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Cost-Return Projections

Cost-return projections provide estimated costs and re-
turnsfor forward farm planning. They are crop and region-
of-Kansas specific. Production costs for individual farmers
will vary considerably due to the amounts of fertilizer and
chemicals applied, the type and amount of farm machinery
owned, and land costs.

Yield Level

Cost per ton and net returnsin crop production are highly
dependent on yields. The following estimated budget in-
cludesthreedifferent yield levels. Thethreeyield levelsare
intended to represent expected yieldsof varyingland quality
for agiven level of management. Land values, government
payments, and variousinputsvary asyield levelsvary. Crop
insurancewasnot included inthebudget asan input expense
becauseyieldsreflect anaverageof all years(good and bad).
If crop insurance is included as an input expense, then an
expected value for indemnity payments should be included
in the returns section. Historically, MPCI indemnity pay-
ments have exceeded premiums due to government subsi-
dies.

Variable and Fixed Costs

Table 1 shows some of the assumptions used to develop
thisbudget. Note the lime amount assumesthat 1 ton of ECC
isapplied every 4years. See MF-942, Cost-Return Budgets—
Nonirrigated Crops, for herbicide and insecticide usage.

Variable costs, such aslabor, fertilizer, repairs, and fuel -
oil, are costs that vary with the level of production. Labor
requirements include time for management and marketing,
whether operator or hired labor. Interest on variable costsis
estimated by using one-half of the accumulated variable
costs for the year.

Fixed costs do not vary with the level of production and
are incurred by virtue of owning assets such as land and
machinery. Machinery investment was estimated for an
average-sized farm to meet tillage, planting, and harvest
requirements. Salvage value of machinery was assumed to
be 35 percent of theinitial investment. Interest on machinery
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was calculated on one-half the average investment [(initial
investment + salvage value)+2]. Land costs are based on
ownedland. If thelandiscashrented, thecost of rent per acre
should belisted online 18 and no taxes or interest shown on
lines16 and 17. If land isrented on acropshare basis, rent is
reflected in the yield.

Profit and Return Factors

Net return on investment is the percentage return on
investment. This measure enables comparisons to be made
among other enterprises and investment aternatives. If the
land market is efficient, the return on investment for land of
varying qualitiesshould be approximately equal. If thereturn
on investment from lower quality land islow relative to the
returnsoninvestment fromland of higher quality, itisasignal
that the land is overpriced relative to better quality land.

Table 1. Factors Used for Cost-Return Budget
Yield Level (ton)

Item 83 115 147
Fertilizer:
N (Anhy.) 50 65 80 $0.111b
N (Dry) 10 10 10 $0.20/Ib
P 25 25 25 $0.22/Ib
K 0 0 0 $0.14/Ib
Lime 500 500 500 $0.0V1b
Seed, Ibs. 3.0 3.0 3.0
Seed price, $/lb." $2.46 $2.46 $2.46
Labor hours 490 510 5.30
Labor price/hour $10.80
Land value/acre $509 $636 $764
Land interest rate 6.00%
Land real estate tax rate 0.50%
Machinery investment $235
Machinery life 10yrs
Salvage value 35.00%
Interest rate on machinery 9.00%
Insurance rate on machinery 0.25%
Interest on variable costs 9.00%

* Assumes seed is treated with Concep and Gaucho
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COST-RETURN PROJECTION — SORGHUM SILAGE — SOUTH CENTRAL KANSAS

Yield Level (ton) Y our
8.3 115 14.7 Farm
VARIABLE COSTS PER ACRE:!
D, LabDOr soeeeeernnerreenninieiiniiniiiii e e $ 52.92 $ 55.08 $ 57.24
2. SEE[ rrrrrrrrrrrrr s 7.38 7.38 7.38
3. HErbicide «+eeeeereerremmmrrmmminieiiiin i 9.35 21.69 21.69
4. INSECLICIAE ++rrrrrerrrrrrrrrrrrirrrrirr e
B. Fertilizer and Lime - ceereeeersrrimmminiiiiiinannn, 18.00 19.65 21.30
6. Fuel and Oil «+eeeereeerrmmmreimi 13.44 12.10 16.80
2T USSR
8. Machinery and Equipment Repairs -« «-«-eereeereenenes 16.75 18.50 20.25
L s
10. Crop JNSUFANGCE «+rvrerrerrrarrrerrrenrnnririrririernarsnsnenan,
11. Dry| MIQ wrovrereemsr s
12. CUSIOM Hir@: s seeererminiiiiiiiiiiiiniiiii s
13. Crop Consulti MU woeeseeessssss s
14. MISCEl|ANEOUS +++++rrrrrrrrrrrrrermrniinrririiinri e, 7.00 7.00 7.00
15. Interest on Y2 Variable COSLS -+« eerererrermminiirmnniniiennne. 5.62 6.36 6.82
A. TOTAL VARIABLE COSTS -eeeeereresreremrereeresseresseessens $130.46 $147.76 $158.48
FIXED COSTS PER ACRE:!
16. Real EState TaXES -« reeerreerrremmmminmmminiiiiiiiinsiansiaeaenans 2.55 3.18 3.82
17 Interest 0N Land? -« eeeeeeeermmmmmminniiniies s 30.54 38.16 45.84
18. Rent for Rented Land -« -« eeerererrerinmmninimiiniiiniininnnnnn,
19. Depreqanon on Crop |\/|ach|nery .............................. 15.28 15.28 15.28
20. Interest on Crop Mach|nery3 ..................................... 14.28 14.28 14.28
D7, ettt ettt et et et e be et ebe st be st ete et ebesteneenens
. ST TSRS
23. Insurance on Machi NEFY +eeseersssssssnsnssssn s 0.59 0.59 0.59
B. TOTAL FIXED COSTS teeterrruirmnnimninrininiiineniann, $ 63.22 $ 71.48 $ 79.80
C. TOTAL COSTS (A + B) rreerereeremmsnnmsnisiiniisiisnn $193.68 $219.24 $238.28
D. YIELD PER ACRE - veeerereetereeteseeeseesesseseseesessessssesessesnns 8.3 115 14.7
E. PRICE PER TON? - ccciimmimmimssesessessssssssssssssesssessessssssssssssssssssssssssssis $ 14.46 $ 14.46 $ 14.46
F. NET GOVERNMENT PAYMENT? ccevevsssssseseseeeeesnsnns $ 1195 $ 1299  $ 14.03
G. INDEMNITY PAYMENTS -rereererrererreresreressessesessesessenes $ $ $
H. MISCELLANEOUS INCOME «-reerereerereerereeresreresseesseens $ $ $
|. RETURNS PER ACRE [(D X E) + F + G + H] ++-evvveeveeens $131.97  $179.28  $226.59
J RETURNS OVER VARIABLE COSTS (I —A) «eveeeveee $ 151 $ 31.52 $ 68.11
K. RETURNS OVER TOTAL COSTS (I = C) «+ereveseevseens $-61.71 $-39.96 $-11.69
L. VARIABLE COSTS PER TON rrvvrersssrrrrssssssnresssssss $ 1572  $ 1285  $ 10.78
M. TOTAL COSTS PER TON ::reeeererrnrennnreninienininnininninnnn. $ 2334 $ 19.06 $ 1621
N. NET RETURN ON INVESTMENT
[(K+15+17+20) = INVESTMENT]S w-rveeeeesssssmnsseneeeee -1.52% 2.16% 5.53%

1Totalswerederived using information listedin Table 1. 2Assumesinterest rate shown in Table 1. 3Assumes one-half the averageinvestment
[(initial investment + salvage value) + 2] at theinterest rate shown in Table 1. “See MF-1013 “ Pricesfor Crop and Livestock Cost-Return
Budgets’ and MF-2236 “ Government Program Payments for Crop Cost Return Budgets® for additional information on crop prices and
program payments. 3 nvestment equals total value of all fixed assets shown in Table 1.
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