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COMPEER FINANCIAL

 Formed by merger of three Farm Credit System cooperatives: Badgerland 
Financial; AgStar; 1st Farm Credit

Your local FCS association is Farm Credit Mid-America

 Rural lending (& other financial services) cooperative

 Any owner of agricultural assets or person engaged in ag production is an 
eligible borrower

 Largest ag lender in Upper Midwest…$18 billion in assets

 Approximately 45,000 members

 1,200 employees in 144 counties across three states
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I’m from here
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WHY SHOULD I CARE ABOUT ALL OF THIS 
FINANCIAL PLANNING STUFF?

• To help you think about what you want from your farm 
business

• To project the farm’s likely financial performance early in 
the process

• To help with tax planning & preparation

• To measure progress over time

• To make wise investment decisions

• To get financing

• To alert you quickly when changes are needed
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“The next best thing to finding out you’re right is to 

find out you’re wrong as quickly as possible.”

-John Manley, Chief Equity Strategist for Wells Fargo Advantage Fund, quoted in the Business 

section of the Wisconsin State Journal, Feb. 18, 2012.
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FINANCIALS AREN’T EVERYTHING

• Farming is a lot more than just a business

• Quality of life goals are much more important than financial 
goals

• BUT, if you aren’t economically sustainable, quality of life 
can decline in a hurry



7

KEY CONCEPTS WE’LL COVER

• Financial elements that are key to farm financial success
 Cash Flow…in the short run

 Profitability…also important

• Need both cash flow and profitability to be an economically 
sustainable business

• Three financial statements needed to measure progress
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PROFITABILITY AND CASH FLOW

• Related but very different
 Can be profitable with negative cash flow

 Can have strong cash flow and be unprofitable

• Cash flow is always critical!

• Profitability is important at certain points in the farm’s 
lifecycle

• Profitability and cash flow are necessary for long-term 
economic sustainability
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How much can you earn from your farm? 
It’s tempting to do this…

This is a great place to 

start, but please 

don’t stop here!

Gross income per acre $36,667

Seed/plants $1,667

Fertilizer/calcium/compost $1,000

Other supplies (plastic mulch, etc) $1,000

Hired labor $10,000

Utilities $233

Marketing & other expenses $1,650

Fuel & oil $133

$15,683

Land charge $200

Repairs, insurance $833

Other overhead costs $2,104

$3,137

TOTAL COSTS $18,820

NET RETURN/ACRE $17,847



1 0

PIECES OF A FINANCIAL PLAN FOR YOUR FARM

• Enterprise budgets

• Month-by-month cash flow projection

• An accurate Schedule F (Profit or Loss from Farming)

• Annual balance sheet (Dec 31/Jan 1)

• Income statement

• Annual statement of cash flows

Important for 
every farm!

These are musts 
if you want to 
calculate 
profitability and 
other financial 
performance 
measures



1 1

SIMPLE ENTERPRISE BUDGET

Expected gross revenue (market weight x market price) 

(can be per acre, per bed, per crop, etc.)

-Variable costs

-Overhead costs

= Net return 
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BREAKING DOWN COSTS

•Overhead Costs

 Costs that exist on the farm 
whether or not anything is 
being produced

 Includes depreciation, 
interest, repairs, property 
taxes, insurance, value of 
farmers’ labor, ROI

•Variable Costs

 Costs that increase as farm 
production increases

 Can includes seed, fertilizer, 
fuel, other crop expenses, 
utilities, hired labor
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180 bushels x $3.50/bushel $630

Seed $120

Fertilizer $120

Chemicals/spraying $60

Tillage (fuel, oil, labor, 2 passes)$10

Planting $6

Machinery repairs, maintenance $6

Harvesting $32

Hauling/drying $30

Crop ins. $25

Operating interest $10

$419 -$419

Land charge $200

Overhead costs $71

owner’s labor/management $30

$301 -$301
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HOW DO WE JUSTIFY GROWING CROPS 
THAT DON’T APPEAR TO BE PROFITABLE?

Land charge $200
Overhead costs $71
Owner’s labor/management $30

$301
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ENTERPRISE BUDGETING

• Variable costs are relatively easy to figure

• Overhead costs are tougher. We first need to annualize and 
spread costs of capital investments…economic 
depreciation

 Machinery & farm vehicles

 Farm buildings

 Irrigation system 

 Fencing, trellising or other infrastructure

 Other capital investments?
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OVERHEAD COSTS

• How long until you have to renovate or replace?

 Machinery (7-10 years)

 Farm vehicles (5-7 years)

 Farm buildings (15-20 years)

 Irrigation system (10-15 years)

 Fencing, trellising or other infrastructure (15-20 years)

 Other capital investments?
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OVERHEAD COSTS EXAMPLE FOR A SMALL 
VEGETABLE FARM (per acre, per year)

• Machinery $30,000 ÷ 10 years ÷ 3 acres = $1,000

• Irrigation system $12,000 ÷ 15 years ÷ 3 acres = $267

• High tunnel $10,000 ÷ 12 years ÷ 3 acres = $278

• Greenhouse film $600 ÷ 4 years ÷ 3 acres = $50

• Trellising $1,000 ÷ 10 years ÷ 3 acres = $33

• Delivery vehicle $10,000 ÷ 7 years ÷ 3 acres = $476

• Pack shed ???

• Total economic depreciation cost: $2,104/acre/year
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CSA ENTERPRISE BUDGET

Gross income per acre $36,667

Seed/plants $1,667

Fertilizer/calcium/compost $1,000

Other supplies (plastic mulch, etc) $1,000

Hired labor $10,000

Utilities $233

Marketing & other expenses $1,650

Fuel & oil $133

$15,683

Land charge $200

Repairs, insurance $833

Other overhead costs $2,104

$3,137

TOTAL COSTS $18,820

NET RETURN/ACRE $17,847



Cash flow for our CSA farm



Cash flow for our CSA farm



WHOLE FARM 
FINANCIALS
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OUR EXAMPLE FARM: HAPPY FARMER CSA

Happy Farmer is a CSA with 150 members that also sells through 
farmers’ markets and some wholesale accounts.  They typically have 
three acres of intensive production each year.

The Happy Farmer purchased its farm a few years ago and has a 
mortgage on it. There is a modest line of equipment and a few small 
outbuildings.  The farm has no debt other than the mortgage.

Cash flow seems okay most of the year, but we want to know if it’s 
really adequate. We also want to know if the farm is profitable. 
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Happy farmer’s enterprise budget

Gross income per acre $36,667

Seed/plants $1,667

Fertilizer/calcium/compost $1,000

Other supplies (plastic mulch, etc) $1,000

Hired labor $10,000

Utilities $233

Marketing & other expenses $1,650

Fuel & oil $133

$15,683

Land charge $200

Repairs, insurance $833

Other overhead costs $2,104

$3,137

TOTAL COSTS $18,820

NET RETURN/ACRE $17,847



Happy Farmer’s cash flow projection for 2017
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For the Happy Farmer, everything always works out exactly 
as planned.

LET’S LOOK AT HAPPY FARMER’S SCHEDULE F





To analyze Happy Farmer’s 
financial performance, we 
need its “balance sheet”
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THE BALANCE SHEET

A snapshot of the investment in the farm business 

(assets) and the financing methods used (a 

combination of liabilities and owner’s equity) 

at a point in time.

A balance sheet measures 

the financial position of your farm.
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THE BALANCE SHEET

• Assets – Everything that is owned by or payable to the 
business on the date the balance sheet is prepared

• Liabilities – All obligations owed by the business on the 
balance sheet date

• Owner’s Equity or Net Worth – Total assets minus total 
liabilities
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WHAT’S SO GREAT ABOUT A BALANCE SHEET?!

• Documents the value of farm assets at a point in time

• Shows progress you are making in the farm business even if 
cash flow seems tight

• Aligns with your federal tax return, which makes financial 
analysis easy
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KEY INFORMATION FROM BALANCE SHEET

• Liquidity – Ability of the farm to meet its current (short term) 
liabilities with current assets

• Solvency - Ability of the farm to pay off all of its debts if it were 
to be sold tomorrow

8 more 
buckets of 

liquid assets!



33



34
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LIQUIDITY

• Current assets: Cash and anything that will either be 
converted to cash or used up within a year
 Crop and feed inventories, market livestock inventories

 Growing crops

 Accounts receivable

 Prepaid expenses and supplies
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LIQUIDITY

• Current liabilities: Anything that is due now or will come 
due within a year
 Accounts payable

 Principal due within a year on term loans

 Accrued interest on term loans

 All principal and accrued interest on operating loans
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LIQUIDITY MEASURES

• Current ratio – Current assets divided by  current liabilities

GOAL: The current ratio needs to be at least 1.0, preferably 2.0 or more

• Working capital – All current assets minus all current 
liabilities

GOAL: Working capital at least 15% of annual gross farm income
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WORKING CAPITAL IS A MEASURE OF RESILIENCE

Current Assets – Current Liabilities = Working Capital

Working capital should be at least 15% of the annual gross 
revenue of the farm

Strong working capital position allows the farm to: 

a) withstand an unexpected setback

b) take advantage of an unexpected opportunity
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HAPPY FARMER’S WORKING CAPITAL 1/1/17

Working capital: $10,000 - $4,087= $5,913

Since annual gross revenue of the farm is $110,000, our net working capital 

should be $16,500 (15% of annual gross revenue).  We are $10,587 short.

We would want to see the deficit made up over four years from cash flow

$10,587 ÷ 4 years = $2,646/year that needs to come from cash flow
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Working capital consists mainly of feed inventories and 

receivables, not much cash  

(10-15% of current assets should be cash or near-cash)

Spending too much cash on capital purchases instead of 

building working capital reserves

Operating losses carried forward year-to-year

Poorly structured debt 

Large, unplanned expenses

Credit card debt

COMMON LIQUIDITY PROBLEMS
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SOLVENCY RATIOS

• Equity-to-Asset ratio – Owner’s equity divided by total 
assets. 

GOAL: Should be greater than 50%.
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Taking on longer term debt to cover for negative 

cash flow

Erosion in market values of assets

Assets depreciating faster than the loan balances 

are being paid off

COMMON SOLVENCY PROBLEMS
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YOUR TURN TO DO A BALANCE SHEET!
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BALANCE SHEET EXERCISE

• Place all of the numbers in the right slots on the balance 
sheet

• Calculate the current ratio

• Calculate working capital

• Calculate the debt-to-asset ratio

• Would you say this is a strong balance sheet?  What other 
information do we need?
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BALANCE SHEET EXERCISE

• Place all of the numbers in the right slots on the balance 
sheet

• Calculate the current ratio 2.85

• Calculate working capital $37,669

• Calculate the debt-to-asset ratio 38%

• Would you say this is a strong balance sheet? Yes.  What 
other information do we need? Happy Farmer’s Schedule F



Now that we have our 
schedule F and our balance 
sheet, we can analyze 
PROFITABILITY
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THE INCOME STATEMENT

One year’s income and expenses, and how much 

profit was generated by the farm.

It’s not a cash flow statement…it includes non-cash 

items.

(The Income Statement is also known 

as a “Profit and Loss” statement)
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WHY DO WE NEED AN INCOME STATEMENT?

• Gives us a way to account for everything of value generated by the farm 
during the year, not just the cash income that shows up on Schedule F.

• Gives us a way to account for all expenses incurred, not just those that 
were paid in cash.

• Tells us if the farm is generating an adequate return for the farmer’s 
devotion of time, labor, and money…Is the farm profitable?
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The true, monetary value of the farm as a 
business is determined by its profitability, not 
by its market value.
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HOW DO WE MEASURE PROFITABILITY?

• Rate of Return on Farm Assets – The “interest rate” being 
earned on all of the investments in the farm. 

GOAL: Higher than the interest rate on borrowed money

• Rate of Return on Farm Equity – The “interest rate” being 
earned on YOUR portion of the investment in the farm. 

GOAL: Higher than ROROA
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THE INCOME STATEMENT

Income – Includes cash sales of farm products, government 

payments, custom work income.  Also includes changes in inventories 

of feed, crops, and livestock, and changes in prepaid expenses, 

accounts receivable, payables, and accrued interest.

Expenses – Includes all cash operating expenses including interest 

(but not principal) payments.  It also includes depreciation.
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Income

GROSS FARM INCOME $110,000 
(Sch. F, line 9)

Expenses

Schedule F cash operating expenses $52,850 
(Sch. F expenses, excluding depreciation & interest)

Interest on farm loans $7,838
(Sch. F line 21) $60,688

TOTAL CASH FARM EXPENSE    $60,688

Net CASH Farm Income $49,312

Changes in accrual categories+/-
(Jan. 1 2014 & 2015 balance sheets)

Total accrual adjustments +/- $ ----

-Economic depreciation     $5,750
NET FARM INCOME $43,562

Economic depreciation 
(balance sheet)

Machinery $25,000 x 15% = $3,750

Buildings $40,000 x 5% = $2,000

Income Statement
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RATE OF RETURN ON ASSETS

Net Farm Income $  43,562

+ Farm interest $    7,838

- Value of farmer’s labor $  30,000

Return on farm assets $  21,400

$21,400/$238,117 (avg farm assets) = 8.98%

54

ROROA should be higher than the interest rate on farm loans
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RATE OF RETURN ON EQUITY

Net Farm Income $ 43,562

- Value of farmer’s labor $ 30,000

Return on farm equity $ 13,562

$13,562/$97,660 (avg farm equity) =13.89%

55
Rate of Return on Equity should be higher than ROROA
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COMMON PROFITABILITY PROBLEMS

• Capital investment too high relative to income

• Depreciation too high

• Putting too little—or no—value on farmer’s labor

• Operating expenses too high, particularly feed, labor, & interest 

• High market values for assets (Makes it difficult to achieve adequate rates of return 
on assets & equity)
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YOUR TURN TO DO AN INCOME STATEMENT!
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For this exercise you’ll need Ole’s
2017 Schedule F, and his Jan 1, 2017 
and Jan 1, 2018 balance sheets
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6 0



6 1



6 2

RATE OF RETURN ON ASSETS

Net Farm Income $  58,250

+ Farm interest $  16,500

- Value of farmer’s labor $  36,000

Return on farm assets $  38,750

$38,750/$633,000 (avg farm assets) = 6.12%

62

ROROA should be higher than the interest rate on farm loans
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RATE OF RETURN ON EQUITY

Net Farm Income $ 58,250

- Value of farmer’s labor $ 36,000

Return on farm equity $ 22,250

$22,250/$346,500 (avg farm equity) =6.42%

63
Rate of Return on Equity should be higher than ROROA



CASH FLOW ANALYSIS
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ANNUAL STATEMENT OF CASH FLOWS

A year-end analysis of all cash that flowed into the operation 

(including loan proceeds) and all cash that flowed out (including 

family living expenses, taxes, principal and interest payments).

Where did the farm’s cash come from?  

Was there enough cash income to cover 

operating expenses, income taxes, family 

living costs, and loan payments? Was 

there enough cash left to replace stuff 

that’s rusting, rotting, or wearing out?  

Was there cash available to build up 

working capital?
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FIRST WE BREAK IT THREE WAYS

• Cash flow from operations

• Cash flow from investing activities

• Cash flow from financing activities
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ANNUAL STATEMENT 
OF CASH FLOWSBeginning cash balance $10,000

Cash flow from operations

Vegetable sales $110,000

Farm operating expenses ($ 52,850)

Net cash from operations $ 57,150 $57,150

Cash flow from investing 

Capital purchases ($  0)

Capital sales $  0

Net cash from investing $  0 $0

Cash flow from financing

Proceeds from new loans $ 0 

Loan payments ($20,916)

Off-farm wages $ 0

Family living draw ($30,000)

Net cash from financing ($50,916) ($50,916)

Net change in cash $  6,234

Ending cash balance $16,234



6 8

KEY CASH FLOW RATIO

• Replacement Margin Coverage Ratio (RMCR) – All cash available for 
debt repayment divided by total demands on available cash*. 

GOAL: Higher than 115%

*net cash farm income minus family living expenses and income taxes, plus interest on capital debt

scheduled P & I payments plus cash needed for both Capital Asset Replacement and working capital
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Machinery $25,000 x 15% =    3,750

Bldgs $40,000 x 5%  = 2,000

$5,750

Working capital deficiency $2,646

REPLACEMENT MARGIN COVERAGE RATIO

RMCR should be 

higher than 115%

Breakdown for Line 13: Principal and Interest payments

$250,000 mortgage, 5.5% interest, 20-yr amortization $20,916
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Machinery $25,000 x 15% =    3,750

Bldgs $40,000 x 5%  = 2,000

$5,750

Working capital deficiency $2,646

REPLACEMENT MARGIN COVERAGE RATIO

RMCR should be 

higher than 115%

Breakdown for Line 13: Principal and Interest payments

$250,000 mortgage, 5.5% interest, 20-yr amortization $20,916
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COMMON CASH FLOW PROBLEMS
Volatile prices for farm production and inputs combined with 

relatively high debt load

Sometimes a debt structure problem; more likely it’s the debt 

level rather than structure

Production or sales falling short of projections

Loss of non-farm income

Too little working capital reserves

Poor cash flow planning

Rarely a problem of family living expenses being too high
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YOUR TURN TO ANALYZE OLE’S CASH FLOW
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You’ll need Ole’s 2017 Schedule F and Jan 1, 2018 
balance sheet for this one.  

Assume that his total scheduled principal and 
interest payments on term debt is $30,000.  His family 
living expenses are $36,000.
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SOME FINAL SUGGESTIONS

• Quality of life should be #1 business goal

• Need to have positive cash flow to keep doing what you love to do

• Doesn’t make sense to borrow money at 6% to achieve a 3% Rate of 
Return on Assets

• Allocate a fair value for your time and labor

• Always do a January 1 balance sheet

• DON’T use credit cards as your farm’s operating note 

• Invest some $$ off-farm, even a small amount

• Learn how to calculate Internal Rate of Return (IRR) on capital 
investments

• Don’t draw any big conclusions from one year’s financials

75



FARM INVESTMENT 
ANALYSIS
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RESOURCES

• Three resources provided to us for free: sunshine; wind; 
and precipitation

• Three resources we have available to invest: our labor; our 
time; and our wealth

• Everything else can be borrowed, bought, or rented

• Approximately 40 productive years
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THE BIG QUESTION: How do we make the wisest use 
of all of the resources at our disposal?
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If we can develop cash flow projections for our 
investment options, we can use Net Present Value 
(NPV) to analyze each option, and Internal Rate of 
Return (IRR) to compare one to another.
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Investment forces us to think about how the 
value of money changes over time

• Money has a time value
 The sooner you receive a payment, the better off you are

 Money you get today can be invested or used to stop interest from accruing

 Inflation causes money to lose buying power over time

• Benefit of investments are in the future
 We need to adjust the value a payment to reflect the cost of waiting for it

 The longer you have to wait to get it, the bigger the payment should be

 The longer you wait, the greater the risk that you won’t get paid back
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81

Source: investopedia.com, Understanding the Time Value of Money

In Option A, we are “compounding.” We apply a compound interest rate.

In Option B, we are “discounting.” We apply a discount rate.
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AT 3%...

82
Adapted from source: investopedia.com, Understanding the Time Value of 

Money

$10,000 + $927 = $10,927

$10,000  - $849 = $9,151
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How do we establish a “discount rate?”

• We could use the interest rate we would have to pay to get a loan for 
the investment

• We could use the prime lending rate and add to it the rate of inflation

• We could establish a personal “hurdle rate”

• Whichever method we use, we need to adjust for the riskiness of the 
investment.  The more risky it is, the greater the discount factor.

83
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NET PRESENT VALUE (NPV)

• Tells us what a future cash payment is worth in today’s dollars

• Converts a stream of future cash flows into a single current value

• Can tell us if an opportunity is a good investment

• It won’t tell us if it’s our best investment of dollars
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NPV FOR $10,000 INVESTMENT, $1,000 ANNUAL 
CASH FLOW, $7,000 SALVAGE VALUE

Year Annual Net Cash Flow
Factor @ 5% 

discount rate

Present Value of 

Annual Net Cash Flow

0 ($10,000)

1 $1,000 .9523 $952

2 $1,000 .9070 $907

3 $1,000 .8638 $864

4 $1,000 .8227 $823

5 $1,000 + $7,000 = $8,000 .7835 $6268

Net Present Value of the cash flows $9,814

Since the initial cash outlay was $10,000, this investment would give 

us less than a 5% rate of return.
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INTERNAL RATE OF RETURN (IRR)

• A method of trying a series of discount rates until we finds the one 
that gives us a NPV equal to our initial investment

• Allows us to compare investments of different dollar amounts and 
different lifespans
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What does any of this have to do with farming?!

We can calculate the IRR on any farm investment if we know: 

1) the cash investment required upfront
2) the estimated annual cash flows 
3) remaining value of the investment at a given point in its lifespan
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SCENARIO: SUNSEED FARM’S D-10T POTATO DIGGER

Sunseed farm bought a new potato digger in 2015 for $10,709.  With a 20% 
down payment and financing the balance at 5% for 7 years, the payment 
on the digger is approximately $1500/year. Net operating cash flow of 
growing potatoes increased by $487/acre/year with the digger (some 
additional operating expenses but much lower labor cost).

Without the digger, they were able to grow one acre of potatoes digging 
them by hand.  With the digger, they grew two acres in 2015, planned to 
grow 4.5 acres in 2016, and at least 5 acres in future years.  They intend to 
use the digger for at least ten seasons.  It should be worth at least $3,000 at 
the end of the tenth season.
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IT IS TEMPTING TO DO THIS REALLY SIMPLE CALCULATION:

One year x $487 x 2 acres = $974
one year x $487 x 4.5 acres = $2,192
eight years x $487 x 5 acres = $19,480
salvage value at the end of 10 yrs $3,000

$25,646 $25,646

minus the initial 20% down payment ($2,142)
minus 7 years of loan payments ($10,500) -$12,642
=net cash flow for 10 years $13,004

This suggests you’d get a 607% return on your initial cash investment 
($13,004/$2,142 = 607%), which is NOT TRUE.  

This calculation doesn’t consider the time value of money.  To consider the 
time value of money, we need to apply a discount rate.

89
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How good is the investment in the potato 
digger?
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What about making a bigger investment…like 
buying a farm?

91
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ANOTHER SCENARIO: You have been renting a farm for 
$12,000/year, saving up for a down payment, and hoping for an 
opportunity to buy it.  

The day has come; you can buy the farm for $250,000.  You will need to 
put down $75,000 and finance $175,000 on a 20-year note at 5% interest 
= $14,042/year loan payment.

You’ve developed a cash flow projection.  With loan payments, 
property taxes, and annual building repairs & improvements, your cash 
outlay will be $10,000 more each year when you own the farm 
compared to just renting it.  However, you will be building equity and 
expect the farm’s market value to increase by 4% each year. 

You really want to buy this farm BUT is it a good investment?
92
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FACTORS TO CONSIDER

• Cash outlay is $75,000

• Net annual cash flow is estimated to be ($10,000) compared to continuing 
to rent the farm

• Farm should be worth approximately $304,000 in five years

• Mortgage balance in five years will be approximately $145,000

• Owner’s equity in five years will be $159,000 minus “contingent liabilities,” 
an estimate of sales costs that would have to be paid if the farm was sold

 $304,000 x 8% = $24,000

 $159,000 - $24,000 = $135,000 estimated owner’s equity

93
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Does it make financial sense to buy the farm?

We can use our net present value and internal rate of return 
tools to analyze the investment

94
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NPV OF CASH FLOWS FOR THE FARM

95

Year Annual Net Cash Flow
Discount Factor 

@ 5% 

Present Value of 

Annual Net Cash Flow

1 ($10,000) .9524 ($9524)

2 ($10,000) .9070 ($9070)

3 ($10,000) .8638 ($8638)

4 ($10,000) .8227 ($8227)

5 ($10,000) + $135,000 .7835 $97,938

Net Present Value of the cash flows $62,479

Since the initial cash outlay was $75,000 and NPV of the cash flow is 

$62,479, we know the Internal Rate of Return is less than 5%
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What is the IRR on the investment?

96
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WHAT IF: Instead of buying the farm, we extend the lease 
five years and invest $50,000 in improvements that add 
$15,000/year in net cash flow.  Zero value at the end of the 
five-year lease.
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SOME CAUTIONS

• This is only the beginning, not the whole story

• There can be good reasons to make a capital investment even if the 
NPV/IRR calculation doesn’t support it

• Don’t substitute enterprise budgeting or investment analysis for whole farm 
financial planning

• Month-by-month cash flow projections are extremely important if you are 
relying on income from your farm to support family living costs

• People become farmers for many different reasons; high profitability is not 
usually #1.  And that’s okay…as long as you have adequate cash flow!

98



THANK YOU!



THANK YOU!
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Paul.Dietmann@compeer.com


