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Asset

[a-set]

A resource with economic
value that an individual,
corporation, or country
owns or controls with the
expectation that it will
provide a future benefit.

2 Investopedia



The possibility that
something unpleasant will
happen in the future.

pleasant



TYPES OF RISK

Operational / Internal Strategic / External

Production International

Prices/Market FEElELa Government policy/regulation

Casualty Macroeconomics

Technology Social
_ _ Business

Relationship Risk Natural

Legal/regulatory Industrialization

Human echnological Uncertainty

Competitive conditions
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RISK TOLERANCE =

Risk Attitude * Risk Bearing Ability

Risk Adverse
ASSETS Statement -
of —
Cash-Flow | | Balarice
Risk Neutral LIABILITIES Sheet
| | Statement of
EQUITY Owner's
— Equity
RiSk Seeking OPERATIONS Income
|| Statement
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Our Challenge:

~valuate
Probability of Loss Occurring
Magnitude of exposure, once it occurs
Impact on family and business



TECHNIQUES

Control

Prevention
Irrigation
Pest/disease

Reduction
Genetics
Early treatment

Diversification

Retention
Deep Pockets
Working Capital

Transfer
Insurance
Hedging

Forward
Contracting




ets: Hopes & Risk

-

E

b

Speculative

Trading

Investing

Hi-Risk, HOPE
of High
Return

HOPE of
Immediate
Return

HOPE of
return over a
period

How much are you willing to RISK?
e $1,000

A month’s salary

 Avyear’s salary

Define the worst-case scenario?

Financially
Emotionally



et Classes
| tqudity |  volatlty [ characteristic

Emergency Funds, Flexibility

Cash High Low Opportunistic
Investment High or Low Low to High Gains Tax deferred, Retirement
Productive Low Downward Business Revenue Generators
Real Estate Low Unlikely to go to $0 Wealth Generation, acquisition costs,

holding costs, cash flow



EARNINGS & INVESTING...

p)
Living & $45,000 Inv_estments.
Taxes Retirement?

Shot gun?

l ‘ The $5,000 Question!
= Cash?
- T\ / Family

Interest $0

Debt
Payments

$0

Assets
(Equity $5,000
Growth)
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EARNINGS & INVESTING...5 YEARS LATER

Year Ending Value Returns from Initial Investment
Asset 2021 2025

$11,000
cking $1,000 $1,000 $10,000
$9,000
ngs $1,000  $1,082 $8,000
$7,000
rement $1,000  $1,360 gg:ggg
$4,000
re Co. $1,000 $1,266 $3.000
$2,000
$0

2021 2022 2023 2024 2025 2031 2041 2051
=8=S53aVvings =8=PRetirement
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EARNINGS & INVESTING...EVERY YEAR

Year Ending Value

Asset 2021 2025
cking $1,000 $5,000
ngs $1,000 $5,204
rement $1,000 $5,867
re Co. $1,000 $5,645

$150,000
$125,000
$100,000
$75,000
$50,000
$25,000

$0

Invest Every Year

2021 2022 2023 2024 2025 2031 2041 2051

—e—Checking —e=Savings =—e=Retirement
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An item of value that:

Asset 1. May be revenue producing or
[a-set] 2. appreciating in value,
a-,se

3. until it can be converted into cash

A resource with economic at some future point in time.
value that an individual,

corporation, or country

owns or controls with the

expectation that it will

provide a future benefit.

2 Investopedia
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Practice:

Asset Turnover 30—-70%

Formula: Revenue / Total Assets

cow Real Estate

- > "BRED COWS” @ $2500/cow Asset > Land @ $4,000/acre

nue > 9 Calves @ $2100/hd Revenue > Corn 150 bpa @$ 5.50/bpa

= 9*2,100=$18,900 = 79% ATO = 150 * $5.50 =_$825 = 21%

10* $2,500 $25,000 $4 000 $4,000
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vestment Plan

Resilient
2020 2021 2022 2023 2024 2025
le 7,989,006 9,261,336 8,307,087 8,926,670 7,783,684 9,774,244
sets 8,669,486 9,797,309 9,297,414 8,958,102 9,837,689 10,858,722
chases $572,500 $275,000 $736,500 $822,500 $490,000
over 92% 95% 89% 100% 79% 90%

Revenue Change $1,785,238

(2020 to 2025)
1l Capital Purchases $2,896,500
62%
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1 Asset Purchase Cost $100,000

2 Expected ATO

Purchase

Incremental Change
100% Revenue $80,000
83% Operating Expenses -566,400
17% Earnings $13,600
Family Living SO
Interest + Debt S0
Asset Growth $13,600
- Asset Purchase  -$100,000
+ S Borrowed SO

Working Capital -$86,400
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1 Asset Purchase Cost $100,000 $100,000

2 Expected ATO

rchase

Incremental Change
100% Revenue S80,000 $20,000
83% Operating Expenses  -566,400 -516,600
17% Earnings $13,600 $3,400
Family Living SO SO
Interest + Debt S0 SO
Asset Growth $13,600 $3,400
- Asset Purchase  -S100,000 -S100,000
+ S Borrowed SO SO

Working Capital -$86,400 -596,600
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- Equity/Asset Stable

Vith Financing

64% Downpayment $64,000

36% Financed $36,000
Years 5
Interest Rate 5.0%
Payment (1+D) $8,315

Incremental Change

100% Revenue $80,000
83% Operating Expenses  -566,400
17% Earnings $13,600
Family Living SO

Interest + Debt -58,315

Asset Growth $5,285

- Asset Purchase  -$100,000

+ S Borrowed $36,000

Working Capital -$58,715
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Equity/Asset Stable

ith Financing

4% Downpayment S64,000 $64,000

36% Financed $36,000 $36,000
Years 5 20
Interest Rate 5.0% 5.0%
Payment (1+D) $8,315 $2,889

Incremental Change

00% Revenue $80,000 $20,000
33% Operating Expenses  -$66,400 -516,600
17% Earnings $13,600 $3,400
Family Living SO SO

Interest + Debt -S$8,315  -52,889

Asset Growth $5,285 $511

- Asset Purchase  -$100,000 -$100,000

+S Borrowed $36,000 $36,000

Working Capital -$58,715 -$63,489
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quity/Asset Reduced

h Financing

% Downpayment $25,000 S25,000

3% Financed S$75,000 S75,000
Years 5 20
Interest Rate 5.0% 5.0%
Payment (1+D) $17,323  $6,018

Incremental Change

0% Revenue $80,000 $20,000
3% Operating Expenses  -$66,400 -516,600
7%  Earnings $13,600 $3,400

Family Living SO SO

Interest + Debt -517,323  -56,018
Asset Growth -$3,723_

- Asset Purchase  -$100,000 -$100,000
+ S Borrowed §$75,000 $75,000
Working Capital -$28,723 -$27,618




Reduce the number of mistakes
by thinking about problems
more clearly!

Michael J. Mauboussin
Author of “Think Twice”
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