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Preface

This publication is designed to help producers evaluate new enterprises for their farms or family
businesses. It is based on a set of worksheets to help evaluate the Profitability, Resource
requirements, Information needs, Marketing decisions, Enthusiasm for, and the Risk associated with
a new enterprise. PRIMER is the acronym for these six factors. The text of the publication includes
a discussion of each of these factors along with some introductory Yes/No/Maybe questions about
each factor. There is also an introductory score sheet for each factor to get you thinking about the
feasibility of a new endeavor. The worksheets at the end of the publication are more detailed and ask
for information or ask questions that need to be answered before the decisions are made about the
new enterprise.

This is not a substitute for a whole farm plan, business plan, or marketing plan. Nor does it serve as
a substitute for partial budgeting, full-cost enterprise budgeting, or the development of a mission
statement for the business. However, it does help the user ask the right questions to evaluate the
economics of an enterprise or profit center within the current business, and it can help in developing
all the planning tools mentioned above.

This publication was designed to work across a wide range of crop, livestock, value-added, or service
enterprises. Therefore, some of the worksheets raise questions that may not apply to all enterprises.
Users should tailor their responses to their specific situations and use all available information to
make a decision. Also, the order of PRIMER elements does not mean that enterprise evaluation
should flow in sequence from Profitability to Risk. There is no particular order meant to be implied
by this guide. All the issues should be addressed together as each component influences the others.
PRIMER is simply a convenient and useful way to present the information.

The text and worksheets in this publication are also available on the Agricultural Economics web
page under Extension/Publications. The departmental web site is www.uky.edu/Ag/AgEcon/. Users
may want to make multiple copies of the worksheets to evaluate different enterprises or to evaluate
different scenarios of the same enterprise.
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Using This Publication

The PRIMER worksheet concept is introduced
on page two with a preliminary score sheet for
each element. Circle your most likely response
on each score sheet. Add your points from all
six score sheets and see where you fall in the
score sheet summary. This may give you some
early indication of whether to go on.

Each PRIMER section in the text opens with
some thought provoking questions. These basic
questions about you, your resources, your
preferences, and your potential are a necessary,
and often overlooked, basis for beginning a
more formalized analysis. Check a response to
each question. If you answered more Yes’s than
No’s or Maybe’s, then you are a good candidate
to pursue your options in a more formalized
and detailed analysis.

Each member of the family who will be
affected by a new enterprise should also answer
the questions. Compare your results. Look for
areas of agreement. Beware of potential
conflicts.

Finally, detailed worksheets are found at the
end of the publication that allow you to
proceed deeper into your evaluation. These
PRIMER worksheets ask some specific
guestions that you need to answer before
"moving ahead."
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Introduction

Kentucky farmers must deal with a number of questions as they seek to diversify their farm
businesses. Farmers often ask, “What can | produce to sustain or improve profits on my farm?”
Policy makers and farmers are often seeking a miracle crop or livestock enterprise that will bring
immediate prosperity. The search for “what” to produce has led many farmers to experiment with
new and different crop and livestock opportunities with varying degrees of success. Success or
failure often depends on how well issues beyond the “what” are dealt with. Perhaps the major
emphasis should not be on “What to produce?” but on “How to select the right enterprise for my
farm.”

New or expanded enterprises are likely to have a different set of financial, marketing, management,
and policy options than growers have experienced with traditional enterprises. Focusing on “How to
select the right enterprise” instead of the “What to produce” will allow you to thoroughly evaluate a
wide range of options instead of concentrating on a few “pie in the sky” alternatives that might work
for a few producers and fail for many.

PRIMER = Profitability + Resources + Information + Marketing + Enthusiasm + Risk

The PRIMER Method

Schoolchildren used to learn to read from a primer, a thin book that laid the foundation to a lifetime
of reading. Similarly, an agricultural PRIMER can lay the foundation to evaluate a wide range of
farming options.

The letters in PRIMER represent the basic factors to consider when making a decision about new or
expanded enterprises for the farm. P stands for profitability, R stands for resources, | represents
information, M represents marketing, E stands for enthusiasm, and R stands for risk.

These six factors: profitability, resources, information, marketing, enthusiasm, and risk are the basic
elements which should drive any decision to adopt a new enterprise on the farm.
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PRIMER Score Sheets

PROFITABILITY

CashCow . ... 10
Probably profitable — just needs a little

planning . ............ . . . 8
Profitable if |1 can get some start-up funds ... .6
Profitable, but easily duplicated and

limited market . . ...................... 4
Can make a profit if all the stars line up right .2
Profits unlikely, but still looks like fun .. ..... 0
RESOURCES
Have everything I need ................. 10
Need a few minor, low-cost items .......... 8
Missing one important resource, but can

acquire it at some expense .............. 6
No experience with enterprise, but can

developitintime ..................... 4
No experience and need to acquire

SOMe Major reSOUrCeS . .. ............... 2
Starting from scratch . ................... 0
INFORMATION
Production and marketing info well in hand .10
Need to do a little homework . ............ 8
Need to do a fair amount of homework . . . . .. 6
No one has ever seen this done here before,

but can find info elsewhere . ............. 4
No access to a computer, extension office

orlibrary ......... .. ... 2
Starting from scratch . ................... 0
MARKETING

Promising, accessible markets already
exist — people are begging for this product .10
Accessible markets but will take a little
efforttodevelop ...................... 8
New retailing or cooperative marketing will
have to be developed, but still a good market6

MARKETING (continued)
It may take some time and money to help
consumers appreciate the value of this

product/service ............ .. . . . ... ... 4
The market is pretty well saturated with

similar products ...................... 2
Selling iceto Eskimos ................... 0
ENTHUSIASM

I can’t sleep at night, this idea is so exciting .10
I’'m excited about it but some of my

family members are reluctant ............ 8
It’s as good an idea as any of the others

I'vecomeupwith ..................... 6
I could get excited, but only if it works

outfairlysoon ........................ 4
I’'m out at the first sign of rough sailing . . . . .. 2
Why do | even have todo this? ............ 0
RISK
I’'m very comfortable with the return

estimates relative to the risk involved . . ... 10
I’m reasonably comfortable ............... 8
Somewhat comfortable .................. 6
It looks OK, but there’s just a lot

stillunknown ........................ 4
I think I could make it, but there

are possibilities for significant loss ........ 2
I’'m better off buying a lottery ticket ........ 0
TOTAL SCORES
Very promising, move ahead ........... 48-60
Has promise, but will still need

somework ....... ... ... ... 38-47
Has promise and some serious hurdles.

Carefully evaluate whether this is

agoodfit ............ ... ... ..... 28-37
Beware! May not beagood fit........... <26
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Profitability

The first of the Question Yes No Maybe
PRIMER factors is Does thi i i<e h ise t
Profitability. oes this enterprise have promise to 0 0 0

deliver large enough revenue relative

Clearly any new or . .
y any to the investment required?

expanded enterprise
must add to the
overall profits of
the farm.

Can | build in special competitive O O O
factors that can enable profits to be
durable over time?

Is there a considerable up front cost 0 0 0
to be incurred?

Can | set specific, measurable, 0 0 0
attainable profit goals for this
enterprise?

New enterprises should be budgeted closely with estimates of costs and returns. Many proponents of
new or unique enterprises tend to be overly optimistic about potential returns. The kind of questions
to ask about a budget include: “What if prices are 25% below these estimates?”, “What if some
disease or weather factor cuts my yield by a third?”, “What if it takes twice as much labor as I've
anticipated?” These types of questions can help evaluate both the relative profitability and riskiness
of the enterprise.

Profitability can be identified by deducting various kinds of expenses from total estimated revenue.
The PROFITABILITY WORKSHEETS (found at the end of this publication) begin with estimating
a total revenue amount as the total yield times the expected price. This can be estimated on a per
acre, per head, or whole farm basis. The total revenue amount, of course, can vary widely, and will
need to be revisited when we come to the marketing and risk worksheets. Still, an estimate of total
revenue needs to be made using the best information available on what can be expected for yield and
price to the farmer.

The PROFITABILITY WORKSHEETS provide a first estimate of the level of profitability by
subtracting cash costs from the total revenue. It is generally helpful to organize these cash costs by
category, such as fertilizer, feed, utilities, hired labor and marketing costs. It is also helpful to
compare returns over these cash costs when considering several different enterprises.

This provides us with only part of the picture, however. There are additional costs that are very real,
including loan payments, the use of equipment, buildings, and other long term assets, family labor,
management, and risk taking. Enterprises can vary widely relative to these additional costs. If the
budget is constructed on a per unit basis, be sure to multiply by the anticipated number of units to
see if total returns will be adequate to make loan payments, to pay fixed costs, and offer a return to
family or operator labor over the long run.

Other profitability factors to consider are length of run and comparative advantage. A new
enterprise with a payoff in five years may look good strictly from a profitability standpoint but may
not pay the bills between now and then. Some agricultural enterprises have short productions cycles
while others may require months or years to achieve profitability. Fruit crops, Christmas trees,
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specialty timber, and other similar enterprises can involve significant cash outlays in the initial
establishment phase. Intensive management may be required during the early development phase.
Cash revenue from future harvests may not be returned to the investment for years. The second
PROFITABILITY WORKSHEET is provided to estimate both annual and long run cash flow.

The income needs and debt load of the farm figure heavily into the choice of enterprises.
Alternatives for which a farm or a region has some relative advantage in production or lower costs
is more likely to be successful. Identifying some geographic, climate, or cost advantage will help
identify good alternatives or weed out bad alternatives.
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Resources

The second Question Yes No Maybe
PRIMER factor is . .
ResOUIces. Is this enterprise adaptable 0 0 0

to my area?

New or expanded
enterprises often
require new or
expanded
resources.

Do I have experience with this 0 0 0
enterprise?

Do | have, or can | get, the resources O 0 0
to produce this product?

Are highly specialized resources 0 0 0
required that have limited
alternative uses?

A new enterprise may require investment in machinery, buildings, or land. Labor and management
requirements may be different for new enterprises. Farmers already producing labor intensive crops
often look toward other labor intensive enterprises as supplements or alternatives. New enterprises
with labor requirements that complement rather than conflict with the labor peaks of current farm
enterprises may fit well to keep laborers more fully employed. The best resource situation for new or
expanded enterprises is when existing resources can be used or adapted. Large investments in capital
resources for untried or risky alternatives may not be well received at the lender’s desk, especially if
they are highly specialized. If current resources of land, labor, and capital can be used, then the risk
of entering into a new enterprise is reduced.

The RESOURCES WORKSHEET provides a framework for organizing an inventory of current and
needed resources for a potential new enterprise. Land, buildings, machinery, start-up capital, and
labor are each listed as resources to consider. Additional resources may need to be considered in this
worksheet, as well. Long-term inventory, such as seedlings, may be required. Construction of certain
structures, such as ponds, trellises, or fencing may need to take place before production begins.

The inventory of resources that need to be purchased should include, to the extent possible, an
identification of the source of the resource and an estimate of the cost.

Managerial ability and experience are difficult resources to measure or to acquire easily and quickly.
Management includes planning and organizing skills. These can be learned. Staffing and directing
skills are important if new employees are to be hired and trained. Carefully consider the
management intensity level of any new enterprise. Enterprises for which timeliness and high levels of
production skills are important will require corresponding high levels of management.

Labor is often one of the limiting resources when examining the feasibility of a new enterprise. The
RESOURCES WORKSHEET provides a way to compare labor needs with current resources and to
plan for any additional hired labor that may be necessary on a month-by-month basis.

Use the Activities Map and the Labor Availability and Requirements components of the worksheet
to assess labor needs. Complete the Activities Map to determine the timing of various tasks.
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The labor worksheet begins with an estimate of available family and hired labor. Each full time hired
worker can be expected to provide between 160-200 hours per month. Labor requirements for
current farm enterprises should then be deducted from the total labor available each month. This
provides an estimate of the labor available for new or additional enterprises. The next row in the
worksheet calls for an estimate of the labor demands anticipated for the new enterprise. Subtracting
the new labor required from the current labor available should provide an estimate of the amount of
additional hired labor that will be required and the period during which it will need to be available.
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Information

The | in PRIMER Question Yes No Maybe
is for Information.

Quality information Do | have the “know how “ to 0 0 O

produce and sell this product?

is critical for
g1al_<|_ng 990d If 1 don’t “know how “, do | know 0 0 O
ecisions in ho t0 ask?
any enterprise. w '
Am | willing and able to approach O O O

different people for advice?

Does market research and O 0 0
development appeal to me?

Is most of the production information O 0 0
readily available?

Good information about unusual or exotic alternatives may be scarce and expensive. In fact, an
alternative enterprise for some producers is providing information, for a fee, to other interested
parties. The more unusual the enterprise the less likely that conventional sources will be able to meet
the need for technical or economic information. Farmers have benefited from several generations of
high quality, research based information delivered through the Cooperative Extension Service into
every county in the state. Kentucky Extension agents are well informed, but they shouldn't be
expected to be experts on every one of hundreds of agricultural alternatives. Private or trade
organizations may be alternative sources of information, but membership or consulting fees should
be anticipated.

An inventory of useful information sources for a particular enterprise can become a valuable
resource in its own right, and can greatly aid in on-going management decisions. The
INFORMATION WORKSHEET provides a means for organizing key information sources by
subject matter area; production resources, financial resources, and marketing resources.

There are several sources that can provide a wealth of information on each of these areas. The
worksheet allows the farmer to compile a listing of key people with special knowledge of the
enterprise, including other farmers, agents and specialists, and others. Trade shows and associations
can also provide valuable information, and may be offered on a state, regional or national level.
Computer web sites and Internet communications can provide specialized information from around
the world. While this information may need to be altered to adapt to current growing and resource
conditions, it can also be used to access a wide range of expertise.

Maintaining accurate and current information, including detailed record keeping systems, should be
considered a cost of taking on a new enterprise. It usually takes some time to develop the
management expertise required to bring the enterprise to its profit potential. Good information
management, which includes knowing how to efficiently sift through the mountain of potentially
useful information, can speed the farmer toward better decisions about or on enterprise development.
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Marketing

The M in PRIMER Question Yes No Maybe
is for Marketing.

This component is
likely the key to
success or failure

of any new enterprise.

Am | willing to spend as much effort 0 0 0
in marketing as in production?

Is “selling” a new product to a customer 0 0 0
something I’'m comfortable with?

Is having people “drop in” at the 0 0 0
farm something | can tolerate?

Are there several promising 0 0 0
customers who could be pursued?

Will | have to do the major part O O 0
of the marketing?

Will it require a lot of effort to O O O
prepare the product for market?

Many farm products have typically been sold as commodities rather than marketed with a view
toward developing greater value delivery and profit opportunities. A commodity marketing strategy
may be difficult to sustain for certain alternative enterprises, especially those that may involve
specialized market channels. Many alternative enterprises have limited sales potential, emphasizing
small, niche markets that may be quickly oversupplied if too many producers enter the market.
These are called “thin markets “ and thin markets are susceptible to wide price swings with over and
underproduction. Often the most successful niche marketers are those who zealously develop and
guard their market outlets. Skill in marketing will often be the most important success factor in the
sustainability of a new enterprise.

Sales and communication skills, good customer relationships, cooperation with other producers, and
a determination to successfully develop an enterprise are all resources good marketing people
depend on. These resources can be developed, but may require some time and patience. Truly
different and innovative enterprises will likely involve a commitment to product and market
development; working with customers to communicate the features and benefits of the product.

Another key factor in marketing products includes product differentiation. Manufacturers of most
consumer goods recognize the importance of setting their product apart from all others by the use of
brand names, advertising, quality differences, and other distinctive features of their product that
consumers especially value. Similar opportunities exist to differentiate many agricultural products.
Careful research on customer/consumer preferences can reveal some of the more promising unique
product features that can be developed. Continuous product improvement, building the marketing
effort around valued product features, and having a well defined market plan may be the difference
between the ultimate success or failure of the enterprise.

Value added is a general concept that involves developing a product beyond the commodity stage.

Product differentiation can be related to this. Opportunities often exist to add value to a particular
product. Processing, storing, packaging, delivery and other services, offering a range of product
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gualities, and bundling with other products are each examples of ways farmers can create a greater
value to certain kinds of products. Customers value additional features that are added to the basic
product. In many cases the farmer is in a good position to add value to a product, and can do so
profitably. Remember, however, the cost of adding value must be lower than the added value to
increase profits.

Not all marketing channels are the same or offer opportunities consistent with the goals the farmer
may have for an enterprise. Wholesale, retail, co-ops, contracts, and direct sales (on- or off-farm)
are just some of the outlets that may be available. There are unique benefits and costs associated
with each channel, and each channel must be evaluated for its current marketing suitability and
profit potential.

The first MARKETING WORKSHEET allows the farmer to rate some market factors and
opportunities. The second worksheet helps explore market development needs and value-adding
opportunities. The third worksheet asks about some additional product considerations.

The final MARKETING WORKSHEET allows for comparison of several different markets.
Wholesale markets, larger volume distribution and sales to firms that resell and redistribute the
product to retailers, are quite different from direct farmer-to-consumer or on-farm kinds of markets.
Many different marketing channels exist, each with distinctive product and service needs,
opportunities, and challenges. Specific wholesale markets can include selling through brokers,
marketing cooperatives, or other individual firms that deal with a variety of retailers. Direct markets
can include farmer-to-retailer, institutional markets, such as restaurants, hotels, hospitals, schools,
and businesses, and farmer-to-consumer, such as farm markets or subscription delivery. There are
additional innovative ways to market product right on the farm, including pick-your-own and
entertainment farming.

The worksheet should help assess the advantages and disadvantages of various marketing channels.
Each channel will have various features commending it, but will also have certain limitations.
Different marketing channels may be more suitable for different stages of the long-term enterprise
development process. The proximity of the farm to a market, the reputation of key firms or persons
involved, and the degree of farmer-customer interaction can each be key features toward evaluating
the relative attractiveness of the different channels. There are typically a variety of fees that correspond
to the different channels. Gain full knowledge of these fees while developing a marketing strategy.

Prices received by the grower often vary widely across marketing channels. Research on historical
prices, trends, and reasonable estimates of upper and lower bounds should be included here. It may
be difficult to get good price information for truly unique products that have little market history.
Still, dialogue with prospective customers in selected markets should provide means for making an
estimate. A reasonable assessment of the sales volume that could be moved through different
channels will help to identify a total revenue estimate. The total revenue potential from on-farm sales
of a product may be quite limited compared to the potential of a marketing cooperative despite the
higher price that might be found through on-farm sales.

Partners should be chosen carefully for any business venture. Many new enterprises are inherently
risky. Finding firms or partners with a history of successful marketing experience can minimize some
of the marketing risk. Growth potential within a particular marketing channel should also be
considered and compared to the growth objectives and goal the farmer has for the enterprise in general.

Different marketing channels offer different degrees of value-adding opportunity for the farmer. This
may be an important consideration in which marketing channel to choose. Long-term goals for the
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product may eventually include additional processing, packaging, developing additional related
products or moving into related but different market channels. The marketing worksheets include
sections for identifying promising value-adding opportunities comparing these across different
marketing channels.

A good marketing program will feed knowledge about key consumer preferences back into a product
improvement program. Quality improvements through new variety research, new production or
processing techniques, or better post-harvest handling can translate into a strong market development
program. Product development that is responsive to customer needs builds in a competitive advantage
for the enterprise. Partners that can assist in the on-going product development process need to

be identified.

The creation of new market opportunities may require partnership with other producers. Certain
market channels may require larger volumes or longer season deliveries than can be provided from
an individual operation. Steady markets that pay well can be developed in many cases when desired
delivery volume, timing, and quality can be worked out. This may involve joint marketing efforts
through newly formed cooperatives or associations. The development of these markets can be critical
when smaller direct farmer-to-consumer markets become saturated.
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Enthusiasm

The E in PRIMER Question Yes No Maybe
stands for
Enthusiasm. It
perhaps could also
stand for emotion
or entrepreneurial
ability.

Is this something I will enjoy doing? O O O

Is there enough variety in the
production and marketing activity to 0 0 0
keep this interesting?

Is this something | can get better at 0 0 0
with practice?

Few endeavors in life or in business are going to be successful if enthusiasm is missing from the
equation. Liking what you do is a key to being good at it. On the ENTHUSIASM WORKSHEET
list three good reasons for starting up your new enterprise. You may have more than three, but you
should have at least three good reasons. In the optimism of planning a new enterprise, it may be
difficult to think of reasons for getting out of business. However, now is the time to set some
benchmarks that would help you know when it’s time to call it quits. Weeks, months, or even years
into an endeavor your judgment may be clouded by the investment of time, dollars, and emotion that
has gone into your enterprise. Sunk costs never provide a very good basis for decision making, but
sunk costs along with a strong dose of pride and tradition have kept many farmers in business long
after the economic conditions have suggested otherwise.

On the ENTHUSIASM WORKSHEET list three good reasons for getting out of (or not getting
into) this enterprise. During the evaluation stage you are likely to be as objective as you will ever be.
Give serious thought to these reasons and keep them in mind should the enterprise not turn out to
be quite as good as expected. Remember that while enthusiasm and strong emotions can be
beneficial as motivational factors, strong emotional ties to an enterprise can also cloud the objective
judgment of the best managers.

The final component of the ENTHUSIASM WORKSHEET is a listing of goals for the new
enterprise. While the goal exercise is found near the end of the PRIMER worksheets, it really
suggests one of the first questions that should be asked of any new endeavor, “Why do | want to do
this? “ A good set of specific, measurable, and attainable goals will help answer this question. There
should be short, intermediate, and long run goals for the enterprise and these goals should be
reviewed at least annually to assess progress or to allow for revision.

Enthusiasm and progress toward goals can sometimes be difficult to observe or measure. However,

successful managers almost always have a clear picture of where they are headed, they enjoy what
they do and, they work hard at it.
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Risk

The final R in Question Yes No Maybe
PRIMER is for Risk. . .

) . ?
This may include Is this enterprise adaptable to my area* O 0 0
production, financial, Are there significant sources O 0 O

or marketing risk. . .
Y of production risk?

Are there significant sources O O g
of financial risk?

Are there significant sources O O O
of marketing risk?

Many new enterprises or modifications to conventional enterprises are often referred to as
alternative enterprises. Alternative enterprises differ from traditional, or conventional, enterprises in
that they are usually subject to more production and market risk. These risks also translate into
financial risk as lenders view nontraditional enterprises as greater credit risks. In addition, few
alternative enterprises have the risk dampening effects of government programs to offset wide
swings in production and price. There may be legal risks associated with new enterprises in the form
of licensing and taxing requirements along with local, state, or federal regulations. Human risks
relating to liability issues, labor quality and quantity, and managerial ability should also be considered.

Riskier enterprises require different risk management strategies. Diversification, irrigation,
insurance, marketing plans, contracts, credit reserves, and low debt loads are only a few strategies
that should be considered in evaluating and adopting new enterprises. Keep in mind that the more
unusual or obscure the enterprise, the riskier it will be. The RISK WORKSHEET suggests some
production, financial, and market risks that should be considered. Some strategy should be in place
to deal with each of the risks that are associated with the new enterprise.
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Conclusion

Successful farmers have always identified the enterprises that offer them the best combination of
profit, stability, and satisfaction for the resources available on their farm. Successful farmers will
continue to seek and find the next best alternative available to them. It may be an established
enterprise with improved management practices or it may be a completely new enterprise with new
information requirements, new marketing skills, new risks, and new management practices.

The PRIMER evaluation method is a tool to help farmers select the right enterprises for their farms.
However, an understanding of these factors will also assist educators, lenders, policy makers, and
agribusinesses as they support or participate with the farmers in new endeavors. Farmers will not be
the only ones affected by new alternatives. Extension and vocational educators will also be called on
for information about new and different enterprises. Lenders will be asked for investment capital for
enterprises about which they have little knowledge of the production or marketing risks involved.

Policy makers will need to understand the implications of new farm products with little or no history
in the public policy arena and a limited base of support. Farm input suppliers and purchasers of
products will likely be faced with broader inventories and a more diverse clientele with a wider
range of needs and desires than ever before. Information demands from all these groups will

increase as Kentucky agriculture becomes even more diverse.

Farmers, educators, lenders, agribusinesses, and policy makers will be required to evaluate the new
production, market, and policy implications of a changing Kentucky agriculture, whatever the future
holds. The PRIMER method is one tool to aid that evaluation.
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UNIVERSITY OF KENTUCKY « COLLEGE OF AGRICULTURE Worksheet

Appendix
PRIMER Worksheets

PROFITABILITY 1:
enterprise budgeting

PROFITABILITY 2:
annual and long run cash flow budgeting

RESOURCES:
inventory, activities map, and labor flow

INFORMATION:
sources and costs

MARKETING 1:
rating market factors

MARKETING 2:
market development

MARKETING 3:
additional product considerations

MARKETING 4;:
market channels

ENTHUSIASM:
goals and justification

RISK 1:
production and financial risk

RISK 2:
market risk
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UNIVERSITY OF KENTUCKY « COLLEGE OF AGRICULTURE Worksheet

Brofitability 1

Use this worksheet to estimate a budget for the proposed enterprise on a per acre, per head, or whole
enterprise basis. This generic budget worksheet can be used for crops or livestock.

GROSS RETURNS

Amount times price equals
CASH COSTS
QUANTITY
SEED TIMES PRICE EQUALS
FERTILIZER TIMES PRICE EQUALS
LiME TIMES PRICE EQUALS
PESTICIDES TIMES PRICE EQUALS
TIMES PRICE EQUALS
TIMES PRICE EQUALS
FEED TIMES PRICE EQUALS
VET SUPPLIES TIMES PRICE EQUALS
MINERAL TIMES PRICE EQUALS
TIMES PRICE EQUALS
FUEL TIMES PRICE EQUALS
ELECTRICITY TIMES PRICE EQUALS
WATER TIMES PRICE EQUALS
TIMES PRICE EQUALS
HIRED LABOR TIMES PRICE EQUALS
MACHINE HIRE TIMES PRICE EQUALS
TIMES PRICE EQUALS
MARKET FEES TIMES PRICE EQUALS
PACKAGING TIMES PRICE EQUALS
TRANSPORTATION TIMES PRICE EQUALS
TIMES PRICE EQUALS
TIMES PRICE EQUALS
TIMES PRICE EQUALS
TIMES PRICE EQUALS

TOTAL CASH COSTS . . e

GROSS RETURNS MINUS TOTAL CASH COSTS
EQUALS RETURN OVER CASH COSTS ... ... . e

This is the amount left over to pay loan payments, depreciation on capital assets,
investment on owned capital, payments for family labor, and a payment for
management and risk taking.
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Brofitability 2

Use this worksheet to estimate the amount and timing of cash flowing into and out of the business.
One table is for a typical year, the other is for projects whose cash flows will vary each year.

ANNUAL CASH FLOW BUDGET (TYPICAL YEAR)

ITEM
. BEGINNING BALANCE
. PRODUCT SALES

=

JAN

FEB MAR APR MAY JUN JuL AUG SEP OCT NOV DEC

. SERVICE REVENUES

2
3
4. CAPITAL ASSET SALES
5
6
7

. TOTAL CASH INFLOW

8. PURCHASED INPUTS

9. LABOR

10. UTILITIES

11. CAPITAL ASSET PURCHASES

12.

13.

14. TOTAL CASH OUTFLOW

15. NET CASH FLOW (7 MINUS 14)
16. PLUS LOAN PROCEEDS

17. MINUS LOAN PAYMENTS

18. ENDING BALANCE

LONG RUN CASH FLOW FOR MULTI-YEAR PROJECTS

ITEM
. BEGINNING BALANCE

[y

JAN

FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC

. PRODUCT SALES

. SERVICE REVENUES

2
3
4. CAPITAL ASSET SALES
5
6
7

. TOTAL CASH INFLOW

8. PURCHASED INPUTS

9. LABOR

10. UTILITIES

11. CAPITAL ASSET PURCHASES

12.

13.

14. TOTAL CASH OUTFLOW

15. NET CASH FLOW (7 MINUS 14)
16. PLUS LOAN PROCEEDS

17. MINUS LOAN PAYMENTS

18. ENDING BALANCE
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EGSOUFCGS

Use this worksheet to inventory available resources
and to estimate resources to be purchased or hired.

INVENTORY
TO BE PURCHASED/HIRED

ITEM AMOUNT/SIZE/CAPACITY CURRENTLY AVAILABLE SOURCE COST
LAND

BUILDING/FACILITIES

MACHINERY

WATER

START-UP CAPITAL

HUMAN RESOURCES

MANAGEMENT ABILITY

MARKETING ABILITY

EXPERIENCE

ACTIVITIES MAP PLACE AN “X” IN THE APPROPRIATE TIME PERIOD

TASK JAN FEB MAR APR MAY JUN JuL AUG SEP OCT NOV DEC
PLANNING START-UP
SITE PREPARATION

HARVEST
MARKETING
CLEAN UP

|
LABOR AVAILABILITY AND REQUIREMENTS

LABOR (HOURS) JAN FEB MAR APR MAY JUN JuL AUG SEP OoCT NOV DEC

TOTAL AVAILABLE FAMILY
AND HIRED LABOR

CURRENT LABOR REQUIREMENT

BALANCE AVAILABLE
FOR NEW ENTERPRISE

LABOR REQUIREMENT
FOR NEW ENTERPRISE

SURPLUS OR DEFICIT
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nnformation

Use this worksheet to determine information needs,
available resources and potential costs of information.

PRODUCT INFORMATION: Books, extension publications, magazines, internet, etc.

DESCRIPTION SOURCE COST

FINANCIAL INFORMATION: Balance sheets, income statements, cash flow budgets, etc.

DESCRIPTION SOURCE COST

MARKETING INFORMATION: Potential outlets, input suppliers, price trends, etc.

DESCRIPTION SOURCE COST

HUMAN RESOURCES: Consultants, specialists, attorneys, veterinarians, etc.

NAME ADDRESS PHONE COST

EDUCATIONAL OPPORTUNITIES: Trade shows, extension meetings, short courses, etc.

DESCRIPTION DATE LOCATION COST
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arketing 1

Rate the following market factors or opportunities on a scale of 1 to 7.

LITTLE OR NONE CONSIDERABLE
MARKET SATURATION 1 2 3 4 5 6 7
CONSUMER AWARENESS 1 2 3 4 5 6 7
PRICE PREMIUM FOR
KENTUCKY PRODUCT 1 2 3 4 5 6 7
REGULATION, INSPECTION,
GRADING 1 2 3 4 5 6 7
EXISTING GRADING AND
DISTRIBUTION INFRASTRUCTURE 1 2 3 4 5 6 7
OPPORTUNITY FOR BRANDING 1 2 3 4 5 6 7
OPPORTUNITY FOR
SERVICE ADD-ONS 1 2 3 4 5 6 7
OPPORTUNITY TO
DIFFERENTIATE PRODUCT 1 2 3 4 5 6 7
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arketing 2

MARKET DEVELOPMENT

Is this product relatively new to most consumers within your targeted markets? O YES 0 No
List the top three factors necessary to strengthen this product within your

targeted market.

1.
2.
3.

Will you need to be involved in consumer product promotion or education? O YES 0 No
If so, what approaches may be useful to build consumer awareness
and interest in your product?

What partners may have a shared interest in developing market opportunities for this product?
Other producers, local retailers, consumer groups, others?

Is market development dependent on shared marketing with other products? O YES 0 No
Where might there be opportunities for cooperative effort?

Are you willing to work with other producers to develop new market opportunities? O YES O No

VALUE ADDING OPPORTUNITIES

What are the three most promising value-adding opportunities that you may eventually pursue?

1.
2.
3.
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arketing 3

ADDITIONAL PRODUCT CONSIDERATIONS

What special quality considerations do you anticipate will be expected from your major targeted markets?

What opportunities are available to improve features of the product through on-going product development?

Where are product improvements likely to come from? University research? Own farm research? Other?

Is the success of this product dependent on consumers recognizing distinctive features about the product?

Identify the three features you think customers/consumers value the most about your product.

1.
2.
3.

How are these features promoted?
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arketing 4

Use this worksheet to compare alternative marketing channels.

TARGET MARKETS

ON FARM/

PRODUCT & WHOLESALE MARKETS DIRECT MARKETS PICK YOUR OWN

MARKET CHARACTERISTICS

Number of farmer/customer
transactions peryear ............
Days/year devoted to marketing . . . .

MARKETING FEES ($ total)

Storage . ...
Packaging .....................
Handling & delivery .............
Advertising . ...................
Insurance (marketing related) .....
Licensing/Legal fees . ............
Membership fees ...............
Other ......... .. ..
Total Marketing fees . ............

PRICES

Historical average (3-5 years) ... ...
Lowerbound ..................
Upperbound ..................
Target sales volume (units) .......
Total revenue potential ...........

MARKET RELIABILITY

Years firm or market has

been established . ...............
Growth potential ...............

VALUE-ADDING OPPORTUNITIES
FOR THE FARMER (limited, some, many)

Additional customer services ......
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nthusiasm

Use this worksheet to determine how badly you want to get in and how badly you want to stay in.

List three good reasons for getting INTO this enterprise.

List three good reasons for getting OUT of (or not getting into) this enterprise.

List your specific goals for this enterprise:

1st Year

Within 5 years

10 years
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Bisk

Use this worksheet to anticipate what can go wrong and what can be done about it.

PRODUCTION RISKS

Is this enterprise sensitive to changes or extremes in weather conditions? If so, how?

Local climate conditions you should know for your location:

Spring

50% Frost probability rate

Fall

10% Frost probability rate

Average annual rainfall

Average JAN FEB MAR APR | MAY JUN
monthly
rainfall

JUL AUG SEP OCT NOV DEC

Describe your strategy for prolonged drought.

What are your major weed, insect, or disease problems?

What cultural, mechanical, or chemical control practices are
available?

Will you need to use pesticides? O YES 0 No

Do you have a current pesticide
certification card? 0 YES 0 nNo

Will the success of the enterprise
be jeopardized if a particular machine
breaks down at a key time? O YES 0 No

Do you have backup equipment? O YES 0 No

Is this enterprise dependent on the
availability of reliable labor? O YES 0 No

FINANCIAL RISKS

How much capital will be borrowed?

What are the terms of the loan?

Length?

Interest Rate?

Periodic payment?

How long will it take for profits from
this enterprise to pay back the initial
investment cost?

Financial measures you should know for
your business:

Liquidity ratio
Debt/Asset ratio

Return on Assets

Net farm income

Repayment capacity

Are other enterprises or off-farm income
available to offset negative cash flows due
to crop failure or low prices? 00 ves O NO
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