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PLANNING AIDS FOR FARM BUSINESS MANAGEMENT

INTRODUCTION TO THIS MANUAL

This Farm Management Manual was compiled to provide information, and some description of
analytical models which can aid in farm management planning and decision analysis. The
manual was not intended to teach economic theory. Appendix A does contains a glossary of
common economic terms and relationships for reference purposes. The Pennsylvania State
University library system contains numerous books on the subject of farm economic principles,
and a list is provided in Appendix B. :

Since this manual was developed to aid farm business managers in planning and decision
analysis, it would be appropriate to define the role of farm managers, how they classify
decisions, and what tools they use to implement farm planning.

THE ROLE OF A FARM MANAGER
Farm management involves acquiring resources, organizing a system for combining these
resources in a profitable manner, and putting this system into operation.

Farm operators have three main categories of resources they can use. The three are land,
labor, and capital. Capital includes the assets used in the farm business, such as buildings,
machinery, livestock, plus cash or credit for operating the business. Labor often is provided
entirely by the farm operators and their family, but with the increasing size of the farm unit more
full-time or seasonal labor are being employed. Land used in the production program may be
either owned or rented. An increasing number of farm operations in Pennsylvania, because the
cost and ownership of land, include both owned and rented land.

To be a successful at farm planning, either for the total farm business or for individual
crop and livestock enterprises, the manager must:

(1) Be familiar with the role of a manager and the jobs a manager must perform.
(2) Understand the need for farm and financial planning.

(3) Understand the nature of planning as it relates to the total farm business.

(4) Learn to select and use various kinds of farm planning tools and techniques.

(5) Acquire or hire a knowledge of basic production economic concepts, budgeting concepts,
and management principles.

What is the job of a farm manager?
The farm manager, first of all, is a decision-maker. Successes and failures in the farm business
depend largely upon the soundness of these managerial decisions.

The manager must be flexible if confronted by a multitude of production and financial
problems associated with the farming operations. The production and financial decisions are
closely interrelated and neither can be ignored in a successful farm business operation.

Two major categories of decisions are often recognized in farm management:
organizational and operational. In organizing the farm business, the manager must evaluate the
total amount of resources and allocate them to different enterprises and phases of production in
the most profitable way. Organization of the business is the basis for the long-range farm
planning procedures. Organizational planning by the manager is a never ending task because
plans must be adjusted to fit changing conditions. Operational decisions involve the day-by-day
tasks in operating the farm business.

All types of management decisions are influenced greatly by two factors. The first factor
concerns the procedures used in the decision-making process. The second factor is the attention
to accuracy and appropriateness of the data upon which decisions are based. Careful attention to
both will help the manager avoid inefficiencies in production, and possible financial disasters
resulting from these business decisions.

The manager has access to many sources of information to serve as a guide in making
decisions. Historical production and financial records carefully analyzed and evaluated should
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provide the solid basis for managerial decisions on that particular farm. In addition, supplemental
data from research bulletins, extension publications, USDA publications, market reports, news
stores, and magazine articles can also be useful.

A logical and systematic procedure for thinking through problems will help the manager
achieve greater success as a decision maker. While sloppy procedures and off-the-cuff decisions
may succeed occasionally, the magnitude and complexity of decisions confronting most farm
managers today require a more thorough approach. A decision making process which has proved
useful to many farm managers involves the following:

(1) Identify problems. Clearly specify the major obstacles to achieving established goals.

(2) Collecting information and data. Gather information, data, and facts to make observation
which pertain to the specific problem.

(3) Analyze the gathered information. Evaluate the economic consequences of alternative plans
and courses of action to overcome the problems and reach goals.

(4) Make the decision. Choose the plan or course of action which seems most promising for
achieving family goals.

(5) Implement the decision. Systematically develop and implement the chosen plan.
(6) Assume responsibility. Accept the consequences of the decisions made.

(7) Evaluate the decision. Continually evaluate performance of the total farm business and
of individual enterprises through keeping, interpreting, and using good farm records.

(8) Adjust. Make changes in response to the periodic evaluations.

How are decisions classified?
The decisions made by farm managers can be classified in a number of ways. One system would
consider decisions as either organizational or operational in nature. Organizational decisions are
those in the general areas of development plans for business, acquiring the necessary resource,
and implementing the overall plan. Examples of such decisions are how much capital to borrow,
what type of crop or livestock enterprise, and how much land to purchase or lease.
Organizational decisions tend to be long- run decisions. Operational decisions are made more
frequently than organizational decisions. They relate to the many details necessary to implement
the farm business. Examples of these types of decisions are selecting planting dates, fertilizer,
and seeding rates for a given field and crop.

Decisions can have one of a number of characteristics which provides another
classification system. One list of decision characteristics is:

(1) Importance

(2) Frequency

(3) Imminence

(4) Revocability

(5) Number of available alternatives.

Each of these characteristics may affect how the decision is made and how the manager applies
the steps in the decision making process to a particular problem.



What is farm planning?

Farm planning is simply charting a course from where you are to where you want to be. The
procedures and techniques involve the logical formulation of a guide to achieve selected goals of
the family. The nature of farm planning can be described in general:

(1) Farm planning is forward planning. It involves the formulation of expectations for the
future, particularly prices and costs.

(2) Farm planning is based on estimates of the future. Hence, regardless of precision in
computation, the plans will always be approximations of future performance.

(3) Farm planning serves only as a guide in decision making. The primary value lies in
providing comparisons among alternative courses of action and in developing a logical and
systematic procedure to carry out a chosen course of action.

(4) Farm planning procedures vary with the kinds of problems to be solved. They may embrace
either the total farm business or a specific enterprise, investment, or farming practice. The
time span of the planning also may vary from a few days to a period of several years.

Different farm planning tools and techniques have evolved over a period of many years.
In most cases, each has been designed for a specific purpose(s). One of the first tasks of the
planner is to choose carefully the type of planning procedure, or method, most appropriate for the
task at hand. One of the most important part of planning analysis is budgeting.

A budget is simply a net profit evaluation of a contemplated course of action to determine
the economic consequences before it is undertaken.

While budgets are essential in all planning, they do not constitute the entire job. Budgets
indicate what to expect in net profit from a course of action; they do not show how it can be
achieved most efficiently.

The farm manager also must decide on specific production practices, physical
arrangements, and operating procedures to fit the resources at hand. For organizational planning,
this may involve specific, long-range plans for field layout, lanes, water management, farmstead
arrangement, water supplies and distribution, landscaping and home modernization, and many
other tasks.

A plan for a specific enterprise may involve more detailed analysis of a choice of
facilities and operating procedures and of more precise arrangements for feed storage and
processing, fencing for livestock, etc. These latter phases of planning may require more time than
the actual budgeting and may be equally important in assuring the financial success of the
operation.

Several kinds of budgeting have been developed to serve particular needs and functions.
Some are designed for developing and evaluating long-range plans for the total farm business,
from the standpoint of physical production, capital requirements, and financial performance.
Others include plans for the total farm business unit on a year-to-year basis (annual budgets).
Others evaluate cash-flow performance through different time periods within the year or over a
period of years.

Other budgeting procedures often described as partial budgets, are designed for
evaluating particular phases such as individual enterprise, specific investments, and separate
farming practices.






KEEPING THE MARKET IN
A FARM BUSINESS PLAN

Farming in the years ahead will be even more complex than it is today, and success will depend
on many factors. Marketing will be one of those factors, an important one. It will have added
significance if United States and other international forces prevail in their efforts to ‘free’ world
markets and reduce agricultural subsidies. Greater price volatility for farm products and a
changed marketing system are among expected results. Farmers will not have the same levels or
types of protection from market forces that they have today. Success or failure could hinge on
how well they understand markets and how they adjust to them. Even with the system and
policies that are in place today, farmers may be able to increase their profits if they better
understand the marketing system for the commodities they produce.

To produce for a specific market, for example, a milk market, a hog or beef market, a poultry
product market, or a fruit and vegetable market, farmers must make long-term investments in
specialized machinery, buildings, and equipment. In most cases, they cannot fully recoup these
investments if used in other enterprises. Broiler houses, for instance, have few good alternative
uses. The same is true of milking parlors and apple orchards. Employing such assets in other
ways will be inefficient and probably unprofitable. Therefore, farmers must give thought to the
future size and strength of the particular market they hope to serve. _

A farm facility investment will often last twenty-five years or longer, and predicting how the
market may change over that period of time is difficult. But, it is necessary to be aware of the
impacts that existing or emerging trends may have on demand for a particular agricultural
product. For instance, we currently have a stable or slowly growing population with a declining
percentage of young people. We are experiencing a gradual migration toward milder climates,
and we are finding changes in ethnic concentrations in the total population, particularly in certain
regions. How will these trends affect markets for Pennsylvania agricultural products? An easy
question, but difficult to answer. A farmer must give serious thought to likely changes in demand
before producing for a market, and then review the situation when contemplating new
investments, even if only to continue or expand output.

DIMENSIONS OF MARKETS
A consideration of markets and marketing performance will reveal a system with many
dimensions. All probably have some effect on farm profitability levels. The ones that are of most
importance to farmer decision-making can be grouped in two broad classifications: (1) those
having to do with prices received from the marketing of farm products, and (2) those addressing
relative levels of market power and a farmer’s chances of “fair treatment” when dealing with the
system. Price considerations include levels of prices obtained, stability of prices from year to
year and within a year, how and when prices are determined, and the role of market power. “Fair
treatment” includes “fair pricing” and the market power an individual farmer may need to
achieve it, as well as assurance that the farmer will have access to a market for the product once
it is produced. These two groupings overlap in many ways. Some alternatives, such as forward-
cash-contracting, may be included in both groupings.

In this article we’ll first examine alternatives farmers might consider if they are interested in
improving the prices they receive. Then we’ll look at the growth of market power in some
segments of the marketing system and show how it can affect the farmers’ access to market and
prices received. We’ll close with alternatives farmers might select to mitigate problems
associated with increasing levels of market concentration and the consequent growth in market
power.

This article suggests that farmers consider changing the way they produce and/or market. All
of the described alternatives are presently available, legal, and in compliance with U.S.
agricultural policy. They are alternatives farmers can pursue individually. They are voluntary.



This is not to say that farmers can’t or shouldn’t lobby for beneficial changes in public policy.
Such actions have been successful in the past. Given the declining political importance of
farmers, such results may be increasingly difficult to achieve in the years ahead.

Prices, pricing, and price stability

Farmers usually talk price but are most interested in the net income their farms generate. Of the
two determinants of net income—revenues and costs—costs are more directly controllable by the
individual farmer. The farmer’s gross income is determined by the prices received for goods sold
and by the number of units sold at those prices. Markets (the interaction of buyers and sellers)
determine the commodity price level.

Sellers quite naturally prefer higher prices, and buyers prefer lower ones. A mutually
acceptable price is almost always found because numerous transactions do take place. If either
sellers or buyers are dissatisfied with transaction prices, they’re not as likely to participate in the
market or in price determination in the future. Individual buyers and sellers enter or leave the
market from time to time, but the participants at any particular time determine the general level
of prices. Individual buyers or sellers have little effect on prices. The relative levels of market
power possessed by buyers and sellers can have an impact on price levels though, and this will
be discussed later.

Among farms, wide differences in the costs of producing a commodity are common,
indicating that some farmers do better in managing costs than others. Farmers can usually have a
greater impact on farm profits by doing a good job of controlling costs than by trying to increase
prices. However, farmers can often improve prices received, or minimize the effects of adverse
changes in prices, in one or more of the following ways.

Quality and premiums

Over the years, processors have found that milk from one dairy farm can be more valuable than
milk of the same butterfat test from another farm because it is considered to have better quality
(lower bacteria counts, etc.). Processors of high quality milk can advertise higher quality
consumer products and sell at premium prices, or incur lower processing costs and losses as a
result of having purchased higher quality milk. Premiums are offered for such milk because it is
relatively scarce. Producing high quality milk, beef, hogs, eggs, apples, corn, potatoes,
mushrooms, or almost any other agricultural commodity, is a good way of improving farm level
prices and net farm incomes. The production of higher quality farm products sometimes requires
little more than improved management, and better management can lead to reduced expenses as
well.

Seasonal prices

Prices of most farm products fluctuate throughout the year. Some within-year fluctuation is due
to seasonality in production or consumption. Within-year price patterns of some commodities
tend to repeat themselves year after year. For example, prices paid by potato chipping plants are
lowest in August or September. They rise rather predictably until March or April of the following
year before declining again to their late summer lows (Figure 1).

Within-year price fluctuations make timing of sales important. To the degree possible,
farmers should take advantage of the seasonality of prices and sell during the time when prices
are expected to be high. Admittedly, timing of sales is not a viable alternative for some farmers.
Dairy farmers can’t delay sales to take advantage of higher seasonal prices, but they can shift
more of their production to those higher priced periods by altering their breeding programs.
Those farmers producing storable commodities can ‘time’ their sales to take advantage of the
expected higher prices, but will incur costs for storage. If unit price gains are larger than storage
costs, profits will increase. Before shifting production or sales, however, farmers must be sure
the seasonally higher prices are predictable and occur at about the same time each year.



Contracts, futures and options markets reduce price risk

Farmers often contract with buyers and establish a price in advance of production. Forward cash
contracting reduces price risk and frees farmers from worry over market price fluctuations.
Forward cash contracts are frequently used by growers of processing potatoes, processing
vegetables, and grains. Typically, the contract in these cases is made before the crop has been
planted or any cash expenses have been incurred. More recently, some buyers and farmers have
used contracts for slaughter cattle and hogs. Forward contracting is also important in assuring
access to market, but discussion of this aspect will be delayed until later.

Hedging on the futures market is a price protecting tool. It provides farmers with an
opportunity to “lock in” prices for some of the commodities they sell, or some inputs they buy
such as feed grains or feeder cattle. By hedging on futures markets, farmers can establish prices
in advance and, as a result, reduce the risk associated with adverse price changes that might
occur before they can actually sell the product or buy the needed input. For example, feeders who
think local prices will fall before their cattle are ready for market can hedge and ‘lock’ in the
price at current levels.

Farmers who hedge with futures forego the opportunity of gaining greater revenues or lowering
their input costs if prices improve. Unlike futures market hedgers, farmers using options to hedge
have the opportunity to achieve most of the gains from an advantageous price change while
remaining protected from adverse price movements.

Whether the choice is hedging with futures or hedging with options, farmers should seek
advice from an experienced “futures” or “options” trader. They also should take the necessary
time to thoroughly study the market and the obligations a hedger incurs. Hedgers should also
become familiar with “basis.” Furthermore, they must be sure they are using the market to hedge,
and not to speculate. Speculation will increase risk; most farmers should be trying to minimize
risk, not increase it.

Year-to-year variations in price

Those who are considering changes in the mix of farm enterprises should study the magnitude of
year-to-year variations in prices of the commodities they expect to add. Although the output of
some agricultural commodities remains quite stable from year to year, it fluctuates widely for
others. The difference in prices accompanying fluctuations in output can be quite large. Gross
income fluctuates with price. As a result, the level of debt that can be handled, and the amount of
money that must be reserved to meet family living expenses, varies with the commodity
produced. Compare, for example, year-to-year price fluctuations for milk and sour cherries
(Figure 2). Neither milk production nor milk consumption fluctuate very. much in terms of
percentages, so prices increase or decrease only a few percentage points from year to year. By
contrast, tart cherry prices can more than double from year to year. Since tart cherry prices (like
those of most other crops that experience frequent and extreme variations in crop size) are
usually traceable to weather conditions, little can be done about fluctuations in year-to-year
prices except to plan for them.

MARKET ACCESS AND MARKET POWER

Although farms are getting bigger and fewer in number, the rate of change in production
agriculture is being dwarfed by similar changes taking place in the marketing sector of the food
and fiber industry. In 1990, three meat packers are expected to slaughter 80 percent of all U.S.
beef. These same three firms had only 45 percent of the market in 1982. Furthermore, two of
them own the second and third largest feed lots in the nation.

Four firms are expected to do 56 percent of the nation’s flour milling in 1990. They did only
34 percent in 1973. Broiler processing, dairy-product processing, hog slaughtering, fruit and
vegetable processing, and several others, are following similar patterns. The net result is that
there are fewer but bigger business firms marketing agricultural outputs.

Fewer firms mean fewer buyers of farm products. With fewer buyers, farmers risk losing
access to market. A firm can refuse to accept a farmer’s product and, if another competing buyer



is not conveniently located, isolate the farmer from the market with a product that can’t be
readily sold. In addition, the declining number of buyers tends to alter the intensity of
competition among them, and reduces aggressiveness in bidding for an individual farmer’s
product. Prices may be lower than if more firms were competing and actively bidding for a
farm’s output.

How can farmers respond to these developments? Some commonly suggested alternatives
are: (1) shorten the marketing chain by selling directly to consumers, (2) forward contract to
assure access to market, and (3) join a marketing cooperative which will ensure access to market
and increase farmers’ market power.

Shortening the marketing chain

The choices a farmer may consider range from U-pick fruit and vegetable farms to the operation
of more complete processing and distribution systems. Milk producer-distributors are examples
of the latter. Roadside markets and farmers’ markets fall somewhere in between when classifying
by level of marketing services provided. All are included in the broad category of direct
marketing.

Location is extremely important for direct marketers. Furthermore, each business requires
someone skilled in dealing with people. Additional capital is usually required to provide these
additional marketing services to consumers. Direct marketers must understand that they probably
will be too small to gain the efficiencies in processing and distribution that could be obtained by
the larger marketing firms they are replacing. Still, direct marketing can provide participating
farmers with access to consumers (the ultimate market). In addition, marketing margins that
would otherwise go to intermediaries in the marketing system go instead to the producers. But
remember, the net payoff must be considered because the producer will also incur additional
expense. :

Contracting with the buyer

Broiler producers and processing fruit and vegetable growers generally enter into contracts with
processors. Otherwise they risk having a product but no market at the end of the production
cycle. Increased industry concentration and more vertical integration in the hog and turkey
processing sectors are making forward contracting more necessary for these producers, too.
Without a contract, producers often find it difficult to sell on the open market at reasonable
prices.

The primary advantages of contracting are, first, that it gives some guarantee of a market and,
second, as discussed earlier, contracting establishes a price before many of the production costs
are incurred. If the contract price is unacceptably low, farmers can decide to do something else.
One disadvantage is that in years of low yields and high open-market prices, farmers receive only
the contract price. On the other hand, some farmers insist that without third-party inspection to
determine whether a commodity meets contract specifications, contracts can be worthless when
yields are high. Product deemed to have’unacceptable quality” is rejected. Some claim the
quality of rejected product would have been acceptable in a short-crop or normal-crop year.

Joining a market cooperative

Membership in a cooperative is voluntary. Collectively, farmers who join cooperatives have been
able to offset the “superior” market power of buyers. Cooperatives provide members with access
to market, allow farmer-members to make input into marketing decisions, and distribute the
cooperative’s marketing profits to farmers in proportion to their use of the organization.

Gains from co-op membership are not without cost. Fully participating members of a
marketing cooperative must be diligent and devote time to the cooperative’s decision-making
process. Cooperative membership usually requires an investment of capital by farmer-members.
Members must also share in any market losses. Their two big advantages—ensuring access to
market and enhancing the individual farmer’s market power—have been important elements of
cooperative success in the past. They will be increasingly important in the future under almost
any scenario that this author can envision.



Figure1. Prices paid for potatoes delivered to chipping plants, average of 16 major
Pennsylvania chip manufacturers, crop years (August-July) 1982-83 through 1986-87
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Figure 2. Index of prices received for milk and sour cherries, Pennsylvania
farmers, 1973-88
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Ways farmers can increase market power and ensure access to market

M Deal directly with the consumer by operating U-pick farms, roadside markets,
or milk jugger systems.

B Contract for sales of crops and animals in advance.
B Join marketing cooperatives.

Ways farmers can influence the prices they receive

B Produce premium-eligible, high-quality products.

B Time sales to better coincide with seasonally high prices.

B Use forward contracts, futures, or options markets to lock-in a price.

Source: Penn State Cooperative Extension Farm Economics, September/October 1990.
Author: Thomas Brewer, associate professor of agricultural economics






PLANNING FOR PROFITABILITY

Preparation of a long-range, organizational plan for a farm business involves many considerations.
Usually, a wide variety of resources is either available or attainable. Records and experience show that
some combinations of crop and livestock enterprises are more profitable and more stable than others
and that the long-run profitibility of the total farm business depends greatly upon choosing an overall
plan most appropriate for the farm family and the resource available.

LONG-RANGE PLANNING PROCEDURES

The purpose of this planning procedure, with the use of block budgeting and the accompanying

worksheets, is to formulate several alternative long-run farm family plans and to evaluate the

economic consequences of each. In order to make valid comparisons among different plans, a few
precautions should be taken:

1. Use consistent prices, costs, and investment data for all plans considered. Otherwise, too
many variables are introduced and different results among alternative plans cannot be
evaluated accurately.

2. Refer to the crop and livestock budgets and select those appropriate for all plans to be
considered. Make any adjustments needed to suit the farm resources available and then use
these same budgets for all plans compared.

3. Use a systematic, step-by-step planning procedure. The following 12-step procedure is

suggested: :

Step 1. Inventory resources.
Step 2. Establish goals.
Step 3. Identify and itemize major problems.
Step 4. Summarize the cropping system selected.
Step 5. Summarize the livestock system, if any.
Step 6. Summarize and evaluate the income and profitability of the plan.
Step 7. Evaluate the economic feasibility of the plan from the standpoint of cash flow.
Step 8. Compare the results of the alternative plans and choose one for long-run development.
Step 9. Prepare a new farm layout map for the plan selected--showing fields, lanes, water
Step 10. Plan the farmstead arrangement for efficient operation of the new plan.
Step 11. Start developing the selected plan, giving special attention to priorities for major
changes and investments.
Step 12. Adjust plans as needed from year to year in line with annual budgets and
records of performance.

Steps 1, 2, and 3 provide background information as a basis for all plans to be evaluated and
compared. They need not be repeated for each alternative, except for adjusting the capital investments
required, as summarized on Form 3.

Steps 4 through 7 should be completed for each alternative to be compared. Usually, the present
plan of operation is evaluated first, using the budgets and investment levels selected for evaluating all
the alternative plans.

Step 8 is one of decision making, a comparison of the various alternatives and selection of one plan
for long-run development.

Steps 9 and 10 involve more detailed planning of the physical resources of the farm and farmstead
to enhance the efficient operation of the new plan.

Steps 11 and 12 are appended to the planning procedure which, in reality, is a never-ending
process. Of crucial importance are the transition years because major changes and investments of
capital often are necessary when putting the new plan into operation. Annual budgets and farm records
are valuable tools for guiding these adjustments over time.

More detailed information about each step follows:
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STEP 1. INVENTORYING THE RESOURCES

Preparation of a complete and accurate inventory of all farm and family resources should be the first
step in developing a long-run farm plan. These resources usually are classified into four major
categories--land, labor, capital, and management. While all are inter-related, specific steps should be
taken in preparing an inventory of each.

R

The first step in taking an inventory of the land is to prepare an accurate map of the complete
farm unit. Form 1 may be used for this purpose. Aerial photographs are available from county ASCS
offices. Form 1 may be used as an overlay for tracing a map directly from the photos. Two or more
forms may be taped together for larger farms in order to maintain the same scale as the photos, 660 fee
to 1 inch.

The "present” farm map should show all physical features on the farm--streams, ditches, timbere:
areas, field boundaries, ponds, buildings, etc. Each field on the farm can be assigned an identifying
letter--starting in the upper left-hand corner of the farm and lettering from left to right. The acreage in
each field may be shown with the field letter--A-40, B-25, etc.

Other aids in map preparation sometimes are available. In some counties county-wide soil survey
have been completed and descriptive bulletins of soil resources and land class maps can be obtained at
the cooperative extension office. In some cases, small photo-maps of individual farms are available an
show soil types, slopes, and degree of erosion on various parts of the farm. Land classification maps,
prepared by the Soil Conservation Service, also are available in some areas and show similar
descriptive data of the land resources. Small transparent acreage scales, with scales of 660 feet to 1
inch, are available in some book stores and are quite useful in drawing maps and determining acreages

Another step in completing an inventory of land resources is to prepare a summary of the acreage
of land suitable for different purposes. Form 2, Land Use Classification, provides space for doing this
by fields as shown on the farm map. Directions for classifying the land into six classes are given on the
reverse side of Form 2.

In addition to the above, a complete set of soil tests, by fields, will provide an up-to-date picture
of fertility levels and will guide the use of soil treatments year by year. Some managers assemble these
soil test reports in order by fields in a looseleaf binder for frequent reference.

Labor Resources

Labor resources may be classified as either fixed or variable. Fixed labor is that committed to the
farming operation throughout the year--including the operator and partnership labor, other family labor
and year-round hired labor. Variable labor is that available on a seasonal or part-time basis--including
school-age family labor, hired day labor, and labor included with custom machine work.

Fixed labor is a charge against the farm business whether fully used or not. Therefore, it is
important that all labor be fully and profitably employed and that work is performed efficiently.

A. Labor on Small Farms

Most of the labor on small farms is fixed family labor and net income often is low because
available labor is not fully employed at productive work. Even if rates of production are high on these
farms, the total farm production for sale may be too low to provide a living for the farm family, meet
operating expenses, and pay interest and principal on the farm debt. Possible remedies are:
(1) Get control of more land by rental or purchase.
(2) Farm the land more intensively to get higher yields per acre and bigger crop profits.
(3) Add livestock enterprises which can use labor and feed at a profit.
(4) Find off-farm employment for some members of the family.
(5)-Some of these remedies will require a larger investment of capital.
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B. Labor on Large Farms
On some large farms, a larger work-load than available labor can handle effectively often is
required. Some of the main things that determine labor efficiency are:
(1) Size and kinds of equipment used.
(2) Size of fields and arrangements of lots, lanes, and buildings.
(3) Distribution of the labor load throughout the year.
(4) Method of doing work.
(5) Managerial skill of the "boss."
(6) Skill of the workers.
The first three are determined by organization; the latter three are operational. All should be given
consideration in developing long-run plans.

C. Computing Labor Requirements

The total hours of direct labor required for crop and hvestock enterprises are summarized on
Forms 4 and 5. These are combined on Line 8 of Form 6 to get the total hours of direct labor required.
The planner may wish to increase this total by about 10% to cover miscellaneous labor for maintenance
work.

The total hours of operator and family labor expected to be available in a typical year should be
summed and compared to the total labor requirement. Any shortage in hours of labor required should be
entered on Line 12 of Form 6 to compute the estimated cash cost of hired labor.

Capital Resources

A summary of all farm and family assets and liabilities, and preparation of a complete financial
statement, should be an essential part of all long-run farm planning.

The first step is to prepare an itemized and classified inventory of all resources, including
quantities and values. Most good farm accounting systems provide an inventory section for this
purpose. Total values from different parts of the inventory -- farm land, buildings, machinery, livestock,
supplies, etc. -- may be transferred to the financial statement. Different liabilities (debts) -- short-term,
intermediate, and long-term -- also should be itemized and summed to determine total liabilities at the
time planning is started. By subtracting total debts from total assets, the net worth, or equity, in the
business can be computed. The equity position is a key factor in determining the feasibility of
borrowing additional funds for capital improvements.

Data from the inventories and financial statement also should be transferred to Form 3 to
summarize capital investments in machinery, buildings, breeding livestock, land, and land
improvements. Figures for these investments, along with any added investments needed for alternative
plans, are necessary in making an economic evaluation of various plans.

Man

Management ability and managerial performance of the farm manager are the key factors in
determining the success of a farm business today. But an evaluation of the management resource is
difficult because it involves self-analysis by the farm planner. No simple formula for measuring an
individual's management ability has been devised.

In developing long-run plans, the farm manager should try to make a realistic appraisal of their
own abilities and willingness to assume responsibility in the role as a decision maker. In considering
alternative plans, managers should consider their past experiences with crop or livestock enterprises;
their "likes and dislikes;" their skill in handling various kinds of machinery, equipment, and livestock;
their punctuality in getting things done; their attitude in regard to handling risks and uncertainties; their
ability to buy and sell advantageously; their thoroughness in keeping good farm records and using them
in their decision making; and, perhaps most of all, their willingness to take time to study their business
and continually seek new information and adapt it in a realistic way to their own farming operations.

Since farming is a family team effort, the special abilities and skills of other family members also
should be considered in evaluating various plans of operation. For example, many farm wives have
become excellent record keepers, market analysts, and assistants in handling livestock enterprises.
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While no precise yardstick is available for measuring management ability, the manager may
initiate some self-evaluation by asking and answering, specific management questions such as the

following:

YES

NO

By February 15, have I decided what crops to plant in each field
and figured seed, fertilizer, and other requirements for each crop?

In determining the above requirements, have I consulted
previous year's crop records, experiment station figures, or some
other reliable source in the process of arriving at a decision?

After reaching decisions, do I act promptly in placing orders
so that materials are on hand when needed?

Before spring work starts, do I set a schedule when work is to
be completed such as plowing, disking, and planting?

Unless delayed by unusual weather 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?

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
maintenance done before the cropping season opens?

Do I schedule farrowing and calving dates so these operations
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 costs per 100 pounds of beef,
pork, or milk?

Do, at least once a year, make out a net worth statement to
measure financial progress?

Do, at the end of the year, make out an operating statement
which shows net farm income for the past year?

About equal numbers of YES and NO answers may indicate average management. A good plan of
organization is one that will fully use, but not exceed, an operator's management skills in putting the

plan into operation.
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STEP 2. ESTABLISHING GOALS

After getting a complete picture of all resources available, the farm family should try to look
ahead a few years and formulate clearly defined goals for achievement. There is truth in an old saying
that "you can't get somewhere quickly if you don't know where you are going."

Sometimes a few well-directed questions will help clarify goals in a realistic manner and serve as
a guide for long-run planning. Questions such as the following may provide a starting point.

(1) What level of living would the family like to have a few years hence? Does this require a new
home, a better car, new appliances for the household, a college education for children, longer family
vacations, savings for retirement?

(2) How much family cash income will be needed each year for current living costs and for
improvements such as indicated above? The average for Pennsylvania farm families is within the r<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>