Course:
01.411 Agricultural Business and Management

Unit 5:
Cost Analysis
Lesson 3:
Opportunity Costs

QCC:
50, 55, 57, 58, 59, 60, 63, 64
Objectives: 

1.
Interpret opportunity cost.

2.
Assess alternatives based on opportunity costs.

Teaching Time:  
3 hours
References:

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

Farm and Ranch Business Management Student Guide.  Deere and Company. Moline, IL.  1992.  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 an opportunity cost situation such as, owning a business and deciding to manage it or work another job and hire someone else to manage.

Example: Sam has an opportunity to work at Burger Barn for $6.50 per hour versus working in his own hotdog stand and must analyze the situation to see if he is as well off making $6.50 per hour for his own work.  Sam must calculate a value for his labor in his own business in order to better determine profitability.
Discussion


1. 
Define opportunity costs and demonstrate examples of different resources analyzed.  This concept means the cost of using a resource in one way based on a return that could be obtained from using it in the best alternative way.

2. 
Assess alternatives based on opportunity costs.
3. 
Divide class into groups of two students and discuss example table of opportunity costs on page 5-7 of Farm Business and Ranch Management text.
4.
Have groups study the example and find the values that are associated with opportunity costs. 
5. 
Discuss example with the class, asking questions and demonstrating techniques used in finding the inputs in the enterprise budget that is adversely affected by opportunity costs.

6.
Ask an agricultural lender to speak to the class on how they analyze opportunity costs for clients. 

7. 
Have students complete Chapter 5-6 student guide worksheet using Farm Business and Ranch Management text pages 5-6 and 5-7 as a reference.

8. 
Have students play SimFarm game and learn how selecting inputs in differing situations may vary the outcome of the farming operation. Opportunity costs may be weighed according to economic conditions.
Summary
What is meant by the term Aopportunity cost@?  

What are alternatives based on opportunity cost?

Present to students real-life situations to solve about opportunity costs and level of importance in profitability of a business. 

Ask a student to prepare an example of a personal SAE project showing opportunity cost analysis and share with class for reinforcement of concept.
Evaluation
Written Test

Grade individual and group work, assessing daily and weekly performance.

Assign work ethics grades for individuals if school system allows this.
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