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Shocking Fact # 1

Most farmers do not choose to 

farm because they love farm 

business management!



What happens…

…in a year in the life of a farm



The farm financial manager’s view

…of a year in the life of a farm
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The farm financial manager’s view…

…of a year in the life of a farm
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Describing the year financially…



Shocking Fact #2

Not everyone

finds farm business 

analysis exciting!



Photo credit : johndeere.com



Options:

- Pay Cash

- Finance

- full cost

- partial amount

- Lease

Other:

- Custom Hire



Payment Year

Annual 

Payment

Principal 

Portion

Interest 

Portion

Principal

Balance

1 2020 97,838 80,240 17,598 354,760

2 2021 97,838 83,486 14,352 271,274

3 2022 97,838 86,863 10,974 184,411

4 2023 97,838 90,377 7,460 94,033

5 2024 97,837 94,033 3,804 0

Total Paid $489,190 $435,000 $54,190

Finance Combine Purchase: 

5 years, 3.99% fixed, annual payments



Payment Year

Annual 

Payment

Principal 

Portion

Interest 

Portion

Principal

Balance

1 2020 73,278 54,578 18,700 380,422

2 2021 73,278 56,924 16,354 323,499

3 2022 73,278 59,371 13,907 264,128

4 2023 73,278 61,923 11,355 202,204

5 2024 73,278 64,585 8,693 137,619

6 2025 73,278 67,362 5,916 70,257

7 2026 73,278 70,257 3,020 0

Total Paid $512,946 $435,000 $77,946

Finance Combine Purchase: 

7 years, 4.24% fixed, annual payments



What can financial analysis tell us?

How can we use this information to 

make informed decisions?



Is there enough cash?



How much of my 

business do I own?



Are we making 

(enough) money?



Can I repay my debt 

on time?



Is this a good investment 

of my time and money?
-Or-

How efficient am I?



How do we answer these 

questions?
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Financial criteria breakdown:

1. Liquidity

2. Solvency

3. Profitability

4. Repayment capacity

5. Financial efficiency



Collect the information

–Balance Sheets

• What you own (assets) Beginning & End

• What you owe (liabilities) of the 

year

–Income Statement

–Statement of Cash Flows



Is there enough 

cash?



Liquidity

• Ability of the business to meet current obligations as 

they normally occur

• A short term measure

1. Current Ratio

2. Working Capital



ABC Farms Balance Sheet 
1/1/2020

Assets Liabilities

Current  565,943 223,000

Intermediate 900,500 394,500

Long Term  1,500,000 500,000

Total $ 2,966,400 $1,117,500

Net Worth (Equity) $1,848,900



Current Assets:

Cash and savings

Accounts receivable

Prepaid expenses

Crop and feed inventories

Market livestock

Supplies

Growing crops

ABC Farms Balance Sheet 
1/1/2020

Current Assets Current Liabilities

$ 965,943 $ 223,464

Current Liabilities:

Accounts payable

Lines of Credit

Current Notes

Accrued Interest

Principal due in 12 months



Liquidity

Current Ratio

Current Assets ÷ Current Liabilities

Working Capital

Current Assets – Current Liabilities



ABC Farms Balance Sheet 
1/1/2020

Assets Liabilities

Current  565,943 223,000

Intermediate 900,500 394,500

Long Term    1,500,000 500,000

Total $ 2,966,400 $1,117,500

Net Worth (Equity) $1,848,900

Current Ratio = CA/CL

$565,943 / $223,000

= 2.54

Working Capital = CA-CL

$565,943 - $223,000

= $342,900



Liquidity



3.76 .45 >10

Working Capital to Gross Revenues



Working Capital to Gross Revenues

(Current Assets - Current Liabilities)

Gross Revenues

Example:

$ 565,900  current assets

- 223,000   current liabilities

$342,900/ $831,000
.4126 or 41%



Financing 

Option

Term 

(Years)

Interest Rate Annual Payment Principal Due

in 12 months

Loan 5 3.99% fixed $97,838 $80,240

Loan 7 4.24% fixed $73,278 $54,578

Farm Credit Purchase Options and terms 2/4/2020*

*  Farm Credit Mid-America, AgDirect, Farm Credit Leasing



Financing 

Option

Term 

(Years)

Interest Rate Annual Payment Principal Due

in 12 months

Loan 5 3.99% fixed $97,838 $80,240

Loan 7 4.24% fixed $73,278 $54,578

Farm Credit Purchase Options and terms 2/4/2020

Current Assets - Stay the same - $565,900

Current Liabilities – Increase by principal due in 12 months

- Accrued interest may also increase depending on when payment is due

Option Current 

Liabilities

Current 

Ratio

Working Capital Working Capital to 

Gross Revenues

Before purchase $223,000 2.54 $342,900 41%

5 years, 3.99% $303,240 1.80 $262,660 32%

7 years, 4.24% $277,578 2.04 $288,322 35%



How much of my 

business do I own?



Solvency

1. If you sold all assets, would you be able to pay 

all of your financial obligations?

2. Useful for evaluating the ability of the business 

to deal with financial risk. 

3. A measure of the ability of the business to take 

on additional debt.



Solvency

1. Debt/Asset Ratio

2. Equity/Asset Ratio

3. Debt/Equity Ratio



Debt to Asset Ratio

Total Farm Liabilities ÷ Total Farm Assets

Example:

$  1,117,500  total farm debts

÷ 2,966,400  total farm assets

0.3767 or 37.7%



3.76 .45 >10

Debt to Asset Ratio



Financing 

Option

Term 

(Years)

Interest Rate Annual Payment Principal Due

in 12 months

Loan 5 3.99% fixed $97,838 $80,240

Loan 7 4.24% fixed $73,278 $54,578

Farm Credit Purchase Options and terms 2/4/2020

Total Assets - Increase by value of the purchase - $435,000

Total Liabilities – Increase by total dollars borrowed - $435,000

- Accrued interest may also increase depending on when payment is due

Option Total 

Assets

Total Liabilities Net Worth Debt to Asset Ratio

Before purchase $2,966,400 $1,117,500 $1,848,900 37.7%

5 years, 3.99% $3,401,400 $1,552,500 $1,848,900 45.6%

7 years, 4.24% $3,401,400 $1,552,500 $1,848,900 45.6%



Are we making (enough) 

money?



3.76 .45 >10

Net Farm Income



Net Farm Income



Can I repay my debts

on time?



Term Debt Coverage Ratio

▪ Tells whether the business generated enough 

income to cover all intermediate and long 

term debt payments…

…including capital lease payments



Term Debt Coverage Ratio



Financing 

Option

Term 

(Years)

Interest Rate Annual Payment Principal Due

in 12 months

Loan 5 3.99% fixed $97,838 $80,240

Loan 7 4.24% fixed $73,278 $54,578

Farm Credit Purchase Options and terms 2/4/2020

Net Farm Operating Income - Potential changes in repairs?

Non-farm income, Family living and taxes - No anticipated changes with combine purchase

Option Net 

Operating 

Income

Term Debt 

Repayment 

Capacity

Term Debt 

P & I 

Term Debt 

Coverage 

Ratio

Before purchase $132,000 $84,115 $70,000 1.2

5 years, 3.99% $132,000 $84,115 $167,838 0.50

7 years, 4.24% $132,000 $84,115 $143,278 0.59



Is this a good investment of 

my time and money?



Rate of Return on Farm Assets

▪ Measures what the assets invested in the 

operation “earned”.

▪ The higher the ROA, the more profitable the 

farming operation.



Rate of Return on Assets

Example calculation:

$       132,000   net farm income

+         39,000    interest expense 

- 75,000   value of operator’s labor & mgt

$        96,000    return to assets

÷ $    2,966,400   average total farm assets 

0.032

x 100

3.2% ROA



Rate of Return on Farm Assets



Rate of Return on Assets

Assets increase by value of combine:

$       132,000   net farm income

+         39,000    interest expense 

- 75,000   value of operator’s labor & mgt

$        96,000    return to assets

÷ $    3,401,400   average total farm assets 

0.028

x 100

2.8% vs 3.2% ROA



Is there enough cash?

How much of my business do I own?

Are we making money?

Can I repay debt on time?

Is it a good investment of my time and 

money?



Source: johndeere.com



Financing Option Term (Years) Interest Rate Annual Payment Residual/Rate

Loan 5 3.99% fixed $97,838 N/A

Loan 7 4.24% fixed $73,278 N/A

Lease  ≤ 200 hours 5 $67,114 $152,250/35% – FPO**

Lease  ≤ 400 hours 5 $70,967 $130,500/30% - FPO**

Lease  ≤ 200 hours 7 $54,121 $130,500/30% - FPO/PRO***

Lease  ≤ 400 hours 7 $56,755 $108,750/25% - FPO/PRO***

Farm Credit Purchase Options and terms 2/4/2020*

*  Farm Credit Mid-America, AgDirect, Farm Credit Leasing

** Fixed Purchase Option – At end of lease, return for resale, renew for defined term, or purchase for 

residual value 

***FPO or renew only – At end of lease, purchase at residual value or renew for 12 months then purchase 

at fair market value



Shocking Fact #3

Hardly anyone can calculate all 21 

Farm Financial Standards Measures 

after talking about 6 of them for 90 

minutes!



OHIO STATE UNIVERSITY EXTENSION

Ohio Farm Business Analysis 

and Benchmarking Program

Helping Ohio’s farm families achieve 

financial success in today’s challenging 

marketplace

• Cost of Production 

per Acre, Ton and 

Cwt.

This work is supported by the USDA National Institute of Food and Agriculture, “Growing profit and risk management potential for Ohio and NY crop and livestock farms by expanding access to farm business analysis and benchmarking programs and resources” project 1013849.

• Whole Farm 

Analysis

• Personalized 

Reports

• Enterprise 

Analysis

• Annual 

Summaries



2018 Ohio Farm Business Analysis Program

20 Dairy Farms50 Crop, Crop & Livestock Farms

59/50



Huron Area – Marilyn Kamm

Defiance Area – Coming Soon!

2020 Farm Business Analysis Staff

Pickaway Area

Trish Levering.43

Miami Area

David Jenner.12

North

Chris Benton.132

Program Manager

Haley Shoemaker.306



farmoffice.osu.edu

farmprofitability.osu.edu



Visit: http://farmprofitability.osu.edu/

Dianne Shoemaker Haley Shoemaker
Field Specialist Program Coordinator

Dairy Production Economics Farm Business Analysis

330-533-5538 330-533-5538

shoemaker.3@osu.edu shoemaker.306@osu.edu

For More Information About Farm Business Analysis :

This work is supported by the USDA National Institute of Food and Agriculture “Growing profit and risk management potential for Ohio and NY crop and 
livestock farms by expanding access to farm business analysis and benchmarking programs and resources” project 1013849.

@OhioFarmBusinessAnalysisandBenchmarking

http://farmprofitability.osu.edu/
mailto:shoemaker.3@osu.edu
mailto:shoemaker.306@osu.edu

