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Why Incorporate Family Living 
Expenses into Cost of Production?
• Fundamental Question

“Can the farm not only sustain itself, but 
also support the family living on it?”

• Enables farm and ranch families to make informed 
financial decisions and work toward long term 
sustainability
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Family Living Expenses on the Farm 
or Ranch
Challenges
• Income is irregular, uncertain, and often infrequent
• Competition between farm and ranch vs home for the use of 

cash
• Household expenses are small relative to business 

expenses
• Business items are tax deductible and some of the 

expenses of farm or ranch living can be included as part of 
these expenses
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How much are you spending a year?
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Time to Evaluate

Farm families are 
basing their family 
living decisions by 

considering 4 years of 
past net  income 

history 

(KFMA, 2016)
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Assessing Family Living Expenses

• Household Expenses
• Housing
• Groceries
• Utilities
• Healthcare
• Education
• Miscellaneous 

• Fixed or Variable Expenses
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Assessing Family Living Expenses

• Pick 2 Months with Average 
Expenses

• March
• October

• Document your expenses 
for a rough estimate

• Don’t forget about 
Christmas, Birthdays, 
Online Shopping, Pets
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2023 FINBIN Cost of Living                 NE ALL
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Incorporating into Overall Cost of 
Production – Enterprise Budgeting 
• Adding monthly and annual family living expenses to the 

cost of production for each farm enterprise.
• Allocating living expenses proportionally across different 

farm operations based on their contribution to overall 
income.

• Adjusting per-unit production costs (e.g., cost per bushel or 
per head of livestock) to reflect the additional family 
expenses.
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Calculating Cost of Production with 
Family Living Expenses
• Example

• Family Living $40,000 per year
• Annual Production 100,000 bushels of corn
• $40,000/100,000 = $0.40 per bushel added to the cost 

of production. 

• This adjusted cost of production figure offers a target to 
help cover family living needs.  
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Enterprise Budgeting can help!
• Cash basis Cost of Production – covers all cash costs 

• Economic based Cost of Production includes all cash costs plus unpaid 
labor, depreciation, opportunity cost of investment.

 
- Remember in the long run, we want our revenue to cover ALL Economic Costs.  
- In the short run, we may just be able to cover cash costs given low commodity prices 
and/or low yields.  

• Labor in your enterprise budgets can be set to cover what is needed for 
family living by using “paid” or “unpaid” labor. 

 Let’s Demonstrate using the ABC Enterprise Budgeting tool. 
    agbudget.unl.edu   
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Why be Profitable? 
                  (Positive Net Farm Income)

3 Things to do with Profits

1) To Reinvest into our Business /Operation
• May mean paying down principle
• Or buying new and replacing old

2) To Pay Income Taxes (State and Federal)

3) To Make a Living (family living)
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Net Farm Income and Net Worth Change Relationship

McClure, G. “Net Farm Income Impacts Net Worth Growth.” CAP Series 24-
0404, Center for Agricultural Profitability, University of Nebraska-Lincoln, April 
9, 2024. DOI: 10.32873/unl.dc.cap032

https://doi.org/10.32873/unl.dc.cap032
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Whole Farm Report- $40k labor total
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Whole Farm Report – With both corn and soybean 
budgets combined
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Adjusting the Farm Budget and Operations 
to Accommodate Family Needs
• May reveal that the cost of production exceeds revenue

During periods of low prices or high input costs

• Reduce Non-Essential Expenses
Postponing equipment upgrades or other capital expenditures

• Prioritize Cash Flow Management
• Time input purchases to spread cash outlay throughout the year

• Diversify Income
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Strategies for Reducing Family Living

• What are the variable expenses that can be adjusted?

• Reduce Cost of Living
• Meal Planning & Entertainment Budgets
• Energy Savings
• Insurance Negotiations

• Be Realistic
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Benefits of Budgeting Family Living 
into Cost of Production
• Realistic Net Income Assessments

Provides projected view of net income, helping to set realistic 
financial goals and expectations

• Long-Term Financial Stability
Families can better prepare for economic challenges, manage debt 
responsibly, and work toward a sustainable operation

• Improved Decision Making
Allows farm families to make informed decisions, including when to 
invest in expansion, cut costs, or diversify income
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Resources
• https://digitalcommons.unl.edu/cgi/viewcontent.cgi?article

=1963&context=extensionhist 
• https://extensionpubs.unl.edu/publication/g2072/2011/pdf/

view/g2072-2011.pdf 
• https://www.agmanager.info/analysis-family-living-kansas-

farm-families-0 
• https://cap.unl.edu/finance/net-farm-income-impacts-net-

worth-growth

https://digitalcommons.unl.edu/cgi/viewcontent.cgi?article=1963&context=extensionhist
https://digitalcommons.unl.edu/cgi/viewcontent.cgi?article=1963&context=extensionhist
https://extensionpubs.unl.edu/publication/g2072/2011/pdf/view/g2072-2011.pdf
https://extensionpubs.unl.edu/publication/g2072/2011/pdf/view/g2072-2011.pdf
https://www.agmanager.info/analysis-family-living-kansas-farm-families-0
https://www.agmanager.info/analysis-family-living-kansas-farm-families-0
https://cap.unl.edu/finance/net-farm-income-impacts-net-worth-growth
https://cap.unl.edu/finance/net-farm-income-impacts-net-worth-growth
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