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Introduction

As recent as 2000, the Nebraska
Farm Business Association
published a report, called “Keys to
Profitability,” where 11 of Nebraska’'s
top mid-sized farms were compared
to the NFBA group averages for the
years 1996 thru 2000. The 2000
study was an expanded version of
the 1999 NFBA report entitled
“Common Characteristics of NFBA'’s
Top Return Operations.” The 2000
study profiled those operations and
presented the characteristics they
possessed, as it was observed that
they continued to make progress
even during years that were much
more of a challenge for other farm
operations.

We did not continue the study of
these top farms until now, when we
again examine the characteristics of
these farms, and how they relate to
the overall group average for 2003.
Data for both 2001 and 2002 are
included were in the historical trend
graphs contained in this report. We
will continue to examine the question
posed several years ago as to
whether or not the small farm can
survive, and if so, what
characteristics must it possess to do
so. The data may also provide
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answers to a new question, “Given
these farms have remained among
the top for several years, what of
these characteristics, if any, have
changed?”

Although there a few slight changes
in the make-up of the top mid-sized
farms in 2003 9 of the farms have
been consistently included through
the years, which make the trend
information even more valuable in its
consistency. First, we cut the
number back to an even 10 farms
when one of the producers left the
program. Secondly, one farm rose
above the level of gross farm income
that is one of the criteria to be
included in the top group of mid-
sized farms, and another farm of
similar size and performance was
brought into the group.

For 2003, we again profile these
operations, to show that there are
mid-sized farms in our state that
continue to succeed despite the
hardships agriculture has faced over
the years, and that there continues
to be certain characteristics that are
common among these operations.
The study spans the years 1996 thru
2003.
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2003 Data Observations

‘»g " As has been the case in past studies, the main difference between the 10
farms versus the 145 farms in this year’s group is in general efficiency in terms of
net income relative to gross income. On average, the 10 farms realized net farm
income of $84,052 from $258,888 of gross income, whereas the average of all
145 farms realized net farm income of $64,434 from $467,307 of gross income.

Also similar to past studies, the majority of those included in the 10 farms tended
to be cash grain based. Only two of the 10 brought in noteworthy amounts of
income from livestock production. Livestock income is much more of a presence
in the overall averages, on the other hand. Also of the 10 mid-sized farms, seven
were a combination of irrigated and dry land crops, with the remaining three
being totally dry land.

Other comparisons in the demographics of the 10 mid-sized farms sample versus
the whole group are as follows. The average operator age on the 10 farms is
44.8 years of age, or just four years younger on average than the main group of
145 farms. The average acreage on the 10 farms is 1,137 total crop acres versus
976 average total crop acres in the main group. One other note on acres is that
the 10 farms tended to have nearly 20% more of their total acres in share rental
arrangements than that of the larger group. Yields and prices received were
actually slightly lower on the 10 farms sample as compared to the average of the
145 farms.

We continue to see that the 10 farms in this study are experiencing success in
keeping operating costs in check, as well as maintaining a low debt load.
Operating expense as a percent of gross income for the 10 farms was just 59%
for 2003, which compares to 73.9% for their peers. This is the largest spread
between the two since 1998 when the difference was 19%. One item that has
been typically lower for the 10 farms over the years is family living expense. That
was not the case for 2003. While family living for the 10 farms was lower than the
group, it was only by $800 on average. The only other year where there was not
at least a few thousand dollars of difference was 2001, where family living was
nearly the same for both samples. Nonfarm income had typically been very close
between the two groups, but for 2003, the 10 farms averaged just under $27,000
of nonfarm income compared to just over $12,000 for the main group.

In the big picture, it appears that very little has changed other than nonfarm
income and expenses mentioned above when comparing the top 10 mid-sized
operations to the whole-state average of 145 farms. The main difference
continues to be the keeping of debt and costs well-contained on the 10 farms.
The following tables and graphs break these comparisons down further.

Page 2



Table 1: Gross Cash Farm Income, 2003

Average Of Average Of
145 Farms 10 Farms
Crop Income
Corn 99,813 71,348
Seed Corn 20,368 21,137
Soybeans 70,203 57,892
Wheat 6,796 12,365
Hay Crops 3,314 871
Grain Sorghum 1,480 251
White Corn 897 0
Sugar Beets 1,499 0
Great Northern Beans 723 0
Miscellaneous Crop Income 1,001 490
Total Crop Income $206,094 $164,354
Livestock and Product Income
Beef Finishing 70,155 2,954
Beef Calves 32,975 13,307
Background Beef 916 0
Farrow-to-Finish, Hogs 20,482 0
Finish Feeder Pigs 23,259 0
Dairy, Milk 17,660 5,871
Cull Breeding Livestock 11,183 4,077
Miscellaneous Livestock Income 3,290 27
Total Livestock Income $179,920 $26,236
Other Farm Income
Direct & CC Gov't Payments 27,037 21,739
CRP & Other Gov't Payments 8,569 9,418
Custom Work 14,651 2,981
Patronage Dividends, Cash 814 664
Insurance Income 13,489 22,734
Cash from Hedging Accounts 4,550 500
Contract Livestock Income 1,855 0
Other Miscellaneous Farm Income 10,328 10,262
Total Other Farm Income $81,293 $68,298
Gross Cash Farm Income $467,307 $258,888
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Table 2: Gross Cash Farm Expenses, 2003

Average Of Average Of
145 Farms 10 Farms
Crop Expense
Seed 26,297 21,337
Fertilizer 25,210 19,985
Crop Chemicals 20,911 22,274
Crop Custom Hire 2,288 3,226
Crop Insurance 7,490 6,247
Drying Fuel 923 148
Irrigation Energy 13,590 6,211
Irrigation Repairs 329 0
Crop Marketing 8,564 2,322
Crop Miscellaneous 2,205 1,456
Total Crop Expense $107,807 $83,206
Livestock Expense
Feeder Livestock Purchases 49,047 160
Purchased Feed 51,080 4,884
Breeding Fees 1,256 0
Veterinary 5,226 590
Livestock Custom Hire 1,148 334
Livestock Supplies 2,455 127
Livestock Leases 3,863 0
Grazing Fees 3,719 2,118
Livestock Marketing 4,139 760
Total Livestock Expense $121,933 $8,973
Other Farm Expense
Interest 25,837 7,439
Fuel and Oil 13,051 7,758
Repairs 27,682 17,533
Custom Hire 6,054 3,076
Hired Labor 18,244 4,441
Land Rent 30,177 18,186
Machinery and Building Lease 7,552 7,720
Real Estate Taxes 8,140 3,080
Personal Property Taxes 1,240 1,532
Farm Insurance 5,258 3,753
Utilities 5,017 2,612
Dues and Professional Fees 2,516 1,648
Hedging Account Deposits 8,827 550
Miscellaneous 4,267 2,073
Total Other Cash Farm Expense $163,862 $81,401
Total Cash Operating Expense $393,602 $173,580
Summary
Gross Cash Farm Income ( Table 1) $467,307 $258,888
- Total Cash Operating Expense $393,602 $173,580
Net Cash Farm Income $73,705 $85,308
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Table 3: Inventory and Depreciation Changes, 2003

Average Of Average of
145 Farms 10 Farms
Net Cash Farm Income $73,705 $85,308
Inventory Change
Crops and Feed 27,310 35,687
Market Livestock 5,531 (4,786)
Accounts Receivable & Other Current Assets (2,513) (8,309)
Prepaid Expenses and Supplies 997 (642)
Accounts Payable (49) (1,296)
Total Inventory Change 31,276 20,654
Depreciation & Capital Adjustments
Breeding Livestock (8,076) (840)
Machinery and Equipment (28,637) (17,297)
Buildings and Improvements ($4,264) ($4,336)
Other Capital Assets $430 $563
Total Depreciation & Capital Adjustments ($40,547) ($21,910)
Net Farm Income 64,434 84,052

Gross Income of 145 Farms

Other Farm
Income

10% Crop Sales
43%

Livestock
Sales

39% Total Gov't

Pmts
8%

Gross Farm Income of 10 Farms

Other Farm
Income
14%
Livestock
Sales
10%
Total Gov't Crop Sales
Pmts 64%

12%

Gross Farm Expense of 145 Farms

Land Rent Other Exp.
8% 11%

Crop
Hired Labor 28%

5%

Repairs
7%

Lvst. Exp.
Fuel & Oil 31%

3% Interest

7%

Gross Farm Expense of 10 Farms

Other Exp.

Land Rent 15%

10%

Crop
49%

Hired Labor
3%
Repairs
10%
Lvst. Exp.

Fuel & QOil Interest 5%

4% 4%
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Table 4: Statement of Cash Flows, 2003

Average Of Average Of
145 Farms 10 Farms

(A) Beginning Cash Balance (Farm & Non-farm) $31,440 $28,092
Cash From Operating Activities

Gross Cash Farm Income (+) 467,309 258,888

Net Non-farm Income (+) 18,474 35,384

Total Cash Farm Expense ) 393,604 173,579

Apparent Family Living Expense O] 40,688 43,306

Income and Social Security Tax (-) 7,490 17,521

(B) Net Cash From Operating Activities (=) $44,001 $59,866
Cash From Investing Activities

Sale of Breeding Livestock (+) 1,721 93

Sale of Machinery & Equipment (+) 2,101 0

Sale of Farm Land (+) 5,632 0

Sale of Farm Buildings (+) 347 0

Sale of Other Farm Assets (+) 954 0

Sale of Non-farm Assets (+) 2,266 4,296

Purchase of Breeding Livestock ) 7,321 1,440

Purchase of Machinery & Equip. ) 34,308 18,342

Purchase of Farm Land ) 13,181 61,140

Purchase of Farm Buildings ) 3,702 2,563

Purchase of Other Farm Assets ) 4,371 100

Purchase of Non-farm Assets (-) 6,796 18,088

(C) Net Cash From Investing Activities (=) ($56,658) ($97,284)
Cash From Financing Activities

Money Borrowed (+) 365,121 134,666

Cash Gifts and Inheritances (+) 5,721 59,929

Principal Payments ) 356,767 121,664

Dividends Paid ) 283 0

Gifts Given (-) 425 0

(D) Net Cash From Financing Activities (=) $13,367 $72,931

(E) Net Change In Cash Balance (B+C+D) $710 $35,513

(F) Ending Cash Balance (A-E) $32,150 $63,605
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Table 5: Balance Sheet - Assets at Market Value, 2003

Average Of Average Of
145 Farms 10 Farms
Beqinning Ending Beginning Ending

Current Farm Assets

Cash and Checking Balance 16,798 14,596 11,715 47,655

Prepaid Expenses & Supplies 11,373 12,371 6,358 5,716

Growing Crops 1,840 2,762 7,391 7,620

Accounts Receivable 10,424 6,364 11,277 2,097

Hedging Accounts 5,185 5,730 -75 613

Crops Held for Sale or Feed 117,167 141,339 121,198 160,950

Crops Under Government Loan 13,739 18,994 4,065 0

Market Livestock Held for Sale 70,233 75,765 10,572 5,786

Other Current Assets 522 601 120 75
Total Current Farm Assets $247,281 $278,522 $172,621 $230,512
Intermediate Farm Assets

Breeding Livestock 51,538 47,366 17,600 12,710

Machinery and Equipment 209,196 215,908 148,350 148,061

Other Intermediate Assets 26,967 28,056 14,518 15,127
Total Intermediate Farm Assets $287,701 $291,330 $180,468 $175,898
Long Term Farm Assets

Farm Land 452,223 462,111 376,209 441,349

Buildings and Improvements 75,373 74,478 35,840 36,336

Other Long Term Assets 7,656 11,730 100 154
Total Long Term Farm Assets $535,252 $548,319 $412,149 $477,839
Total Farm Assets $1,070,234 $1,118,171 $765,238 $884,249

Non-farm Assets 144,145 155,353 236,387 271,047
Total Farm & Non-farm Assets $1,214,379 $1,273,524 $1,001,625  $1,155,296
4 e

Ending 2003 Ending 2003
Total Assets - 145 Farms Total Assets - 10 Farms
Non-farm Non-farm
Assets AZSBS;ts
12% Current Farm L. T. Farm °
L. T. Farm Assets Assets
Assets 2204 42%
43%
Current
Farm
Interm. Farm Ir;:term' Assets
Assets arm 20%
23% Assets
0,

\_ AN 15%
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Table 6: Balance Sheet - Liablilities at Market Value, 2003

Average Of Average Of
145 Farms 10 Farms
Beginning Ending Beginning Ending
Current Farm Liabilities
Accrued Interest 11,050 10,163 3,103 4,721
Accounts Payable 6,024 6,961 7,081 6,759
Current Notes 127,355 122,527 64,352 69,048
Government Crop Loans 11,742 13,972 3,217 0
Principal Due on Term Debt 17,665 18,509 10,162 5,463
Total Current Farm Liabilities $173,836 $172,132 $87,915 $85,991
Intermediate Farm Liabilities $72,175 $78,361 $15,981 $24,612
Long Term Farm Liabilities $169,545 $174,963 $45,907 $58,360
Total Farm Liabilities $415,556 $425,456 $149,803 $168,963
Non-farm Liabilities 13,240 13,439 29,903 25,038
Total Deferred Liabilities N/A N/A N/A N/A
Total Farm & Non-farm Liabilities $428,796  $438,895 $179,706 $194,001
Net Worth (Farm and Non-farm) $785,583 $834,630 $821,921 $961,295
Net Worth Change (Market Value) $49,047 $139,374
4 I

Average Farm & Non-Farm Debt, 2003

$500,000
$450,000 -
$400,000 -
$350,000 -
$300,000 -
$250,000 -
$200,000 -
$150,000 -
$100,000 -
$50,000 -
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Table 7:

Balance Sheet - at Cost Value, 2003

Average Of Average of
145 Farms 10 Farms
Beginning Ending Beginning Ending
Current Farm Assets
Cash and Checking Accounts 16,798 14,596 11,715 47,655
Prepaid Expenses & Supplies 11,373 12,371 6,358 5,716
Growing Crops 1,840 2,762 7,391 7,620
Accounts Receivable 10,424 6,364 11,277 2,097
Hedging Accounts 5,185 5,730 -75 613
Crops Held for Sale or Feed 117,167 141,339 121,198 160,950
Crops Under Government Loan 13,739 18,994 4,065 0
Market Livestock Held for Sale 70,233 75,765 10,572 5,786
Other Current Assets 522 601 120 75
Total Current Farm Assets $247,281 $278,522 $172,621 $230,512
Intermediate Farm Assets
Breeding Livestock 16,801 14,325 2,073 2,580
Machinery and Equipment 94,367 97,937 42,506 43,551
Other Intermediate Assets 24,104 24,555 14,518 15,127
Total Intermediate Farm Assets $135,272 $136,817 $59,097 $61,258
Long Term Farm Assets
Farm Land 348,117 355,895 321,789 382,929
Buildings and Improvements 41,679 40,770 18,513 16,740
Other Long Term Assets 6,750 10,146 100 154
Total Long Term Farm Assets $396,546 $406,811 $340,402 $399,823
Total Farm Assets $779,099 $822,150 $572,120 $691,593
Non-farm Assets 138,002 147,173 231,890 266,530
Total Farm & Non-farm Assets $917,101 $969,323 $804,010 $958,123
Current Farm Liabilities
Accrued Interest 11,050 10,163 3,103 4,721
Accounts Payable 6,024 6,961 7,081 6,759
Current Notes 127,355 122,527 64,352 69,048
Government Crop Loans 11,742 13,972 3,217 0
Principal Due on Term Debt 17,665 18,509 10,162 5,463
Total Current Farm Liabilities $173,836 $172,132 $87,915  $85,991
Intermediate Farm Liabilities $72,175 $78,361 $15,981 $24,612
Long Term Farm Liabilities $169,545 $174,963 $45,907 $58,360
Total Farm Liabilities $415,556 $425,456 $149,803 $168,963
Non-farm Liabilities 13,240 13,439 29,903 25,038
Total Liabilities $428,796 $438,895 $179,706 $194,001
Net Worth (Farm & Non-farm) $488,306 $530,432 $624,306 $764,121
Net Worth Change (Cost Value) $42,126 $139,815
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Table 8: Financial Guidelines, 2003

10 Farms:
Average of Average of Guideline or Range
145 Farms 10 Farms Green Yellow Red
Liquidity
1) Current Ratio 1.62 268 (515 O 1045 <10
2) Working Capital $106,392 $144,521 - -
Solvency
3) Debt to Asset Ratio (Market) 38% 10% C<.30 O 30-60 >.60
4) Equity to Asset Ratio (Market) 62% 81% (>.70 D .40-70 <40
5) Debt to Equity Ratio (Market) 62% 24% (<50 > 50-150 >15
Profitablity
6) Rate of Return on Assets (Cost) 7.7% 106% (G6% O 36%  <3%
7) Rate of Return on Equity (Cost) 9.4% 123% (6% O 3-6% < 3%
8) Operating Profit Margin (Cost) 15.6% 24.4% % 5-15% < 5%
9) Net Farm Income (Cost) $64,434 $84,053 >$45,000 - -
Efficiency
10) Asset Turnover Rate (Cost) 49.4% 43.6% 15-25% <15%
11) Operating Expense Ratio 73.9% 59.1% < 55% >70%
12) Depreciation Expense Ratio 8.1% 7.8% @ 10-15%  >15%
13) Interest Expense Ratio 5.0% 32% (<10% D 10-15%  >15%
14) Net Farm Income Ratio 12.9% 29.9%  (>20% > 10-20%  <10%
4 e
Average of 145 Farms Average of 10 Farms
Interest Interest
Deprec. Expense Deprec. Expense
Expense Ratio Expense Ratio
Ratio 5% Ratio 0,
8% ° 8% 3%
) Net Farm Operating
Operating Income Ratio Expense Net Farm
Expense 13% Ratio Income Ratio
Ratio 59% 30%
74%
\_ AN
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Table 9: Operator Information and Non-farm Summary, 2003

Average Of Average Of
145 Farms 10 Farms
Operator Information
Average Number of Operators 1.2 1.0
Average Age of Operators 48.8 44.8
Average Number of Years Farming 25.8 21.5
Acreage Summary
Total Acres Owned 623 343.1
Total Crop Acres 976 1136.7
Crop Acres Owned 298 257.2
Crop Acres Cash Rented 291 173.2
Crop Acres Share Rented 387 706.2
Average Price Received (Cash Sales Only)
Soybeans, per Bu. $6.09 $5.77
Corn, per Bu. $2.32 $2.23
Grain Sorghum, per Bu. $2.36 N/A
Non-farm Income
Non-farm Wages & Salary 12,067 26,968
Non-farm Business Income 875 -422
Non-farm Rental Income 1,379 3,315
Non-farm Interest Income 718 616
Non-farm Cash Dividends 241 365
Tax Refunds 419 99
Gifts and Inheritances 5,721 59,929
Other Non-farm Income 2,775 4,442
Total Non-farm Income $24,195 $95,312
Non-farm Assets (Market Value)
Checking & Savings 17,553 15,949
Stocks & Bonds 18,746 47,957
Other Current Assets 9,029 27,900
Non-farm Vehicles & Furniture 12,668 16,395
Cash Value of Life Ins. 9,693 9,217
Retirement Accounts 33,060 59,115
Other Interm. Assets 3,008 1,889
Non-farm Real Estate 35,162 81,313
Other Long Term Assets 16,434 11,313
Total Non-farm Assets $155,353 $271,048
Non-farm Liabilities
Accrued Interest & Accounts Payable 130 13
Current Notes 619 1,867
Princ Due on Term Debt 588 0
Total Current Liabilities 1,337 1,880
Intermediate Liabilities 4,494 9,446
Long Term Liabilities 7,608 13,712
Total Non Farm Liabilities $13,439 $25,038
Nonfarm Net Worth $141,914 $246,009
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Observations On The 1996-2003 Trend

‘»g " The year 2003 exhibited the largest spread of the years shown between
the gross incomes of the 10 farms and that of the whole group of 145 farms (See
the chart in Table 10). That difference is $208,419 between the two groups. The
trend suggests that gross income of the main group is growing more sharply than
that of the 10 farms, yet the 10 farms consistently retain more net dollars than the

group.

In 2003, net farm income of the 145 farms got the closest to the 10 farms since
2000, or within $20,000. In the range of years shown, there has not been a time
where the 10 farms fell below the large main group. 1998 was the lowest net
farm income for NFB, and 1996 did show the narrowest spread between the two
groups in the net farm income category, which was $9,768. See Table 11.

Table 13 shows a comparison of Operating Expense Ratios for the two groups.
Right here is the biggest key difference between them. The top 10 mid-sized
farms consistently keep their costs contained when compared to average. The
two trends come very close to being parallel. A value of 70% & above translates
to relatively undesirable levels.

The narrowest spread to date between these groups has shown up in 2003 in the
Interest Expense Ratio in Table 14. While the main group has decreased interest
since 2000, the group of 10 has formed a plateau somewhat around 3%. This
may suggest that the 10 farms did not experience significant change in overall
debt load, also.

Total Net Worth values in Table 16 for the two groups started to pull apart in
1997; and since 1999, has maintained a consistent spread. This also goes to
show that these mid-sized farms can build Net Worth at a very similar rate to all
farms, larger farms included; despite several adverse years throughout the state.

As mentioned in the beginning observations, prices received have not varied in
the main group versus the 10 farms that much, although in all except 1996, the
10 farms did receive slightly less. Corn is used in Table 17 for this example, but a
similar scenario exists in the other crop prices as well. If there is any room for
improvement in any of these areas for all 145 farms, the selected 10 included,
this may one of them for most operations. Marketing may remain one of the last
income enhancement areas that has not come close to its full potential. The
problem obviously remains that market volatility lies in much more than weather-
related issues.
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Tablel0: Gross Farm Income Trend, 1996-2003

$500,000 -
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Table 11: Net Farm Income Trend, 1996-2003

$90,000
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Net Farm Income Comparison

$78,335 64053

$61,220 $61,11w5,924 $64,434
= .

AN ~//

45,863 $48,279

1996 1997 1998 1999 2000 2001 2002 2003

—o— All Farms %10 Farms

Page 14




Table 12: Net Farm Income As a % of Gross Trend, 1996-2003

40.0%
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-o- All Farms %10 Farms

Page 15




Table 13: Operating Expense Ratio Trend, 1996-2003
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Table 14: Interest Expense Ratio Trend, 1996-2003
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Table 15: Family Living Expense Trend, 1996-2003
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Table 16: Net Worth Trend, 1996-2003
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Table 17: Corn Price Received Trend, 1996-2003

Corn Price Received
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Discussion & Summary of Study Results

Nebraska’'s agricultural produc-
ers, as well as those across the major
agriculture belt have certainly experi-
enced many changes and hardships
over the last several years. These have
ranged from adverse/dry weather, to
inadequate prices, to ever-increasing
costs for items such as inputs, fuel, etc.
As has been the case throughout the
years, one’s choices for keeping a
strong bottom line lie in enhancing
revenue or keeping costs as low as
possible. Fortunately, many have had
the opportunity for more revenue
as compared to the past several
years with increased market
prices for most of the major
commodities produced within
the state. Enhanced income,
however, cannot be the only
area of concentration. Mismanaged
costs can be one of the biggest hin-
drances to a farm’s progress from year
to year.

The 10 farms that are profiled in
this study continue to be among the top
in the state at keeping costs to a mini-
mum. Their operating expenses were,
in total, 15% less than the whole group
average. This is the main

area that gives them an @

edge over other operations. Y
While all producers strive A
for the maximum yield on crops and/or
maximum rate of gain and carcass
yield on livestock, one cannot allow
mismanaged costs to consume that in-
come. It is more evident today than be-
fore that to be successful and remain
successful, small and mid-sized farm

operations must continue to be above
average in most areas, and continue to
monitor and fine-tune their position.
Two of the big cost areas where the 10
farms had the advantage were in de-
preciation expense and labor costs.
Their depreciation expense was nearly
half that of the group average, and la-
bor cost was less than a fourth of the
main group. Thus it goes without say-
ing that the more growth an operation
undergoes, the more potential need for
additional equipment and labor to get
the work done.

Another area where these 10
farms are among the top is the low
level of debt that they are under from
year to year. The 10 farms had nearly
$245,000 less total debt at
the end of 2003 compared
to the whole state aver-
age. Equally as indicative
of their lower debt load is their Debt to
Asset Ratio of 19%, compared to 38%
for the main group. Even taking on a
relatively small amount of new debt in a
given year can affect operations of this
size much differently than
their larger counterparts. In a

their cases, they are also %

paying less interest, which is
another big key to the sur-
vival of the small and mid-
sized operations.

A direct result of efficiency of
containing costs and debt is the per-
centage of gross income that is real-
ized when all is said and done. This
year, the 145 farms reporting for NFBI
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averages kept 12.9% of their gross in-
come. On average they spent $46,000
on family living and taxes, which means
they would have had to have a gross
farm income of $357,178. On average,
this worked, but there are a large num-
ber of farms that do not achieve this
level to pay expenses, service debt,
and cover personal costs. Those in the
10-farm sample, as a comparison, kept
29% of their gross on average. As
shown on the chart, their family living
expenses did rise much more sharply in

2003 than did that of the main
™ group, and came within $800.

£ As mentioned before,
"'l concentrating on enhancing in-
=1l come levels as much as possi-
il ble cannot be the only area to
look at, and market prices have been
better, but perhaps one of the charac-
teristics that both the main group and
the 10 selected farms have in common
is their seemingly below-average mar-

keting of their products over the years.

As shown on the corn price
chart since 1996, most LOW
years the 10 selected farms BS5ESs
saw corn prices at least a

few cents per bushel under that of their
peers. Also, the 145 farms as a whole
are not necessarily receiving top prices.
In general, most across the board are
becoming more inclined to take pricing
opportunities earlier in the year, and
market portions of their production at a
time rather than waiting for the high or
low in the market, but this continues to
be an area where there is more room
for growth. The end of 2003 proved
how much value various marketing
techniques can have in the cattle mar-
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ket in maintaining profitable levels
amid dropping prices. Successful
marketing can be as simple as more
closely monitoring production costs,
and aiming for price levels that are
relatively profitable. There does not
always need to be large sums of
money spent on hedge protection,
or complicated spread <9%
positions to constitute 7
successful marketing,
although they still do
often have their merits. Historic
monthly futures price data, average
NFBA production costs, and a local
basis of 30 cents under futures
prices on or about April 1 of each
year since 1979 suggest that on av-
erage, there were 15 different years
where it would have been profitable
to establish price around April for ir-
rigated soybeans. For irrigated corn,
there was an average of 10 different
years. Wheat saw an average of 5
such opportunities.

P

In conclusion, today’s mid-
sized farm must continue to be
ahead of the curve when it comes to
managing costs, maintaining a
lower debt load, and keep up the
level of production, whether that
would come from new practices to
enhance production, keeping with
current practices, or to even explore
niche markets where premium
prices can exist. Over many years,
we have seen costs go up, with
commodity prices changing very dis-
proportionately, thus making cost
management the utmost key to suc-
cess. The 10 farms in this study
have utilized this technique well.



Financial Guideline Ratios

Current Ratio: shows the value of current assets relative to current liabilities. It is an indicator of the liquidity of the business.
It measures the extent to which current farm assets, if liquidated, would cover current farm liabilities.

Working Capital: is another measure of liquidity. It approximates the operating capital available from within the business. It
is calculated by subtracting current farm liabilities from current farm assets.

Farm Debt to Asset Ratio: measures the total financial solvency position of the farm or ranch by comparing the total
liabilities with the total assets. It measures the portion of the farm assets that have debt against them. A higher ratio is
generally considered an indicator of greater financial risk and lower borrowing capacity.

Farm Equity to Asset Ratio: measures farm equity or net worth relative to the value of farm assets. It measures the
proportion of the farm assets financed by the owner’s equity as opposed to debt. It is the opposite of the debt to asset
ratio.

Farm Debt to Equity Ratio: measures farm debt relative to farm equity. It is calculated by dividing the Total Farm Liabilities
by the Total Farm Net Worth. It measures the borrowed capital being employed for every dollar of equity capital.

Rate of Return on Farm Assets: can be thought of as the average interest rate earned on all investments in the farm
business. For market value assets, this can be looked at as the “opportunity cost” versus alternate investments. For
cost value assets, this more closely represents the actual return on the average dollar invested.

Rate of Return on Farm Equity: represents the interest rate being earned on your farm net worth. For market value assets,
this return can be compared to returns available if the assets were liquidated and invested in alternative investments.
For cost value assets, this more closely represents the actual return retained in the business.

Operating Profit Margin: is a measure of the operating efficiency of the business. It is calculated as: Return to Farm Assets
divided by Value of Farm Production. If expenses are held in line relative to the value of output produced, the farm will
have a healthy profit margin. Low prices, high operating expenses or inefficient production may cause a low profit
margin.

Net Farm Income: represents the returns to labor, management, and equity capital invested in the business. Net farm
income is the reward for investing unpaid family labor, management, and farm net worth in the farm business instead of
elsewhere.

Term Debt Coverage Ratio: measures whether the business generated enough cash to cover term debt payments. Itis
calculated by dividing the funds generated by the business for debt repayment. A ratio less than 100 percent indicates
that the business did not generate sufficient cash to meet scheduled payments in the past year. A ratio greater than 100
indicates the business generated enough cash to pay all term debt payments.

Capital Replacement Margin: is the amount of money remaining after all operating expenses, taxes, family living costs, and
scheduled debt payments have been made. It is the cash generated by the farm business that is available for financing
capital replacement such as machinery and equipment.

Asset Turnover Rate: is a measure of efficiency in using capital. It is calculated as the Value of Farm Production divided by
Total Farm Assets. If your farm business generated a high level of production given your level of capital investment,
your asset turnover rate will be strong.

Operating Expense Ratio: Subtracting Farm Interest Expense from Total Farm Operating Expense and dividing by Gross
Farm Income calculates the operating expense ratio. This ratio indicates the percent of the gross farm income that was
used to pay operating expenses.

Depreciation Expense Ratio: The depreciation expense ratio is calculated by dividing Depreciation by Gross Farm Income.
This ratio indicates the percent of the gross farm income that was used to cover depreciation and other capital
adjustments.

Interest Expense Ratio: Dividing Farm Interest Expense by Gross Farm Income calculates the interest expense ratio. This
ratio indicates the percent of the gross farm income used for farm interest expenses.

Net Farm Income Ratio: The net farm income ratio is calculated by dividing Net Farm Income by Gross Farm Income. This
ratio indicates the percent of the gross farm income that remained after all expenses.
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