
You AreMaking Your Money,

Beef Cows Backgrounding

P

Divide your farm into profit centers such as these,
And treat each one as a scparate business.
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IRM Herds Unit Cost Of Production

Northern Plains
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IRM Herds Unit Cost Of Production
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IRM Herds Unit Cost Of Production

Northern Plains
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1997 Unit Cost Of Production
Per Cwt. Calf produced (Ave Group)

42.00% 21.00%

10.00%

3.00%
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1997 Unit Cost Of Production
Per Cwt. Calf produced (Ave Group)
6300%
Feed Bill
8.00%
4.00%
8.00% S o0t 10.00%
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$/CWT Call Pra

High-Cost VsLow-Cost Herds
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High-Cost VsLow-Cost Herds
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Where s The Big Potential For
Making A Difference On Your
Ranch?

High-Cost Group = $108/Cwt
Low-Cost Group = $ 62/Cwt

Difference = $46 Per Cwt
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My IRM Experience

P Producers think that lowering UCOP
means spending less money
» i.e, reduce production costs

P Not necessarily....

P In many cases, you lower UCOP by
intensifying production
» i.e., increase production

— Increase stocking rate
— Spend more money on output increasing assets
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My Observation

You Have To Measure It
Before You Can Manage It

32

| mplication
Cost | dentification

Leads To Cost Reduction
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| mplication
L ow-Cost Producers

Frequently Are The High
Profit Herds

But Harlan...

“I havemy codts
aslowasl can
et tham!”
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What | Think They
Are Saying Is:

“Given My Management
System...

| have my costsaslow as | can
get them!”
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Management Systems &
Associated Cost of Production
Plateaus

Mgt Systems
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Agenda Item No 4.

Price Side Of The
Profit Equation
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Marketing Beef Cattle
On An Up Market

0%3@
o0 \Jff % § 1
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What Caused The
Change In Beef Cow
ProfitsIn The
1990s?
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Cattle Cycle

P Thecattlecycleisthe
single most important force

P Alternative “booms’ and
“busts”

P Let'ssustain the growth!
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U.S. All Cattle Numbers
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So... What IsThe
Price Effect Of
Cattle Cycles?

P Cattle Cycles Cause
Beef Price Cycles!
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North Dakota Price Projections
500-600 L b Steer Calves
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So... Do You Run A Beef Cow
Business The Same...

MiHead  On TheUpward Side Of the“Big Cycle
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| Don’t Think So!
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To Run A Profitable Beef Cow Herd
On The Downward Side Of The Big
Cycle, You...

[P Have To Be A Low Cost Producer]
P Have To Operate As A Business

P Need A Financia Plan

P Need a Marketing Plan
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Agendaltem No. 5

How We Collect Cost Of
Production I nfor mation
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|RM Has Arrived
In North Dakota

FINPACK CHAPS

] — T

- NPSU Extens ohFRbiVIEARM S

PASTURE IRM-TEAMS
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Nebraska Sandhills
Study

P*“The most striking conclusion from the
1990 survey isthelack of homogeneity
In characterizing managerial practices’

P“Sandhill ranchers are diverse, even
though many operate similar resource
bases.”

Source: Ranch Management Practices In The Sandhils Of Nebraska,” by Clark And Coady,
RB 316, 1993

ggg

BhEzgg
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CHAPS Weaning Weights
Average Weaning Weight
Y wg,,: 10 Ibs/calf(year! o - - -

T =T T =T =T =T =T =T =T =T =T
1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

[] Weaningwts




Beef Cow Enterprise Profits
Farm Business M anagement Record Summaries

“U Shaped Profit Curve’
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Weaning Weights Vs
Beef Cow Profits

CHAPS WEANING WEIGHT BEEF COW ENTERPRISE PROFITS
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YEARS.
AN NOT PRODUCE YOUR WAY OUT OF THESE CYGLES

Last Cattle Cycle (1979-1989)
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Beef Cow ProfitsIn The 1990s

(North Dakota Far m Bus ness Management Herds)
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What Is
North Dakota’'s
IRM Program?
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1
T
{‘M ‘/Z/ Integrated Resource Management
A New Management
Approach
59

J
’:%r il
@ Z[/] Integrated Resource Management

“A Goal Setting Process That
Gives Ordinary Producers
Information To Become
Competitive, Efficient,
International Businessmen”

Martin Jorgensen, S.D. Rancher
Feedstuffs, May 14, 1990
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Critical Aspects Of North Dakota's
IRM Educational Program

P Integrated

> Beef cow production
> Range management

> Animal health

» Financial Management

Designed to take herd managers into year 2000
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I ntegrated Resour ce M anagement
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Progressive Seven-Step, Multi-Year
Educational Program
PEnroll your herd in Chaps
P Conduct comprehensive Herd Review
P Conduct arange inventory
P Prepare an economic anaysis

PForma*“ Learning Team’ to look for bottlenecks
to profitability

PDesign and executea“Herd Action Plan”
P Measure progressin 12 months
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“On-Farm-Facts’

P A technical assistance program isavailable to
help cattlemen gather and analyze their herd

P Software Built:
» Herd Performance (CHAPS)
» Range I nventory (Pasture)
» Economic Analysis (IRM-FARMYS)

P 12-M onth Management Action Plans
» Arebeing deve oped

IRM TOOLS

CHAPS HERD NUTRITION
Growth/Reproductive Winter Rations
Performance Grazing Systems

FARMS

Economics of
Production

FINPACK
Whole Ranch
Financial Analysis
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If You Want To Know
Where You Money Is Earned

Beef Cows Backgrounding calves

Divide your farm or ranch into profit centers such as these,
And andyze each one as a separate business.
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Economic Analysis

Analyze Beef Cow Herd As A Stand Alone Profit Center
P Farm raised feeds valued at fair market value.
P Gross income based on accrual adjusted income.

P Used to measure profitability of the beef cow
herd as a profit center.

P Analysis based on“ Market Vaue’ balance sheet.

P Bottom line based on returnsto:
» Unpaid family and operator |abor
» Management
» Equity Capita
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Cash Flow Analysis

P Analyzes beef cow herd as a stand a one profit
center.

P Farm raised feeds valued at “ cash Cost” of
production

P Gross cash income based on cash income only.

P Used to measure net cash flow of the beef cow
herd as a stand alone profit center

P Bottom line based on “ net cash flow” of the beef
cow profit center
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unesty Producer Learning Teams_camay
esearch Research

Producer Discusses
Technologies and
Management

Recommendations ™
With His Learning
Team

Ag

Producer Makes Decisions
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IRM HERD
ANALYZER

| nput Form

INPUT FORM
FOR
1998
CALVES

Your Beef Cow Profits
Arelmpacted By

P TheEconomic Cost & Return Of Y our Beef
Cow Herd

P More so than by the weaning weights that you
produce.
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Agenda ltem No. 6

What We Have
Learned From
10- Yearsof IRM
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W e L ear ned:

P How to separate the ranch or farm businessinto a*“Beef
Cow Profit Center”

P How to cal cul ate economic returns, costs, and cash flow
associated with beef cow profit center

P There are gx different incomesin a beef cow profit
center
» Steer calves
» Heifer caves
> Cull cows 6 sour ces of income
» Cull bulls
» Open yearling heifers
» Inventory changes
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We Learned That:

P We need to count fema es exposed to the bullsto
measure reproductive efficiency

P % Calf Crop = Live Caves Weaned/Fema es
Exposed

PA Key Measureis: Lbs Weaned/Female Exposed

P Herd Performance Records leads to more
i ntensive management
» Intend ve management leads to more production

» More production frequently leads to lower unit cost
— Under stocked pastures comewith abig cost

74

We Learned That:

P Business Profitability can only be
measured after we have taken a
beginning and ending inventory

P Profitability and Cash Flow are two
different business measures
» Today’s business oriented farmer and
rancher needs to monitor both
— Profitability
— Net Cash Flow
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We Learned That:

PUCOP istheratio of total herd costsdivided by the
total pounds of calf produced
» UCOP varies consider ably from ranch toranch

P 1997 UCOP averaged $77 per cwt. calf produced
—Lowoog 1/3 of operator s aver aged $62 per cwt. calf produced
—High cost 1/3 averaged $108 per cwt. of calf produced
—That’s$46 per hundredweight

P An Individual rancher’s UCOP does moreto help

profitsthan does mar ket price
—Yet, most beef cow producersdo not even calculate UCOP

P UCOP can bedirectly compared to market price

— |t getsitsmanagement power from that comparison
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W e L ear ned:

PThat thereare4 critical success
factorsto running a high profit herd
» Calf weaning weight
» Low feed costs
» High grossincome
» And low overall costs

PWe learned that beef cows can not
support alot of debt
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We Also L ear ned:

PThat a beef cow manager can not
manage what he does not measure

» If amanager does not measur e feed
consumption, he can not manage feed
costs

PThat low-cost producers

» Know the nutrient requirementsof their
COWS
» Know the nutrient contents of farm
raised feeds
nd - feed covnwe aceardi + th Py

» A \ Ny o reOWe
PTATIU TCCU COUVWWS ALl UIn UIIIU NcouOvVWS

to
nutrient requirements when she needs it’8




We Learned That:

P High-cost herds are high costsin al categories

P Feed costs account for 60% of all costs of
production
» Relativey few producers balance rations

P Debt cost was less on the low-cost herds
» Yet, the low-cost herds averaged $314 debt per cow
» High-cogt herds averaged $574 debt per cow

P Managers with under stocked pastures, tend to be
higher-cost producers
» Exigting cows haveto pay total pasture bill
» opportunity to buy anear-by pasture come at wrong

time
tme
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We L ear ned:

P That feed disappearanceis a key deter minant of unit
cost of production

P That, typically, farm raised feeds arelower cost
» But, farm raised feedsare not free
P That, if afarmer or rancher hasdebt on farm land
and far m machinery,
» Raised feeds can cost mor e than pur chased feeds
P How to calculatethe cash cogts of farm raised feeds
PThat “Iron” (machinery Cogt) istypically dragging
ranching pr ofits down
» Particularly true now that machinery cost are so inflated
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Seven M ckenzie County
Beef Cow Producers.

pLearned how to lower the group’s
Unit Costs Of Production $19 per
hundredweight from 1995 to 1996

pNet income for these producers
went up in 1996
- The toughest year in thisbeef price
cycle!
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We Learned:

P That low-cost producers made a
profit in 1994, 1995, 1996 and
1997

» The four lowest market price yearsin
this decade

In Summary, WeLearned:

P We have to weigh calves to measure herd
performance

P We haveto count cows:
» On bull tum-out date
» January 1 of each year

P We haveto treat our beef cows as a “ Profit
Center”

P We have to measure cossto manage costs.

P Low-cost producers are the most profitable
producers

And We Learned That:

P Conducting a comparative
analysi's comparing our
herd against the Average of
benchmark herdsisthe
single most powerful ranch
management tool available,
bar none!




And Finally,

People are always
L ooking for A
Quick fix....

Tell me the
One Thing

That | need
To do...
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What |s Good
Management?

Good Management Isn’t
Doing 1 Thing a 1000%
Better ...

It’s Doing 1000 things
1% Better!

Too Often We Try

To Hit A Home Run
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The End
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