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Key: Point

It can be done!




Other Key: Points

It will eftten be! difficult

Starting point will likely: be much: different: than
ending| point

Managing risksfIs critical

s Some factors Increase chance of SUCCESS

s Some create al recipe; fior disaster

Understandingi and using financiall statements
will put you far ahead ofi the, pack




The Goal




You DON'T Need

io; own a farm
Dad, brother, grandma, rich uncle
A dovernment grant
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INE Off Machinery
dile of cash in the bank

Dickup) truck

to Farm




You DO Need

Some cash

Some financing

Bank

Self

fFamily,
A good business plan to get the financing
WHenR youl donit have; the cash




You Also Need

Openness to different: ideas

Patience

ime te plan, analyze, re-plan

ADbility: te swallow! your prideroccasionally
Intestinal fertittide; during toughi times

Jlor communicate withi lender and others
when problemsi are still small




3 Common Types of Beginning
[Farmers

Young with limited reseurces
Second-career, part-time
“Retirement™ occupation




Most Commoni Starting Point

Rent farm—Dbulldings, land, heuse; or
combo

Buy: livestock, minimal line off machinery.
Buy: supplies, feed

Custem hire, When necessary. & as much
ds possible

Drive and determination > EquIty

Let’s cut rust and rot!




Factors That ISuccess

Eamily: clese by,

Gooed communication skills

Frugality

ADbility to keep production expenses low
Paying dewn| principal asap

Curious mind

Good record-keeping

Multiple sources of capital




Some Causes of Train Wrecks

Not enoughi cash

Communication: breakdowns

Vague operatingl agreements

BUying toysiinsteadl of paying| bills
Equipment;, Buildings need more; Work
than planned




More Causes of Train Wrecks

High' livestoeck illness/deathrates

Lower production tham p
Sales, prices; lower than
PoOor record-Keeping

anned

dlanned

Poor Werk habits—watching cartoons

Instead off working
Not enoughs cash




Business Planning

First, set your lifestyle goals

Business plans need te match the type of
lifestyle you want, net vice-versa

Think breadly’abeut: therassets you can
Use ini the farm: business to move you
towards your' lifestyle goals




Business Planning-Lots of Assets!

D Farm location 7

Personal
abilities

Buildings
i Soil quahty
Good Solar
ne1ghbors < energy




Business Planning- Liabilities

Mortgage
laxes
Other bills

A Variety o risks

Price decreases for
production

Price increases; for inputs
Lloss off production
Drought

Personal injury.

Problems withi livestock
health

Machinery: breakadowns
Fire



Key Elements of Business Plan

Whorare you? Background, education,
experience

What are you planning| te' do? Project
description, goals
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Key Elements of Business Plan

What are the risks? Honest opinion of potential
problems

What Is yeur track record? Historical financials

IHow! successfiul are you likely to be? Pro-
forma financial statements
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The banker wants to see...

Character
Capacity:
Capital
Collateral
Conditions

YoU lose money:
before they do




Business Plan—Narrative Sections

Executive summary. Appears first, written last

Your farm. History, current description, vision,
doals, business strategy

The project. Detailed outline, $ needed, how: it
will be used

Management. Who you are & why youlwill
succeed

Wi It's only a
ey gambling
ehasr -  problem if

. i you're losing.
: {_TNFIHITY ) i




Business Plan—Financial Sections

[Histoerical financials

s [ax records okay, financial statements; better
s [ypically three years back

Pre fermal financiall statements

s Annual proejections three years ahead

s Detailedi underlying assumptions




Understanding, Using 3
Financial Statements

Balance sheet—\What the farm Is Worth,
ROW. IE'SHfiinanced

Income statement—IHow: effiectively: the
[arm generates profits

Statement off cash flows—Where $%$ come
from, Where they: go, how: many: stick
around




Four Measures to Consider

Liquidity o e
Solvency — Balance sheet

Profitability Income statement
Repayment capacity — Statement of cash flows




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).




The Balance Sheet

eAssets — Everything that is owned by or
payable to the business on the date the
balance sheet is prepared

eLiabilities — All obligations owed by the
business on the balance sheet date

eOwner’s Equity or Net Worth — Total
assets minus total liabilities




Current Assets
Cash $100

Checking $2,000
Accounts Rec. $500
Feed inventory $10,000

Current Liabilities

Coop bill $1,000
Principal due $3,162

TOTAL $12,600 TOTAL $4,162
Intermediate Assets Intermediate
Breeding livestock $40,000 Liabilities
Machinery $75,000
TOTAL $115,000
TOTAL $0

Long Ierm Assets
Farm $350,000

Long Term Liabilities
Farm loan bal. $246,838

TOTAL $350,000 TOTAL $246,838
Total Assets $477,600 Total Liabilities
$251,000

Net worth $226,600




Information From Balance Sheet

Liguidity: — Ability off the business tor meet
ts current (short term) liabilities with
CUKRFENL aSSELS

Solvency - Ability of the business te pay
off all of its debts! iff it were to be sold
tomorrow

8 more
- buckets of
~> liquid assets!




Common Liguidity: Preblems

Poorly structured debt - Paying for long-term
assets as if they are current liabilities

High current liabilities forcing sales at
unprofitable prices

Large, unplanned expenses




Common: Selvency Problems

Capital investments too high relative to
potential income

Assets depreciating faster than the loan
balances are being paid off—Fancy vehicle
syndrome




The Income Statement

One year’s income and expenses, and how
much revenue was retained by the business.

It's not a cash flow statement...it includes non-

cash items.
e,




The Income Statement

Income — Includes cash sales of farm products,
government payments, custom work income. Also
includes changes in the inventory of feed, crops, and

livestock.

Expenses — Includes all cash operating expenses
including interest (but not principal) payments. It
also includes deprin. |

N




Income

Calf sales $28,000

Custom work $1,000

Change in feed inventory $2,000

Expenses

Feed $3,000

Vet $2,000

Supplies $1,000

Interest on farm loan $15,000
RE taxes $4,000

Misc. $500

GROSS FARM INCOME $33,000

TOTAL CASH FARM EXPENSE $26,250
Net CASH Farm Income $6,500
Depreciation $5,000

NET FARM INCOME $1,500



Information Erom Income
Statement

Profitability measures

eNet farm income —Return for your unpaid labor,
management, and financial investment in the farm




Information Erom Income
Statement

Profitability ratios

eRate of return on farm assets — The "interest
rate” being earned on all of the investments in the
farm

eRate of return on farm equity — The “interest
rate” being earned on YOUR investment in the farm

eOperating profit margin — The operating efficiency
of the business




Common; Profitability: Problems

Operating expenses too high

Overhead costs too high

Preaching to
the choir here -
(0
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Statement of Cash Flows

All cash flowing into the operation (including
loan proceeds) and all cash flowing out
(including family living expenses, taxes,
principal and interest payments.

Anything left over is considered “capital
replacement margin”




Cash Flow Statement

Net cash farm income $6,500
Nonfarm income $30,000
Net cash available $36,500
Family living draw $15,000
Income taxes & SS $5,000

Cash avail for principal paymts $16,500
+ Farm interest paid $15,000

Cash available for P & 1 $31,500
Scheduled P & I payments $18,162

Cash surplus or deficit $13,338




Common Cash Flow Problems

Poorly structtred debt
00 much; debt relative to Income

Rarely isi fiamily living expense the
problem!




Completing| the Financials

Detailed’ notes of assumptions Used in pro
fOrmas

s Expected changes in production; level,
product prices; operating expenses

s Schedule of additional Investments,
perrowing

= Other rationale used indeveloping
projections




Completing| the Financials

The assumptions should be positive; but realistic

Assumptions establish credibility’ of the whole
plan




Profitability: and Cash Flow.

Related but very: different
s Can| be profitable with negative cash flow

s Can have strong cash flow: and be
unproefitable

A nUMBer of Ways ter Improeve; cash; fHow
Three ways to improve profitabdility




Business Planning- Costs

Overhead Costs Variable Costs

s Costs that exist on the s Costs that Increase as
farm Whether or' not farm! production
anything is Being INCreases
produced s Coan includes seed,

s Can Include mortgage, plants, feed, fertilizer,
taxes, depreciation, Vet expenses, utilities,

maybe 1abor Iabor;




Q(\& Total costs

\

Variable costs

Overhead costs

.« Breakeven

Production
How overhead and variable costs relate to breakeven point

Adapted from Breakeven Method of Investment Analysis,
Gutierrez & Dalsted, Colorado State University, 2004. University of Wisconsin—Extension




Total gross value of farm production —

| %‘“

Overhead costs

\)0$$ = O ginalv Breakeven

+— New Breakeven

0 Production

One way to increase profitability: Reduce overhead costs




Total gross value of farm production —

0 Production

A second way to increase profitability: Reduce variable
costs




Total gross value of farm production —

Overhead costs

+— Number of acres needed
to break-even

»

New production level

0 Production

A third way to increase profitability: Increase production,
keep all costs the same




Re-thinking Assets and Liabilities

Our textbook definitions:

Assets — Everything that is owned by or payable
to the business as of the balance sheet date

Liabilities — All obligations owed by the business
as of the balance sheet date




An Alternative Way of Thinking
About Assets and Liabilities

Definition from Robert Kiyosaki, author of Rich
Dad, Poor Dad:

Assets — Items that earn income

Liabilities — Items that do not earn an income




Kiyosaki's definition illustrated

Income Expenses
Job —
Salary | Food,
Clothing, Other
Living Costs
Assets Liabilities
Possibly a Big
retirement House, Fancy
account Car, Boat, etc.

Typical middle-class person with a non-farm job



Kiyosaki's definition illustrated

Employment [orn Expenses
\ Salary o Food,
/ clothing,other
living costs
Income
earned by
assets
Assets |
\ Income Liabilities
AR Business debt,
business activities equipment

Business owner who is building wealth



Some Bottom Lines

A good business will generate increasing| levels
of profitability'and cash filew: going ferward

s Profitability, without cashi flow. s recipe for disaster

s Cash flow without profitability is a terminal condition

Doesnit make sense to borrow! at 7%, terearn
6%

I a bank won't invest based on your business
plan, maybe youlsheuldn't either




Thank You!

Paul Dietmann
Sauk County UW-Extension
(608) 355-3257

Web site: sauk.uwex.edu/ag/
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