~ s

it 2017 Risk and Profit Conference 9@9
K' STATE Breakout Session Presenters
Research and Extension AgManaggfrn

2. Benchmarking Farm Financials During Challenging Times

Robin Reid <robinreid@ksu.edu>
Robin Reid is an Extension Associate with the Agricultural Economics
Department at K-State. Prior to joining the department in 2014, she served
as an Extension Agent for a four-county area of Kansas in the areas of
livestock production and farm management. Robin works on a variety of
economic topics including farm financial management, enterprise budgeting,
farmland rental rates, Farm Bill programs, and much more. Robin grew up
on a farm in Wisconsin and earned a B.S. in Agricultural Business from UW-
River Falls. She also holds a M.S. in Agricultural Economics from K-State.

Mark Dikeman <dikemanm@ksu.edu>
Mark Dikeman is the Associate Director of the Kansas Farm Management
Association. Before working in this position, he worked as Coordinator of
Professional Development and Training with KFMA and as an Extension Ag
Economist in the Holton KFMA office. Mark received a B.S. degree in
Animal Sciences and Industry and a M.S. degree in Agricultural Economics
from Kansas State University.

Abstract/Summary
In these times of low agricultural profitability, knowing your financial ratios
and how they compare to similar farms in Kansas can shed light on
strengths and weaknesses in the farm business. Robin Reid presents a tool
to benchmark 11 common farm financial ratios against different subsets of
farms in the Kansas Farm Management Association. Both 10-year averages
and recent financial ratios (2016) are used to reveal a distribution of where a
farm falls compared to its peers. Mark Dikeman presents a decision tree that
points to what might be contributing to vulnerable financial ratios and how
improvements can be made.



Benchmarking Farm Financials
During Challenging Times

Robin Reid
Extension Associate
K-State Department of Ag. Economics

Mark Dikeman
Associate Director
Kansas Farm Management Association
%@

KANSAS STATE

Manager
UNIVERSITY Ag sJﬂ"ﬂ
IASSETS: LIABILITIES AND NET WORTH:
January1l December31  Average Januaryl  December31 Average
1) Cash $13,019 $7,473 $10,246 16) Accounts Payable/Accrued Expenses $550 $800 $675
2) Accounts Receivable $205 $550 $378 |21 Income & Social Security Taxes Payable $16,500 $17,810 $17,155
3) Fertilizer and Supplies $67,905 $80,600 $74,253 18)C ¢ Portion: Deferred T % %0 s
urren 'ortion: Deterret axes
#4) Investment in Growing Crops $45,563 $30,375 $37,969
5) Crops Held for Sale and Feed 450,850 452,875 51,863 19) Current Loans Due Within One Year $130,048 $150,000 $140,024
I6) Market Livestock $37’800 $36’750 337'275 20) Current Portion of Term Debt $80,578 $72,019 $76,299
f , )

21) Accrued Interest $28,477 $25,660 $27,069
[7) Other Current Assets $0 S0 S0
/8) TOTAL CURRENT ASSETS $215,342 $208,623 $211,982 22)TOTAL CURRENT LIABILITIES $256,153 $266,289 $261,221
9) Breeding Livestock $295,100 $296,200  $295,650  [23) Noncurrent Portion: Deferred Taxes $0 $0 $0
10) Machinery and Equipment $465,035 $423,279 $444,157 24) Noncurrent Portion: Intermediate Loans $154,933 $112,497 $133,715
11) Buildings $40,201 $71,040 $55,621 25) Noncurrent Portion: Long-term Loans $526,495 $496,552 $511,523
12) Investments in Cooperatives $25,453 $27,763 $26,608
13) Land $1,904,000  $1,904,000 $1,904,000  |26) TOTAL NONCURRENT LIABILITIES $681,428 $609,049 $645,238
14) TOTAL NONCURRENT ASSETS $2,729,789 $2,722,282  $2,726,036 27) TOTAL FARM LIABILITIES $937,581 $875,338 $906,459
15) TOTAL FARM ASSETS $2,945,131  $2,930,905 $2,938,018

28) FARM NET WORTH $2,007,549 $2,055,567 $2,031,558

29) TOTAL LIABILITIES AND NET WORTH $2,945,131 $2,930,905 $2,938,018 "
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Income Statement

Farm Business Receipts:

1A) Crop Cash Sales Y $503,518
1B) Ending Crop Inventory $83,250
1C) Beginning Crop INVENTONY ........cccuueermeeemeeresecrenenseesssneenne $96,413
1D) Crop Insurance Proceeds S0

1) Accrual Gross Revenue from Crops .......c.oeesesersssnnes h $490,356
2A) Livestock and Milk Cash Sales ) $141,045

2B) Ending Livestock Inventory ... $332,950
2C) Beginning Livestock Inventory .. $332,900
2D) Livestock Purchase $5,000

2) Accrual Gross Revenue from Livestock and Milk............... h $136,095
3) Agricultural Program Payments .........c.evemeeeriesseecninnes ) $46,336
4) Accounts Receivable Adjustment..........cc.eceeeveeeerenerinenns $345

5) Other Farm Income $13,200

6) ACCRUAL GROSS FARM REVENUE...........coimmmreirnnriirinsviinnaes

KANSAS STATE

UNIVERSITY

$686,332

Farm Business Expenses:

4

7) Purchased Feed $21,583
8) VALUE OF FARM PRODUCTION.........overrverrriivasrnisssriiannnins

9) Labor Hired $40,907
10) Repairs $57,129
11) Seed $67,074
12) Fertilizer $90,685
13) Herbicide and Insecticide $69,358
14) Veterinarian Expense $6,760
15) Storage & Marketing $2,540
16) Machinery Hire and Lease $14,545
17) Fuel and Utilities $29,179
18) Property Tax $1,420
19) Real Estate Tax $4,880
20) General Farm Insurance $5,470
21) Crop Insurance Premiums $15,565
22) Cash Rent $46,240
23) Miscellaneous $11,150
24) Expense Inventory Adjustment .............coceevencvveienreinns ) $12,945
25) ACCRUED OPERATING EXPENSES

26A) Cash Interest Paid $44,565
26B) Accrued Interest Adjustment......occ.eeeeeeeereeeeseeserennens -$2,817
26) Total Interest Expense $41,748
27) Depreciation $46,947

28) TOTAL FARM BUSINESS EXPENSES..

29) NET FARM INCOME

$664,749
$497,430

o
$586,125 %@
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Financial Ratios

* Liquidity

* Current Ratio=Current Farm Assets/Current Farm Liabilities

* Working Capital= Current Farm Assets - Current Farm Liabilities

* Working Capital Ratio= Working Capital/Gross Farm Revenue

* Solvency

* Debt/Asset Ratio= Total Farm Liabilities/Total Farm Assets

KANSAS STATE
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Case Farm:

.81
($49,239)

-7.2%

30.9%
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Financial Ratios

Case Farm:
* Profitability
* Rate of Return on Farm Assets (ROA) 2.79%
* Rate of Return on Farm Equity (ROE) 1.98%
* Operating Profit Margin Ratio 12.3%
* Net Farm Income $100,206
0@@
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Financial Ratios
Case Farm:
* Financial Efficiency
. 22.6%
* Asset Turnover Ratio
* Operating Expense Ratio 72.5%
* Depreciation Expense Ratio 6.8%
* Interest Expense Ratio 6.1%
* Net Farm Income Ratio 14.6%
0@@
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Benchmarking

* Year-to-Year comparison of your operation
* Against similar operations

\ .
KANSAS STATE Aiphaticigii
UNIVERSITY Anfo
KSU-Farm Financial Benchmarking Tool
o "“ vl ‘"‘“ sl * 1,017 KFMA Farms in 2016
T G T E benchmark
M b = * 1,245 KFMA Farms in 10-Year
“TTT1T I % ™ B benchmark
et - . .
[ ﬁ S ) Sl (6 out of 10 years to be included)
-Current Ratio -Working Capital Ratio -Debt-to-Asset Ratio
-Operating Profit Margin -Rate of Return on Farm Assets -Rate of Return on Farm Equity
-Asset Turnover Rate -Operating Expense Ratio -Depreciation Expense Ratio
-Interest Expense Ratio -Net Farm Income Ratio
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Categories

* State-level
* Dairy
* Operator Age (<40 years, 40-60 years, 60+ years)

* Acres (<500, 500-1000,1000-2000,2000+), Cattle (None, Feedyard, <100 Cows,
>100 Cows)

* Regional Level
* Acres
* Cowherd
* Backgrounding/Feedyard
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KSU-Farm Financial Benchmarking Tool

Find it on our website
www.AgManager.info
under “Tools”

- Need Microsoft Excel
- Enable Macros

- Will be updated each

year
et . -~ - _
wou would like to beechmark againgt o “state” o banchmark pddtionsl catagories. Use the dropdown merys i the L o
catapary. LIS d need 19 “Suar Over”. You may
" — vl sl -
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KSU FARM FINANCIAL BENCHMARKING
by:

Crop Acres

Category:

1000-2000

TOOL-
Cattle:

<100 Cows

State of Kansas

. Cumul Distrbuti | Normal Distribution |
Current Ratio
2016| 10-Year|
0| 0.0%] 00%| | 0%
05 7.7%] 21%| | 35y
1| 16.3%) 4.2%)
15 154%| 162%| | 0%
2 87%| 120% 25%
2.5] B8.7%] 12.7%
3| 1.9%| 7.0%)| 20%
3.5] 2.9%| 2.1%| 15%
4| 2.9%| 4.2%) 10%
by: Crop Acres More| 35.6%|  39.4%|
Category: 1000-2000 Start Over ‘Count| 104] 142 5%
Cattle: <100 Cows Average| 23 3.0| 0%
0 05 1 15 25 3 35 4 More
Print
[ e —
Current Ratio: 2.35]
Working Capital Ratio: 48.5%) e 10-Year KFMA Avg ——— 2016 KFMA Farms  esssm2016 Average
Debt to Asset Ratio: 21.0%) =T
Farm Values
Operating Profit Margin -0.1%
Rate of Return on Farm Assets 0.0% Working Captial Ratio
Rate of Return on Farm Equity 1.1%) ml“:‘"'" i 2016] 10-Year
Asset Turnover Rate 18.8%) _50%| 3 8% 145 |40%
Operating Expense Ratio 72.2% -25% 6.7%)| 0.7%| 35%
Depreciation Expense Ratio 12.2%) 0% 13.5%| 4.2%|
Interest Expense Ratio 4.4%!| 25% 18.3%| 23.9%| 30%
Net Farm Income Ratio: 11.2%)| 50% 15.4%| 26.1%| 25%
*Defaults to Averages for 2016 if not entered 75%)| 12.5%| 19.0%|
0%
L X erd
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MNet Farm Income Ratio
2016| 10-Year
-45% 5.8% 0.0% 30%
-30% 1.0% 0.0% 45%
-15% 4.8% 1.4% A0%
0% 21.2% 4.9% 359%
15% 327%|  23.2%
0%
30% 26.9%|  50.0%
25%
45% 5.8%| 19.0%
60% 1.9% 145 | 0%
75% 0.0% 0.0% 15%
More 0.0% 0.0% 10%
Count 104 142 5o
Average 011 021 0%
Net Farm Income Avg. -45% -30%  -15% 0% 15% 30% 45% 60% 75% More

540696 5104,832
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e 10-Year KFMA Avg  —— 2015 KFMA Farms
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Net Farm Income Ratio

2016| 10-Year

-45% 5.8% 0.0%

-30% 6.7% 0.0%

-15% 11.5% 1.4%

0% 32.7% 6.3%

15% 65.4% 29.6%

30% 92.3% 79.6%

45% 98.1% 98.6%

60% 100.0%| 100.0%

75% 100.0%| 100.0%

More 100.0% 100.0%

Count 104 142

Average 011 021
Net Farm Income Avg.

549696 5104832

Your Farm 012
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100%

4%
30%
20%
10%

0%

-45%

-30% -15% 0%

Vulnerable

e 10-Year KFMA Avg

60%

5% More

——— 2016 KFMA Farms  essm'our Farm
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* KSU-Farm Financial Benchmarking tool live demonstration time

\ .
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Farms in Financial Distress
* Cause (or causes) of financial distress may be difficult to identify
* Likely did not happen overnight, won’t be fixed overnight
* May be exaggerated by people/relationships/emotions
* Commonly linked to problems with:

* Liquidity

* Solvency

* Profitability

\ .
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DuPont Profitability Troubleshooting
ves o G At

exceeds the average return generated
from investments. Look at

If the farm is experiencing financial
troubles, profitability probably isn’t
the root of the problem. Evaluate ROE > 8%? ROA >7%2 Yes restructuring debt, selling

No
liquidity, solvency, and family living unproductive assets (and paying
down debt), or leasing rather than
purchasing
No OPM >0.20? No
Yes

Scale, Family Living Farm may not be big enough
to support existing asset base. Fixed cost will likely
be high.

Yes

If ATR and OPM are
both acceptable, why is Look for ways to generate more revenue by better
ROA not acceptable? utilizing existing assets:
+ Improve marketing

Efficiency, Family Living Farm generates an Increase yield

acceptable level of gross revenue from the asset Add non-traditional crops or double crop

base; but there are financial or production Custom work for neighbors

inefficiencies in converting inputs (seed, fertilizer, Non-farm businesses that utilize existing

feed) to outputs (pounds, bushels, tons). Look equipment (snow removal or mowing)

closely at variable costs.

Efficiency, Scale, Debt Structure, Family Living
Profitability is a big problem for this farm but long-
term lack of profitability has likely lead to solvency
and liquidity issues also.

If this is a short-term problem:
* Restructure debt
* Add off-farm employment
Or, decrease the asset base: + Sell equipment or breeding stock
Evaluate: + Sell unproductive assets

Production practices (work with crop Lease equipment when needed rather than

consultants or extension specialists) purchase

Hired and operator/family labor efficiency Custom hire work done

Wasteful spending (farm or family living) Share assets with neighbors

0ld, unreliable equipment

Management ability A combination of all of the above strategies may

Family living expenses be needed to see significant change

« Establish a family living budget

If this is a long-term issue, seriously consider the
future of the farm:
* What toll has the farm taken on personal life?
* How have relationships been affected?
* s it possible to make enough changes to save
the farm?
+ s it time to get out now?
* s bankruptcy a possibility? “M.nasﬁ'i
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Benchmarking and enterprise analysis are critical! Benchmarking and enterprise analysis are critical!
UNIVERSITY

Additional Resources

* ISU File C3-53 — Financial Troubleshooting

* Purdue EC-712-W — Measuring and Analyzing Farm Financial
Performance

* Center for Farm Financial Management — Farm Finance Scorecard

Farm Financial Standards Council — Financial Guidelines for Agriculture

KANSAS STATE
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Time for Questions

Robin Reid

Extension Associate

K-State Agricultural Economics
Newsletter robinreid@ksu.edu

> Kok 7.4 785-532-0964

Grain Market Outlook

Mark Dikeman

ﬂ-‘. Welcome to AgManagerinfo grpnp UPcsning Events Associate Director
K'STATE f'a sas Fa anagement Associatio
""" : dikemanm@ksu.edu

785-539-0373

Check out our website!
www.AgManager.info
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