Course:
01.411 Agricultural Business and Management

Unit 5:
Cost Analysis
Lesson 4:
Least Cost Ration Formula

QCC:
50, 55, 57, 58, 60, 61, 63
Objectives: 

1.
Produce graphics to demonstrate least cost ration formula.

2.
Calculate least cost ration formula using mathematical approach.

3.
Interpret least cost ration formula data to make business decisions.

Teaching Time:  
4 hours
References:

Deere and Company.  Farm and Ranch Business Management.  Moline, IL. ISBN: 0-86691-135-9.  1992.  Third edition.

Deere and Company.  Farm and Ranch Business Management Study Guide.  Moline, IL.  Third edition.
Materials and Equipment:

 SimFarm Game: Maxis, 2121 N. California Blvd., Walnut Creek, CA 94596.

Teaching Procedure
Introduction and Mental Set

Introduce the lesson with an example of a least cost ration.  Example: Determine best combination of corn, wheat, and soybean meal to use in a ration if corn is $3.00 per bushel and wheat is $3.50 per bushel.

Discussion
1. 
Define graphics approach to the least cost ration formula and demonstrate example.  Distribute and discuss handout 5.4.1.
2. 
Define the mathematical approach to the least cost ration formula and demonstrate an example.  Distribute and discuss handout 5.4.2.

3.  
Demonstrate the marginal rate of substitution and discuss math formula for least cost ration.

4. 
Divide class into groups of two students and practice math approach to least cost ration using worksheet in Farm and Ranch Business Management Study Guide on page 5-7. Use reference pages 5-10 and 5-11 of Farm and Ranch Business Management text.

5. 
Have groups study the student guide worksheet example and calculate the answers using formula provided. 

6. 
Discuss example with the class, asking questions and demonstrating techniques used in calculating the least cost ration and how answers were derived.

7. 
Ask a livestock farmer to speak to the class on how they calculate a least cost ration. 

8. 
Have students play SimFarm Game to learn how least-cost rations may be selected for livestock enterprises according to level of potential profitability.

Summary
Describe the concept of least cost ration.  Interpret least cost ration formula data.  Review with students the objectives covered in this lesson.  Ask students questions about the two types of least cost ration approaches and the importance in profitability of a livestock enterprise.
Ask a student to prepare an example of a livestock SAE project showing least cost ration analysis and share with class for reinforcement of concept.
Evaluation

Written Test

Grade student worksheets and notebooks
5.4.1

GRAPHICS APPROACH

USES A GRAPH TO DEPICT THE LEAST COST COMBINATION OF TWO FEED INPUTS SUCH AS CORN AND SOYBEAN MEAL.

A LEAST COST COMBINATION IS DETERMINED BETWEEN THE TWO FEED STUFFS USING MARKET PRICES OF INPUTS AND PHYSICAL FEED CONVERSION INFORMATION.

A SAME RATION COST LINE IS DETERMINED BY TAKING A FIXED AMOUNT OF MONEY AND DIVIDE BY THE COST PER POUND OF EACH FEEDSTUFF.

TO DETERMINE THE LEAST COST COMBINATION ON THE GRAPH, MOVE THE SAME COST LINE PARALLEL TO ITSELF UNTIL IT TOUCHES THE SAME PRODUCTION LINE.
5.4.2

MATHEMATICAL APPROACH

LESS TIME CONSUMING THAN GRAPH APPROACH

MARGINAL RATE OF SUBSTITUTION-

THE RATE IN WHICH ONE INPUT SUBSTITUTES FOR ANOTHER ALONG THE SAME PRODUCTION LINE.

TO CALCULATE, DIVIDE THE CHANGE IN ONE INPUT BY THE CHANGE OF THE OTHER INPUT AMONG DIFFERENT RATIONS.
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