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Profit Discipline

Thepurposeof busnessistoearn profits. That is, any business
should seek to collect moremoney inrevenuethanit spends
incoststo producethat revenue. Farmingisabusinessand
therefore hasagoal of profitsasitsmain objective. So, a
farming operation must think intermsof what profitisbeing
returned to the business and not about what priceis, isn't,
hasbeen, hasn’'t been, will be, or won'’t be.

Onceyou are ableto shift thefocus of your businessfrom
pricesto profits, you must put the proper disciplinesin place
to achieve your goals. The first thing to do to establish
disciplineinafarming operationisto set areasonable profit
goal. All too often, once the focus becomes profit, and
someone askswhat profit the profit goal is, theanswer is,
“All that | can get.” This answer only says one thing:
indecisveness. Theability to makedecisonsisaprominent
characteristic of most successful individuals. A firmand
precise number must be established asyour profit goal.

Thereareafew waysto go about deciding what areasonable
goal isfor your operation. Oneway isto look at your own
persond history and seewhat hasbeenatanable. Thisdoesn't
mean finding the oneyear you madethreetimesmorethan
you made any other year. It meansto analyze whereyour
numbers have been and start to get decisive about where
youwant to gointhefuture. Onething to keepinmindisthat
just because you might have had ayear with alow profit
number doesn’t mean that agood profit wasn't available at
somepoint that year.

Onceyou haveagood ideaof your persond history, another
placetolook would beat your local elevator. They will be
abletogiveyou abetter ideaof what profit hasbeenavailable
inyour areain past years. Once you are armed with your
personal and areahistory, you can start toform somegoas
about whereyou want your profitability to beinthefuture.

Another way to establish areasonable profit goal isto think
intermsof return on your investment. If you areinvesting
$500in costs per acreto grow grain, what isareasonable
return on that investment on ayearly basis?'You can think of
thisintermsof any other investmentsyou have. Would you
liketo get a50% return on your stock portfolio? Sure. But
isit reasonableto expect to get that every year? Of course
not.

Over thelong haul, you need to average areasonablegrowth
rateyear in and year out. So, interms of your $500 dollar
per acrefarming investment each year, maybe areturn of
15-20% above your costsiswhereyou need to be. Again,
thisisapersonal decision you haveto makeabout your own
business. For the sake of thisdiscussion, let'ssay 20%is
whereyou decide you need to be. For afarmwith $500in
costs per acre, youwould need to clear aprofit of $100to
achieveyour 20% return on investment goal.
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Onceyou have established your profit god at aprecise
level, the next step isto determine where you stand
right now. Determineall of your costsper acreaswell
as what revenue would be taken in for your crop at
your expected yieldsat thecurrent cash priceavailable.
Dothisexercisefor asmany cropyearsasyou areable
tosdl. If thereisprofit availablein any of theseyears,
you can takeit off thetable and put it in your pocket
today.

TARGET PRICE FORMULA

If the current profitability level sarenot whereyou have
set your goals, the next stepisto work backwardsand
find the pricethat would makeyour profit god aredity.
Todothis, smply takethetotal revenueyou need to
return per acre (costs per acre+ your profit goal) and
divide by your expected yield per acre. Thiswill give
you the cash price per bushel you need to achieveyour
profitgod.
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Now that you haveyour god sand you know what cash
priceyou need to achievethem, itistimeto execute. An
ideaisonly asgood asitsexecution. Just becauseyou
haveagod, itiscompletely meaninglessunlessyou are
decisive and put the appropriate disciplinesin placeto
achieve your goals when they become available.
Discipline is the bridge between goals and
accomplishments.

A wisemanoncesad“Half of lifeisluck; theother half
isdiscipline- and that’ stheimportant half, for without
disciplineyou wouldn’t know what to do with luck.”

Thisistrueof grain marketing aswell. Everyonewho
hashad anythingtodowith graininthelast few yearsis
awarethat thegrain market isvolatilethesedays. The
oneswho cantruly take advantage of thisvolatility are
the select few who can bedecisveaswdl asdisciplined.
With the prices soaring and plummeting so frequently, a
marketing program geared toward profit discipline can
redly flourish.

Thebeauty of marketing your granwith profit discipline
isthat itisvery smpleto execute. Forward contracting
with astraightforward target contract at thelevel you
havedecidedisagood profit for your farming operation
isthetried and true method that hasworked year inand

TARGET CONTRACT
l, , offer to sell
bushels of
to
ataprice of $ per bushel.
Delivered To:
Delivery Period:
Date 20
(Producer)
Date 20
(Elevator)

year out. Other more complicated strategies and
contracts emerge, go away, then get repackaged or
renamed and reappear from timeto time. They never
say around very long becausethey can't beconsstently
effective.

However, simple target contracts remain effective
throughit all. Thereasonfor thisisbecausethey are
based on good, sound business decisions. Onceyou
haveyour profit god and know what priceyou need to
achieveit, al you haveto doisenter your target order
andlet it dothework. It will instill thedisciplineyou
need in your marketing program for you and execute
your goalsas soon asthey are available. The market
canandwill ebb and flow after your target isreached,
but that cannot affect your goalsor distract from your
discipline.

A good profitisagood profit no matter what happens
later. Enter your target orders asearly as possibleto
givethemampletimeto helpyou achieveyour goals. If
you haven't already entered them, today would beyour
earliest and best opportunity to enter themfor thisyesr,
next year, and beyond.

Get Disciplined. Get Decisive. Achieve Your Goals.
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“We cannot do everything at once, but we can do something at once.”

President Calvin Coolidge once said,

When it comesto grain marketing, there are so many strategies, methods, and opinionsthat you can
get completely overwhelmed by it all. This can get you to the point that you just sit back and do
nothing and see what happens. While this seemslike you are avoiding a decision, you are actually
making adecision to have no control over your marketing. Thereisnoway to do all thethingsthat are
being preached about grain marketing today. However, you can step out and make the decision now to
take control and shape the outcomesin your farm’sprofitability. Enter atarget order at once and start
growing your businesstoday.



