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Farming Your Finances  

Farming Your Finances1 
A two-day workshop for understanding an agriculture business 

Designed for farm women and men who are interested in improving their farm financial 
management skills, part of the fabric of farm life and the farm business.  

Topics include: Introduction to financial management model, records and recordkeeping.  Using a 
case study throughout, inter-active activities will review/introduce: 

• Concept and Structure of the Balance Sheet and Income Statement
• Analysis and Interpretation of the Balance Sheet and Income Statement
• Benchmarking of Financial Position and Performance

Case study:  
Terry & Mary started farming two years ago. They each owned 25 milk cows and brought these 
assets to the dairy business they started together in the barn they are renting from Terry’s elderly 
uncle. T&M purchase feed from Terry’s uncle who plants 250 acres (using Terry’s inputs to plant 
with the uncle’s machinery, and Terry helps with the harvest). They obtained a FSA backed loan 2 
years ago to buy 50 milking cows, so the startup dairy is milking 100.  

Short Term:  
Analyze T&M Acres to determine if they can go ahead and purchase either the uncle’s buildings or 
machinery during this 3rd year of farming.  What amount of new additional borrowing they will 
need?  

Long Term:  
Think/Strategize about long range planning to purchase the land in T&M Acres’ 5th year of farming. 

1 Farming Your Finances Financial Management Workshop is part of the Heart of the Farm – Women in Agriculture Program.  The
original Financial Management Workshop series was partially funded by a USDA Risk Management Agency cooperative agreement.  
Financial support is provided by the UW-Center for Dairy Profitability and the University of Wisconsin-Extension. 
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Workshop Format 

Agriculture Educators with the University of Wisconsin-Extension designed this workshop for those 
interested in learning about or improving their farm financial management skills.  Curricula follows 
the continuum, beginning with farm business records, through financial statements, to decision-
making (management is decision-making).   

Farming Your Finances is a two-day workshop that features an interactive and fun approach to 
learning about the financial management model. Hands-on activities are used throughout the series 
to assist participants in learning about record-keeping and how to use a balance sheet and income 
statement.  Participants will complete an analysis of these statements and use them to benchmark the 
financial position and performance of the case farm. After this workshop, participants will be able to 
apply the concepts learned to their own personal business situation. Instructors will keep in touch 
after the workshop, answering participant’s questions as they arise.  

A certificate of completion is awarded to those who successfully complete this workshop. The 
concepts covered apply to all businesses, making this workshop beneficial to any entrepreneur. 

Materials Needed: 
 Written Materials & PowerPoint’s: participants and facilitators.
 Videos:

o Farm Financial Management Perspectives
o Financial Model

 Prop Kit:
o Balance Sheet Exercises: White Boards, tack, cutouts.
o Wooden Balance Beam (optional)

 Equipment for PowerPoint presentations: computer, projector, screen, speakers
 Flip Charts or Whiteboard and Pens
 Calculators
 Quizzes and Certificate of Completion
 Note paper/Pens
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Prerequisites/Knowledge needed to teach module:  

 Financial Management: At least one member of the teaching team should be proficient in
Financial Management.  It is suggested that everyone on the teaching team are at least
familiar with financial management concepts.  The financial analysis part of the program
includes reviewing the financial performance of T&M farms in the benchmarking report
format. These reports are used as the basis for teaching financial concepts related to
Profitability, Solvency, Repayment Capacity, and Liquidity measures.

o Further Training/Knowledge:
 Basic Financial Statements: Financial Measures, Balance Sheet, Cash Flow
 AgFA: Reports, Calculations Used, Data Collection Methods
 FFSTF – “Legal 21”
 Facts that Influence Financial Measures in Financial Businesses

 T&M Acres:  all of teaching team should review financials of T&M farms.   One or two
members should know financials thoroughly.

 Quizzes: Review the Pre- and Post- Quizzes before presenting material.  Remember to be
consistent and cover the points/topics reflected by the quizzes.  NOTE: When administering
the quizzes, make sure to disseminate and collect them in order, verifying the quiz that is
collected is the correct one.  Score data will be evaluated to determine statistical significance.

 Evaluation: Student self-report before/after presentation knowledge.  Summarize data
collected for outcome reporting.

 It is important to have the full teaching team at all workshops in order to help follow through
on exercises, etc.

 Strong Group Facilitation Skills

 Suggested Observation of workshop prior to teaching alone.
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Suggested Agenda 

Day 1 

Introductions and Welcome 

Pre-Quiz and Evaluation 

Financial Management Video 

Introduction to the Financial Model 

Record Keeping 

LUNCH (Provided) 

Introduction to Case Farm 

Balance Sheet 

Wrap-up, Evaluations 

Day 2 

Refresher/Review of Day 1 

Understanding Income Statement Starting with the Schedule F 

LUNCH (Provided) 

Financial Statements: 
Analysis: Present (financial and benchmarking) 

Projections: Future (Proforma Balance Sheet and Income statement; Budgets) 

Wrap-up, Post-Quiz, Evaluations 

Adjourn 
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Evaluating Farm Financial Strengths and Weakness 

In 1987 agricultural producers, agricultural lenders, government officials working in agriculture 
and agricultural educators convened to develop uniform agricultural financial standards. The goal 
of the Farm Financial Standards Task Force (FFSTF) was to develop standards such that agricultural 
industries would be able to continue to attract capital (credit) through national financial markets. 

These same standards provide a consistent framework for farm financial analysis. The need for 
attention to standards increases dramatically when either of the two following business analysis 
techniques are used to evaluate farm financial performance:  

 Benchmarking is an extremely useful business analysis technique that involves
comparing the performance of your farm to very successful farms that are similar to yours.
Uniformity in the methods used to prepare financial statements and compute financial
measures is critical when using benchmarking to assess farm performance.

 Trend analysis is a second important technique for assessing farm business performance
that involves comparing the current year’s performance for a particular farm to the same
farm’s performance in prior years. It is critical to be consistent from
year to year in compiling financial statement information and computing financial
measures when doing trend analysis.

The FFSTF identifies and recommends the use of 21 financial measures within five general areas 
of financial position and performance. These areas include: 

• Liquidity
• Solvency
• Profitability
• Repayment Capacity
• Financial Efficiency

Each of the 21 measures recommended by the FFSTF can be used to help evaluate one of the five 
general areas of financial position and performance.  

Most farm businesses will have some areas of financial strength and some areas of financial 
weakness. Very few farm businesses that are strong in all five areas will be unsuccessful. Likewise, 
it is virtually impossible for a farm business to be weak in all five areas and be successful.  Once a 
farm manager has established his or her goals, better decisions can be made by evaluating the 
strengths and weaknesses in these five areas of financial position and performance. Of course in the 
long run,  there is no substitute for profitability, the main measure of performance all farm mangers 
should strive to achieve. 
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Farm Financial Decision Making:
Understanding the Financial Model

Additional financial information and resources are available at  the 
University of Wisconsin Center for Dairy Profitability 

http:://cdp.wisc.edu

Farm Financial Decision Making: Understanding the Financial Model 

Slide deck created by: 
Sandy Stuttgen, Agriculture Educator, UW-Extension Taylor County, sandy.stuttgen@ces.uwex.edu 
Heather Schlesser, Dairy and Livestock Agent, UW-Extension Marathon County, 
heather.schlesser@ces.uwex.edu 

Spring 2017, updated 2018 

Introduce yourself and goals for presentation 

Financial Model:  keep in mind that management wants to make the best decisions possible affecting the 
future of the farm business.   

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

_________________________________________________________________________ 
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Farm Financial Decision Making: Understanding the Financial Model 

Indicate that UW-Extension Heart of the Farm and Farming Your Finances team Developed this 
presentation and materials.   

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

____________________________________________________________________ 
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Managing the Farm Business

Production Side:
Livestock

Crops
Human Resources

Financial Side:
Paying Bills
Insurance
Budgeting

Tax Preparation

Integrate production with 
finance  - Continuous 

Improvement

Daniel Little, Gregg Goodell, Beyond Partial Budgets, AABP, 2007  

Managing the Farm Business: Overview 
 
*Animated Slide* 
 
CLICK - Production: Regardless if your business is one of livestock or crop production, you will have to 
determine production practices regarding: breeding or seed selection, planting, raising: application of 
fertilizer, pesticide, herbicide; harvesting; managing these includes analyzing weather and crop reports, 
seed and sire directories (possibly genomics).  If Dairy: analyzing milk quality, DHIA, Dairy Comp, cull 
rates, pregnancy rates, DIM, ration balancing. And if yours is a business which hires labor, you will need 
to tend to your human resource team who is responsible for meeting your business production goals. 
 
I would venture to say most of you in this room are confident about the production side of your business; 
you have had lots of practice making decisions concerning production, and feedback as to the validity of 
those decisions. 
 
CLICK -Financial: Financial matters need to be dealt with on a regular basis: bills need to be paid to 
maintain your credibility with those who supply your production inputs, employees need to be paid, your 
family needs groceries and shoes; forward contracting can help lower the costs of your inputs, insurance 
programs (crop, LGM, Dairy Margin) can protect your risk, marketing decisions can make or break your 
bottom line.  Continuous book keeping helps you to track when money needs to move in and out of the 
checkbook, and sets the stage for end of year tax preparation.  
 
CLICK - Integrate Production & Finance: watching both in order to identify critical points which need to 
be controlled, so in the end the farming business enjoys continuous improvement.  
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

_________________________________________________________________________________ 
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Managing the Farm Business

Production Side:
Livestock

Crops
Human 

Resources

Financial Side:
Paying Bills
Insurance
Budgeting

Tax Preparation

Integrate production with 
finance  - Continuous 

Improvement

Daniel Little, Gregg Goodell, Beyond Partial Budgets, AABP, 2007  

Managing the Farm Business: Production 
 
If a producer spends all of his time meeting production goals and doesn’t spend enough time pondering 
and planning, then he could go out of business. 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

____________________________________________________________________ 
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Managing the Farm Business

Production Side:
Livestock

Crops
Human Resources

Financial Side:
Paying Bills
Insurance
Budgeting

Tax Preparation
Integrate production with 

finance  - Continuous 
Improvement

Daniel Little, Gregg Goodell, Beyond Partial Budgets, AABP, 2007  

Managing the Farm Business: Financial  
 
If a producer loves the planning process, or in other words loves the computer, paper, pen, and dreams and 
schemes all of the time, but ultimately fails to get the work done, then production fails to meet 
expectations and the business can fail. 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

_____________________________________________________________________ 
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Managing the Farm Business

Production Side:
Livestock

Crops
Human Resources

Financial Side:
Paying Bills
Insurance
Budgeting

Tax Preparation

Integrate production 
with finance  -

Continuous 
Improvement

Daniel Little, Gregg Goodell, Beyond Partial Budgets, AABP, 2007  

Managing the Farm Business: Integration 
 
A successful manager devotes time and resources to both the production and the financial aspects of the 
farm business.  Focusing on both allows the farm to have continuous improvement.   
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

____________________________________________________________________ 
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Financial Management

• Short term
– Paying bills and ordering supplies

• Long term
– Actions taken today that impact the farm’s future

• Need to understand:
– Business financial position
– Business financial performance

Jim McGrann for Progressive Cattlemen, July 2014  

Financial Management:  
 
Leaving production concerns to a different venue, let’s delve deeper into farming our finances using the 
financial model. 
 
Farming the financial end of the business involves managing short and long term financial goals. 
Short term financial management is about paying bills and ordering supplies, to keep production afloat; tax 
preparation is one inevitable task of short term financial management: but tax management is not the 
whole story.  Long term management involves considering the farm’s future and making decisions today 
which positively impact that future. 
 
To understand the entire story you first need to understand the financial history of the business as indicated 
by its financial position and performance.  Knowing your business’ financial position and performance 
allows you to make the decisions needed to generate profit. Profitability insures your farm will have a 
future. 
 
Consider these questions: 
 
 Does your current business performance allow you to make payments on a new baler?  
 Does your position today allow you to consider expanding the milking herd?  
 Should you buy the neighbor’s 40 acres which adjoins your property?  
 Is the business capable of remaining in business another year, 5 years, until retirement?  
 Am I making the best, informed decisions possible to provide profit for my business?  

 
The decisions you make regarding spending or investing, determines overall profitability at the end of the 
year, 5 years, 10 years.  Understanding your financial position and performance can help answer these 
questions and to generate profit, which is the primary goal of any business. 
 
______________________________________________________________________________________

____________________________________________________________________________________ 

______________________________________________________________________________________

____________________________________________________________________________________ 
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The Financial Model
Records    → Management Reports → Decision-Making
Collecting &
Organizing

Accounting 
System

Organizing, Analyzing, Reporting
- Financial Position
- Financial Performance

Nate Splett, Center for Dairy Profitability

Financial Position: Describes our assets (tangibles that the business needs to function)

Financial Position / disposition of our assets on a given day is summarized by the 
Balance Sheet

 

Financial Model: Records 
 
*Animated Slide* 
 
This graphic depicts of the thought and action process of the Financial Model, which when understood will 
help managers develop the skill set they need to manage the financial side of their business.  We keep in 
mind that management wants to make the best decisions possible affecting the future of the farm business 
(Decision-Making).  

The Farm Financial Business model is one of Records which enable Reports which enable Decision 
Making.  
 
CLICK -Records: involve the collecting and organizing physical information and value information. 
(Click for “Accounting System” text to appear) There are tools available: or accounting systems to help 
your record keeping: from basic handwritten bookkeeping, to excel spreadsheets to software packages 
which keep records, write checks, determine payroll and create reports. = 
 
CLICK -Management Reports: Records, in turn, feed reports.. Reporting allows you to organize, analyze 
and interpret your records. Thru our reports, we understand our business’ financial position and 
performance.  
 
CLICK -Financial Position:  describes our Assets; Assets are the tangibles the business needs to function: 
cash, savings, equipment, livestock, inventories, accounts receivable; There are Assets the business owns, 
and there are Assets others own. The position/disposition of our assets on a given day dictates our 
business's liquidity and solvency. 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

__________________________________________________________________________________ 
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The Financial Model
Records    → Management Reports → Decision-Making

Collecting &
Organizing

Accounting 
System

Organizing, Analyzing, Reporting
- Financial Position
- Financial Performance

Nate Splett, Center for Dairy Profitability

Financial Performance: Describes our business money flow – income and expenses over 
time. 

Financial Performance is measured using the Income Statement

Financial Model: Management Reports (Financial Performance) 

*Animated Slide*

CLICK -Financial Performance: describes our business’ money flow: income and expenses, over 
time: performance describes how a business can make payments, meet payroll, and what $ is 
retained by the business. 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

_______________________________________________________________________ 
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The Financial Model
Records    → Management Reports → Decision-Making
Collecting &
Organizing

Accounting 
System

Organizing, Analyzing, Reporting
- Financial Position
- Financial Performance

Financial Statements
- Balance Sheet
- Income Statement
- Statement of Cash Flows
- Statement of Owner Equity

Nate Splett, Center for Dairy Profitability
 

Financial Model: Financial Statements 
 
*Animated Slide* 
 
The tools used to illustrate the business’ financial position and performance are called Financial 
Statements.  
 
CLICK -The Farm financial Standards Council recommends agricultural producers create four financial 
statements (Click for more text to show). You will know a lot about the financial health of your business 
once you generate these reports: Especially:  

 Balance Sheet which outlines your financial position and 
 Income Statement which outlines your financial performance. 

 
Both will be discuss more thoroughly throughout the workshop. 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

___________________________________________________________________________ 
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The Financial Model
Records    → Management Reports → Decision-MakingRecords    → Management Reports → Decision-Making
Collecting &
Organizing

Accounting 
System

Organizing, Analyzing, Reporting
- Financial Position
- Financial Performance

Financial Statements
- Balance Sheet
- Income Statement
- Statement of Cash Flows
- Statement of Owner Equity

Planning
- Pro Forma

- Feasibility
- Profitability
- Risk-ability

Budgets
- Cash Budget
- Partial Budget
- Enterprise Budget

Nate Splett, Center for Dairy Profitability  

Financial Model: Decision-Making 
 
*Animated Slide* 
 
With these Statements in hand, you start your future planning/decision-making.   
 
The historical understanding of the farm’s business’s financial position and performance provides a basis 
from which to plan for the future.  “Proforma” refers to the future view of the financial position and 
performance.  It implies that the financial statements will be constructed to reflect the future view of 
position and performance.  For example, what would the balance sheet look like after an expansion has 
occurred? (Click for more information) 
 
CLICK -Are you ready to make business decisions and determine/consider their feasibility, profitability 
and risk ability? The financial position of this future view is analyzed for feasibility, profitability and 
risk.  
Pro forma financial statements would include a balance sheet, an income statement, and a statement of 
cash flows.  The pro forma balance sheet would show the projected assets and liabilities the business.  The 
pro forma income statement would show the projected income (or losses) for that future year.  The pro 
forma statement of cash flows would show the projected liquidity and operating cash for that future year. 
 
CLICK -Pro Forma financial statements are a complement to the Budgets.  Cash, partial and enterprise are 
the commonly used budgets to generate the pro forma financial statements. 
Budgets are tools used to think through your decisions on paper before you commit $ and concrete.  
 
Budgets and pro forma financial statements are tools used to thinking through your decisions on paper 
before the investment is committed, while first determining their feasibility, profitability, and risk ability. 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

__________________________________________________________________________________ 
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The Financial Model

Records Decisions

Financial Statements

 

Financial Model: Review  
 
• Financial Statements serve management’s needs: They make sense out of all the financial records or 

data you collect, which in turn allows managers to integrate financial sense into their production 
decisions 

 
• It is a continuous model: records feed into reports, and into decisions; reports seek additional 

information from records and call for additional decisions 
 
With time and practice, this will become second nature to you; I would wager that you are already using 
bits and pieces of this model in your day to day decisions.  Today’s goal is for you to become so 
comfortable as to  reach for this model, just like you reach for a hammer to pound in a nail; not binding 
together two boards with twine or duct tape.  You don’t have to punt or approach decisions in a haphazard 
way: you will be able to reach for the financial tools available to help you achieve business goals. 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

___________________________________________________________________________ 
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Financial 
Record-Keeping/Accounting 

Basics

 

Financial Record-Keeping/Accounting Basics 
 
Slide deck created by: 
Jenny Vanderlin, Associate Director, UW/UWEX Center for Dairy Profitability, jenny.vanderlin@wisc.edu 
 
Spring 2017, updated 2018 
  
Introduce yourself, goal of presentation. 
  
At the start of understanding ‘records’ – is understanding the purpose records serve to/for ‘management.’  We 
keep in mind that management wants to make the best decisions possible affecting the future of the farm 
business (Decision-Making). 
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

_________________________________________________________________ 
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Accounting Program/System is…

Records Management Reports Decision-Making

 

Accounting Program/System is…. 

REMIND Participants of ACCOUNTING MODEL  
 The first step to profitability is good recordkeeping. 
 Record keeping is a topic few producers care to discuss or do.  It can be time consuming and take value 

time away from field work.  
 

Records---> Management Reports ---> Decision-Making 
 
It begins with our records (Records) – that is about collecting and organizing our production/physical 
information and financial (income/expense) information.  The ‘tool’ we use is an accounting system; hands-
on to computer system. 
 
Records provide the production and financial information necessary to complete our management reports 
(Management Reports).  This second step/phase continues the organizing function, and extends what we do 
into analyzing and reporting of our ‘financial position’ and ‘financial performance.’  These are two key and 
insightful concepts relating the financial strength of our farm business at a point in time (position) and how 
well the farm business has performed over time (performance).  This insight is captured in our financial 
statements.  Our financial statements include the balance sheet, income statement, statement of cash flows, 
and statement of owner equity.   
 
Through the second step or phase (Records --->Management Reports)  -- historical view/understanding of 
our farm business’s financial position and performance – providing us a basis from which to ‘plan’ for the 
future – making decisions (Decision-Making). 
 
Functionally, we want to understand and make decisions, considering their profitability, feasibility, and risk-
ability.  We utilize the production and financial information from our management reports and transform this 
information, through ‘budgets,’ as our tools, to help analyze our decisions – as to their profitability, 
feasibility, and risk-ability.  The common budgets include enterprise, partial, and whole farm business 
budgets.   
________________________________________________________________________________________
__________________________________________________________________________________ 
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Why Record-Keeping?

Tax Preparation
Provide Information for your Lender
Financial Analysis 
Future Management & Decision-Making

 

 
Why Record-Keeping?  

*Animated Slide* 
 
ASK Participants the Question: Why they keep financial records (Record-keep) - Discuss 

• Keep track of money 
• Include how much the farm is making/spending 
• Include how much the farm owes 

 
CLICK - Top Two Reasons usually are:  
 Tax Preparation  
 Provide information for lender (loan applications => obtaining credit)  

Point out that there is also (discussed later in presentation)  
 Financial Analysis (profitability and financial efficiency)  
 Future Decision-Making (improving your life style)  
  

Ability to use records to make informed decisions.  Decisions based on actual or projected 
performance.  
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Why Record-Keeping?

What Do Our Records Tell Us? 
• Where we stand individually
• How we compare to the industry
• Analysis of our farm’s strengths and weakness
• Red flag problems
• Recognize limitations
• Potential strategies for the farm business 

 

Why Record-Keeping: What Do Our Records Tell us? 
 
*Animated Slide* 
 
Begin by stating:  
 The first step to profitability is good recordkeeping. 
 Record keeping is a topic few producers care to discuss or do.  It can be time consuming and take value 

time away from field work.  
 
ASK Participants the Question: What do our Records Tell Us?  (Solicit answers) 
CLICK 
• Where we stand individually and how we compare to the industry 
• Allocation of income/expenses to analyze enterprises 
• Analysis of our farm’s strengths and weakness 
• Red flag problems 
• Recognize limitations 
• Potential strategies for the farm business  
 
What else?  
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Record-Keeping Transactions

Date 
Amount 
Type: Cash or Credit
Purpose 
Track Physical Quantities (if possible)

 

Record-Keeping Transactions 
  
What are the components of a typical Record/Transaction whether it be in a ledger or a computer software 
program?   
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Type of System Pro Con

Shoebox(s) Out of sight, out of mind
Simple

No Accumulative totals until 
end of year.  Costly in time
and possible missing 
information. Not well 
organized

Checkbook Simple and Inexpensive Hand calculations - prone to 
math errors.  Does not track
assets and liabilities

Excel Spreadsheets Organized and very specific
to your business

Designing the various 
spreadsheets.  Difficult to 
maintain complex accounts

Computer Software Quickly tailors reports and 
information as needed. 
Existing Chart of Accounts

Time investment to learning 
the program

Out Sourcing Leaves more time for 
managing operations

Cost and timeliness of 
receiving information

Record Keeping Systems

 

Record-Keeping Systems 
 
Hand-Kept Records 
•Still very useful for many farmers. 
•If a hand system can provide the detailed information required by the manager to make farm decisions – 
FINE.  However, if it does not give the desired level of financial information, switch to a computerized 
system.   
 
 
Computerized Records 
 
MAJOR benefit – power of analysis!  
 
Shows you quickly where your business is in terms of:  

Budget, income, expenses, and profitability 
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Cash or Accrual

Accounting Methods

 

Accounting Methods: Cash vs. Accrual 
 
•Cash is easier 
•Cash allows for income tax management 
•Cash is what most Agricultural Producers do 
 
Accrual is what Agricultural Producers SHOULD do 
•Accrual provides “true” profitability 
 
•Don’t use Cash to analyze business’s profitability 
•If you want to conduct a serious/meaningful financial analysis – Accrual. 
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________  
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Accounting Methods
Cash vs. Accrual

In Short…
Cash accounting is what you use to satisfy the tax person
Accrual is what you use to manage your business and get a more accurate 

picture of your financial position
Both refer to the timing of entries into your Accounting System

Accounting 
Method

Revenue Expenses Pro Con

Cash Recorded when 
cash is received

Recorded when 
expenses are paid

Simple and Easy May not be 
accurate 
reflections of 
activities of 
accounting 
period

Accrual Recorded when 
item is produced, 
regardless of 
when sold

“Matched” to 
revenue; 
recorded when 
used 

Accurate Requires more 
time and 
knowledge

 

Accounting Methods: Cash vs Accrual 
 
Cash:    Cash accounting reflects transactions when money is received or paid. 
             Record income when you RECEIVE cash 
             Record expense when you WRITE the check. 
Most common – simple and less time-consuming. 
Problems: can distort Income & Expenses Cost or Revenue does not become part of the IS until cash has been 
exchanged.  
Example: Corn has been combined and put in the bin does not get counted as revenue until it is sold and cash 
exchanges hands – this year, next year)  
 
Accrual:  Accrual accounting reflects when transactions are incurred and recognized, regardless of when 
money is received or paid.  
Preferable because:  
Income on the books when it is earned; 
Expenses when they are incurred; 
A more accurate picture of your financial situation.  
If you need inventories to show income correctly, you must generally use an accrual method of accounting for 
purchases and sales 
Example: Corn that has been harvested and put in the bin is a “realized” revenue and its value is part of the IS 
THIS year – even if it’s sold next year.  
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Why Record-Keeping?

Tax Preparation
Provide Information for your Lender
Financial Analysis 

Future Management & Decision-Making
•Profitability and Financial Efficiency

 

Why Record-Keeping: Financial Analysis 
 
Let’s review WHY you keep records…. 
 
Farmers are business owners and as such they should be concerned with the long-term viability of their 
“companies.”  
 
Review Reasons for: 
Tax Preparation (example:  Quicken) 
Provide information for lender (loan applications)  
Financial Analysis 
Future Decision-Making 
 
FOCUS on financial analysis: 
WHY?  HOW?  A good system for record keeping will improve your profitability and financial efficiency.   
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Why Financial Analysis?

Compare to others in the industry
Compare to high achievers
Determine strengths/weaknesses
Set business goals
Measure business progress
Management decisions

 

Why Financial Analysis? 
 
Compare to others in the industry 
Compare to high achievers 
Determine strengths/weaknesses 
Set business goals 
Measure business progress 
Management decisions 
 
More importantly, keeping the farm (business) economically viable will allow you (the farmer) to enjoy the 
lifestyle you wish for years to come. 
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Why Financial Analysis?

It is what lenders …
 require to do business
 need to help and assist your management 

efforts
It is what you need to aid you …
 in where your management time should be 

spent
 in making wise and informed management 

decisions

 

Why Financial Analysis? 
 
It is what lenders … 

• require to do business 
• need to help and assist your management efforts 
 

It is what you need to aid you … 
• in where your management time should be spent 
• in making wise and informed management decisions 

 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 

34



Farming Your Finances    

The Big Three

Balance Sheet

Income Statement

Statement of Cash 
Flows

Snapshot of Business 
Assets at a Point in Time
Summary of Financial 
Activity Over Time
Recap of the Changes in 
Financial Assets Over 
Time

 

The Big Three 
 

REVIEW ONLY: don’t go into too much detail as there is a full section on these 
 
Balance Sheet: Summarizes the financial condition of a farm business at a point in time  (Liquidity, Solvency, 
Network)   
 
Income Statement: Categorizes the costs, revenues and profits of the business that occurred over the past year. 
Two kinds: Cash, Accrual 
 
LINK Between Balance Sheet/Income Statement:  
Net Farm Income from the Income Statement becomes an addition to Owner Equity on the Balance Sheet 
 
Statement of Cash Flows: Shows where cash came from during previous year and where it went to. 
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________  
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Common Accounting Terms

Balance Sheet
Assets

 Liabilities

Owner’s Equity

Income Statement
 Income

 Expense

Non-Cash Inventory 
Adjustments

 

Common Accounting Terms 
  

REVIEW ONLY: don’t go into too much detail as there is a full section on these 
 
Balance Sheet: Summarizes the financial condition of a farm business at a point in time  (Liquidity, Solvency, 
Network)   
Assets: Assets are the things you own, and the things the farm owns: cash, savings, cattle, machinery, land, 
buildings, silos, feed…all the stuff which is part of the farm business.  
Liabilities: Liabilities are the investment others have in your stuff…you owe them money for purchases, or a 
mortgage. 
Owner Equity: Your equity in your stuff is what you own freely.  
  
Income Statement: The Income Statement measures the cash income, cash expenses, and the monetary value 
of non-cash income and expense used during one production cycle.  
Income: Sum of all Cash farm Income 
Expenses: Sum of all cash farm expense categories and interest paid 
Non-cash Inventory Adjustments: include changes in inventories of grown crops and feed, market and 
breeding livestock, accounts receivable, and unpaid cooperative distributions. They represent an increase or 
decrease in earned income. 
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Why Record-Keeping?

Tax Preparation
Provide Information for your Lender
Financial Analysis 
Future Management & Decision-Making

 

Why Record-Keeping? : Future Management and Decision-Making 
 
 
REMIND:  Farmers are business owners and as such they should be concerned with the long-term viability 
of their “companies.”  
 
SECOND focus on Decision-Making:   
 
WHY? A good system for record keeping will: 
-- allow you to make informed decisions affecting the profitability of your farm.   
-- provides sound and reliable information about the farm.   
 
HOW? 
Number of analysis tools used by:  
Ag Lenders 
Farm management consultants 
County Agents 
Universities 
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Why Financial Management? 
Consider these questions

How much income did I make last year on my 
farm
What is my farm business worth?
Is my wealth growing?  Comparatively?
I would like to expand my [dairy,beef,?] 
enterprise, should I? what will I need to get 
financing?
Can I meet cash needs when bills come due? 

 

Why Financial Management?  
  
Ask participants to consider questions.  Have short discussion.  
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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What Is The First Thing 
You Need To Answer All These 

Questions?

The Second? 

 

What is the First thing you need to Answer Questions? 
 
1.  RECORDS!  
 
The Second?  
 
2.  Financial Management and Analysis 
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________  
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Accounting Program/System is…

Planning
- Feasibility
- Profitability
- Risk-ability

Budgets 
- Partial
- Enterprise

Organizing, Analyzing, 
& Reporting

- Financial Position
- Financial 
Performance

AgFA
FINPACK

- Finan

Collecting &
Organizing

Shoe Box
Check Book
Excel 
Spreadsheet
Computer 
Program

Records Management Reports Decision-Making

 

Accounting Program/System is…. 

REMIND/REVIEW Participants of ACCOUNTING MODEL  
 

Records---> Management Reports ---> Decision-Making 
 
It begins with our records (Records) – that is about collecting and organizing our production/physical 
information and financial (income/expense) information.  The ‘tool’ we use is an accounting system; hands-
on to computer system: Shoebox, Checkbook, Excel, Computer Program: AAIMS, Quickbooks 
 
Records provide the production and financial information necessary to complete our management reports 
(Management Reports).  This second step/phase continues the organizing function, and extends what we do 
into analyzing and reporting of our ‘financial position’ and ‘financial performance.’   
Our financial statements “tools” include the balance sheet, income statement, statement of cash flows, and 
statement of owner equity.   
 
(Records --->Management Reports)  -- completes historical view/understanding of our farm business’s 
financial position and performance – providing us a basis from which to ‘plan’ for the future – making 
decisions (Decision-Making). 
 
We utilize the production and financial information from our management reports and transform this 
information, through ‘budgets,’ as our “tools,” to help analyze our decisions – as to their profitability, 
feasibility, and risk-ability.  The common budgets include enterprise, partial and whole farm business 
budgets.   
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Management Reports and Decision 
Making - Financial Benchmarks

AgFA – Agriculture Financial Advisor (UW-CDP)
 http://cdp.wisc.edu/agfa

FINBIN – FINPACK Farm Financial Database (MN)
 http://www.finbin.umn.edu/

Farm.doc Benchmarks (Univ. of Illinois – Champaign)
 http://www.farmdoc.uiuc.edu/finance/benchmarks.html

 

Management Reports and Decision-Making: Financial Benchmarks: 
 
With good records farmers can compare, or “benchmark” their farms’ performance against the industry or a 
smaller subset (state, county).   
 
Without a good system of record-keeping, the best you can do is compare apples to oranges – which won’t get 
you anywhere.  
 
Benchmark Criteria (this will vary from site to site): 

•Defined by # of cows or productivity 
•Usually industry AVERAGE but may represent top performers.  
•Represent a single point in time – comparison must take into account each specific condition.   
 

AgFA (primiarly WI) 
FARM.DOC (IL) 
FINBIN (MN, WI, Nebraska, North Dakota, Ohio, Nebraska, …Does not break down by # in each state) 
 
________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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QUESTIONS???

Measuring,
Analyzing,
Navigating, and
Achieving
Goals
Effectively

 

 

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________
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THE BALANCE SHEET
ORGANIZING FINANCIAL INFORMATION

Heart of the Farm Financial Series
Farming Your Finances

1

The Balance Sheet: Organizing Financial Information 

Slide deck created by Sandy Stuttgen, Agriculture Educator, UW-Extension Taylor County, 
sandy.stuttgen@ces.uwex.edu 

To be used in conjunction with factsheet: Heart of the farm Financial series: 
Understanding the Farm Business Balance Sheet, Part I 

Reviewers of this PowerPoint and its accompanying factsheets 
Jenny Vanderlin, Assistant Director, UW-Center for Dairy Profitability 
Nate Splett, Ph.D., Center for Dairy Profitability 
Simon Jette Nantel, Agricultural Economics, UW-River Falls 
Heather Schlesser, Dairy & Livestock Agent, UW-Extension Marathon County 

Spring 2017, updated 2018 
_____________________________________________________________________________________

_____________________________________________________________________________________
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Farm Business Financial Management Model 

To begin, let’s anchor ourselves in the Financial Management Model 
We have just discussed records and record keeping, now we have records which can be used to generate 
management reports.   
Management reports are used to determine the business’ financial position and performance 
The first report (or statement) concerning the farm’s position is the Balance Sheet 

The goal of this presentation is to describe the Balance Sheet Concept and Structure: (the focus is on 
the Part I factsheet). 

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________
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Snapshot of financial position

http://www.computersmiths.com/treasure/rppc/farmaerial.htm

Snapshot of Financial Position 

*Animated Slide*

On a given day, what makes up this farm? What stuff is all included in this farm business, stuff which 
allows the farm to function as a farm… 

Buildings, land, machinery, equipment, silos, bunkers, stored feed, and growing crops, animals 

And all of that stuff has financial value, or we can assign a financial value to every piece:  
CLICK - we describe the farm’s asset position by assigning a value to all the tangible assets and their 
disposition: who owns them, the farm or the creditors. 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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SNAPSHOT OF FINANCIAL POSITION

At a particular point in time, dated, annual report

Everything the farm: 

owns (Assets) and owes (Liabilities)

4

Snapshot of Financial Position 

The Balance Sheet provides a snapshot view of the farm’s Financial Position: the value and disposition 
of the farm assets 

The Balance Sheet captures a representative picture of your assets and liabilities on a given date. Often 
date this as the beginning of the year, or the last day of the year 

The Balance Sheet is the basic most fundamental report 
 Compiled annually, but may be created more often as needed, for example when applying for a

loan, or expanding or reorganizing your business to include new partners, or as you exit the
business.

 The goal is to organize this report into one sheet, or as many sheets that are needed, to list
everything you own and everything you owe.

It summarizes what you would have left if the farm is sold on the date of the Balance Sheet. 

So Tuesday’s Balance sheet says you own $100 worth of assets and you owe $90 to others, when you sell 
your farm on Tuesday, you have $10 free and clear, to go by beer and pizza with. 

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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The Farm Business
Assets

Farm assets which are owned
EQUITY

$ the farm owes to others:
LIABILITIES

Farm assets will be used to pay these

5

Liabilities/Equity 

*Animated slide*

Lets think of the farm business as a CLICK box, made up off all the stuff which allows it to function as a 
farm.  
Some of this stuff is owned free and clear: CLICK its known as equity or ‘owner’s equity.’ 

CLICK -  And some of the stuff is pledged to others, bills are due or loan obligations need to be paid: 
liabilities 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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The Farm Business
Assets

Farm assets which are owned
EQUITY

$ the farm owes to others:
LIABILITIES

Farm assets will be used to pay these

6
 

Liabilities/Equity 
 
*Animated Slide* 
 
CLICK -  Early on in the farm business there will probably be more $ owed to others, it takes time for the 
owner to build equity, and reduce or eliminate debt,  
so CLICK farm equity, or owner’s equity is a smaller proportion of the total assets,  
and CLICK Liabilities makes up a larger portion of the total assets 
 

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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The Farm Business
Assets

Farm assets which are owned
EQUITY

$ the farm owes to others:
LIABILITIES

Farm assets will be used to pay these

7
 

Liabilities/Equity 
 
*Animated Slide* 
 
CLICK- Later in the farm’s future, equity grows as less outside money is needed for the farm to function. 
 
CLICK- the goal is to have the owner’s equity grow, and become the larger proportion of the total assets. 
Success is measured by growing Equity, the business needs to eventually have positive equity, otherwise 
it will not be able to function 
 
CLICK-  traditional thinking, is that liabilities are smaller over time; farm assets will generate the 
production and products sold to cover the costs of outside borrowing; Liabilities must be covered by the 
available assets. If you sell tomorrow, and you can’t cover all the liability, then bankruptcy may be a 
better option. 
 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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WHY IS CALLED A BALANCE SHEET?

Farm Assets
Liabilities

Equity

Assets = Liabilities + Equity

8
 

WHY is called a BALANCE Sheet?  
 
*Animated Slide* 
 
First, assign a value to all of the assets of the farm: everything the farm owns (equity) and everything the 
owed to anther (liability)  
 
CLICK- You know when you have accounted for all of them when the value of the assets equals the value 
of the liabilities + the value of the equity. 
 
(Note: this is the Concept and Structure of the Balance Sheet) 
 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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TA TL OE

12

TA = TL + OE

Total Assets = Total Liabilities + Owner’s Equity 

The parts summed together make the whole, so the sum is balanced with its parts 

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________
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VOCABULARY

Assets: everything which makes up the farm business

you control these, but you may not own them all

Liabilities: $ the farm business owes to others

Net Worth: $ the farm business owns

Owner’s equity, or net worth = Assets - Liabilities 

10
 

 
Balance Sheet: Vocabulary 
 
 Assets: are the things you own, and the things the farm owns: cash, savings, cattle, machinery, 

land, buildings, silos, feed…all the stuff which is part of the farm business. You, or the farm may 
control all of these, but you don’t necessarily own them all. 

 
 Liabilities: are the investment others have in your stuff…you owe them money for purchases, or a 

mortgage, and it’s the assets which make money so you can pay these bills. 
 

 Net Worth: At the end of the day, the difference between your assets and your liabilities is what 
you own free and clear, that is your net worth or the owner’s equity.  Your equity in your stuff is 
what you own freely.  

Balance comes into play: assets balance against the liabilities and the net worth:   
A = OE + L, both sides must equal each other 

 
The entire box of assets is composed of those owned by the farm: farm equity or owner’s equity and those 
assets others have a claim to, known as liabilities. 
 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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VOCABULARY

Balance Sheet also called Net Worth Statement

Net Worth = Assets - Liabilities

11
 

Balance Sheet: Vocabulary 
 
When you hear the phrase, ‘Net Worth Statement”, remember that is the same as the term Balance Sheet  
 
Regardless of its name, this summary sheet lists all the farm’s assets and all its liabilities, and all the 
assets of a farm are composed of what the farm owns and what the farm owes.  
 

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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OVERVIEW OF THE STRUCTURE

Assets
Total of each: 

Current + 
Non current

Intermediate +
Long Term 

Liabilities
Total of each:

Current +
Non-current

Intermediate + 
Long term

Net worth or owner’s equity

12
 

Balance Sheet: Overview of the Structure 
 
To organize the process, we set the sheet up into bite sized pieces, or categories, and look to determine the 
value of these categories.    Balance sheet structure is the same regardless of how you set up the sheet:  
 Assets are listed on the left side of the sheet, or on the top of the sheet;  
 Liabilities are listed on the right side of the sheet, or under the assets  

 
Farm Financial Standards Council (FFSC) now broadly divides the assets into current and non-current 
assets; and by the same token, divide the liabilities into current and non-current liabilities.  Older 
references further divided the non-current assets and the non-current liabilities into intermediate and 
long term. 
 
Calculation of Owners’ Equity (or called total farm equity) is located near the bottom. 
And remember, all of this is balanced, and therefore accounted for: The sum of all the assets = the sum of 
the liabilities and the equity 
 
Usually try to condense into a single page, often there are a set of schedules behind that page which 
provide more detail about each asset and liability category. 
 It can be easier to do the schedules first, for example the machinery schedule may list 20 items, 

each with its own value, the total of all 20 shows up on the balance sheet.  
 Feed inventory lists all the hay, corn, silage, etc, and each separate value; total all feed goes on 

the balance sheet 
 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________
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CURRENT ASSETS

Converted into cash or used up within one year
checking & savings account
market livestock
prepaid expenses: seed, fuel, feed
growing crops
accounts receivable: reasonably collectable within 12 months

Average market price/unit
i.e. $/bu or $/cwt

13
 

Balance Sheet: Current Assets 
 
Value of feed inventories and growing crops can over the course of a season, so pick an average market 
value; any change in value between beginning and end of the year on an annual balance sheet comes from 
change in the numbers of the inventory item, not the base price of them.  Same with market calves: 
average $ per lb or cwt given at market.  
 
 Value of growing crops: what they will worth at harvest; commodity crops annual crops are 

current assets; perianal crops (apples, grapes) are intermediate assets 
 Keep all units consistent: $ per lb or cwt; or bushel 

 
Accounts receivable: someone owes you a debt, which you will soon collect; usually tracked by an 
invoice. Milk sales ‘guest check’, you sell corn to the neighbor and he is slowly paying it off;  
Farm checking account, farm savings: these should be separate from the personal checking and personal 
savings. 
As you create your beginning balance sheet for your initial business plan, your Balance Sheet may 
include personal assets you intend to devote to the farm operation: personal savings, personal cash, and 
stuff you could easily convert to cash: coin collection, jewelry, cd’s, etc 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________
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_____________________________________________________________________________________ 
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NON-CURRENT ASSETS

Intermediate assets: useful life > 1 year and < 10 year

breeding livestock

machinery, equipment, titled vehicles

perennial plants

co-op stock, cash value of life insurance policies

14
 

Balance Sheet: Non-Current Assets 
 
 Items not easily converted to cash, but could be cashed in: like coop stock, or life insurance 

policies; 401K etc;  
 Titled vehicles include those used by the farm: not the personal family car: even if the person 

vehicle is occasionally used to pick up farm supplies,  
 Separate out personal vs farm: personal includes the furniture, home appliances, personal vehicle 
 Think about it as what assets you would need to keep if you were no longer farming. 

 
_____________________________________________________________________________________
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_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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NON-CURRENT ASSETS

Non-current, Long-term assets: useful life > 10 year

Land

Buildings and improvements

15
 

Balance Sheet: Non-Current Assets, Long-Term Assets 
 
  Land and Buildings/Improvements are listed separately due to buildings and improvements being 

depreciable, land is not.  Even if you think buildings are ‘useless without the land’ and that the two go 
together…we split these apart so as to determine the contribution the buildings add to the value of the 
farm real estate.  

 The real value of farm buildings is in their capacity for increasing the farm’s profitability and net cash 
flow.   All buildings…if is part of the farm, used for farm functions….  

 The value of the farm house should not be listed on the farm balance sheet, it is a personal asset 
However, for most sole-proprietors the house is part of the farm, and farm business is conducted in it, 
and when the day of reckoning comes, the lender will be looking to the house value to satisfy liabilities 
owed the lender. 

Improvements: fencing, irrigation systems, field tile and other soil conservation enhancements, feed bins, 
silos, etc  
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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CURRENT LIABILITIES

Past due and due soon

credit cards, operating loans

principle due within the year 

from non-current debt  (intermediate or long-term) debt

outstanding: property taxes, rent, accrued interest

16

Balance Sheet: Current Liabilities 

What you owe: term debt, what is due if you sell the farm on the date of this balance sheet, must be paid 
within 12 months. 

Property tax was last year’s bill, so it is due.
Don’t include monthly expenses; just the bills that are more than 30 days overdue, credit card balances
that have been carried forward from one billing cycle to the next.
List short-term notes, and lines-of-credit.
You may have to call the lender to find out the principle due.
Property taxes (billed last year, are due the year in which the balance sheet was built) if you pay all the
property tax in the year it was billed, then it accounted for a  “0” here, rent, which have not yet been paid,
interest on loans which has accrued to date, has not yet been paid.

Include on your beginning balance sheet those liabilities you expect the farm to pay off: i.e. existing loan 
against your truck, and you plan to use the truck for farm purposes, so you expect the farm to make the 
truck loan payments. 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

____________________________________________________________________________________ 
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NON CURRENT LIABILITIES

Intermediate liability: pay off in 10 years

loans for machinery, breeding livestock, titled vehicles

17
 

Balance Sheet – Non-Current Liabilities, Intermediate 
 
Be sure to subtract the principal amounts that you already listed under current liabilities…you don’t want 
to count those principal balances twice. 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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NON-CURRENT LIABILITIES

Long-term liability: pay off > 10 years

farm mortgage

land contract

construction loans

contingent liabilities

18
 

Balance Sheet – Non-Current Liabilities, Long Termm 
 
Liabilities longer than 10 years: Farm Mortgage, Land Contact, Construction loans  
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________  
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CONTINGENT LIABILITIES

Usually not included on the balance sheet

But don’t forget them

are triggered following an event

income tax triggered by sale of a current asset

capital gains taxes from sale of intermediate or long term assets

depreciation re-capture

auctioneer fees, real estate commissions

15% of the total assets

19
 

Balance Sheet: Contingent Liabilities 
 
Can be confusing and hard to calculate, but don’t forget about them!  They are real expenses which you 
will have to pay when the farm is sold, or transferred to another.  
 
Depreciation re-capture of sale of assets that have been depreciated to a a value below market value.  
Simply use a % of the total assets to account for the contingency: 15% of the total assets: listed on its own 
line in the balance sheet 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 

_____________________________________________________________________________________  
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CALCULATE NET WORTH

Once the sheet is assembled

rearrange the math of the fundamental formula: TA = TL + OE

and calculate owner’s equity, or net worth: 

OE = TA -TL

20
 

Balance Sheet: Calculating Net Worth 

Owner’s Equity = Total Assets – Total Liabilities 

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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ASSEMBLE THE BALANCE SHEET EXERCISE

21

From the pieces provided
Not every piece is used, 

some belong on other Financial Statements

 

Assembling the Balance Sheet – Exercise 
 
Balance Sheet Exercise 
Working in pairs or in groups, participants will select the pieces which belong on the Balance Sheet and 
assemble them onto the Balance Sheet Template. Keep in mind, not every piece goes on a Balance 
Sheet, some pieces remain on their respective statements.  
 
Time: 20 minutes to assemble a Balance Sheet from these pieces. 
 
When completed: Gather them back together to compare their sheet to each others; why have they used 
the pieces they selected? Why did they not use certain pieces? Answer any questions they may have.  
 
Handout:  at end, handout a blank Balance Sheet (Resource Section) with its categories noted, but not 
with figures. 
 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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DETERMINING VALUE

one bite at a time

22
 

Determining Value(s)  
 
Lots of stuff to inventory and determine the value of each piece…so the easiest way to tackle this is to 
take it apart, one piece at a time 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 

_____________________________________________________________________________________  
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DETERMINING VALUE

Market Value Balance Sheet:  

Assets list at current market value

Cost Basis Balance Sheet:

Assets list at original cost – depreciated value

23
 

Determining Value(s) 
 
As we looked at the first aerial farm photo, remember we said we look at all this stuff and assign a 
financial value to it -- So as we build a balance sheet, we have to determine the value of all the farm’s 
pieces.  
 
Market Value Balance Sheet: 
The vast majority of balance sheets are created listing the current market value of all the stuff; which is 
usually what the lender wants to see.  
 Current market value of the breeding livestock 
 Values you would be able to get for each piece of machinery if you were to sell it on the date of the 

balance sheet.  
 
There may be times when you will want to calculate a cost basis balance sheet, it takes market 
fluctuations out, and allows you to see the actual financial performance of the business from year to year: 
 
Cost Based Balance Sheet:  
Using current values as your starting point, in the future you can subtract economic depreciation from the 
established values; However, if use accelerated depreciation, then once fully depreciated, then the asset 
shows up with no value. 
 Near retirement or as you plan to bring in new partners and you want to determine ‘fair price’ 

negotiation between the outgoing and incoming partners. 
 
For our purposes today, we are concentrating on putting together a Market Value Balance Sheet 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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DETERMINING VALUES

Where do you find current market value of a 30 year old hay bine?

Where do you find current market value of the 150 year old barn?

Which advisors do you turn to for advice on valuations?

24
 

Determining Value(s) 
 
Wrap up this presentation with group discussion around these questions. 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________  
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SNAPSHOT OF FINANCIAL POSITION

At a particular point in time, dated, annual report

Everything the farm: 

owns (Assets) and owes (Liabilities)

Describes relationships between assets and liabilities

26

Recap Snapshot of Financial Position 

Primary goal of this Presentation: to identify the Structure and Components of the Balance Sheet: Part I 
factsheet. 

The Balance Sheet provides a snapshot view of the farm’s Financial Position: value and disposition of 
the assets  

The Balance Sheet describes relationships, for example, how the debt is structured. 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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BALANCE SHEET CONCEPT & STRUCTURE

27

Reading Resource: Heart of the Farm Financial Series 
Part 1: Understanding the Farm Business Balance Sheet

Balance Sheet Concept & Structure: Question(s) 

*Animated Slide *

CLICK – Questions? 

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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T & M Acres: Farming Your Finances, Case Study 

Slide deck created by : 
Sandy Stuttgen, Agriculture Educator, UW-Extension Taylor County, sandy.stuttgen@ces.uwex.edu 

To be used in conjunction with Heart of the Farm Financial Series fact sheets 

Reviewers of this PowerPoint and its accompanying factsheets 
Jenny Vanderlin, Assistant Director, UW-Center for Dairy Profitability 
Nate Splett, Ph.D., Center for Dairy Profitability 
Simon Jette Nantel, Agricultural Economics, UW-River Falls 
Heather Schlesser, Dairy & Livestock Agent, UW-Extension Marathon County 

Spring 2018 

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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Farm Business Financial Management Model 

To begin, let’s anchor ourselves in the Financial Management Model 

We have just discussed the Concept and Structure behind the Balance Sheet, the management report which is  
used to determine the business’ financial position.  

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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 Farming Your Finances 

http://www.computersmiths.com/treasure/rppc/farmaerial.html

T & M Acres: Farming Your Finances, Case Study 

We are now going to look at an actual Balance Sheet, Schedule F and Income Statement from a dairy 
operation, T & M Acres 

Presenter: direct attention to the Handouts found in the Workbook: Balance Sheets, Schedule F forms, Income 
Statement, also the fact sheets found within the Resources 

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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T & M ACRES
Terry & Mary started farming together two years ago. They each 
owned 25 milk cows and brought these assets to the dairy 
business.
T&M rents the dairy barn from Terry’s elderly uncle. 
T&M purchase feed from Terry’s uncle who plants 250 acres 
(using Terry’s inputs to plant with the uncle’s machinery, and 
Terry helps with the harvest). 
They obtained a FSA backed loan 2 years ago to buy 50 milking 
cows, so the startup dairy is milking 100. 

 

T & M Acres: Farming Your Finances, Case Study 
 
Terry & Mary started farming together two years ago. They each owned 25 milk cows and brought these 

assets to the dairy business. 

T&M rents the dairy barn from Terry’s elderly uncle.   

T&M purchase feed from Terry’s uncle who plants 250 acres (using Terry’s inputs to plant with the uncle’s 

machinery, and Terry helps with the harvest).  

They obtained a FSA backed loan 2 years ago to buy 50 milking cows, so the startup dairy is milking 100.  

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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WORKSHOP GOALS 
ANALYZE T&M ACRES TO DETERMINE 

 IF T& M CAN PURCHASE EITHER THE UNCLE’S BUILDINGS OR
MACHINERY DURING THIS 3RD YEAR OF FARMING

AND WHAT AMOUNT OF NEW ADDITIONAL BORROWING IS NEEDED

Workshop Goals 

For the remainder of this workshop, we will analyze T&M Acres to determine these two items: 

 If T&M can purchase either the Uncle’s buildings OR his machinery during the 3rd year of farming.
 AND
 What amount of new additional borrowing may/may not be needed.

We will be using the Balance Sheet in the process, but also the Schedule F and T&M’s Income Statement 

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 
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NEXT UP….

UNDERSTANDING THE INCOME STATEMENT

Questions? 

*Animated Slide*

Before moving to the financial analysis part of the workshop however, we will work on understanding 
how an income statement is put together, it’s importance, how it shows financial profitability,  and how it 
relates to the Schedule F.  

CLICK - Any questions of concerns at this time? 

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________

________________________________________________________________________________________ 

76





Farming Your Finances 

Income Statement using the Schedule F 
Teaching Outline  

OBJECTIVE(S): 

• Participants will gain an understanding of how an Income Statement is put
together.

• Participants will learn the components of an Income Statement
• Participants will know the importance of the income Statement and how it

shows financial performance and relates to the Schedule F

Handouts/Materials: 
Schedule F (Blank) 
Schedule F (Filled in) 
Farm Earnings, Balance Sheet 
Financial Model  
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Handout: 

 

Notes:  (purpose is to review the financial model, and stage the “chalk talk”) 

Review: Financial Management Model (above; hand out or refer them to the handout) 

Stage: (the theme of this instruction is…illustrated with the following statement… 
 
Yesterday we went over - Financial “position” (strength) = Balance Sheet 
 
Today, we will review Financial “performance” (profitability) = Income Statement (aka Profit 
and Loss, Earnings Statement, Farm Earnings) 
 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________  
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Handout: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
Notes: 
 
Hand out the Schedule F tax form 
Introduce use of the Schedule F as place to start –  

Because it required for tax reporting,  
“Does it tell us what we made the past year (profitability)?” 

 
Review Structure of Schedule F 

Income – Expenses = Profit (or loss)  
 (Part I)     (Part II)      (line 34) 
 
Important to NOTE (have participants circle on tax form; for discussion later) 
 

1) C. Accounting Method (Cash) – “Why do farmers use the cash method?” 
2) Line 14: Depreciation and Section 179 – “Isn’t this a non-cash item?” 
3) Line 34: Net Farm profit or (loss) – “Is this what we really earned?” 
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White Board/Chalk Notes: 

 

 

 

 

 

 

  
 

 

 

 

 

Notes: (on the structure of the Income Statement v. Schedule F) 

Write the information (above) on white/chalk board, commenting on the structural difference 
between the Schedule F and Income Statement. 

We want to know the financial performance (Profit). “How closely does the Schedule F represent 
profit or loss?” 

In order to fully and accurately understand profit we need to move from the Schedule F (our 
starting point) to the Income Statement.  This means we need to understand what the accrual 
adjustments are all about. 

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 

 

 Schedule F                      Income Statement 
 (Cash)                  (Accrual Adjusted) 
   
Cash Income        Cash Income 
                    ± Accrual Adjustments   
= Gross Income (line 9)        ≠        = Income 
   
Cash Expense                 Cash Expense 
+ Depreciation                 + Depreciation 
                            ± Accrual Adjustments   
= Total Expenses (line 33)    ≠      = Expense 
   
Profit or Loss (line 34)         ≠       Profit or (loss) 
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Handout: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Notes: 

An exercise is to complete Schedule F (as a starting point to review/re-inforce the income and 
expense information on the Schedule F; everyone is in the same starting place) 

Hand out the partially filled-in Schedule F 

Have Participants fill in following: (write this information on the board) 

• Ag Program Payments: $5500 
• Depreciation/179: $6100 
• Repair/Maintenance: $6700 
• Profit (loss) – (suggest calculating this to verify it is $84780 as shown) 
• Accounting Method: CASH (but, isn’t depreciation included?  Therefore…) 
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Review “Depreciation” (instructor to prepare their unique notes to cover the following) 
a. Define 
b. Non-Cash 
c. Economic vs. Tax 

 
______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________ 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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Handout:  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Notes: 
 
This is a review of the concept and application of “Accrual Adjustments” 
 
The T&M Balance Sheet (above) is referred to as the accrual adjustments are discussed 
 
Important points include: 

a. Idea of accrual adjustments is to recognize when income is constructively earned and 
expenses actually occur. 

b. Explain adjustments on income and expense sides 
c. Explain relationship of Schedule F with Balance Sheet to create Income Statement 
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i. Accounts Receivable (AR) 
  Jan 1 Dec 31 
  $0    $0  (NO change) 
 
As an example to illustrate: 
Consider: 10,000 bu corn @ $4.00 = $40,000 
- Sell 10,000 bu, receive payment of $10,000 
- Cash income = $10,000 
- AR of $30,000 – shows as current asset 
- Cash income + AR = accrual income 
- $10,000 + $30,000 = $40,000 

 
ii. Prepaid Expense and Purchased Inventories 

   Jan 1      Dec 31 
$191,500    $206,300 ($14,000 Difference) 
 
- Cash Expense is $14,800 higher than accrual expense 
- How does this affect Schedule F: cash expense down by $14,800 
- Change in expense; show as current assets 
- Purchased inventory as “prepaid” ≠ raised inventory  
 

iii. Raised (not purchased) Inventories 
   Jan 1      Dec 31 
$137,600    $150,800 ($13,200 Difference) 
 
- Raised feed (separate from purchased feed) 
- Raised breeding livestock (separate from purchased breeding livestock) 
- Adjustment to “income”; show as asset (current/non-current) 
 

iv. Accounts Payable (AP) 
   Jan 1      Dec 31 
$3500       $2200  ($1,300 Difference) 
 
- Accounts Payable went down, meaning cash expenses are higher 
- Adjustment to expense; show as a liability 

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________ 
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Handout: 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

White Board/Chalk Notes: 

 

 
  

 

 
 
 
 

              Schedule F                         Income Statement 
                (Cash)                              (Accrual Adjusted) 
   
Cash Income 417,010 ≠ 417,010 Cash Income 
        13,200 ± Accrual Adjustments   

       = 420,210 Income 
   
Cash Expense 332,230  326,130 Cash Expense 
+ Depreciation    (10,000) ± Accrual Adjustments   
      316,130 -  14,800 Prepaid Expense 

- 1,300 A/P 
+   6,100 Depreciation  
  

Profit or Loss  84,780        ≠  114,080     Profit or (loss) 
 

$24,300 Difference 
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Notes:  
 
IN summary, SHOW the accrual adjustments on the board (above) that you just went through 
(which concludes to a $24,300 difference between profitability on the Schedule F v. true 
profitability on the Income Statement). 
 
_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________

_____________________________________________________________________________________ 
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  Farming Your Finances 
Financial Analysis 
Facilitator Notes  

1. Introduction:

This part of the workshop is structured to provide participants with the tools needed to analyze financial 
statements -- Balance sheet (BS) and Income Statement (IS) -- and use that information to answer 
practical questions.  

As a starting point, you should ensure that participants have the financial statement handouts (green BS 
and IS for T&M Farm).  

You can take some time to look at the information that is readily available from the BS and IS.  (e.g. 
From IS: Profit is measured by Net Farm Income From Operations (NFIFO) or Net Farm Income (NFI) – 
so we know that T&M have a positive profit. From BS: Their equity is positive.) 

Use the first slide to elicit questions from the participants. 

The facilitator should then distribute the financial scorecard handouts, and discuss the “Legal 21” as the 
standard financial measures established by the FFSC and used by most lenders, consultants... etc. The 
Legal 21 are divided in 5 categories and at first we will focus on 4 of them: Solvency, Liquidity, 
Profitability, and Efficiency. There are multiples ways to measures these concepts and we will focus on 1 
or 2 measures for each of them. 

The financial scorecard is useful as it provides the detailed formula to compute each ratio/measure. And it 
also provides some guideline/standards in terms of what would be considered good, acceptable, or 
vulnerable. So it's a first step in benchmarking your farm and assessing how well it is doing in terms of 
solvency, liquidity, profitability, and efficiency.  

The vast majority of the information needed to compute these measures is contained in your financial 
records (BS and IS).  And those Legal 21 measures will provide the basis to start answering our 
questions.    

Handouts: 
• Farm Financial Scorecard
• Farm Financial Guidelines and Ratios
• Financial Statements

o Green – T&M Current
o White – T&M Proforma

 Balance Sheets
 Income Statements
 Cash Flow
 Cost of Production
 Financial Ratios

• Financial Analysis:  Exercise and Answer Key
• Financial Expansion:  Exercises: 1) Feasibility 2) Impact and Answer Key
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  Farming Your Finances 

2. Financial Analysis

Start by distributing the handout "Financial Analysis". 

The handout provides all the information the participant needs to start calculating financial ratios. It also 
provides spaces to take notes and for participants to write down their own interpretation for each measure. 

Depending on the size of the group, assign a specific ratio for each team of 2 to 4 participants. That way, 
they can help each other in calculating and interpreting the numbers.  With small groups of 10 to 12 
people, I would divide the group in 3 teams and assign Solvency and Liquidity to the first team, 
Profitability to a second team, and efficiency to the last team.  

Direction to each team:  a) Use the green BS and IS to find the relevant information to calculate the 
ratio(s) assigned to your team. Then calculate and interpret them. It shouldn't take much more than 15/20 
minutes. If a team is done early they can start computing the ratios that were assigned to other teams.  

Once each team has had time to calculate and interpret their ratios, ask them to report their findings to the 
entire group, starting with solvency and liquidity. The slide(s) related to each given measure should be 
used as a starting point to the discussion and before each group covers a specific measure. Wrap up and 
generalize the discussion after each measure has been discussed by the group.  

Note that the team that was in charge of a specific ratio(s) should be encourage to explain their work and 
answer question(s) coming from the rest of the group.  (Write on board if available/time). The facilitator 
is there to add explanations or provide them if the team wasn't able to answer a question.  

3. Financial Expansion: Planning ( Renting or Buying)

The purpose of this portion is to use the financial information as a basis for some planning exercise. We 
start with a simple analysis of renting vs buying the buildings that are currently used (rented) by T&M to 
host their dairy business.  

The analysis focuses on two different aspects, profitability and financial feasibility. The difference 
between those two concepts must be presented to the participants.  

Profitability Analysis, done via a partial budgeting approach, will look at whether this proposed change 
can generate a profit.  In other words, it looks at all costs and revenues (cash and non-cash) from the 
project and assesses whether revenues outweigh costs. It is useful to review with participants some 
examples of cash and noncash items (depreciation, changes in inventory, capital gains,… etc.).  

Profitability Analysis: Partial Budget & Proforma 

The facilitator can ask the participant how they would assess the impact of the purchase of the building on 
the profit of T&M farm. Usually, that discussion will identify the main component of the analysis:  

• Rent $33,400 (reduced cost)
• No change in revenues
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• Additional cost (ownership cost – Depreciation, Interest, Repairs, Taxes, Insurance)(DIRTI))

This is a simple example since revenues will not be affected. The main discussion should center on how 
to assess the additional cost related to the ownership of the building. Ownership costs can be assessed 
using the DIRTI five (see slides/handout).   

To wrap up the discussion, the facilitator should formally introduce the structure of a partial budget 
(Resources): reduced revenues, additional revenues, reduced cost and additional costs. Then the group can 
start filling out the handout by calculating the different items.  

As mentioned, the most complex part is to assess DIRTI for the building.  

Depreciation: The key to finding depreciation is to define the useful life of the asset. This is not an exact 
science. In my key, I have assumed a 10 year useful life for machinery and a 15 year useful life for the 
existing barn.  

Repairs: Here it was assumed that the renters (T&M) were already in charge of repairs. So there is no 
change. (This is often a thorny issue when designing a building rental agreement. Should the owner or the 
renter cover repairs?)  

To close this profitability analysis, we can look at what a “Pro forma”1 income statement would look like. 
Looking at T&M Pro Forma income statement, we can see that revenues remained unchanged compared 
to the initial IS (green copy).  Among cost items, we can notice that rent is now zero, we now have 
mortgage interest of $9525, farm insurance increased by $3,000, and taxes are now $5,000. Finally 
depreciation increased to $25,767, and NFIFO is now lower by $3,792 as we already knew from the 
partial budget.    

Financial Feasibility: Purchasing Equipment and Buildings and/or Land: 

The financial feasibility is meant to assess whether or not the T&M can make the payments related to this 
project. Assessing the financial feasibility can be done via a cash flow approach or by looking at debt 
repayment capacity. In this activity we look at the capital debt repayment capacity as a measure of the 
ability of T&M to service debt.  

The handout “Farm Expansion - Feasibility” provides the information to run this planning exercise. 

Distribute the handout and review with the participant the information that is provided in the first portion 
(i.e. estimated value of the building, potential loans and repayments information.)  As facilitator, go over 
formula(s) and the data provided, the participant can work on their own to figure out what the repayment 
capacity of T&M would be and how to interpret it. A group discussion about it should be encouraged.  

A detailed discussion of the results is included in the answer key. 

1 Pro Forma financial statements are statements that represent projections in future periods. They would typically be 
used for planning purpose and assess the impact of certain activities on the financial performance and position of a 
farm.  
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4. Conclusion

In planning exercises most consultants and specialist will include three criteria: profitability, financial 
feasibility, and risk.  

In this activity we haven’t addressed directly the impact of the proposed change on risk. But a discussion 
of increased risk could be encouraged. For example, buying the barn may lock T&M in this location and 
give them less flexibility to expand or to take advantage of other opportunities that could arise in the 
coming years. It also increases their financial risk in that, if the price of milk was to drop severely, it may 
be harder to liquidate the barn and recoup their investment. But, owning the building may also leave them 
less vulnerable to potential conflict with the uncle. Those are all risk that may be difficult to quantify but 
that should be the object of discussion and listed in a thorough analysis.   
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Farming Your Finances 

Slide deck created by: 
Simon Jette-Nantel, UW-River Falls, UW-EX Center for Dairy Profitability, simon.jettenantel@uwrf.edu 

Spring 2017, updated 2018 

This part of the workshop is structured to give participants the tools to analyze financial statements 
(Balance Sheet and Income Statement) and to use the information to answer practical questions 

As a starting point, you should ensure that participants have the handouts: Balance Sheet and Income 
Statement (Green) for T&M Farms.  

Facilitator should take a quick look at some key numbers to review what we already know about the farm 
(Example: Profit is measured in part by NFIFO – T&M have a positive profit. Their equity is positive, etc.) 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Making sense of farm financial records

What questions do we want to address?

How well are we doing?  
Are we making money?
How efficient is our production?  
What level of risk are we facing ?
Can we expand? Should we expand? 
Can we afford to ... ?

S.Jette-Nantel

Making Sense of Farm Financial Needs 

*Animated *

The key of this slide is to elicit questions that the participants would like to address. As mentioned, the 
main learning objective of this module is to give them tools to use financial records to answer practical 
questions. If they cannot see the usefulness of the process, they are less likely to be motivated to do the 
calculations and exercises. 

The facilitator should ask the participants what questions they would like to answer and note those 
questions on a board.  

What Questions do we want to Address? 

CLICK - 
• Are we making money?
• How efficient is our production?
• What level of risk are we facing?
• Can we expand? Should we expand?
• Can we afford do … ?

As the workshop progresses, the facilitator can come back to those questions as the information to address 
them becomes available. 

Wrap up this slide by mentioning that we will try to answer most of those questions as we go along. 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Making sense of farm financial records

Financial scorecard

Financial measures:
Solvency  
Liquidity  
Profitability  
Efficiency

Based on financial records
Starting point to address our questions

S.Jette-Nantel  

Making Sense of Farm Financial Records  
 
*Animated Slide * 
 
Refer to the “Financial Scorecard” (Resource Section)  
Discuss the “Legal 21” as the standard financial measures established by the FFSC and used by most 
lenders, consultants … etc 
 
Point out the Financial Measures:  

1. Solvency 
2. Liquidity 
3. Profitability 
4. Efficiency 

 
CLICK – Based on Financial Records 
 
CLICK – Starting Point to Address our Questions 
 
* See facilitator notes for details/directions * 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________  
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Financial Analysis

S.Jette-Nantel

Financial Analysis  

Pass out “Financial Analysis - I” handout 

The handout provides all the information the participant needs to start calculating financial ratios. 

1. Solvency
2. Liquidity
3. Profitability
4. Efficiency

 It also provides space to take notes and for participants to write down their own interpretation for each 
measure. 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Time to pull out your calculators!

S.Jette-Nantel

Financial Analysis: Time to Pull Out Your Calculators 

Depending on the size of the group, assign a specific ratio for each team of 2 to 4 participants. That way, 
they can help each other in calculating and interpreting the numbers.  

With small groups of 10 to 12 people, I would divide the group into 3 teams and assign Solvency and 
Liquidity to the first team, Profitability to a second team, and Efficiency to the last team. 

* See main facilitator notes and answer key for details/directions *

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Financial Analysis

Questions

1

2

Interpret the numbers.
How does it help you answer some of our questions?

S.Jette-Nantel  

Financial Analysis  
 
Emphasize that the purpose of the exercise is twofold: 
 
1. To make sure participants know where to find the information in the financial records in order to 

compute the financial measures, and  
2. To be able to make sense and interpret those numbers.  

 
This should be a good time to link some of the participant’s answers to the original questions.  
 
Example:  link solvency to financial risk. The greater is the proportion of debt relative to your assets, the 
greater is the probability that you will have problems making loan payments.  
 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Solvency

Definition
Measures the amount of debt relative to the amount of  
assets and owner equity.

Measures and Ratios

Debt-to-asset ratio = Total Liabilities
Total Assets

Amount of debt for each dollar of assets in the farm.

S.Jette-Nantel  

Solvency – Measures and Ratios  
 
*Animated* 
 
Start by defining solvency. Then, ask the team that was in charge of this ratio to report on their work. 
 
What questions can they answer? 
     -Gives you a sense of how much asset you own. 
     -Sense of how much you owe, and whether you can afford to take on more debt. 
     -They more you owe, the greater the debt and the financial risk – risk of failing to repay. 
 
CLICK- Measures and Ratios:   
Debt-to-Asset = Total Liabilities/Total Assets.   
Amount of Debt for each dollar of Assets in the farm.  
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Solvency

DA ratio = 3/4 = 0.75

S.Jette-Nantel

Solvency 

This slide visualizes the link between solvency, the debt-to-asset ratio, and the balance sheet 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Solvency

DA ratio = 1/4 = 0.25

S.Jette-Nantel  

Solvency 
 
This slide visualizes the link between solvency, the debt-to-asset ratio, and the balance sheet 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________  
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Solvency

Benchmarking

Against similar farms –> Are we at greater risk?
Against previous years –> Making progress in reducing  
risk?

S.Jette-Nantel  

Solvency - Benchmarking 
 
*Animated* 
 
The key point to be made here is in using different benchmarks to answer different questions.  
CLICK – Against Similar Farms 
CLICK – Against Previous Years  
 
Throughout the workshop, the sources of benchmark information (e.g., personal records, AgFA, FINBIN) 
should be mentioned to participants. If time permits, the facilitator may want to show the participants how 
to access them online. 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________  
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Liquidity

Liquidity

the ability to meet financial obligations as they come due, ...
... without disrupting the normal operations of the business

Measures and Ratios

Working Capital = Current Assets - Current Liabilities
WK ratio = CA−CL

Gross Farm income
Amount of funds available (e.g. to make capital  
purchases) after selling current assets and paying  
current liabilities.
Self-insurance

S.Jette-Nantel  

Liquidity- Measures and Ratios  
 
Start by defining liquidity: The ability to meet financial obligations as they come due.  
 
Then, ask the team that was in charge of this ratio to report on their work. 
 
What questions should be addressed?  
     -Gives you a sense as to whether you should be able to make payments over the next 12 months. 
     -Touches on the idea of risk/possibility of having trouble making payments. 
     -In our case  should indicate that we have funds to make payments over the next 12 months. 
 
CLICK – Measures and Ratios 
Working Capital = Current Assets (CA) -Current Liabilities (CL) 
 Ratio: CA-CL / Gross Farm Income 
Amount of funds available (example: to make capital purchases) after selling CA and paying CL 
Self-Insurance 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Liquidity

Benchmarking

Against similar farm –> Are we at greater risk?
Against previous years –> Making progress in reducing  
risk?

S.Jette-Nantel  

Liquidity - Benchmarking  
 
*Animated* 
 
The key point to be made here is in using different benchmarks to answer different questions.  
 
CLICK – Against Similar Farms 
CLICK – Against Previous Years  
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________  
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Profitability

Profitability
Measures the extent to which a business generates a profit  
from the use of its resources (land, labor, management, and  
capital).

Measures and Ratios

Rate of return on asset = NFIFO+Interest Exp.−Unpaid Labor
Total Assets

Amount of profit for each dollar of assets in the farm.
Rate of return on equity = NFIFO−Unpaid Labor

Total Equity
Amount of profit for each dollar of equity in the farm.

S.Jette-Nantel  

Profitability – Measures and Ratios 
 
*Animated* 
 
Define: Measures the extent to which a business generates a profit from use of it’s resources (land, labor, 
management, capital)  
 
CLICK – Measures and Ratios:  
Net Farm Income (NFI) as the residual payment to unpaid labor and capital (equity). In other words, NFI is 
what is left after we paid for all other resources (rent, depreciation, feed, … etc). Thus, NFI is what we can 
use to pay the resources that the owner put into the production process (i.e. unpaid labor and equity). 
 
Return on Assets (ROA) focuses on what is left to pay for capital (Equity + Debt) after we take out a 
“reasonable” pay for the owner’s labor and management. 
 
Return on Equity (ROE):  
 
ROROA = NFIFO+Interest –Unpaid Labor and management/ Total Assets 

Amount of Profit for each dollar of assets on Farm 
 
ROROE – NFIFO-Unpaid Labor and Management / Total Equity 

Amount of profit for each dollar of equity on farm 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________  
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Profitability

Benchmarking

Against similar farm –> Are we performing as well as  
we could?
Against previous years –> Are we improving over time?
Against cost of borrowing –> Making/losing money on  
borrowed funds?

S.Jette-Nantel  

Profitability – Benchmarking 
 
*Animated* 
 
The key point to be made here is in using different benchmarks to answer different questions.  
CLICK – Against Similar Farms – Are we performing? 
CLICK – Against Previous Years – Are we improving?  
CLICK – Against Cost of Borrowing – making/losing money 
 
What questions should be addressed? 
 

1. How much profit is generated for each dollar invested?  
2. Is there a positive profit left after I take a reasonable pay for my (and my family’s) time? 
3. Would that profit be enough to cover for cost of interest on debt? (Is you ROA greater than the 

interest rate on loans?) 
4. Is that profit enough to support my growth/expansion/transfer plans? (If the farm doesn’t generate 

enough to give the owner’s a good salary and to cover the interest cost of loans, how would a new 
generation be able to make ends meet?) 

 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Efficiency

Asset Efficiency
Measures the intensity with which a business uses its  
assets to generate gross revenues

Measures and Ratios

Asset turnover ratio = Gross Farm Income
Total Assets

Amount of revenue generated by each dollar of assets  
in the farm.

S.Jette-Nantel  

Asset Efficiency – Measures and Ratios 
 
*Animated* 
 
Define: Measures the intensity with which a business uses it’s assets to generate gross revenues.  Introduce 
the general concept of efficiency and how it is directly related to profitability. Efficiency allows us to 
divide profitability into different components to help us understand what caused us to have a high or low 
profit. 
 
Efficiency is usually measured by a ratio of output to input (cwt/cow, bushels/acre, $ of sale/square 
foot…etc) or a ratio of input to output (feed/cwt, labor cost/cwt, fertilizer cost/bushel… etc). Those 
measures are indicators of how efficiently we are using a specific input, in our case, assets. 
 
CLICK – Measures and Ratios 
Asset Turnover Ratio (ATO) = Gross Farm Income/Total Assets 
Amount of Revenue generated by each dollar of assets in the farm 
 
Ask the team that was in charge on this ratio to report on their work. 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Asset Efficiency

Benchmarking

Do we own the right assets?
Against similar farm –> Are we using them as efficiently  
as we could?
e.g. parlor, machinery, land

S.Jette-Nantel  

Asset Efficiency – Benchmarking 
 
*Animated* 
 
The key point to be made here is in using different benchmarks to answer different questions.  
CLICK – Do we own the right assets? 
CLICK – Against similar farm – Are we using them efficiently?  
 
What questions can we address with this measure? 

1. How much revenue do you generate for each dollar of asset? 
2. Do they own the right assets? 
3. Should they be renting some, or using custom work for some operations? 
4. Are they using those assets to full capacity? Is the barn and parlor used efficiently? 
5. Do they have any machinery that could be used more intensively (e.g., Do custom harvesting for 

neighbors…etc)? 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Efficiency

Operating Cost Efficiency

Measures the effectiveness of production, purchasing,  
pricing, financing, and marketing decisions.

Measures and Ratios

Oper. Expense ratio = Total Expenses−Depreciation−Interest
Gross Farm Income

Amount of operating expenses for each dollar of  
income generated.

S.Jette-Nantel

Efficiency – Operating Cost Efficiency – Measures and Ratios 

*Animated*

As we already saw, efficiency is measured by a ratio of output to input (cwt/cow, bushels/acre, $ of 
sale/square foot…etc) or a or a ratio of input to output (feed/cwt, labor cost/cwt, fertilizer cost/bushel… 
etc). Those measures are indicators of how efficiently we are using a specific input. 

In this case we are looking at operating costs (e.g., rent, feed purchased, hired labor, vet and med…etc). 

CLICK – Measures and Ratios 
Operating Expense Ratio (OER) = Total Expenses – Depreciation  Interest/Gross Farm Income 
Amount of operating expenses for each dollar of income generated 

Ask the team that was in charge of this ratio to report on their work. 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

_____________________________________________________________________________________ 
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Operating Cost Efficiency

Benchmarking

Are we in control of our operating costs?
e.g. feed, crop costs (fertilizer, seed), paid labor, fuel  
and gas...etc
Against similar farms –> Are we good at controlling  
cost?

–>Are we getting as good a price?

S.Jette-Nantel  

Operating Cost Efficiency – Benchmarking 
 
*Animated* 
 
The key point to be made here is in using different benchmarks to answer different questions.  
CLICK – Are we in control of our operating costs?  
CLICK – Against similar farms – Are we good at controlling cost?  
CLICK -      Are we getting a good price?  
 
 
If this ratio is higher than what you would like, or higher in comparison to other farms, the next step is to 
look at individual cost items (e.g., feet/cwt, labor/cwt, fertilizer/acre, fertilizer/bushel, …etc). This should 
allow you to start identifying why your operating cost might be higher then comparable farms, and help 
you focus your management on specific issues. 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Expansion: Renting or Buying?

S.Jette-Nantel  

Expansion: Renting or Buying? 
 
- At this time, pass the handout “Farm Expansion-Feasbility” 
 
The purpose of this portion is to use the financial information as a basis for some planning exercise. We 
start with a simple analysis of renting vs buying the buildings that are currently used (rented) by T&M to 
host their dairy business. 
 
* See facilitator notes and answer key for details/directions * 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Renting or buying

Step 1: Is it profitable? - Costs and benefits

a) Reduced revenues: ?
b) Additional revenues: ?
c) Reduced cost: Rent
d) Additional costs:

D epreciation
I nterest  
R epairs  
T axes
I nsurance

Net profit = (b-a)-(d-c)

S.Jette-Nantel  

Expansion: Renting or Buying  
 
*Animated*  
 
Step 1:  Profitability analysis – Ask the participant how they would assess the impact of the purchase of 
the building on the profit of T&M farm.  
CLICK- a ) Reduced revenues ? 
CLICK- b) Additional revenues 
CLICK-  c) Reduced Cost: CLICK - Rent 
CLICK-  c) Additional Costs:  
CLICK -   Depreciation 
CLICK -   Interest 
CLICK -   Repairs 
CLICK -   Taxes 
CLICK -   Insurance 
CLICK - Net Profit = (b-a) – (d-c) 
 
 
* See facilitator notes for details/directions * 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

_____________________________________________________________________________________ 
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Pro Forma Income Statement

S.Jette-Nantel

Pro Forma Income Statement 

Pass out the handouts: ProForma Balance Sheet and ProForma Income Statement (White) if participants do 
not already have them. 

To close this profitability analysis, we can look at what a “ProForma” income statement would look like. 

Looking at T&M Pro Forma income statement, we can see that revenues remained unchanged compared to 
the initial IS (green copy). Among cost items, we can notice that rent is now zero, we now have mortgage 
interest of $9,525, farm insurance increased by $3,000, and taxes are now $5,000. Finally, depreciation 
increased to $25,767, and NFIFO is now lower by $3,792 as we already knew from the partial budget. 

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 

______________________________________________________________________________________

______________________________________________________________________________________ 
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Renting or buying

Step 2: Can we pay for it? - Cash flow

a) Cash flow budget : list all cash inflows and outflows in  
each period

b) Capital debt repayment margin: Measures your ability  
to service additional debt

NFIFO
+ Depreciation
+  Non farm income
- Family living expenses
- Loan repayment (principal)

—————————-
=  Capital debt repayment margin

S.Jette-Nantel  
 
Expansion: Renting or Buying  
 
*Animated * 
 
Step 2: Financial feasibility: meant to assess whether or not T&M can make the payments related to this 
project. Assessing the financial feasibility can be done via a cash flow approach or by looking at debt 
repayment capacity as a measure of the ability of T&M to service debt. 
 
CLICK -  a) Cash Flow Budget: lists all cash in/out flows  
  b) Capital debt repayment margin: measures your ability to service add’l debt 
CLICK -  NFIFO 
  + Depreciation 
  + Non Farm Income 
  - Family Living Expenses 
  - Loan Repayment (Principal) 
  = Capital Debt Repayment Margin 
 
The handout “Farm Expansion - Feasibility” provides the information to run this planning exercise. 
 
* See facilitator notes for details/directions * 
 
______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________

______________________________________________________________________________________ 
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Financial Analysis 

S. Jette-Nantel

QUESTIONS? 

 

Financial Analysis: Questions 

IF TIME PERMITS:  

Financial Analysis, Part II:  Impact on Financial Analysis 
As an optional part of the activity, we can look at how this change would affect out financial measures.  
 
Using the Pro Forma BS and IS, the participants can calculate the different ratios they were assigned and 
see what was the impact of buying the buildings. 
 
The handout “Farm Expansion-Impact” provides the information to run this exercise. 
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Balance Sheet

Farming Your Finances T&M Farm

Report Basis: Whole Farm

Beg. Dollars End Dollars Cost BasisLast Day of Financial Year:  12/31/2015

Current Assets
Cash Accounts  42,000  51,000 

Prepaid Expenses & Purchased Inventories  191,500  206,300 

Raised Feed Inventories  0  0 

Basis in Resale Livestock Purchased  0  0 

Accounts Receivable  0  0 

Market Livestock & Etc.  0  0 

Total Current Assets  233,500  257,300 

Beg. Dollars End DollarsNon-Current Assets
Raised Breeding Livestock  137,600  150,800 

Purchased Breeding Livestock  95,000  95,000  0  0 

Machinery & Equipment  61,000  54,900  0  0 

Buildings  0  0  0  0 

Land & House  0  0  0  0 

Other Non-Current Assets  0  0  0  0 

Total Non-Current Assets  293,600  0  0  300,700 

Total Farm Assets  558,000  527,100 

Current Liabilities
Accounts Payable  3,500  2,200 

Current Portion of Non-Current Liabilities  11,002  11,624 

Other Current Liabilities  0  0 

Total Current Liabilities  14,502  13,824 

Non-Current Liabilities
Intermediate Liabilities  152,998  141,376 

Long-Term Liabilities  0  0 

Contingent Liabilities  0  0 

Total Non-Current Liabilities  152,998  141,376 

Total Farm Liabilities  155,200  167,500 

Non-Farm Assets  0  0 

Statement of Equities (Net Worth) 

Retained Earnings

Contributed Capital

ChangeEnding

 0

Beginning

Valuation Adjustment

Total Equities

Non-Farm Equities

Total Farm Equities

 0  0

 203,600  252,900  49,300

 156,000  149,900 -6,100

 359,600  43,200 402,800

 0  0  0

 359,600  402,800  43,200

Signature: _________________________________________________________  Date: _____________________________

Signature: _________________________________________________________  Date: _____________________________

I certify that the 

information provided for 

this balance sheet report 

are true, complete, and 

correct to the best of my 

knowledge and belief.

1 All current assets and 

raised breeding 

livestock are included in 

retained earnings.

1

Page 1 of 1
Printed:  03-20-2017 Prepared by:116



Detailed Accrual Earnings

Farming Your Finances T&M Farm

Report Basis: Whole Farm, Depreciation Method: "Economic"

Income

Economic

Accrual Adjustment Accrual

Cash Income - Basis Adjustments
 0 Basis in Resale Livestock Sold  0  0

 406,410 Animal Product Sales  0  406,410

 1,800 Raised Non-Breeding Livestock Sales  0  1,800

 300 Distributions Received from Cooperatives  0  300

 5,500 Agricultural Program Payments  0  5,500

 0 Custom Hire (Machine Work) Income  0  0

 3,000 Other Income, Incl. Tax Credits, Refunds  0  3,000

 0 Basis in Breeding Livestock Sold  0  0

 417,010 Total Cash Income - Basis Adjustments  0  417,010

Non-Cash Income
 0 Change in Raised Crop Inventories  0  0

 0 Change in Remaining Current Assets  0  0

 13,200 Change in Raised Breeding Livestock  0  13,200

 13,200 Total Non-Cash Income  0  13,200

 430,210 Total Income  0  430,210

Page 1 of 2Printed:  03-20-2017 Prepared by:

117



Expenses

Economic

Accrual Adjustment Accrual

Cash Expense
 6,100 Breeding Fees  0  6,100

 2,100 Car and Truck Expenses  0  2,100

 2,000 Employee Benefits - Dependents  0  2,000

 214,400 Feed Purchase -1,300  213,100

 3,200 Freight and Trucking  0  3,200

 1,530 Gasoline, Fuel, and Oil  0  1,530

 2,200 Farm Insurance  0  2,200

 8,726 Other Interest  0  8,726

 33,400 Rent/Lease Other  0  33,400

 6,700 Repairs and Maintenance  0  6,700

 0 Seeds and Plants Purchased -14,800 -14,800

 8,100 Supplies Purchased  0 8,100

 9,600 Utilities  0  9,600

 14,400 Veterinary Fees and Medicine  0  14,400

 4,600 Other Farm Expenses  0  4,600

 9,200 Other Livestock Expenses  0  9,200

 326,256 Total Cash Expense -16,100  310,156

Non-Cash Expenses
(14,800)- Change in Prepaid Expenses  14,800  0

(1,300)Change in Accounts Payable  1,300  0

 6,100 Machinery, Equipment and Building Depreciation  0  6,100

 0 Depreciation on Purchased Breeding Livestock  0  0

(10,000)Total Non-Cash Expenses  16,100  6,100

 316,256 Total Expenses  0  316,256

 0 

 113,954 

Gain (Loss) on Sale of All Farm Capital Assets

Net Farm Income (NFI)

 113,954 Net Farm Income From Operations (NFIFO)

Page 2 of 2Printed:  03-20-2017 Prepared by:
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                 Farming Your Finances 
 

Financial Analysis 

Solvency:  

   Measures the amount of debt relative to the amount of owner equity  

• Debt-to-asset ratio = 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝐿𝐿 
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿

 x 100 =                                                
 

  x 100 = ___________ 

Benchmarks: 

 Standards in agriculture:  Higher than 60% is weak, and less than 30% is good 

 Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):   20%   

 Minnesota Dairy farms, all sizes, year 2015 (FINBIN):  37 to 60% 

 

Notes:________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 

 

Liquidity:  

   Measures the ability to meet financial obligations as they come due. 

• Working capital ratio  = 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐿𝐿𝐶𝐶𝑇𝑇 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿−𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐿𝐿𝐶𝐶𝑇𝑇 𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝐿𝐿 
𝐺𝐺𝐶𝐶𝑇𝑇𝐿𝐿𝐿𝐿 𝐹𝐹𝑇𝑇𝐶𝐶𝐹𝐹 𝐼𝐼𝐶𝐶𝐼𝐼𝑇𝑇𝐹𝐹𝐿𝐿

 x 100 =                                                
 

  x 100 = _______ 

 Benchmarks: 

 Standards in agriculture:  Less than 10% is weak, and higher than 30% is good 

 Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):  33%   

 Minnesota Dairy farms, all sizes, year 2015 (FINBIN):  0 to 20% 

 

Notes:________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 
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                 Farming Your Finances 
 
Profitability:  

Measures the extent to which a business generates a profit from the use of land, labor, management, 
and capital. 
 
Assume that unpaid labor can be valued at $80,000.  
 
• Rate of Return on Assets = 𝑁𝑁𝐹𝐹𝐼𝐼+𝐼𝐼𝐶𝐶𝑇𝑇𝐿𝐿𝐶𝐶𝐿𝐿𝐿𝐿𝑇𝑇 𝐼𝐼𝑇𝑇𝐿𝐿𝑇𝑇−𝑈𝑈𝐶𝐶𝑈𝑈𝑇𝑇𝐿𝐿𝑈𝑈 𝑇𝑇𝑇𝑇𝐿𝐿𝑇𝑇𝐶𝐶 

𝐴𝐴𝐴𝐴𝐿𝐿𝐶𝐶𝑇𝑇𝐴𝐴𝐿𝐿 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿
 x 100  

  =                                                                                                                                 
 

  x 100 = ___________ 

Benchmarks: 

 Standards in agriculture:  Less than 4% is vulnerable, and more than 8% is good 

 Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):   1.4% 

 Minnesota Dairy farms, all sizes, year 2015 (FINBIN):  -2.5% to 3.5% 

Notes:________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 

 

• Rate of Return on Equity = 𝑁𝑁𝐹𝐹𝐼𝐼−𝑈𝑈𝐶𝐶𝑈𝑈𝑇𝑇𝐿𝐿𝑈𝑈 𝑇𝑇𝑇𝑇𝐿𝐿𝑇𝑇𝐶𝐶 
𝐴𝐴𝐴𝐴𝐿𝐿𝐶𝐶𝑇𝑇𝐴𝐴𝐿𝐿 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐸𝐸𝐸𝐸𝐶𝐶𝐿𝐿𝑇𝑇𝐸𝐸

 x 100  

  =                                                                                                                                 
 

  x 100 = ___________ 

Benchmarks: 

 Standards in agriculture:  Less than 3% is weak, and more than 10% is good 

 Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):   0.8% 

 Minnesota Dairy farms, all sizes, year 2015 (FINBIN):  -9.0% to 3.4% 

Notes:________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 
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                 Farming Your Finances 
 
Efficiency:  

Asset efficiency measures the intensity with which a business uses its assets to generate gross revenues. 
 
• Asset turnover ratio  = 𝐺𝐺𝐶𝐶𝑇𝑇𝐿𝐿𝐿𝐿 𝐹𝐹𝑇𝑇𝐶𝐶𝐹𝐹 𝐼𝐼𝐶𝐶𝐼𝐼𝑇𝑇𝐹𝐹𝐿𝐿

𝐴𝐴𝐴𝐴𝐿𝐿𝐶𝐶𝑇𝑇𝐴𝐴𝐿𝐿 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐹𝐹𝑇𝑇𝐶𝐶𝐹𝐹 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿
 x 100  

       
                             =                                                                                                                                 

 
  x 100 =___________ 

 Benchmarks: 

 Standards in agriculture:  Less than 30% is weak, and more than 45% is good 

 Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):  23%   

 Minnesota Dairy farms, all sizes, year 2015 (FINBIN):   26 to 42% 

Notes:________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 

 

 

Cost efficiency measures the effectiveness of production, purchasing, pricing, financing, and marketing 
decisions. 
 
• Operating Expense ratio  = 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐿𝐿𝑒𝑒𝑈𝑈𝐿𝐿𝐶𝐶𝐿𝐿𝐿𝐿𝐿𝐿−𝐷𝐷𝐿𝐿𝑈𝑈𝐶𝐶𝐿𝐿𝐼𝐼𝐿𝐿𝑇𝑇𝑇𝑇𝐿𝐿𝑇𝑇𝐶𝐶−𝐼𝐼𝐶𝐶𝑇𝑇𝐿𝐿𝐶𝐶𝐿𝐿𝐿𝐿𝑇𝑇 𝐼𝐼𝑇𝑇𝐿𝐿𝑇𝑇

𝐺𝐺𝐶𝐶𝑇𝑇𝐿𝐿𝐿𝐿 𝐹𝐹𝑇𝑇𝐶𝐶𝐹𝐹 𝐼𝐼𝐶𝐶𝐼𝐼𝑇𝑇𝐹𝐹𝐿𝐿
 x 100  

       
                             =                                                                                                                                 

 
  x 100 = ___________ 

 Benchmarks: 

 Standards in agriculture:  More than 80% is weak, and less than 60% is good 

 Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):  83%   

 Minnesota Dairy farms, all sizes, year 2015 (FINBIN):   77 to 92% 

Notes:________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 
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  Farming Your Finances 
Financial Analysis 

Solvency: 

   Measures the amount of debt relative to the amount of owner equity 

• Debt-to-asset ratio = 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝐿𝐿
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿

 x 100 =   $155,200  
 $558,000

  x 100 = ___27.8%_ 

Benchmarks: 

Standards in agriculture:  Higher than 60% is weak, and less than 30% is good 

Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):   20%   

Minnesota Dairy farms, all sizes, year 2015 (FINBIN):  37 to 60% 

Notes:____So 27.8% of the assets are owned by the lenders and T&M own (100% -27.8%)=722% of the 
assets. Or we can say that they owe $0.278 for each dollar of asset the farm has. Inversely, they own (1-
0.278)=$0.722 of each dollar of asset.   

This puts them in a good financial position, comparable to most dairy farms of similar size in WI. Low 
debt top asset ratio mean low financial risk, i.e. low probability of having problems making loan 
repayments.    

Liquidity: 

   Measures the ability to meet financial obligations as they come due. 

• Working capital ratio  = 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐿𝐿𝐶𝐶𝑇𝑇 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿−𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐿𝐿𝐶𝐶𝑇𝑇 𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝐿𝐿
𝐺𝐺𝐶𝐶𝑇𝑇𝐿𝐿𝐿𝐿 𝐹𝐹𝑇𝑇𝐶𝐶𝐹𝐹 𝐼𝐼𝐶𝐶𝐼𝐼𝑇𝑇𝐹𝐹𝐿𝐿

 x 100 =  $257,300−$13,824 
 $430,210

  x 100 = 56.6%___ 

Benchmarks: 

Standards in agriculture:  Less than 10% is weak, and higher than 30% is good 

Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):  33%   

Minnesota Dairy farms, all sizes, year 2015 (FINBIN):  0 to 20% 

Notes:  T&M are also in a strong liquidity position. They are doing even better in terms of liquidity then 
most dairy farms. It implies that their current assets should provide more than enough liquidity to make 
the payment on their current debt. So they have a low financial risk, i.e. low risk of not being able to 
make their short-term payments (next 12 months).  
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                 Farming Your Finances 
 
Profitability:  

Measures the extent to which a business generates a profit from the use of land, labor, management, 
and capital. 
 
Assume that unpaid labor can be valued at $80,000.  
 
• Rate of Return on Assets = 𝑁𝑁𝐹𝐹𝐼𝐼+𝐼𝐼𝐶𝐶𝑇𝑇𝐿𝐿𝐶𝐶𝐿𝐿𝐿𝐿𝑇𝑇 𝐼𝐼𝑇𝑇𝐿𝐿𝑇𝑇−𝑈𝑈𝐶𝐶𝑈𝑈𝑇𝑇𝐿𝐿𝑈𝑈 𝑇𝑇𝑇𝑇𝐿𝐿𝑇𝑇𝐶𝐶 

𝐴𝐴𝐴𝐴𝐿𝐿𝐶𝐶𝑇𝑇𝐴𝐴𝐿𝐿 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿
 x 100  

  =       $113,954+$8,726−$80,000            
 ($527,100+$558,000)/2

  x 100 = ___7.87%____ 

Benchmarks: 

 Standards in agriculture:  Less than 4% is vulnerable, and more than 8% is good 

 Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):   1.4% 

 Minnesota Dairy farms, all sizes, year 2015 (FINBIN):  -2.5% to 3.5% 

Notes:_T&M have shown great financial performance in 2015. Their level of profitability is well above 
that of comparable dairy farms.  An ROA of 7.87% means that they generated a profit of 7.87 cents for 
each dollar of farm asset.  Another useful point of comparison is with the interest paid on debt. If the 
interest on debt is 6% for example. Then for each dollar borrowed T&M would generate 7.87 cents in 
profit, of which they would have to pay6 cents back to their lender. They would keep an extra profit of 
1.87 cents for themselves. Hence, if your ROA is higher than the interest rate on debt, you are making 
money on each dollar borrowed. That will help them build equity and support future farm expansion 
plans.   

• Rate of Return on Equity = 𝑁𝑁𝐹𝐹𝐼𝐼−𝑈𝑈𝐶𝐶𝑈𝑈𝑇𝑇𝐿𝐿𝑈𝑈 𝑇𝑇𝑇𝑇𝐿𝐿𝑇𝑇𝐶𝐶 
𝐴𝐴𝐴𝐴𝐿𝐿𝐶𝐶𝑇𝑇𝐴𝐴𝐿𝐿 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐸𝐸𝐸𝐸𝐶𝐶𝐿𝐿𝑇𝑇𝐸𝐸

 x 100  

  =  $113,954−$80,000        
 ($359,600+$402,800)/2

  x 100 = ___8.91%__ 

Benchmarks: 

 Standards in agriculture:  Less than 3% is weak, and more than 10% is good 

 Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):   0.8% 

 Minnesota Dairy farms, all sizes, year 2015 (FINBIN):  -9.0% to 3.4% 

Notes: Again, this shows that T&M had great financial performance in 2015. .  An ROE of 8.91% means 
that they generated a profit of 8.91 cents for each dollar of farm equity. It means that their equity is 
growing, and at a faster rate than most other dairy farms.  Equity is what will support their retirement 
and/or expansion plans.  
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                 Farming Your Finances 
 
Efficiency:  

Asset efficiency measures the intensity with which a business uses its assets to generate gross revenues. 
• Asset turnover ratio  = 𝐺𝐺𝐶𝐶𝑇𝑇𝐿𝐿𝐿𝐿 𝐹𝐹𝑇𝑇𝐶𝐶𝐹𝐹 𝐼𝐼𝐶𝐶𝐼𝐼𝑇𝑇𝐹𝐹𝐿𝐿

𝐴𝐴𝐴𝐴𝐿𝐿𝐶𝐶𝑇𝑇𝐴𝐴𝐿𝐿 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐹𝐹𝑇𝑇𝐶𝐶𝐹𝐹 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿
 x 100  

       

=                      $430,210                     
 $542,550

  x 100 =__79.3%_____ 

 Benchmarks: 

 Standards in agriculture:  Less than 30% is weak, and more than 45% is good 

 Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):  23%   

 Minnesota Dairy farms, all sizes, year 2015 (FINBIN):   26 to 42% 

Notes:____The high ATO indicates that T&M are making a very efficient use of their assets. They are 
much more efficient in using their assets than other dairy farms. For each dollar of asset they generated 
$0.793 in gross income (revenues). This is in no small part due to the fact that they do not have much 
assets (no land, no buildings). Many other farms may have the same gross income (same milk check) but 
would own land and buildings, thus making them less asset efficient.  That being said, we would expect 
those other farms to be more cost efficient as they do not have to pay rent.    

If the ATO was low, it would raise question about whether they own the right assets and whether they 
are using them to full capacity. E.g. do you have an expensive piece of equipment that not being used 
much? A barn or a parlor not being used to capacity? Should you do some custom harvesting to 
maximize your investment in that new hay baler? Did you really need that big of tractor/combine?  

Cost efficiency measures the effectiveness of production, purchasing, pricing, financing, and marketing 
decisions. 
• Operating Expense ratio  = 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐿𝐿𝑒𝑒𝑈𝑈𝐿𝐿𝐶𝐶𝐿𝐿𝐿𝐿𝐿𝐿−𝐷𝐷𝐿𝐿𝑈𝑈𝐶𝐶𝐿𝐿𝐼𝐼𝐿𝐿𝑇𝑇𝑇𝑇𝐿𝐿𝑇𝑇𝐶𝐶−𝐼𝐼𝐶𝐶𝑇𝑇𝐿𝐿𝐶𝐶𝐿𝐿𝐿𝐿𝑇𝑇 𝐼𝐼𝑇𝑇𝐿𝐿𝑇𝑇

𝐺𝐺𝐶𝐶𝑇𝑇𝐿𝐿𝐿𝐿 𝐹𝐹𝑇𝑇𝐶𝐶𝐹𝐹 𝐼𝐼𝐶𝐶𝐼𝐼𝑇𝑇𝐹𝐹𝐿𝐿
 x 100  

       

                             =            $316,256−$6,100+$8,726                         
 $430,210

  x 100 = __74.1%_ 

 Benchmarks: 

 Standards in agriculture:  More than 80% is weak, and less than 60% is good 

 Wisconsin Dairy farms, 75 to 125 cows – year 2015 (AgFA):  83%   

 Minnesota Dairy farms, all sizes, year 2015 (FINBIN):   77 to 92% 

Notes:__T&M are doing fine in terms of cost efficiency. For each dollar of revenue they generate, they 
spend $0.741 in operating costs (feed, rent, supplies, vet. and med.). This is especially good given that 
they do not own a lot of asset and therefore must rent those assets.  If their operating expense ratio was 
too high, you would want to start looking at different cost items and see whether they are too high. E.g. 
feed/cwt, labor/cwt…etc.  
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  Farming Your Finances 
 

Farm Expansion Analysis – Feasibility 

Purchasing Equipment and Building (total value of $300,000) 

Value of building estimated at $220,000  

Value of land (10 acres) estimated at $30,000.  

Value of equipment estimated at $50,000. 

Can borrow 45% ($135,000) of value of asset from FSA at 1.5% on 25 years.  

Annual payments:  interest= $2,025 , principal=$4,491 

Can borrow 50% ($150,000) of value of asset from the bank at 5.0% on 25 years.  

Annual payments:  interest= $7,500 , principal=$3,143 

Down payment of 5% due at purchase ($15,000 coming out of cash account). 

Assume that real estate taxes would represent about $5,000 and insurance cost about 1% of the value.  

_________________________________________________________ 
Profitability:  Is it profitable to purchase the equipment and building?  

Change in revenues =  Additional revenue - Reduced revenue   = ________________________ 

A) Additional revenue:   
B) Reduced revenue:  

Change in costs  =  Additional costs - Reduced costs   = ________________________ 

C) Additional costs:  

   

D) Reduced costs:   

Net change in profit  =  change in revenues – change in costs 

                        = _______________________  -   ________________________ 

                                     =  ________________________ 

Notes:________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 
(N.B. To get more detailed analysis, you could do a complete a projection of your income statement in 
for the next few years)  
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  Farming Your Finances 
 
Financial Feasibility:  Can you make the payments on it?  

Capital debt repayment margin: Measures your ability to service additional debt 
 
Cash flow information:  
• Family living expenses: $70,754 
• Total payment on current loans: $19,726  (interest $8,726  , principal $11,000) 
• Total payments on new loan:    

o Payments on FSA and bank loans= $17,159    (interest= $9,525 , principal=$7,633) 
 

• Capital debt repayment margin   
                        =  𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁 + 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 + 𝑁𝑁𝐷𝐷𝐷𝐷𝑁𝑁𝐷𝐷𝐷𝐷𝑁𝑁 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑁𝑁𝐷𝐷 − 𝑁𝑁𝐷𝐷𝑁𝑁𝐷𝐷𝐹𝐹𝐹𝐹 𝐿𝐿𝐷𝐷𝐿𝐿𝐷𝐷𝐷𝐷𝐿𝐿 − 𝑃𝑃𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐹𝐹 𝐷𝐷𝐷𝐷𝐹𝐹𝑁𝑁𝐷𝐷𝐷𝐷𝐷𝐷𝑝𝑝 𝐷𝐷𝐷𝐷 𝑑𝑑𝐷𝐷𝑑𝑑𝐷𝐷  

                               = ___________________________________________________________________ 

                               =  $____________ 

 
 

• By how much could revenue decrease before having problem making your payments?   
 
 
 
 
 
 
 

Notes:________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 

 

(N.B. To get more detailed analysis, you could do a complete cash budget which would list all cash 
inflows and outflows for each month, showing if your farm will have the necessary funds to make the 
payments when they come due)  
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Farming Your Finances 
Purchasing Land  

Value of land (240 acres) estimated at $900,000.  Taxes are estimated at $750/year. 

Can borrow 80%  at 5.5% on 30 years.  Annual payment of $49,540. Down payment of $180,000.  

Average interest cost in first 10 years = $36,750 

Average principal payment in first 10 years = $12,798 

Information from cropping/hay enterprise budget:  

Operating cost (excluding operator’s labor and land rent): $350/acre 

Feed produced: 4 tons x $150/ton x 240 acres = $144,000 in feed for cows. 

Profitability:  Is it profitable to purchase the equipment and building? 

Change in revenues?   

A) Additional revenue:
B) Reduced revenue:

Change in costs? 

C) Additional costs:

D) Reduced costs:

Net profit = Net change in revenues(A-B) – Net change in costs(C-D) 

   = _______________________  -   ________________________ 

Notes:________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 

(N.B. To get more detailed analysis, you could do a complete a projection of your income statement for 
the next few year)  
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  Farming Your Finances 
 
 

Financial Feasibility:  Can you make the payments on it?  

Capital debt repayment margin: Measures your ability to service additional debt 
 
• Capital debt repayment margin  =  𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁 + 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 + 𝑁𝑁𝐷𝐷𝐷𝐷𝑁𝑁𝐷𝐷𝐷𝐷𝑁𝑁 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑁𝑁𝐷𝐷 − 𝑁𝑁𝐷𝐷𝑁𝑁𝐷𝐷𝐹𝐹𝐹𝐹 𝐿𝐿𝐷𝐷𝐿𝐿𝐷𝐷𝐷𝐷𝐿𝐿 −
𝑃𝑃𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐹𝐹 𝐷𝐷𝐷𝐷𝐹𝐹𝑁𝑁𝐷𝐷𝐷𝐷𝐷𝐷𝑝𝑝 𝐷𝐷𝐷𝐷 𝑑𝑑𝐷𝐷𝑑𝑑𝐷𝐷     

= _____________________________________________________________ 

=  $____________ 

 
 
 
 
 
 
 

Notes:________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 

(N.B. To get more detailed analysis, you could do a complete cash budget which would list all cash 
inflows and outflows for each month, showing if your farm will have the necessary funds to make the 
payments when they come due)  
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  Farming Your Finances 
 

Farm Expansion Analysis 

Purchasing Equipment and Building (total value of $300,000) 

Value of building estimated at $220,000  

Value of land (10 acres) estimated at $30,000.  

Value of equipment estimated at $50,000. 

Can borrow 45% ($135,000) of value of asset from FSA at 1.5% on 25 years 

Annual payments:  interest= $2,025 , principal=$4,491 

Can borrow 50% ($150,000) of value of asset from the bank at 5.0% on 25 years.  

Annual payments:  interest= $7,500 , principal=$3,143 

Down payment of 5% due at purchase ($15,000 coming out of cash account).  

Assume that real estate taxes would represent about $5,000 and insurance cost about 1% of the value. 

__________________________________________________________ 
Profitability:  Is it profitable to purchase the equipment and building?  

Change in revenues =  Additional revenue - Reduced revenue   = _________$0_______________ 

A) Additional revenue:   $0 
B) Reduced revenue:   $0 

Change in costs  =  Additional costs - Reduced costs   = _($37,192 -$33,400) = $3792 

C) Additional costs:    
Depreciation = 220,000/15yrs + $50,000/10yrs = $19,667 

     Interest: $2,025 + $7,500 =$9,525 
   Repairs: $0 (repairs were already paid by T&M) 
   Insurance: $3000 
   Taxes:  $5,000  

D) Reduced costs:  Rent $33,400 

Net change in profit  =  change in revenues – change in costs 

                        = _________$0_______  -   _____$3792______________    

Notes: The analysis indicates that the net profit from buying instead of renting is negative (-3792). Thus it would 
not be profitable to buy. In other words, the uncle is giving T&M a good deal on the barn. That being said, there 
may be other concerns factoring into this decision. For example, if T&M want to make some improvement to the 
building and the uncle doesn’t want to, or doesn’t want to pay for it. Or if there is other potential sources of 
conflict with the uncle, then purchasing may be of interest even if on paper it is not the most profitable thing to 
do. Also, if the depreciation of the building is stretched over 20 years, then the net profit comes close to zero.  
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Financial Feasibility:  Can you make the payments on it?  

Capital debt repayment margin: Measures your ability to service additional debt 
 
Cash flow information:  
• Family living expenses: $70,754 
• Total payment on current loans: $19,726  (interest $8,726  , principal $11,000) 
• Total payments on new loan:    

o Payments on FSA and bank loans= $17,159    (interest= $9,525 , principal=$7,634) 
 

• Capital debt repayment margin (purchasing building)  
                        =  𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁 + 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 + 𝑁𝑁𝐷𝐷𝐷𝐷𝑁𝑁𝐷𝐷𝐷𝐷𝑁𝑁 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑁𝑁𝐷𝐷 − 𝑁𝑁𝐷𝐷𝑁𝑁𝐷𝐷𝐹𝐹𝐹𝐹 𝐿𝐿𝐷𝐷𝐿𝐿𝐷𝐷𝐷𝐷𝐿𝐿 − 𝑃𝑃𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐹𝐹 𝐷𝐷𝐷𝐷𝐹𝐹𝑁𝑁𝐷𝐷𝐷𝐷𝐷𝐷𝑝𝑝 𝐷𝐷𝐷𝐷 𝑑𝑑𝐷𝐷𝑒𝑒𝐷𝐷  

                               = __(113,954-3792) +25,767+0-70754-18,634 

                               =  $__46,542____ 

 
• By how much could revenue decrease before having problem making your payments?   

 
Total income could drop by $46,542   
 Dairy income (animal products) could drop by 46,542/406,410 =11% 
 
 

Notes: This indicates that the project is financially feasible. In other words, T&M should be able to make 
the payments on this purchase. Even if milk prices dropped by 11%, T&M should still be able to make 
their payments.  

That being said, a more comprehensive analysis can be done by looking at the cash flows budget under 
each scenario (renting or buying). The handouts are included (green for renting, white for buying). The 
cash flow from operating is higher because rent is a cash cost (+$33,400), and is higher than the cost of 
interest on new loan (-$9,525) and the added cost of taxes (-$5,000) and insurance (-$3,000). So the net 
cash flow form operation is higher by $15,875. 

The impact of buying on investment and financing cash flow is -33,634 (-300,000+266,366). This is higher 
than the -11,000 principal payments on machinery under the renting scenario. The difference comes 
from the down payment on the building (-$15,000), and the principal payment on new loans (-$7,634).  

In the end, buying the building will drain the cash account by an additional 6,759. Change in cash 
account (+15875-15000-7634 = -6759).  

While buying is financially feasible (T&M can make the payments), it will initially reduce the cash reserve 
by $6,759 mostly due to the down payment.  
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Purchasing Land  

Value of land (240 acres) estimated at $900,000.  Taxes are estimated at $750/year. 

Can borrow 80%  at 5.5% on 30 years.  Annual payment of $49,540. Down payment of $180,000.   

Average interest cost in first 10 years = $36,750  

Average principal payment in first 10 years = $12,798  

Information from cropping/hay enterprise budget:  

Operating cost (excluding operator’s labor and land rent): $350/acre 

Feed produced: 4 tons x $150/ton x 240 acres = $144,000 in feed for cows.    

Profitability:  Is it profitable to purchase the land?  

Change in revenues?   

A) Additional revenue:  $0 
B) Reduced revenue: $0 

Change in costs?  

C) Additional costs:   
Oper. Costs:  $350x240 acres = $84,000 
Depreciation: $0 
Interest cost: $36,750 
Repairs: $0 
Taxes: $750 
Insurance: $0 
 

D) Reduced costs:   
Feed purchased  = $144,000 

Net profit = Net change in revenues(A-B) – Net change in costs(C-D) 

    = ____$0_  -   __(84,000+36,750+750 – 144,000)_  =  $22,500 

 

Notes:__As it stands, the purchase of land appears to be a profitable decision. The feed produced 
outweighs the cost of operation and the ownership costs (DIRTI) of the land. A few things are worth 
noting. First, these results depends largely on the enterprise budget. We should make sure all costs have 
been included in there. As it stands, we haven’t factored in the labor from the uncle or any other paid 
labor.    
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Farming Your Finances 
Financial Feasibility:  Can you make the payments on it?  

Capital debt repayment margin: Measures your ability to service additional debt 

• Capital debt repayment margin  =  𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁 + 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 + 𝑁𝑁𝐷𝐷𝐷𝐷𝑁𝑁𝐷𝐷𝐷𝐷𝑁𝑁 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑁𝑁𝐷𝐷 − 𝑁𝑁𝐷𝐷𝑁𝑁𝐷𝐷𝐹𝐹𝐹𝐹 𝐿𝐿𝐷𝐷𝐿𝐿𝐷𝐷𝐷𝐷𝐿𝐿 −
𝑃𝑃𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐹𝐹 𝐷𝐷𝐷𝐷𝐹𝐹𝑁𝑁𝐷𝐷𝐷𝐷𝐷𝐷𝑝𝑝 𝐷𝐷𝐷𝐷 𝑑𝑑𝐷𝐷𝑒𝑒𝐷𝐷   

= __($110,162 + $22,500)+$25,767+0 - $70754-($18,634+$12,798)

=  $_____56,243_______ 

Notes:__Again, we find that T&M should have the funds to make the payments on this loan. That being 
said, this calculation doesn’t include the down payment of $180,000. A more detailed cash flow analysis 
would take that into account. One of the key question is whether T&M would be able to accumulate 
$180,000 over a period of 3 to 5 years to make that down payment.  Based on the cash flows provided, 
it appears that their cash account would increase by only 2,241 per year if they purchase the building, 
and by $9,000/year if they keep renting the building. Thus, it’s unlikely that they would be able to save 
$180,000 unless they start cutting back on their living expenses.  

(N.B. To get more detailed analysis, you could do a complete cash budget which would list all cash 
inflows and outflows for each month, showing if your farm will have the necessary funds to make the 
payments when they come due)  
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Balance Sheet

Farming your Farm Finances T&M Farm2

Report Basis: Whole Farm

Beg. Dollars End Dollars Cost BasisLast Day of Financial Year:  12/31/2015

Current Assets
Cash Accounts  42,000  44,241 

Prepaid Expenses & Purchased Inventories  191,500  206,300 

Raised Feed Inventories  0  0 

Basis in Resale Livestock Purchased  0  0 

Accounts Receivable  0  0 

Market Livestock & Etc.  0  0 

Total Current Assets  233,500  250,541 

Beg. Dollars End DollarsNon-Current Assets
Raised Breeding Livestock  137,600  150,800 

Purchased Breeding Livestock  95,000  95,000  0  0 

Machinery & Equipment  61,000  99,900  0  50,000 

Buildings  0  205,333  0  220,000 

Land & House  0  30,000  0  30,000 

Other Non-Current Assets  0  0  0  0 

Total Non-Current Assets  293,600  300,000  0  581,033 

Total Farm Assets  831,574  527,100 

Current Liabilities
Accounts Payable  3,500  2,200 

Current Portion of Non-Current Liabilities  11,002  19,441 

Other Current Liabilities  0  0 

Total Current Liabilities  14,502  21,641 

Non-Current Liabilities
Intermediate Liabilities  152,998  141,376 

Long-Term Liabilities  0  269,549 

Contingent Liabilities  0  0 

Total Non-Current Liabilities  152,998  410,925 

Total Farm Liabilities  432,566  167,500 

Non-Farm Assets  0  0 

Statement of Equities (Net Worth) 

Retained Earnings

Contributed Capital

ChangeEnding

 0

Beginning

Valuation Adjustment

Total Equities

Non-Farm Equities

Total Farm Equities

 0  0

 203,600  268,775  65,175

 156,000  130,233 -25,767

 359,600  39,408 399,008

 0  0  0

 359,600  399,008  39,408

Signature: _________________________________________________________  Date: _____________________________

Signature: _________________________________________________________  Date: _____________________________

I certify that the 

information provided for 

this balance sheet report 

are true, complete, and 

correct to the best of my 

knowledge and belief.

1 All current assets and 

raised breeding 

livestock are included in 

retained earnings.

1
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Detailed Accrual Earnings

Farming your Farm Finances T&M Farm2

Report Basis: Whole Farm, Depreciation Method: "Economic"

Income

Economic

Accrual Adjustment Accrual

Cash Income - Basis Adjustments
 0 Basis in Resale Livestock Sold  0  0

 406,410 Animal Product Sales  0  406,410

 1,800 Raised Non-Breeding Livestock Sales  0  1,800

 300 Distributions Received from Cooperatives  0  300

 5,500 Agricultural Program Payments  0  5,500

 0 Custom Hire (Machine Work) Income  0  0

 3,000 Other Income, Incl. Tax Credits, Refunds  0  3,000

 0 Basis in Breeding Livestock Sold  0  0

 417,010 Total Cash Income - Basis Adjustments  0  417,010

Non-Cash Income
 0 Change in Raised Crop Inventories  0  0

 0 Change in Remaining Current Assets  0  0

 13,200 Change in Raised Breeding Livestock  0  13,200

 13,200 Total Non-Cash Income  0  13,200

 430,210 Total Income  0  430,210
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Expenses

Economic

Accrual Adjustment Accrual

Cash Expense
 6,100 Breeding Fees  0  6,100

 2,100 Car and Truck Expenses  0  2,100

 2,000 Employee Benefits - Dependents  0  2,000

 214,400 Feed Purchase -1,300  213,100

 3,200 Freight and Trucking  0  3,200

 1,530 Gasoline, Fuel, and Oil  0  1,530

 5,200 Farm Insurance  0  5,200

 9,525 Mortgage Interest  0  9,525

 8,726 Other Interest  0  8,726

 0 Rent/Lease Other  0  0

 6,700 Repairs and Maintenance  0  6,700

 0 Seeds and Plants Purchased -14,800 -14,800

 8,100 Supplies Purchased  0 8,100

 5,000 Taxes - Other  0  5,000

 9,600 Utilities  0  9,600

 14,400 Veterinary Fees and Medicine  0  14,400

 4,600 Other Farm Expenses  0  4,600

 9,200 Other Livestock Expenses  0  9,200

 310,381 Total Cash Expense -16,100  294,281

Non-Cash Expenses
(14,800)- Change in Prepaid Expenses  14,800  0

(1,300)Change in Accounts Payable  1,300  0

 25,767 Machinery, Equipment and Building Depreciation  0  25,767

 0 Depreciation on Purchased Breeding Livestock  0  0

 9,667 Total Non-Cash Expenses  16,100  25,767

 320,048 Total Expenses  0  320,048

 0 

 110,162 

Gain (Loss) on Sale of All Farm Capital Assets

Net Farm Income (NFI)

 110,162 Net Farm Income From Operations (NFIFO)
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                 Farming Your Finances 
 

Financial Analysis 
Extra Handouts 

 
 

 

Financial Statements (Green and White) 

1. Cash Flow 
2. Cost of Production 
3. Financial Ratios  

 
Financial Analysis – Impact Exercise (IF TIME) 
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Statement of Cash Flows

Farming Your Finances T&M Farm

Report Basis: Whole Farm

Cash Provided by Operating Activities
 417,010Cash Received from Operations 

 0+ Total Non-Farm Income

 0- Cash Paid for Purchased Resale Livestock

-214,400- Cash Paid for Purchased Feed

-8,726- Cash Interest Paid

-2,000- Wages and Benefits Paid

-101,130- Cash Paid for Other Operating Expenses

-70,754- Cash Family Living Expenditures

 0- Income & Social Security Taxes Paid

Net Cash Provided by Operating Activities  20,000

Cash Provided by Investing Activities
 0Cash Received from Sale of Assets 

 0+ Cash Received from Sale of Personal Assets

 0- Amount Paid for Breeding Livestock

 0- Boot Price Paid for Machinery & Equipment

 0- Amount Paid for Buildings

 0- Amount Paid for Land

 0- Amount Paid for Coop Stock, Etc.

 0- Amount Paid for Personal  Assets

Net Cash Provided by Investing Activities  0

Cash Provided by Financing Activities
 0Net Proceeds from Operating & CCC Loans 

 0+ Net Capital Contribution, Gifts, Etc.

 0+ Proceeds from Added Term Debt

-11,000- Repayment of Term Debt

Net Cash Provided by Financing Activities -11,000

Cash Provided by Cash Accounts
 42,000Cash at Beginning of Year 

-51,000- Cash at End of Year

Net Cash Provided by Cash Accounts -9,000

 0Cash Flow Imbalance*  

* The amount ($'s) recorded cash inflows (incomes, borrowing, etc.) exceed recorded cash outflows.

If negative, recorded cash inflows were less than recorded cash outflows.
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Statement of Cash Flows

Farming your Farm Finances T&M Farm2

Report Basis: Whole Farm

Cash Provided by Operating Activities
 417,010Cash Received from Operations 

 0+ Total Non-Farm Income

 0- Cash Paid for Purchased Resale Livestock

-214,400- Cash Paid for Purchased Feed

-18,251- Cash Interest Paid

-2,000- Wages and Benefits Paid

-75,730- Cash Paid for Other Operating Expenses

-70,754- Cash Family Living Expenditures

 0- Income & Social Security Taxes Paid

Net Cash Provided by Operating Activities  35,875

Cash Provided by Investing Activities
 0Cash Received from Sale of Assets 

 0+ Cash Received from Sale of Personal Assets

 0- Amount Paid for Breeding Livestock

-50,000- Boot Price Paid for Machinery & Equipment

-220,000- Amount Paid for Buildings

-30,000- Amount Paid for Land

 0- Amount Paid for Coop Stock, Etc.

 0- Amount Paid for Personal  Assets

Net Cash Provided by Investing Activities -300,000

Cash Provided by Financing Activities
 0Net Proceeds from Operating & CCC Loans 

 0+ Net Capital Contribution, Gifts, Etc.

 285,000+ Proceeds from Added Term Debt

-18,634- Repayment of Term Debt

Net Cash Provided by Financing Activities  266,366

Cash Provided by Cash Accounts
 42,000Cash at Beginning of Year 

-44,241- Cash at End of Year

Net Cash Provided by Cash Accounts -2,241

 0Cash Flow Imbalance*  

* The amount ($'s) recorded cash inflows (incomes, borrowing, etc.) exceed recorded cash outflows.

If negative, recorded cash inflows were less than recorded cash outflows.
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Cost of Production

Farming Your Finances T&M Farm

Report Basis: Whole Farm, Depreciation Method: "Economic"

Income

 406,410 Animal Product Sales

 1,800 Raised Non-Breeding Livestock Sales

 22,000 Other Income

Total Income  430,210 

Expenses

Basic Costs
 6,100 Breeding Fees

 2,100 Car and Truck Expenses

 214,400 Feed Purchase

 3,200 Freight and Trucking

 1,530 Gasoline, Fuel, and Oil

 2,200 Farm Insurance

 33,400 Rent/Lease Other

 5,600 Repairs and Maintenance

 1,100 Building and Fence Repairs

 8,100 Supplies Purchased

 9,600 Utilities

 14,400 Veterinary Fees and Medicine

 4,600 Other Farm Expenses

 9,200 Other Livestock Expenses

(14,800)- Change in Prepaid Expenses

(1,300)Change in Accounts Payable

 0 Depreciation on Purchased Breeding Livestock

Total Basic Costs  299,430 

Non-Basic and Opportunity Costs

Interest Cost

 8,726 Other Interest

Total Interest Cost  8,726 

Labor Cost

 2,000 Employee Benefits - Dependents

 80,000 Value of Unpaid Labor & Management

Total Labor Cost  82,000 

Non-Livestock Depreciation & Equity Cost

 6,100 Machinery, Equipment, Building Depreciation

Interest on Equity Capital  15,248 

Total Non-Livestock Depreciation & Equity Cost  21,348 

Total Non-Basic and Opportunity Costs  112,074 

Total Expenses  411,504 

Total Income - Total Expenses  18,706 
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 113,954 

Gain (Loss) on Sale of All Farm Capital Assets

Net Farm Income (NFI)

 113,954 Net Farm Income From Operations (NFIFO)

 0 

 316,256 Total Allocated Costs

Net Farm Income from Operations (NFIFO) Summary
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Cost of Production

Farming your Farm Finances T&M Farm2

Report Basis: Whole Farm, Depreciation Method: "Economic"

Income

 406,410 Animal Product Sales

 1,800 Raised Non-Breeding Livestock Sales

 22,000 Other Income

Total Income  430,210 

Expenses

Basic Costs
 6,100 Breeding Fees

 2,100 Car and Truck Expenses

 214,400 Feed Purchase

 3,200 Freight and Trucking

 1,530 Gasoline, Fuel, and Oil

 5,200 Farm Insurance

 0 Rent/Lease Other

 5,600 Repairs and Maintenance

 1,100 Building and Fence Repairs

 8,100 Supplies Purchased

 5,000 Taxes - Other

 9,600 Utilities

 14,400 Veterinary Fees and Medicine

 4,600 Other Farm Expenses

 9,200 Other Livestock Expenses

(14,800)- Change in Prepaid Expenses

(1,300)Change in Accounts Payable

 0 Depreciation on Purchased Breeding Livestock

Total Basic Costs  274,030 

Non-Basic and Opportunity Costs

Interest Cost

 9,525 Mortgage Interest

 8,726 Other Interest

Total Interest Cost  18,251 

Labor Cost

 2,000 Employee Benefits - Dependents

 80,000 Value of Unpaid Labor & Management

Total Labor Cost  82,000 

Non-Livestock Depreciation & Equity Cost

 25,767 Machinery, Equipment, Building Depreciation

Interest on Equity Capital  15,172 

Total Non-Livestock Depreciation & Equity Cost  40,939 

Total Non-Basic and Opportunity Costs  141,190 
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Total Expenses  415,220 

Total Income - Total Expenses  14,990 

 110,162 

Gain (Loss) on Sale of All Farm Capital Assets

Net Farm Income (NFI)

 110,162 Net Farm Income From Operations (NFIFO)

 0 

 320,048 Total Allocated Costs

Net Farm Income from Operations (NFIFO) Summary
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Financial Measures

Farming Your Finances T&M Farm

Report Basis: Whole Farm

Financial Efficiency Ratios (These ratios are calculated using Total Farm Income, not Value of Farm Production.)

Wages Paid Ratio

Interest Paid Ratio

Repayment Capacity

Capital Replacement & Debt Repayment Capacity

Coverage Margin

Term Debt Coverage Ratio

Liquidity

Net Cash Income

Working Capital

Current Ratio

Solvency (Assets at Cost, including current assets and raised breeding livestock)

Beginning Total Farm Assets

Beginning Total Farm Liabilities

Ending Total Farm Assets

Ending Total Farm Liabilities

Ending Farm Net Worth

Cost Basis Change in Farm Net Worth

Year Ending Farm Debt to Asset Ratio

0.005

0.020

$90,754

$243,476

18.61

$167,500

$155,200

1.104Asset Turnover Ratio

Depreciation Ratio 0.000

Rate of Return on Assets (ROROA) 12.52%

Cost (Tax) Depreciation Claimed

Net Farm Income $120,054

Rate of Return on Equity

Net Profit Margin

17.55 %

11.34 %

Net Farm Income From Operations $120,054

Profitability

Net Farm Income from Operations Ratio 0.279

Basic Cost  Ratio 0.696

$0

These Financial Measures Were Calculated Using the Cost Basis of Assets and Cost (Tax) Depreciation

$371,100

Beginning Farm Net Worth $203,600

The financial calculations using the Market Basis of Assets and Economic Depreciation are on the following page.

$49,300

$34,796

2.94

$408,100

Farm Debt to Asset Ratio - Beginning of Year

Note:  Some methods of calculating

ratios combine the Basic Cost and 

Wages Paid Ratios into a single

ratio (Operating Cost Ratio).

0.418

$252,900

0.380

$49,300
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Financial Measures

Farming Your Finances T&M Farm

Report Basis: Whole Farm

Net Farm Income From Operations

Profitability 

Net Farm Income

Rate of Return on Assets (ROROA)

Rate of Return on Equity

Net Profit Margin

$113,954

$113,954

7.87 %

8.91 %

9.92 %

Economic Depreciation Claimed $6,100

Financial Efficiency Ratios (These ratios are calculated using Total Farm Income, not Value of Farm Production.)

Asset Turnover Ratio

Basic Cost Ratio

Wages Paid Ratio

Interest Paid Ratio

Depreciation Ratio

Net Farm Income from Operations Ratio

0.793

0.696

0.005

0.020

0.014

0.265

These Financial Measures Were Calculated Using the Market Value of Assets and Economic Depreciation

Repayment Capacity

Capital Replacement & Debt Repayment Capacity

Coverage Margin

Term Debt Coverage Ratio

Liquidity

Net Cash Income

Working Capital

Current Ratio

Solvency (Assets at Market Value)

Beginning Total Farm Assets

Beginning Total Farm Liabilities

Ending Total Farm Assets

Ending Total Farm Liabilities

Ending Farm Net Worth

Total Change in Farm Net Worth

Year Ending Farm Debt to Asset Ratio

$49,300

$34,796

2.94

$90,754

$243,476

18.61

$527,100

$167,500

$558,000

$155,200

$402,800

$43,200

0.278

Note:  Some methods of calculating

ratios combine the Basic Cost and 

Wages Paid Ratios into a single

ratio (Operating Cost Ratio).

Beginning Farm Net Worth $359,600

Farm Debt to Asset Ratio - Beginning of Year 0.318

The financial calculations using the Cost Basis of Assets and Cost (Tax) Depreciation are on the previous page.
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Financial Measures

Farming your Farm Finances T&M Farm2

Report Basis: Whole Farm

Financial Efficiency Ratios (These ratios are calculated using Total Farm Income, not Value of Farm Production.)

Wages Paid Ratio

Interest Paid Ratio

Repayment Capacity

Capital Replacement & Debt Repayment Capacity

Coverage Margin

Term Debt Coverage Ratio

Liquidity

Net Cash Income

Working Capital

Current Ratio

Solvency (Assets at Cost, including current assets and raised breeding livestock)

Beginning Total Farm Assets

Beginning Total Farm Liabilities

Ending Total Farm Assets

Ending Total Farm Liabilities

Ending Farm Net Worth

Cost Basis Change in Farm Net Worth

Year Ending Farm Debt to Asset Ratio

0.005

0.042

$106,629

$228,900

11.58

$167,500

$432,566

0.802Asset Turnover Ratio

Depreciation Ratio 0.000

Rate of Return on Assets (ROROA) 13.83%

Cost (Tax) Depreciation Claimed

Net Farm Income $135,929

Rate of Return on Equity

Net Profit Margin

23.68 %

17.24 %

Net Farm Income From Operations $135,929

Profitability 

Net Farm Income from Operations Ratio 0.316

Basic Cost  Ratio 0.637

$0

These Financial Measures Were Calculated Using the Cost Basis of Assets and Cost (Tax) Depreciation

$371,100

Beginning Farm Net Worth $203,600

The financial calculations using the Market Basis of Assets and Economic Depreciation are on the following page.

$65,175

$50,671

2.85

$701,341

Farm Debt to Asset Ratio - Beginning of Year

Note:  Some methods of calculating

ratios combine the Basic Cost and 

Wages Paid Ratios into a single

ratio (Operating Cost Ratio).

1.166

$268,775

0.617

$65,175
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Financial Measures

Farming your Farm Finances T&M Farm2

Report Basis: Whole Farm

Net Farm Income From Operations

Profitability 

Net Farm Income

Rate of Return on Assets (ROROA)

Rate of Return on Equity

Net Profit Margin

$110,162

$110,162

7.13 %

7.95 %

11.25 %

Economic Depreciation Claimed $25,767

Financial Efficiency Ratios (These ratios are calculated using Total Farm Income, not Value of Farm Production.)

Asset Turnover Ratio

Basic Cost Ratio

Wages Paid Ratio

Interest Paid Ratio

Depreciation Ratio

Net Farm Income from Operations Ratio

0.633

0.637

0.005

0.042

0.060

0.256

These Financial Measures Were Calculated Using the Market Value of Assets and Economic Depreciation

Repayment Capacity

Capital Replacement & Debt Repayment Capacity

Coverage Margin

Term Debt Coverage Ratio

Liquidity

Net Cash Income

Working Capital

Current Ratio

Solvency (Assets at Market Value)

Beginning Total Farm Assets

Beginning Total Farm Liabilities

Ending Total Farm Assets

Ending Total Farm Liabilities

Ending Farm Net Worth

Total Change in Farm Net Worth

Year Ending Farm Debt to Asset Ratio

$65,175

$50,671

2.85

$106,629

$228,900

11.58

$527,100

$167,500

$831,574

$432,566

$399,008

$39,408

0.520

Note:  Some methods of calculating

ratios combine the Basic Cost and 

Wages Paid Ratios into a single

ratio (Operating Cost Ratio).

Beginning Farm Net Worth $359,600

Farm Debt to Asset Ratio - Beginning of Year 0.318

The financial calculations using the Cost Basis of Assets and Cost (Tax) Depreciation are on the previous page.
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  Farming Your Finances 
 

Farm Expansion Analysis 

Solvency:  

   Measures the amount of debt relative to the amount of owner equity  

• Debt-to-asset ratio = 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝐿𝐿 
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿

 x 100 = $432,566 
 $831,574

  x 100 =  52% 

Notes:________________________________________________________________________________
_____________________________________________________________________________________ 

Liquidity:  

   Measures the ability to meet financial obligations as they come due. 

• Working capital ratio  = 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐿𝐿𝐶𝐶𝑇𝑇 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿−𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐿𝐿𝐶𝐶𝑇𝑇 𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿𝑇𝑇𝐿𝐿𝐿𝐿𝐿𝐿 
𝐺𝐺𝐶𝐶𝑇𝑇𝐿𝐿𝐿𝐿 𝐹𝐹𝑇𝑇𝐶𝐶𝐹𝐹 𝐼𝐼𝐶𝐶𝐼𝐼𝑇𝑇𝐹𝐹𝐿𝐿

 x 100 =   $228,900   
 $430,210

  x 100 = 53.2% 

Notes:________________________________________________________________________________
_____________________________________________________________________________________ 

Profitability:  

Measures the extent to which a business generates a profit from the use of land, labor, management, 
and capital. 
• Rate of Return on Assets = 𝑁𝑁𝐹𝐹𝐼𝐼+𝐼𝐼𝐶𝐶𝑇𝑇𝐿𝐿𝐶𝐶𝐿𝐿𝐿𝐿𝑇𝑇 𝐼𝐼𝑇𝑇𝐿𝐿𝑇𝑇−𝑈𝑈𝐶𝐶𝑈𝑈𝑇𝑇𝐿𝐿𝑈𝑈 𝑇𝑇𝑇𝑇𝐿𝐿𝑇𝑇𝐶𝐶 

𝐴𝐴𝐴𝐴𝐿𝐿𝐶𝐶𝑇𝑇𝐴𝐴𝐿𝐿 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐴𝐴𝐿𝐿𝐿𝐿𝐿𝐿𝑇𝑇𝐿𝐿
 x 100  

  = 110,162+14,725−80,000 
 831,574

  x 100 =   5.40% 

• Rate of Return on Equity = 𝑁𝑁𝐹𝐹𝐼𝐼−𝑈𝑈𝐶𝐶𝑈𝑈𝑇𝑇𝐿𝐿𝑈𝑈 𝑇𝑇𝑇𝑇𝐿𝐿𝑇𝑇𝐶𝐶 
𝐴𝐴𝐴𝐴𝐿𝐿𝐶𝐶𝑇𝑇𝐴𝐴𝐿𝐿 𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇 𝐸𝐸𝐸𝐸𝐶𝐶𝐿𝐿𝑇𝑇𝐸𝐸

 x 100  

       = 110,162−80,000 
 399,008

  x 100 =   7.56% 

Notes:________________________________________________________________________________
_____________________________________________________________________________________ 

 

Overall insight on decision-making? 
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________
_____________________________________________________________________________________ 
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References and Resources: 

 Financial Model

 Accounting Software List

 Balance Sheet (Blank)

 Schedule F  (Blank)

 Farm Finance Score Card

 Farm Financial Ratios and Guidelines

 Partial Budget Template

 Heart of the Farm Financial Series

o Understanding the Farm Financial Model

o Balance Sheet:

 Part I: Understanding the Farm Business Balance Sheet

 Part II: Interpretation and Analysis of the Farm Balance Sheet

o Income Statement:

 Part I: Understanding the Farm Income Statement

 Part II: Accrual Adjustments and Interpretation

o Understanding Profitability: Using the Balance Sheet and Income Statement
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2.2016 

Record Keeping Software 
Financial  

AAIMS  
Center for Dairy Profitability - http://cdp.wisc.edu 
Madison WI - (608) 263-5665 

Agricultural Accounting and Information Management System (AAIMS).   
Integrated financial records system that enables farmers to organize and quickly analyze their financial 
records. Allows for the concurrent storage of physical information associated with the financial data. 

AgManager   
Farm Credit Services (Trademark of AgriSolutions) 
877-372-3003, info@agricsolutins.com

With AgManager, comprehensive and timely financial information is produced quickly and 
easily with any level of detail.  Customized information personalized and tailored to meet your specific 
needs whether you are a sol proprietor, partnership or corporation. Software is bundled with consulting 
and service.  

Centerpoint™ 
Red Wing Business Systems, Inc. - http://www.redwingsoftware.com 
Red Wing MN - (800-732-9464) 
info@redwingsoftware.com 

CenterPoint™ financial management software offers a suite of Ag-specific financial analysis 
tolls that help you achieve your goals and make smart business decisions.  Payroll and depreciation 
add-ons are forthcoming.   

FarmFund$ 
Farm Works Software – http://farmworks.com  
Hamilton, IN 46742-0250  
1-800-225-2848
info@farmworks.com

FarmFund$ software works with Farm Trac for integrated field records and accounting.  
Double-entry cash/accrual system calculates field, equipment, and herd profits automatically.  Full 
payroll system calculates federal, FICA and most state withholdings.  Full check-recording system.  

PcMars 
Iowa Farm Business Accounting, Inc. – http://www.pcmars.com 
Ames, Iowa 50010 
515-233-5802
info@iowafarmbusiness.org

PC MARS for Windows is full-featured accounting software designed specifically for farm applications. 
The software, either cash or accrual, has several farm or small business charts of accounts that may be selected 
during the setup process.  Payroll capabilities and PC Mars users can define an unlimited number of different 
enterprises within their business. 
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2.2016 

 
 
Sage 50c (formerly PeachTree)  
Sage Software SB, Inc.  – http://www.sage.com/us/accounting-software 
Norcross, GA 30093  
877-495-9904 
 A comprehensive business management tool for business owners who need the advanced tools and 
insight necessary to manage their growing business.  
 
 
QuickBooks Pro 
Intuit – http://quickbooks.intuit.com/pro 
877-683-3280 

Whether you want the basics, comprehensive tools for a growing company, industry-specific 
solutions or even web-based access, QuickBooks has a product that's right for you. From checks to 
payroll service, QuickBooks has just what you need, when you need it.  We offer a wide range of 
products and services to meet your growing needs.  
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Balance Sheet

Farming Your Finances T&M Farm

Report Basis: Whole Farm

Beg. Dollars End DollarsLast Day of Financial Year:  12/31/2015

Current Assets
Cash Accounts

Prepaid Expenses & Purchased Inventories

Raised Feed Inventories

Basis in Resale Livestock Purchased

Accounts Receivable

Market Livestock & Etc.

Total Current Assets

Non-Current Assets
Raised Breeding Livestock

Purchased Breeding Livestock

Machinery & Equipment

Buildings

Land & House

Other Non-Current Assets

Total Non-Current Assets

Total Farm Assets

Current Liabilities
Accounts Payable

Current Portion of Non-Current Liabilities

Other Current Liabilities

Total Current Liabilities

Non-Current Liabilities
Intermediate Liabilities

Long-Term Liabilities

Contingent Liabilities

Total Non-Current Liabilities

Total Farm Liabilities

Non-Farm Assets

Statement of Equities (Net Worth) 

Retained Earnings

Contributed Capital

ChangeEndingBeginning

Valuation Adjustment

Total Equities

Non-Farm Equities

Total Farm Equities

Signature: _________________________________________________________  Date: _____________________________

Signature: _________________________________________________________  Date: _____________________________

I certify that the 

information provided for 

this balance sheet report 

are true, complete, and 

correct to the best of my 

knowledge and belief.

1 All current assets and 

raised breeding 

livestock are included in 

retained earnings.

1

Page 1 of 1
Prepared by:153



SCHEDULE F 

(Form 1040)

Department of the Treasury 

Internal Revenue Service  (99)

Profit or Loss From Farming
 Attach to Form 1040, Form 1040NR, Form 1041, Form 1065, or Form 1065-B.

 Information about Schedule F and its separate instructions is at www.irs.gov/schedulef.

OMB No. 1545-0074

2016
Attachment  

Sequence No.  14
Name of proprietor Social security number (SSN)

A   Principal crop or activity B   Enter code from Part IV C  Accounting method:

Cash    Accrual

D Employer ID number (EIN), (see instr)

E  Did you “materially participate” in the operation of this business during 2016? If “No,” see instructions for limit on passive losses Yes No

F  Did you make any payments in 2016 that would require you to file Form(s) 1099 (see instructions)? . . . . . . . . . Yes No

G  If “Yes,” did you or will you file required Forms 1099? . . . . . . . . . . . . . . . . . . . . . . Yes No

Part I Farm Income—Cash Method.  Complete Parts I and II (Accrual method. Complete Parts II and III, and Part I, line 9.)

1a Sales of livestock and other resale items (see instructions) . . . . . 1a

b Cost or other basis of livestock or other items reported on line 1a . . . 1b

c Subtract line 1b from line 1a . . . . . . . . . . . . . . . . . . . . . . . . 1c

2 Sales of livestock, produce, grains, and other products you raised . . . . . . . . . . . . 2

3a Cooperative distributions (Form(s) 1099-PATR) . 3a 3b Taxable amount 3b

4a Agricultural program payments (see instructions) . 4a 4b Taxable amount 4b

5a Commodity Credit Corporation (CCC) loans reported under election . . . . . . . . . . . . 5a

b CCC loans forfeited . . . . . . . . . 5b 5c Taxable amount 5c

6 Crop insurance proceeds and federal crop disaster payments (see instructions)

a Amount received in 2016 . . . . . . . 6a 6b Taxable amount 6b

c If election to defer to 2017 is attached, check here 6d Amount deferred from 2015 6d

7 Custom hire (machine work) income . . . . . . . . . . . . . . . . . . . . . 7

8 Other income, including federal and state gasoline or fuel tax credit or refund (see instructions) . . . . 8

9 

 

Gross income.  Add amounts in the right column (lines 1c, 2, 3b, 4b, 5a, 5c, 6b, 6d, 7, and 8). If you use the 

accrual method, enter the amount from Part III, line 50 (see instructions) . . . . . . . . . .  9

Part II Farm Expenses—Cash and Accrual Method. Do not include personal or living expenses (see instructions).

10 

 

Car and truck expenses (see 

instructions). Also attach  Form 4562  10

11 Chemicals . . . . . . 11

12 Conservation expenses (see instructions) 12

13 Custom hire (machine work) . 13

14 

 

Depreciation and section 179 

expense (see instructions) . 14

15 

 

Employee benefit programs 

other  than on line 23 . . . 15

16 Feed . . . . . . . 16

17 Fertilizers and lime . . . 17

18 Freight and trucking . . . 18

19 Gasoline, fuel, and oil . . . 19

20 Insurance (other than health) 20

21 Interest:

a Mortgage (paid to banks, etc.) 21a

b Other . . . . . . . 21b

22 Labor hired (less employment credits) 22

23 Pension and profit-sharing plans  23

24 Rent or lease (see instructions):

a Vehicles, machinery, equipment  24a

b Other (land, animals, etc.) . . 24b

25 Repairs and maintenance . . 25

26 Seeds and plants . . . . . 26

27 Storage and warehousing . . 27

28 Supplies . . . . . . . 28

29 Taxes . . . . . . . . 29

30 Utilities . . . . . . . . 30

31 Veterinary, breeding, and medicine 31

32 Other expenses (specify):

a 32a

b 32b

c 32c

d 32d

e 32e

f 32f

33 Total expenses.  Add lines 10 through 32f. If line 32f is negative, see instructions . . . . . . . 33

34 Net farm profit or (loss).  Subtract line 33 from line 9 . . . . . . . . . . . . . . . .

If a profit, stop here and see instructions for where to report. If a loss, complete lines 35 and 36.

34

35 Did you receive an applicable subsidy in 2016? (see instructions) . . . . . . . . . . . . . . . . . Yes No

36 Check the box that describes your investment in this activity and see instructions for where to report your loss.

a All investment is at risk. b Some investment is not at risk.

For Paperwork Reduction Act Notice, see the separate instructions. Cat. No. 11346H Schedule F (Form 1040) 2016
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Schedule F (Form 1040) 2016 Page 2

Part III Farm Income—Accrual Method  (see instructions).

37 Sales of livestock, produce, grains, and other products (see instructions) . . . . . . . . . . . 37

38a Cooperative distributions (Form(s) 1099-PATR) . 38a 38bTaxable amount 38b

39a Agricultural program payments . . . . . . 39a 39bTaxable amount 39b

40 Commodity Credit Corporation (CCC) loans:

a CCC loans reported under election . . . . . . . . . . . . . . . . . . . . . . 40a

b CCC loans forfeited . . . . . . . . . 40b 40cTaxable amount 40c

41 Crop insurance proceeds . . . . . . . . . . . . . . . . . . . . . . . . 41

42 Custom hire (machine work) income . . . . . . . . . . . . . . . . . . . . . 42

43 Other income (see instructions) . . . . . . . . . . . . . . . . . . . . . . . 43

44 Add amounts in the right column for lines 37 through 43 (lines 37, 38b, 39b, 40a, 40c, 41, 42, and 43) . . 44

45 

 

Inventory of livestock, produce, grains, and other products at beginning of 

the year. Do not include sales reported on Form 4797 . . . . . . . 45

46 

 

Cost of livestock, produce, grains, and other products purchased during the 

year . . . . . . . . . . . . . . . . . . . . . . 46

47 Add lines 45 and 46 . . . . . . . . . . . . . . . . . 47

48 Inventory of livestock, produce, grains, and other products at end of year . 48

49 Cost of livestock, produce, grains, and other products sold. Subtract line 48 from line 47*  . . . . . 49

50 Gross income.  Subtract line 49 from line 44. Enter the result here and on Part I, line 9 . . . . . 50

*If you use the unit-livestock-price method or the farm-price method of valuing inventory and the amount on line 48 is larger than the amount on line 

47, subtract line 47 from line 48. Enter the result on line 49. Add lines 44 and 49. Enter the total on line 50 and on Part I, line 9.

Part IV Principal Agricultural Activity Codes

!
CAUTION

Do not file Schedule F (Form 1040) to report the 
following.
• Income from providing agricultural services such as 
soil preparation, veterinary, farm labor, horticultural, or 

management for a fee or on a contract basis. Instead file 
Schedule C (Form 1040) or Schedule C-EZ (Form 1040).
• Income from breeding, raising, or caring for dogs, cats, or 
other pet animals. Instead file Schedule C (Form 1040) or 
Schedule C-EZ (Form 1040).
• Sales of livestock held for draft, breeding, sport, or dairy 
purposes. Instead file Form 4797.

These codes for the Principal Agricultural Activity classify 
farms by their primary activity to facilitate the administration of 
the Internal Revenue Code. These six-digit codes are based on 
the North American Industry Classification System (NAICS).

Select the code that best identifies your primary farming 
activity and enter the six-digit number on line B.

Crop Production

111100 Oilseed and grain farming

111210 Vegetable and melon farming

111300 Fruit and tree nut farming

111400 Greenhouse, nursery, and floriculture production

111900 Other crop farming

Animal Production

112111 Beef cattle ranching and farming

112112 Cattle feedlots

112120 Dairy cattle and milk production

112210 Hog and pig farming

112300 Poultry and egg production

112400 Sheep and goat farming

112510 Aquaculture

112900 Other animal production

Forestry and Logging

113000 Forestry and logging (including forest nurseries and 
timber tracts)

Schedule F (Form 1040) 2016
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Vulnerable         Strong

Farm Finance Scorecard

      __ . __

$ ______

 ____%                        

 ____% 

____% 

      __ . __ 

 $ ______

____% 

____% 

____% 

$ ______

$ ______ 

$ ______

$ ______

      __ . __ 

      __ . __

____% 

 ____% 

 ____% 

 ____% 

 ____% 

Year _____        

 

1. Current ratio

2. Working capital

3. Working capital to gross revenues

4. Farm debt-to-asset ratio

5. Farm equity-to-asset ratio

6. Farm debt-to-equity ratio

7. Net farm income

8. Rate of return on farm assets

9. Rate of return on farm equity

10. Operating profi t margin

11. EBITDA

12. Capital debt repayment capacity

13. Capital debt repayment margin

14. Replacement margin

15. Term-debt coverage ratio

16. Replacement margin coverage ratio

 

17. Asset-turnover rate

18. Operating-expense ratio

19. Depreciation-expense ratio

20. Interest-expense ratio

21. Net farm income ratio

Liquidity

Solvency

Profi tability

Repayment capacity

Financial effi ciency

1.3 2.0

10% 30%

60% 30%

40% 70%

1.5 0.43

4% 8%

3% 10%

15% 25%

1.25 1.75

30% 45%

80% 60%

10% 5%

10% 5%

10% 20%

1.10 1.50

156



Liquidity
- is the ability of your farm business to 
meet financial obligations as they come 
due – to generate enough cash to pay 
your family living expenses and taxes, and 
make debt payments on time.

1. Current ratio
 - measures the extent to which current   
 farm assets, if sold tomorrow, would pay  
 off current farm liabilities.

2. Working capital 
 - tells us the operating capital available 
 in the short term from within the business.
 
3. Working capital to gross revenues 
 - measures operating capital available 
 against the size of the business.

Solvency
- is the ability of your business to pay all its 
debts if it were sold tomorrow.  Solvency 
is important in evaluating the financial risk 
and borrowing capacity of the business.

9. Rate of return on farm equity 
 - represents the interest rate being  
 earned by your investment in the farm.   
 This return can be compared to  
 returns available if your equity were  
 invested somewhere else, such as a  
 certificate of deposit.

10. Operating profit margin 
 - shows the operating efficiency of the  
 business.  If expenses are low relative  
 to the value of farm production, the   
 business will have a healthy operating  
 profit margin.  A low profit margin   
 can be caused by low product prices,  
 high operating expenses, or inefficient  
 production.

11. EBITDA 
 - Earnings Before Interest Taxes  
 Depreciation and Amortization.   
 Measures earnings available for debt  
 repayment.

Profitability
- is the difference between the value 
of goods produced and the cost of the 
resources used in their production.

7. Net farm income
 - represents return to 3 things,
  •  Your labor,
  •  Your management and
  •  Your equity,
 that you have invested in the business.   
 It is the reward for investing your  
 unpaid family labor, management  
 and money in the business instead of  
 elsewhere.  Anything left in the   
 business, i.e., not taken out for family  
 living and taxes, will increase your farm  
 net worth.

8. Rate of return on farm assets
 - can be thought of as the average  
 interest rate being earned on all (yours  
 and creditors’) investments in the farm.
 Unpaid labor and management are 
 assigned a return before return on farm  
 assets is calculated.

4. Farm debt-to-asset ratio
      - is the bank’s share of the business.   
 It compares total farm debt to total 
 farm assets.  A higher ratio is an 
 indicator of greater financial risk and 
 lower borrowing capacity.

5. Farm equity-to-asset ratio
      - is your share of the business.  It 
 compares farm equity to total farm 
 assets.  If you add the debt-to-asset   
 ratio and the equity-to-asset ratio you  
 must get 100%.

6. Farm debt-to-equity ratio
      - compares the bank’s ownership to   
 your ownership.  It also indicates how  
 much the owners have leveraged (i.e.,  
 multiplied) their equity in the business.

Farm Financial Ratios and Guidelines

From the balance sheet

From the income statement
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Repayment capacity
- shows the borrower’s (i.e., your) ability to
repay term debts on time.  It includes non-
farm income and so is not a measure of
business performance alone.

12. Capital debt repayment capacity
- measures the amount generated from
farm and non-farm sources, to cover  debt
repayment and capital replacement.

13. Capital debt repayment margin
- is the amount of money remaining after
all operating expenses, taxes, family living
costs, and scheduled debt payments have
been made.  It’s really the money left,
after paying all bills, that is available for
purchasing or financing new machinery,
equipment, land or livestock.

The last four ratios show how Gross Farm 
Income is used.  The sum of the four equals 
100% (of Gross Farm Income).

18. Operating-expense ratio
- shows the proportion of farm income
that is used to pay operating expenses,
not including principal or interest.

19. Depreciation-expense ratio
- indicates how fast the business wears
out capital.  It tells what proportion of
farm income is needed to maintain the
capital used by the business.

20. Interest-expense ratio
- shows how much of gross farm income
is used to pay for interest on borrowed
capital.

21. Net farm income ratio
- compares profit to gross farm income.
It shows how much is left after all farm
expenses, except for unpaid labor and
management, are paid.

Financial efficiency
- shows how effectively your business uses
assets to generate income.  Past 
performance of the business could well 
indicate potential future accomplishments.

It also answers the questions:
• Are you using every available asset to

its fullest potential?

• What are the effects of production,
purchasing, pricing, financing and
marketing decisions on gross income?

17. Asset-turnover rate
- measures efficiency in using capital.
You could think of it as capital productivity.
Generating a high level of production with
a low level of capital investment will give
a high asset-turnover rate.  If, on the other
hand, the turnover is low you will want to
explore methods to use the capital
invested much more efficiently or sell
some low-return investments.  (It could
mean getting rid of that swamp and ledge
on the back 40 and getting something
that produces income.)

14. Replacement margin
- the amount of income remaining after
paying principal and interest on term
loans and unfunded (cash) capital
purchases.

15. Term-debt coverage ratio
- tells whether your business produced
enough income to cover all intermediate
and long-term debt payments.  A ratio
of less than 1.0 indicates that the
business had to liquidate inventories,
run up open accounts, borrow money, or
sell assets to make scheduled payments.

16. Replacement margin coverage ratio
- A ratio under 1.0 indicates that you did
not generate enough income to cover
term debt payments and unfunded
capital purchases.

From the cash-flow statement

From all the financial statements
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         2014

Liquidity
1. Current ratio

= Total current farm assets
/ Total current farm liabilities

2. Working capital
= Total current farm assets
– Total current farm liabilities

3. Working capital to gross revenues
= Working capital / Gross farm income

Solvency (market)
4. Farm debt-to-asset ratio

= Total farm liabilities / Total farm assets
5. Farm equity-to-asset ratio

= Farm net worth / Total farm assets
6. Farm debt-to-equity ratio

= Total farm liabilities / Farm net worth

Profitability
7. Net farm income

= Gross cash farm income
– Total cash farm expense
+ / – Inventory changes
– Depreciation

8. Rate of return on farm assets
= Return on farm assets / Average farm assets

Return on farm assets
= Net farm income
+ Farm interest
– Value of operator labor & management

9. Rate of return on farm equity
= Return on farm equity / Average farm net worth

Return on farm equity
= Net farm income
– Value of operator labor & management

10. Operating profit margin
= Return on farm assets
/ Value of farm production

Value of farm production
= Gross cash farm income
+ / – Inv change of crops, mkt lvst,
        brdg lvst & other income items
– Feeder livestock purchased
– Purchased feed

11. EBITDA
= Net farm income
+ Interest expense
+ Depreciation and amortization expense

Repayment capacity
12. Capital debt repayment capacity

= Net farm income
+ Depreciation
+ Net non-farm income
– Family living & income taxes
+ Interest expense on term loans

13. Capital debt repayment margin
= Capital debt repayment capacity
– Scheduled principal & interest on term loans*

14. Replacement margin
= Capital debt repayment margin
– Unfunded (cash) capital replacement allowance

15. Term debt coverage ratio
= Capital debt repayment capacity
/ Scheduled principal & interest on term loans*

16. Replacement margin coverage ratio
= Capital debt repayment capacity
/ (Scheduled principal & interest on term loans*
+ Unfunded capital replacement  allowance)

Financial efficiency
17. Asset-turnover ratio

= Value of farm production
/ Average farm assets

18. Operating-expense ratio
= (Total farm operating expense excluding interest
– Depreciation)
/ Gross farm income

19. Depreciation-expense ratio
= Depreciation
/ Gross farm income

20. Interest-expense ratio
= Farm interest
/ Gross farm income

21. Net farm income ratio
= Net farm income
/ Gross farm income

The University of Minnesota is committed to the policy that all persons shall have equal access to its programs, facilities, and employment without regard to race, 
color, creed, religion, national origin, sex, age, marital status, disability, public assistance status, veteran status, or sexual orientation.

Developed by:  
K. Becker,
D. Kauppila,
G. Rogers,
R. Parsons,
D. Nordquist,
and R. Craven

*Includes payments on capital leases
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TO: 
 

FROM: 
 

PPAARRTTIIAALL  BBUUDDGGEETTIINNGG  FFOORRMM 
(Comparing Change Based on Profitability) 

 
   
Proposal Being Evaluated:  

 
 

Added Income Added Costs 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

$  $ 

Total Added Income $ _________ Total Added Costs $ _________ 

Reduced Costs Reduced Income 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

$  $ 

Total Added Income $ _________ Total Reduced Income $ _________ 

Added Income + Reduced Costs =  
(This will Increase income) 

$ _________ Added Costs + Reduced Income = 
(This will Reduce income) 

$ _________ 

  
Increased Income minus Decreased Income of the Project = Net Income  $ ____________ 

(If Increased Income is greater than Decreased Income this decision makes sense from a business standpoint) 
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                           Understanding the Farm Financial Model 

The Financial Model illustrates the 

management-to-decision-making 

process and the tools used to make 

decisions; it conceptualizes the 

financial management thought 

process.  Beginning with collecting 

and organizing financial information 

(records) through an accounting 

system, the information is next 

transformed into financial statements 

for analysis and interpretation of the 

farm’s historical and current financial 

position and performance. Budgeting, 

feasibility, profitability and risk-ability 

analyses allow for making the best 

decisions for the farm business’s 

future. 

Record keeping 

Income and expense receipts must be 

collected and organized before 

financial statements may be 

generated. The receipts must be 

recorded to account for them. Receipt 

accounting is referred to as record 

keeping. 

A checking account register is the 

simplest and most inexpensive record 

keeping system. The register is prone 

to math errors, assets and liabilities 

are not tracked and totals must be 

transferred to report templates. 

Another method of record keeping 

involves collecting receipts and then 

taking them to an accountant. For 

some, paying the accountant to 

organize receipts and generate 

reports is the most economical 

approach. 

Receipts may also be tracked using 

paper forms or Excel spreadsheets. 

The advantage of using Excel is that 

the program does the calculations, 

saving the operators’ need for a 

calculator. The operator must 

however design the spreadsheet and 

enter the figures correctly. Final totals 

must be transferred to report 

templates. It can be difficult to 

maintain complex accounts using 

Excel.  

Computer accounting software tracks 

entries and automatically generates 

reports. Investing in the program and 

spending the time learning how to use 

it represent the costs and challenges 

involved. 

 

The farm financial model is linear and circular. Records feed into reports and 

reports into decisions. Reports seek additional information from records and call 

for additional decisions. Reports make sense of the records, allowing mangers to 

integrate financial sense into production decisions. 

By Sandy Stuttgen, University of Wisconsin Extension, Taylor County 
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Management Reports 

Records provide the financial 

information necessary to complete 

management reports, which are also 

known as financial statements. The 

Farm Financial Standards Council 

(FFSC) recommends farms create 

four financial statements from which 

the farm’s financial position and 

performance may be analyzed. 

The strength of the farm business at a 

point in time (position) and how well 

the farm business has performed over 

time (performance) are two historical 

insights captured by the financial 

statements. The four recommended 

statements include the balance sheet, 

income statement, statement of cash 

flows and statement of owner equity. 

Financial position describes the 

assets. Assets are the tangibles 

needed by the business to function 

and include cash, equipment, 

livestock and inventories.  

Performance describes how money 

flows through the business. 

Performance describes how well a 

business can make payments, meet 

payroll and it describes how much 

money is retained by the business. 

Financial analysis allows for the 

understanding of the farm’s current 

profitably and financial efficiency. 

Analysis allows the farm to 

benchmark to others in the industry, 

determine its strengths/weaknesses, 

measure financial progress and set 

goals. Analysis allows for future 

management and decision making.  

Decision-making 

The historical understanding of the 

farm business’s financial position and 

performance provides a basis from 

which to plan for the future.  

"Pro forma" refers to the future view 

of the financial position and 

performance. It implies that the 

financial statements will be 

constructed to reflect the future view 

of position and performance. For 

example, what would the balance 

sheet look like after an expansion has 

occurred?  

The financial position of this future 

view is analyzed for feasibility, 

profitability and riskability. Pro forma 

financial statements are a 

complement to the budgets. Cash, 

partial and enterprise are the 

commonly used budgets to assist in 

decision-making. 

Pro forma financial statements would 

include a balance sheet, an income 

statement, and a statement of cash 

flows. The pro forma balance sheet 

would show the projected assets and 

liabilities of the business. The pro 

forma income statement would show 

the projected income (or losses) for 

that future year. The pro forma 

statement of cash flows would show 

the projected liquidity and operating 

cash for that future year.  

Budgets and pro forma financial 

statements are tools used to think 

through your decisions on paper 

before the investment is committed. 

Summary 

This factsheet discusses the financial 

model as a concept for understanding 

the financial flow of a farm business. 

Keeping the model in mind aids in the 

development of best farm decisions. 

Author: Sandy Stuttgen, Agriculture Educator, University of Wisconsin-Extension, Taylor County. sandy.stuttgen@ces.uwex.edu. 

Special Thanks to Reviewers: 
Simon Jette-Nantel, University of Wisconsin-River Falls and University of Wisconsin-Extension, Center for Dairy Profitability 
Heather Schlesser, Dairy and Livestock Agent, University of Wisconsin-Extension, Marathon County.  
Nate Splett, University of Wisconsin-River Falls Emeritus, & University of Wisconsin Center for Dairy Profitability 
Jenny Vanderlin, University of Wisconsin Center for Dairy Profitability 

The Heart of the Farm – Women in Agriculture program addresses the needs of farm women and men by providing education on 

pertinent topics, connecting them with agricultural resources, and creating support networks. http://fyi.uwex.edu/heartofthefarm 

For other farm financial information and resources contact: Center for Dairy Profitability: http:://cdp.wisc.edu  

Copyright © 2017 by the Board of Regents of the University of Wisconsin System doing business as the division of Cooperative Extension of the 
University of Wisconsin-Extension. All rights reserved. 

An EEO/AA employer, the University of Wisconsin-Extension, provides equal opportunities in employment and programming, including Title VI, 
Title IX, and ADA requirements. Persons with disabilities who require alternative means for communication of program information (Braille, large 
print, audiotape, etc.) should contact: oedi@uwex.uwc.edu 

Next up…. 

Part I: Understanding the Concept and Structure of the Farm Business Balance Sheet 
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             Understanding the Farm Business Balance Sheet, Part I 

The balance sheet is a report of the 

farm business’  financial position 

(strength) at a point in time. It is 

referred to as a “balance” sheet 

because it adheres to the accounting 

formula:  

Assets = Liabilities + Net worth 

The balance sheet is also known as a 

net worth statement because of the 

importance of net worth with respect 

to representing financial position.  

How is the Balance Sheet Created?  

The farm business is comprised of 

“assets” – such things as cash, savings, 

cattle, machinery, buildings, and land. 

The assets have claims upon them by 

lenders, cooperatives, dealers, etc., 

referred to as “liabilities.” The assets 

are also claimed by the owner, 

referred to as “net worth” (or owner 

equity).  

The value of the assets “balance,” or 

equal the sum of the liabilities and net 

worth, creating the conceptual 

structure to the balance sheet.  

Assets (identifying and valuing) 

The balance sheet is specifically 

structured by how the assets are 

classified, either as “current” or “non-

current” assets. All assets are 

identified; those assets generally used 

or sold within the next year are 

classified as current assets, and assets 

having a longer life are classified as 

non-current assets.  

 

It is common in production agriculture 

to further classify non-current assets 

as “intermediate” and “long-term” 

assets. Intermediate assets include 

such things as breeding livestock, and 

machinery and equipment. Long-term 

assets include such things as buildings 

and land.  

It is important to identify and have an 

accurate physical count (i.e., number 

of head, bushels, etc.) of all assets. It 

is also important to appropriately 

value all assets, being consistent in 

the valuation approach over time.  

The valuation method(s) used will 

affect how the balance sheet 

represents the financial position of 

the farm business. An application of 

representative market values to 

The first primary financial management report often created for the farm 

business is the Balance Sheet. It provides insight of farm liquidity and solvency . 

What is the Concept and Structure of the Balance Sheet? 

By Sandy Stuttgen, University of Wisconsin Extension, Taylor County 

The Financial Model illustrates the 

management-to-decision-making 

process, and the tools used to make 

decisions. Beginning with collecting and 

organizing financial information 

(records) through an accounting system, 

the information is then transformed into 

financial statements for analysis and 

interpretation of the farm’s financial 

position and performance. Through the 

budgeting process, analysis for 

feasibility, profitability and risk-ability, 

allow for making the best decisions for 

the farm business. 
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current assets, and some trend of 

market values to non-current assets, 

is somewhat common in creating a 

“market-value” balance sheet.  

Applying a cost-less-depreciation 

approach to non-current assets is 

common in creating a “cost-basis” 

balance sheet. Market value and cost-

basis balance sheets provide different 

insights to financial position and serve 

different purposes.  

Furthermore, what is included in “all” 

assets will determine if the balance 

sheet represents the farm business or 

is a combined balance sheet, 

representing business and personal 

assets.  

Liabilities 

Liabilities are commonly classified as 

current or non-current (intermediate 

and long-term), similar to how the 

assets are classified. Current liabilities 

are due within the next year, 

intermediate liabilities will generally 

be paid within 1 to 10 years, and long-

term liabilities are due beyond 10 

years. A particular claim (i.e., 

mortgage) may have portions 

classified as current or non-current, 

depending how the claim is 

structured to be paid.  

 “Contingent” liabilities may or may 

not be included on the balance sheet. 

They are often associated with the 

market value balance sheet, 

representing a liability triggered by an 

event, such as capital gains tax 

triggered by the sale of land. Balance 

sheets for “ongoing” farm businesses 

sometimes omit contingent liabilities.  

Net Worth (Owner Equity) 

Net worth represents the claim upon 

the assets of the farm business by the 

owner. It is calculated by subtracting 

the value of the liabilities from the 

value of the assets.  

Balance Sheet Design  

While the balance sheet may have 

varied designs or appearances, it 

adheres structurally to the balance 

concept of the accounting formula:  

    Assets = Liabilities + Net Worth 

There are two common preferences 

in designing the balance sheet as 

show in the following diagrams:  

 

 

Summary 

This factsheet discusses the concept 

of the balance sheet and how it is 

structured to represent the financial 

position of the farm business. 

Interpretation and Analysis of 

financial position (i.e., liquidity, 

solvency, etc.) are addressed in Part II 

of this series.  
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 Understanding the Farm Business Balance Sheet

 Part II: Interpretation and Analysis 

The balance sheet is a report of the 

farm business’  financial position 

(strength) at a point in time. Position 

can be analyzed and interpreted 

using the Farm Financial Standards 

Council (FFSC) measures which are 

applied across production 

agriculture. 

The FFSC recommends 21 measures 

across five criteria of solvency, 

liquidity, profitability, repayment 

capacity and financial efficiency in 

evaluating the farm’s financial 

position and performance.  

Balance sheet information indicates 

the farm’s solvency.  Solvency 

measures the farm’s ability to pay its 

debts and what remains to the 

owners if the farm were sold.  

Solvency, measured by debt-to-asset,  

equity-to-asset and debt-to-equity 

ratios, is at the heart of analyzing and 

interpreting the farm’s financial 

position.  

Market-based balance sheets are 

often used for analyzing solvency.  In 

contrast, a cost-based balance sheet 

will generally reflect a lower solvency 

position because assets remain at cost 

rather than appreciated values. It is 

therefore important to be aware of 

which balance sheet is being used in 

the analysis.   

The three FFSC measures for solvency 

are merely different views of the 

same farm—seeing it from a lender’s 

perspective (debt-to-asset) versus a 

producer’s perspective (equity-to-

asset).   

The debt-to-asset ratio is calculated 

by dividing the total liabilities by the 

total assets and multiplying the result 

by 100, expressing it as a percentage. 

This ratio indicates what proportion of 

total farm assets are owed to 

creditors. Lenders may prefer this 

ratio as it indicates their investment in  

the business. 

A higher debt-to-asset ratio indicates 

the farm has greater risk exposure. 

Generally a farm is considered at 

higher risk when its debt-to-asset 

ratio is greater than 70%, and 

conversely, stronger when this ratio is 

less than 30%. In other words, a farm 

business has a higher risk position 

when for every dollar of assets there 

is seventy cents of debt.  Specifically, 

the ratio depends on the type, size, 

and ownership structure of the farm. 

By Sandy Stuttgen, University of Wisconsin Extension, Taylor County 

The first financial management report often created for the farm business is the 
Balance Sheet. It provides insight of farm solvency and liquidity.  

What is meant by Solvency and Liquidity?  

The Financial Model illustrates the 

management-to-decision-making 

process, and the tools used to make 

decisions. Beginning with collecting and 

organizing financial information 

(records) through an accounting system, 

the information is then transformed into 

financial statements for analysis and 

interpretation of the farm’s financial 

position and performance. Through the 

budgeting process, analysis for 

feasibility, profitability and risk-ability, 

allow for making the best decisions for 

the farm business. 167



 

 

 The equity-to-asset ratio is calculated 

by dividing the owner’s equity by the 

total farm assets and multiplying the 

result by 100. This ratio represents 

the proportion of the total farm 

assets claimed by the owner(s), as 

owner’s equity.  

The higher the value of this ratio, the 

more total capital has been supplied 

by the owner(s) and less by the 

creditors. A farm business is 

generally stronger when its equity-to-

asset ratio is greater than 70%, and 

conversely, less strong when this ratio 

is 30% or less. Again, the measure will 

vary depending on type, size, and 

ownership structure of the farm. 

The debt-to-equity ratio is expressed 

as a percentage and is calculated by 

dividing the total farm liabilities by 

the owner’s equity and multiplying 

the result by 100. It is a lender versus 

owner view of the farm.  It indicates 

how much the owners have leveraged 

their equity in the business.  The 

higher the value of this ratio, the 

more total capital has been supplied 

by the creditors and less by the 

owner(s).  

Balance sheet information also 

indicates the farm’s liquidity. 

Liquidity measures how well the farm 

generates cash to pay operating 

expense, family living, taxes, and 

satisfy debt obligations on a timely 

basis. The FFSC recommends three 

measures of liquidity, including  the 

current ratio, working capital, and 

working capital to gross revenue. 

The current ratio and working capital 

both measure the extent to which 

current farm assets, when sold today, 

would pay off current farm liabilities. 

The current ratio is calculated by 

dividing the total current farm assets 

by the total current farm liabilities. 

Working capital is calculated by 

subtracting the total current farm 

liabilities from the total current farm 

assets.  A higher current ratio  (> 1.5)

or higher working capital amount 

indicates greater liquidity.  However, 

both measures must consider  the 

type and size of farm, and the point in 

the production cycle, along with the 

value placed on assets. 

The working capital to gross revenue 

ratio is calculated by dividing the 

working capital by gross revenues.  It 

provides insight of working capital 

relative to farm size.  A higher 

working capital to gross revenue 

ratio indicates greater liquidity.   

Liquidity problems occur when there 

is a sudden drop of income, poorly 

structured debt, high current 

liabilities which force sales at 

unprofitable prices, and when large 

unplanned expenses develop.  

Summary  

This factsheet discusses how the 

farm’s position, measured by solvency 

and liquidity, is calculated from the 

balance sheet. We may begin to 

understand the farm’s performance 

by evaluating the balance sheet and 

the income statement together to 

calculate profitability ratios. 
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                    Understanding the Farm Income Statement Part I 

Farm performance is measured using the 

Income Statement. The Income 

Statement answers the question, did the 

farm generate an adequate return on the 

investment of your money, labor and 

management? Net Farm Cash Income, 

Net Farm Income from Operations 

(NFIFO), and Net Farm Income (NFI) are 

calculated from the Income Statement. 

The Income Statement is also known as a 

Profit and Loss Statement. It may also be 

called an Earnings Statement or Farm 

Earnings Statement. 

Every farm business produces a product. 

Product sales generate a return to the 

expenses incurred when making the 

product. The Income Statement measures 

the cash income, cash expenses, and the 

monetary value of non-cash income and 

expense used during one production 

cycle. Accrual adjustments to both cash 

income and expenses are made. 

Depreciation and changes in capital assets 

are also accounted for. The result is a 

statement of the monetary value of the 

farm’s production for the year, and the 

cost of that production.  

The statement has two categories, 

income and expenses. Accrual 

adjustments are made to both categories. 

Depreciation and capital adjustments are 

factored in.   

The year’s Profit or Loss from Farming (IRS 

Form 1040, also known as the Schedule F 

and the Record of Business Property Sold 

(IRS Form 4797) may be used when 

creating the Income Statement. The 

current beginning and ending year 

Balance Sheets are also useful in to 

constructing the Income Statement. The 

accrual adjustments are made from the 

asset and liability items listed on the 

Balance Sheet, and the change in capital 

assets listed on Form 4797.  

Structure: Step 1: Cash 

The Income Statement begins with 

recognizing the farm’s income. All cash 

receipts representing income for the year 

are categorized and totaled. These items 

are found on the Schedule F and Form 

4797 and include the sale of both raised 

livestock and market livestock purchased 

for resale, and the sale of breeding 

livestock before capital adjustments are 

made. Loan proceeds are not counted as 

income. Nonfarm sources of income are 

also not recorded here. 

Next, all cash operating expense 

categories and interest paid are listed and 

The Income Statement is a report of the farm business’                       

financial performance during a given time frame. 

What is the Concept and Structure of the Income Statement? 

By Sandy Stuttgen, University of Wisconsin Extension, Taylor County 

The Financial Model illustrates the 

management-to-decision-making 

process, and the tools used to make 

decisions. Beginning with collecting and 

organizing financial information 

(records) through an accounting system, 

the information is then transformed into 

financial statements for analysis and 

interpretation of the farm’s financial 

position and performance. Through the 

budgeting process, analysis for 

feasibility, profitability and risk-ability, 

allow for making the best decisions for 

the farm business. 169



 totaled. Again, these items are 

found on the Schedule F. 

Subtraction of the totaled expense 

from totaled income yields the Net 

Cash Farm Income. 

Structure: Step 2: Non-cash items 

Adjustments to cash income and 

expense are made to gain an 

accurate measure of farm 

performance during the annual 

production cycle. The process of 

accounting for all transactions to 

the year the item was produced is 

known as accrual accounting.  

Net Farm Income from Operations 

(NFIFO), also known as Net Operating 

Profit or Net Profit from Operations is 

calculated as noncash adjustments are 

made to income and expense. The 

beginning and ending year Balance Sheets 

are used to make these adjustments to 

the Income Statement.  

The non-cash income adjustments include 

the changes in inventories of grown crops 

and feed, market and breeding livestock, 

accounts receivable, and unpaid 

cooperative distributions. They represent 

an increase or decrease in earned 

income. 

The non-cash expense adjustments 

include changes in purchased inventories, 

prepaid expenses, and accounts payable 

and accrued interest. Net Farm Income 

from Operations (NFIFO) is calculated 

once these adjustments are made and 

depreciation is accounted for.  

Net Farm Income (NFI) is calculated after 

changes in capital assets are accounted 

for. Net Farm Income is the last 

calculation made, after gain (or loss) of 

capital assets is recognized. 

What do NFIFO and NFI tell us? 

NFIFO represents the accrual adjusted 

gross income minus expenses, including 

depreciation. It does not include the sale 

or purchases of capital assets. NFIFO 

represents the profit resulting from a 

typical year of farming operations.   

NFI considers all accrual adjusted income 

and expenses including those that 

resulted from extraordinary changes, 

such as sales of capital assets, i.e. sales of 

equipment or buildings. 

Summary 

NFI should be increasing and returning an 

economic return that makes sense for 

continuing to invest money (yours and 

others), labor and management in your 

farming business. Benchmarking your NFI 

to previous years and to other similar 

farms gives insight to indicate your 

performance.  
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Next up…. 
Part II:  Accrual Adjustments and Interpretation of the Farm Income Statement 

Income Statement  Farm Name ___________________ Fiscal Year _________ 

Total Cash Income = sum of all cash farm income  
Total Adjusted Income = Total Cash Income +/- Accrual Adjustments to  from changes from 

Crop changes 
Raised breeding livestock 
Accounts receivable, unpaid cooperative distributions 

Total Cash Expenses = sum all cash farm expense categories and interest paid  
Total Adjusted Expense = Total Cash Expense + Depreciation +/- Accrual Adjustments from changes in 

Purchased inventories 
Prepaid expenses 
Accounts payable 
Accrued interest 

Net Cash Farm Income = Total Cash income – Total Cash expense 

Net Farm Income from Operations (NFIFO) = Total Adjusted Income – Total Adjusted Expense 

Net Farm Income (NFI) = NFIFO + gain (or loss) of capital assets. 
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   Understanding the Farm Income Statement 

 Part II: Accrual Adjustments and Interpretation 

Accrual adjustments are made on the 
income statement to better reflect 
earned profitability performance of 
the farm business. This factsheet 
provides more detail about the non-
cash accrual adjustments, introduced 
in Part I of this series. Net Farm 
Income from Operations (NFIFO) is 
calculated once these adjustments are 
made and depreciation is accounted 
for. Calculation of Net Farm Income 
(NFI) is calculated after changes in 
capital assets are accounted for.  

Adjustments to Income 

Two primary adjustments made to 
income include inventory changes and 
changes in accounts receivable. 
Inventory changes reflect the change 
in value (by some combination of 
quantity and price) of grown crops 

held for sale or feed, and market and 
raised breeding livestock. Subtract 
beginning of the year values of these 
inventory items from the end of year 
values to determine the net 
adjustment. Ending year inventory 
that is smaller than beginning year 
inventory is accounted for as reducing 
this year’s income. Larger ending 
inventory is recognized as increasing 
income. 

Breeding livestock raised but not sold 
during the year are accrual-adjusted 
to the current year. Production from 
these animals contributes to income; 
however, their change in value also 
affects income. 

Changes in accounts receivable 
reconcile between the year when 
products are sold and when they are 

paid for. Products sold this year but 
payment not received this year, 
create an account receivable. Cash 
income received for the product, plus 
the account receivable amount, 
reflect the value of the product 
produced for the year.  

Adjustments to Expense 

Two primary adjustments made to 
expenses include changes in 
purchased inventory and prepaid 
expense, and changes in accounts 
payable. Purchased inventories (i.e., 
seed) this year that will be used next 
year, are reflected as an increase in 
cash expense for this year. The change 
(increase) in purchased inventory is 
therefore subtracted from cash 
expense (an accrual adjustment) to 
accurately align the expense with the 
year the item was used.  

Accrual adjustments are made in the Income Statement. 

How are these adjustments made?  

What do the Income Statement calculations tell us? 

By Sandy Stuttgen, University of Wisconsin Extension, Taylor County 

The Financial Model illustrates the 

management-to-decision-making 

process, and the tools used to make 

decisions. Beginning with collecting and 

organizing financial information 

(records) through an accounting system, 

the information is then transformed into 

financial statements for analysis and 

interpretation of the farm’s financial 

position and performance. Through the 

budgeting process, analysis for 

feasibility, profitability and risk-ability, 

allow for making the best decisions for 

the farm business. 
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Prepaid expenses are accounted for in 
the year they were used for 
production. If the item was purchased 
this year (to be used next year), then 
make an accrual adjustment by 
reducing this year’s expenses by the 
amount of that prepaid expense.  

Accounts payable represent unpaid 
bills. The amount of the unpaid bills at 
year end reflect expenses incurred for 
the year that are not reflected as cash 
expense, and therefore, the change 
(increase) in accounts payable is 
added to cash expenses (an accrual 
adjustment) to accurately align the 
expense with the year in which it 
occurred.  

Within accounts payable, or 
recognized separately, accrued 
interest represents the year’s 
accumulated interest that has not yet 
been paid. It is accounted for as an 
increase to this year’s expenses.  

Depreciation and Sales of Capital 
Assets 

Depreciation is a non-cash expense 
(neither a cash expense or accrual 

adjustment) and is included on the 
income statement. It represents how 
and the annual amount, as expense, 
of a capital asset as it is used up in 
service to the farm business.  

Net Farm Income from Operations 
(NFIFO) reflects profitability of a 
typical year for the farm business. In 
contrast, Net Farm Income (NFI) 
reflects this specific year and includes 
“extraordinary” ways the farm 
generated profit during the year. For 
example, the farm sold a combine 
(capital asset) this year, which is not 
typical every year. Therefore,  
additional (extraordinary) income was 
earned this year, which is then 
accounted for on this year’s income 
statement. 

Gain (loss) on sale of capital assets 
represent extraordinary items (beyond 
normal production) that impact the 
profitability of the business. 
Machinery, equipment, buildings and 
land are occasionally sold, and are 
recognized in the year when the sales 
are made. 

  

The Bottom Line 

NFIFO and NFI are used to calculate 
several ratios and benchmarking 
these ratios to industry guidelines 
provides insight to your farm’s 
performance. These ratios include 
Rate of Return on Farm Assets (ROA), 
Rate of Return on Farm Equity (ROE) 
and Operating Profit Margin Ratio. 
These ratios are discussed next n this 
series of factsheets, Understanding 
Profitability using the Balance Sheet 
and Income Statement. 

To be successful, the farm business 
NFI should be positive. The business 
should return a profit to the money 
(yours and others), labor and 
management invested in it. 
Benchmarking your profitability 
measures to previous years and to 
other similar farms indicates your 
performance. Understanding your 
current profitability gives insight to 
farm business decisions.  
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Understanding Profitability using the Balance Sheet and Income Statement 
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Profitability is the difference 

between the value of the goods 

produced by the farm business and 

the associated costs for producing 

them. The Farm Financial Standards 

Council (FFSC) measures profitability 

by evaluating the Net Farm Income 

(NFI) and several ratios and 

benchmarks them to the farming 

industry. The ratios include Rate of 

Return on Farm Assets (ROA), Rate of 

Return on Farm Equity (ROE) and the 

Operating Profit Margin (OPM) Ratio. 

Figures used in these ratios are 

derived from the Balance Sheet and 

Income Statement. 

Parts I and II of Understanding the 

Farm Income Statement series discuss 

NFIFO and NFI calculations. Net Farm 

Income from Operations (NFIFO) 

measures the farm’s profitability for a 

typical farming year as it 

accounts for adjusted income 

and expenses including 

depreciation. While NFIFO 

reflects the profitability of the 

farm operation, it does not 

include the sale or purchase of 

capital assets, which are 

considered extraordinary 

events in a typical year. NFI 

remains after the changes to 

capital assets are recognized.  

 

 

NFI represents the income generated 

by the farm for that year. Part of this 

income is returned to labor and 

management.  The part of this 

income, not used for labor and 

management, increases the farm’s net 

worth. To remain viable, the business 

itself must grow its net worth.  

The NFIFO and NFI are often the first 

measures of profit that the owner/

operator looks for, as they show the 

return to the resources (management, 

unpaid labor and capital) that they 

invested in the farm. But a deeper 

analysis allowing for comparison with 

peers, evaluation of trends and 

improvement over time, and 

evaluation for potential growth 

requires the calculations of the FFSC 

profitability ratios. These ratios 

consider the financial rate of return  

to the owner and creditors’ 

investments in the farm; is this rate of 

return comparable to investments in 

other business entities?  

The Rate of Return on Farm Assets 

(ROA) looks at the rate of return to 

the total farm assets. ROA is 

calculated as (NFIFO + Farm Interest 

Expense – Unpaid Labor and 

Management) / Average Total of 

Farm Assets.  

The NFIFO and interest expenses can 

be found on the Income Statement 

while Total Assets can be found on 

the Balance Sheet. Unpaid labor and 

management is typically not reported 

in the financial statements. These fees 

represent the value of the labor and 

management that was provided by 

the operator and family and for which 

no wages have been paid.  

Putting a value on unpaid 

labor and management is 

always difficult because it is 

hard to quantify and value. 

To get an estimate of 

unpaid labor and 

management ask yourself 

the  question “What could I 

have earned if I had been 

working elsewhere?” The 

answer would be the salary 

of your next best 

employment alternative.  

How are Balance Sheet and Income Statement information 

used to measure profitability? 

By Sandy Stuttgen, University of Wisconsin Extension, Taylor County and  

Simon Jette-Nantel, University of Wisconsin –River Falls  

                                              Understanding Profitability 

                 Using the Balance Sheet and Income Statement                                    
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A farm is more profitable when ROA 

is more positive; a negative ROA 

would mean that the farm is 

unprofitable. Should the ROA be 

lower than the interest rate paid on 

debt, it would imply that the farm is 

paying more  interest on borrowed 

funds than it is making by investing 

those borrowed funds in farm assets. 

In other words, the farm would be 

losing money on every dollar 

borrowed. In the end, this would 

seriously limit the capacity of the 

farm to build equity to support its 

growth. A more positive ROA is a sign 

of good financial performance.   

The Rate of Return on Farm Equity 

(ROE) looks only at the rate of return 

to the owner’s equity. ROE is 

calculated as (NFIFO – Unpaid Labor 

and Management) / Average Total 

Farm Equity. The calculation uses 

much of the same information as for 

the ROA, except for the Total Equity, 

which is found on the Balance Sheet. 

We want ROE to be more positive, 

indicating that the equity of the 

owner is growing. Growth in equity 

represents growth in your retirement 

funds and a greater capacity to 

finance farm expansion. If ROE is low, 

you may have to ask whether your 

farm, as it stands, can support your 

retirement and/or expansion plans. 

Can you make appropriate changes to 

increase your ROE or would you be 

better off investing that equity in 

something other than the farm?  

Operating Profit Margin Ratio (OPM) 

is calculated as (NFIFO + Farm 

Interest Expense – Unpaid Labor and 

Management) /Gross Revenue. OPM 

is a measure of profitability and is 

determined based on information 

from the Income Statement and 

indicates how efficient the farm 

business is.  

OPM is measured as a percentage; 

Efficient and profitable farms have a  

larger OPM. Lower OPM Ratios 

indicate a weakness and/or higher 

input costs. OPM can be lower on 

farms where most assets (e.g. land) 

are rented. As with the ROA and ROE, 

this ratio may be benchmarked with 

that of other farms.  

A low OPM is usually due to having 

high cost of production per unit, or a 

farm receiving lower price for its 

product. Thus, a low OPM points at 

either cost control and production 

efficiency issues, and/or price and 

marketing issues. Looking at specific 

cost items such as feed cost per 

hundredweight or crop production 

cost per unit  and/or average price 

received to that of other farms, could 

help identify  issues more specifically. 

Summary 

When added to NFIFO and NFI, the 

ROA, ROE and OPM ratios provide a 

more complete picture of the farm 

performance. Together they allow for 

a more detailed analysis and 

understanding that can help 

troubleshoot the financial problems 

of your farm. Note that your ROA and 

ROE could be low or negative even if 

your NFIFO is positive and the farm 

has enough cash to pay the bills. ROA 

and ROE are often seen as better 

measures of the ability of the farm to 

remain afloat and to generate the 

resources needed to fund retirement 

and/or expansion plans.   

Authors: Sandy Stuttgen, Agriculture Educator, University of Wisconsin-Extension, Taylor County. sandy.stuttgen@ces.uwex.edu 
Simon Jette-Nantel, Assistant Professor and Extension Farm Management Specialist, University of Wisconsin –River Falls.      
simon.jettenantel@uwrf.edu 

Special Thanks to Reviewers: 
Heather Schlesser, Dairy and Livestock Agent, University of Wisconsin-Extension, Marathon County.  
Nate Splett, University of Wisconsin-River Falls Emeritus, & University of Wisconsin Center for Dairy Profitability 
Jenny Vanderlin, University of Wisconsin Center for Dairy Profitability 

The Heart of the Farm – Women in Agriculture program addresses the needs of farm women and men by providing education on 

pertinent topics, connecting them with agricultural resources, and creating support networks. http://fyi.uwex.edu/heartofthefarm 

For other farm financial information and resources contact: Center for Dairy Profitability, http:://cdp.wisc.edu  

Copyright © 2018 by the Board of Regents of the University of Wisconsin System doing business as the division of Cooperative Extension of the 
University of Wisconsin-Extension. All rights reserved. 
An EEO/AA employer, the University of Wisconsin-Extension, provides equal opportunities in employment and programming, including Title VI, 
Title IX, and ADA requirements. Persons with disabilities who require alternative means for communication of program information (Braille, large 
print, audiotape, etc.) should contact: oedi@uwex.uwc.edu 
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Farming Your Finances 
Quiz Scores Transmittal Form 

Administer the Pre-Participation Quiz before the workshop begins (on the first day), collect and 
grade them, using the Answer Key provided. 

Administer the Post-Participation Quiz at the conclusion of the workshop (at the end of the 
second day), collect and grade them using the Answer Key provided. 

Transfer scores to this table and email this completed form along with scanned copies of the 
individual graded quizzes to Sandy Stuttgen: sandy.stuttgen@ces.uwex.edu for statistical 
analysis. 

Thank you 

Attendee Pre-participation Score 
10 pts maximum 

Post-participation Score 
10 pts maximum 
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Farming Your Finances Pre-Participation Quiz Page 1 of 2 

Farming Your Finances 

Pre-participation Quiz 

Before participating in this workshop, please complete this quiz by 
selecting one answer to each question. Please do not guess, if you do not know 
the correct answer, then select the ‘I don’t know’ option. 

Name ____________________________________ 

Q1. What is the goal for successful farm management? Circle one response 

A. Managing crop and or animal production

B. Tracking income and expenses

C. Integrating production and financial management of the farm

D. Satisfying the accountant

E. I don’t know

Q2. Why keep financial records? Circle one response 

A. For tax preparation
B. To provide Information to the lender
C. For future decision making
D. All the above
E. I don’t know

Q3. To make decisions that will generate future profitability, the farm manager must 
understand the farm’s financial _________________________ Circle one response 

A. Performance
B. Position
C. Profitability Ratios
D. All of the above
E. I don’t know

Q 4. Owner’s Equity is the same thing as ___________________ Circle one response   

A. Owner’s Net Worth
B. Net Farm Income
C. Return to Management
D. Farm Assets
E. I don’t know

Q 5. On its own, a Balance Sheet provides a snapshot of the farm’s financial__________ 

 Circle one response 

A. Performance
B. Position
C. Profitability Ratios
D. B and C
E. I don’t know
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Farming Your Finances Pre-Participation Quiz Page 2 of 2 
 

Name___________________________ 

 

Q6. The farm Income Statement_______________ circle one response 

A. Is the same thing as the Schedule F 
B. Measures farm performance 
C. Makes accrual adjustments to income and expenses 
D. Both B and C 
E. I don’t know  

Q7. Where are milk sales reported on the Schedule F? Circle one response 

A. Line 29 
B. Not reported on the Schedule F 
C. Line 2 
D. Line 9 
E. I don’t know 

Q8. Where are income taxes reported on Schedule F? Circle one response 

A. Line 3 
B. Line 29 
C. Not reported on the Schedule F 
D. Line 34 
E. I don’t know 

Q9. Which is used by the FFSC to measure solvency? Circle one response   

A. Net farm income 

B. Rate of return on assets 

C. Debt to asset ratio  

D. Asset turnover ratio 

E. I don’t know 

Q10. Which measure indicates farm performance? Circle one response 

A. Working capital ratio 

B. Rate of return on assets 

C. Debt to asset ratio  

D. Current ratio 

E. I don’t know 

 
 
Thank you. This concludes this quiz. 
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Farming Your Finances 

Post-participation Quiz 

After completing this workshop, please complete this quiz by selecting 
one answer to each question. Please do not guess, if you do not know the 
correct answer, then select the ‘I don’t know’ option. 

Name ____________________________________ 
 
Q1. What is the goal for successful farm management? Circle one response 

A. Managing crop and or animal production  

B. Tracking income and expenses 

C. Integrating production and financial management of the farm 

D. Satisfying the accountant 

E. I don’t know 

Q2. Why keep financial records? Circle one response 

A. For tax preparation 
B. To provide Information to the lender 
C. For future decision making 
D. All the above 
E. I don’t know 

Q3. To make decisions that will generate future profitability, the farm manager must 
understand the farm’s financial _________________________ Circle one response  

A. Performance 
B. Position 
C. Profitability Ratios 
D. All of the above 
E. I don’t know  

Q 4. Owner’s Equity is the same thing as ___________________ Circle one response    

A. Owner’s Net Worth 
B. Net Farm Income 
C. Return to Management 
D. Farm Assets 
E. I don’t know 

Q 5. On its own, a Balance Sheet provides a snapshot of the farm’s financial__________ 

 Circle one response 

A. Performance 
B. Position 
C. Profitability Ratios 
D. B and C 
E. I don’t know  
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Farming Your Finances Post-Participation Quiz Page 2 of 2 

Name___________________________ 

Q6. The farm Income Statement_______________ circle one response 

A. Is the same thing as the Schedule F
B. Measures farm performance
C. Makes accrual adjustments to income and expenses
D. Both B and C
E. I don’t know

Q7. Where are milk sales reported on the Schedule F? Circle one response 

A. Line 29
B. Not reported on the Schedule F
C. Line 2
D. Line 9
E. I don’t know

Q8. Where are income taxes reported on Schedule F? Circle one response 

A. Line 3
B. Line 29
C. Not reported on the Schedule F
D. Line 34
E. I don’t know

Q9. Which is used by the FFSC to measure solvency? Circle one response 

A. Net farm income

B. Rate of return on assets

C. Debt to asset ratio

D. Asset turnover ratio

E. I don’t know

Q10. Which measure indicates farm performance? Circle one response 

A. Working capital ratio

B. Rate of return on assets

C. Debt to asset ratio

D. Current ratio

E. I don’t know

Thank you. This concludes this quiz. 
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Financial Management 

Quizzes Answer Key 

Q1. What is the goal for successful farm management? Circle one response 
a. Managing crop and or animal production
b. Tracking income and expenses
c. Integrating production and financial management of the farm
d. Satisfying the accountant
e. I don’t know

Q2. Why keep financial records? Circle one response 
a. For tax preparation
b. To provide Information to the lender
c. For future decision making
d. All the above
e. I don’t know

Q3. To make decisions that will generate future profitability, the farm manager must 
understand the farm’s financial _________________________ Circle one response 

A. Performance
B. Position
C. Profitability Ratios
D. All of the above
E. I don’t know

Q 4. Owner’s Equity is the same thing as ___________________ Circle one response   
A. Owner’s Net Worth
B. Net Farm Income
C. Return to Management
D. Farm Assets
E. I don’t know

Q 5. On its own, a Balance Sheet provides a snapshot of the farm’s financial__________ 
 Circle one response 

A. Performance
B. Position
C. Profitability Ratios
D. B and C
E. I don’t know

Continued next page…. 
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Q6. The farm Income Statement_______________ circle one response 

A. Is the same thing as the Schedule F
B. Measures farm performance
C. Makes accrual adjustments to income and expenses
D. Both B and C
E. I don’t know

Q7. Where are milk sales reported on the Schedule F? Circle one response 

A. Line 29
B. Not reported on the Schedule F
C. Line 2
D. Line 9
E. I don’t know

Q8. Where are income taxes reported on Schedule F? Circle one response 

A. Line 3
B. Line 29
C. Not reported on the Schedule F
D. Line 34
E. I don’t know

Q9. Which is used by the FFSC to measure solvency? Circle one response 

A. Net farm income

B. Rate of return on assets

C. Debt to asset ratio

D. Asset turnover ratio

E. I don’t know

Q10. Which measure indicates farm performance? Circle one response 

A. Working capital ratio

B. Rate of return on assets

C. Debt to asset ratio

D. Current ratio

E. I don’t know

Thank you. This concludes this quiz. 
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T h i s  c e r t i f i c a t e  i s  a w a r d e d  t o

I n  R e c o g n i t i o n o f  S u c c e s s f u l  C o m p l e t i o n o f

H e a r t  o f  t h e F a r m : F a r m i n g  y o u r  F i n a n c e s

O n  D a t e o f  P r o g r a m

1 0  h o u r p r o g r a m

P a r t i c i p a n t  N a m e

UW-Extension Representative Date 

U n i v e r s i t y  o f  W i s c o n s i n - E x t e n s i o n

C e r t i f i c a t e  o f  P a r t i c i p a t i o n  

T o p i c s I n c l u d e :

F i n a n c i a l  M o d e l I n c o m e  S t a t e m e n t  

B a l a n c e  S h e e t  S c h e d u l e  F  

R e c o r d  K e e p i n g  F i n a n c i a l  A n a l y s i s
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