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	 What’s the best way to summarize financial informa-
tion about a farm/ranch enterprise?  Taking a look at cost of 
production per unit—animal, acre, bushel—is a good way to 
get a measure of profitability.  This provides a benchmark to 
be used in comparisons over time and comparisons among 
enterprises. For instance, measuring the total cost of production 
for the hay enterprise suggests whether an operation should 
be raising or purchasing hay.  By analyzing production costs, 
a better understanding of the relative importance of different 
expenses and ideas about how to better control costs will be 
gained.  Making the calculation requires some effort (and a 
few records)!
	 Calculating the cost of production requires identifying all 
cash and noncash costs, then allocating them to the appropri-
ate farm or ranch enterprise.  Here are suggested steps:
	 1.	 Identify the enterprises (for example, stockers, cow-calf, 

wheat, native pasture).  
	 2.	 Allocate cash expenses to the different enterprises.
	 3.	 Identify all non-cash expenses, including depreciation 

and changes in beginning and ending balances of assets 
(what you own) and liabilities (what you owe). 

	 4.	 Allocate non-cash expenses to different enterprises.
	 5.	 Total the expenses (cash, depreciation, changes in inven-

tory, and other accrual adjustments) by enterprise.
	 6.	 Divide the total expense figure by the number of head, 

acres or other units to get a per unit cost.

	 Use the enclosed worksheet to break out your income 
and expenses, starting with cash income and expenses from 
your tax forms.  Supplement cash transaction data with in-
formation from the balance sheet, tax schedules, and other 
farm records.  Calculate the total cost of production by adding 
cash costs and noncash expenses (depreciation and accrual 
adjustments).  

Identify Enterprises
	 Think about the different activities in your operation.  They 
might include wheat, cow/calf, stocker, bluestem pasture, 
bluestem hay, native range, custom work, sale bulls, and 
bred heifers.  Think about activities that result in a product 
for sale, for instance, beef production by the cow/calf herd, 
as well as those activities that contribute indirectly to produc-
tion, for instance, different pasture enterprises.  List calves 
retained beyond weaning as stockers, which is a separate 
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