Partial Budgeting¹

Partial Budgeting is a procedure that is useful when a change being considered affects only part of the total farm business and has a relatively small impact on the total farm.  It is the mechanical vehicle for calculating maximum profit points and for looking at the probable results of many alternative actions.

The Food Security Act of 1985 brought about a need for many farmers to seek alternative actions to combat the loss of soil from water erosion and the loss of USDA benefits by not being in compliance with the Act.  The Act forced many farmers to think in terms of additional costs and the additional returns resulting from a change in organization or production practice.  Only those costs and returns that actually change need to be considered.

The job of identifying the changes in costs and returns resulting from a change in the farm business will vary with the complexity of the change.  Farmers will recognize that with some changes in their farm business certain costs will remain unchanged while others will vary proportionately with the size of the change. 

The following procedure can be used to estimate the net effect of an individual change.  This procedure allows you to take into account all items, which might affect returns from a particular change.


ADDED COSTS:

Fixed costs -- Includes expected additional annual overhead costs such as depreciation, interest, insurance, housing and licenses.  

Direct costs -- Includes expected additional annual variable costs such as fertilizer, fuel, hired labor, repairs and interest on cash costs.

REDUCED RETURNS:

Includes expected reduced annual income from farm production, but not income from the sale of capital items such as machinery and equipment.  

ADDED RETURNS:

Includes expected additional annual income from farm production, but not income from the sale of capital items such as machinery and equipment.

REDUCED COSTS:

Fixed costs -- Includes expected annual overhead costs such as depreciation, interest, insurance, housing, and licenses.

Direct costs – Includes expected reduced annual variable costs such as fertilizer, fuel, hired labor, repairs and interest on cash costs.
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