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

Help me is less expensive 

then fix me!!  

Sometimes a professional is really 
worth the money.  Know your own 

limitations.

Key Thought





Needs: What are your current family living 
expenses?

Performance: How have your operation performed 
in past & how strong is current position?

Risk: What type of risk is your business currently 
exposed to?

Environment: What is your business environment & 
how will it change?

Key Questions





Resources




Family Budget

Keep track of what you actually spend!!

 Leaky Truck

Is there off farm income?  How much do you need 
from the farm to meet your family needs?

Don’t forget to account for:

 Insurance 

 Taxes

 Retirement

 Rainy Day

Needs







Performance

Performance Measures:

Profitability

Liquidity

Solvency

Repayment Ability

Efficiency





Performance

Profitability-How much money is operation truly 
making?

Liquidity- A business is liquid if funds are 
available or easily accessible to meet ongoing or 
unforeseen cash requirements.  

Solvency- A business is solvent if it has an 
adequate net worth to make your operation 
attractive to lenders.  You must have adequate 
assets relative to your assets debts.  





Repayment Ability- If a business generate 
enough cash to repay debt on time then it has 
repayment ability.  If a business has short-
term debt with high repayment requirements 
then business might experience repayment 
problems.  

Efficiency- Efficiency reflects cost it costs to 
produce and reflects cost controls.

Performance





Performance can be viewed in more ways then 
people truly think about.

If you only use tax schedules to evaluate if you are 
profitable, you are not getting the entire picture 
and have a false sense of what is going on in your 
operation.

Progress of an operation can be viewed multiple 
ways using different accounting tools such as 
accrual accounting, cost net worth, and market 
value net worth.

Performance





Tax Schedule F does not accurately represent the 
operation with only cash being presented.  
Paying taxes on cash value is a huge benefit to 
farmers. 

Accrual accounting includes inventory, accounts 
payable, and accounts receivable and gives more 
accurate representation of the operation. 

Cash vs. Accrual





Cash vs. Accrual

Example Schedule F Accrual

Gross Cash Income $123,720 $123,720

Cash Farm Operating Expenses -$108,564 -$108,564

Accrual adjustment

Change in crop inventory $16,298

Change in livestock inventory -$3,656

Change in accounts receivable $1,950

Change in accounts payable $2,450

Total Inventory change $17,042

Depreciation -$6,745

Net farm income $8,411 $25,453





Lenders typically look at current market value of 
an operation.  Market net worth evaluates values 
for all assets at the current market prices.

Cost net worth evaluates original purchase cost 
minus depreciation.  

By subtracting market net worth from cost net 
worth, the true progress of the operation is 
established with market valuation.

Market Value vs. Cost 
Net Worth





Cost 
Valuation

Market 
Valuation

Total assets $267,438 $358,590

Total Liabilities -105,367 -105,367

Contributed Capital (a) 162,071

Net worth or owner’s equity 
(b)

253,223

Market valuation equity 
(c=(b-a))

$91,152

Market Value vs. Cost 
Net Worth




 Separate out each enterprise and see what is actually 

making you money!! Separate expenses to their 
proper enterprise. 

 One enterprise may be supplementing another 
enterprise for no good reason.  

 Set you up a system you can use!!!

 Don’t forget some spending items like:

 Gas/Mileage

 Time

 Fees for Professional Services or Permits

Just My Opinion

















Risk

Personal risk is the change and uncertainty 
within the business.  Injuries, illness, lack of 
knowledge, fire, divorce, management  changes, 
and other related are examples.

Production/market rick are those that result from 
mother nature that we have little control over.  
This includes weather, diseases, insects, and 
other related.  Government policy and 
regulations can also be part of this category.  





Contract risk is associated with the reliability 
(or lack thereof) of contracting partners.  
Although typically seen as a risk 
management tool, contracts can be a risk in 
themselves if the partners are unreliable.

Financial risk can occur because of interest 
rates fluctuating on borrow funds, cash flow 
difficulties, and erosion of equip or net 
worth. 

Risk







Risk

USDA Risk Management Checklist!!




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

Interest Rates- 1970s & 80s

Employment

 Availability of knowledgeable dependable employees

 Wage Rates

 Benefits for Employees (Healthcare)

Inflation- 1970s

Government Action

 Government Support –Tobacco

 Regulations- Environmental & Labor

Financial Environment
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Worksheets

Financial & Business  
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Worksheets

Assets & Resources
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Worksheets

Production & Inventory
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Worksheets

Labor Force











Know your operation & your financial needs!!

Get fresh eyes for your operations when 
possible.

Consider the best options for you to evaluate 
your operation.

Help me is cheaper then fix me!!

Conclusions


