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Overview

1. How bad is the financial situation of
lowa farms?

2. What are successful farm doing
differently?
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Bottom line

Wide variability in financial performance across
farm operations

On average, farms burned through $92,000 of
working capital in 2015

Between Jan 1, 2015 and Jan, 1 2016:

» 65% maintained their liquidity and solvency rating
= 26% lower liquidity and/or solvency rating

Successful farms: production mix,
marketing/merchandising, costs, yields
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Sources of data

» Farm-level anonymous data from the lowa
Farm Business Association (IFBA)
« Commercial mid-sized farms (750-800 acres)
e 2 reports:
— all farms (N=558)

— farms with beginning and ending balance sheets
(N=316).
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Historical Comparison: NFI
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Distribution of
2015 Accrued Net Farm Income
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41 NFI (Average) $25,399

Percent

= Cash Income = $813,531

304 + Change in Crop Inventory + $9,905

+ Change in Livestock Inventory - $46,287

i _,7 + Feed Credits and change in + $39,248
4200000 600000  -400000 ‘ oo Other inventories

$0 - Cash Expenses -$723,073

- Economic Depreciation - $67,925
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Classification Matrix

Solvency: Total Debt-to-Asset Ratio

Under Watch:
Between 30%
and 60%

Vulnerable:
Above 60%

Strong:

Under 30%

Vulnerable:
Below 1.3

Liquidity:
Current
Ratio

Under Watch:
Between 1.3
and 2.0

Strong: Over
2.0

[rOWA STA_TE U_]\_![VERS[ﬂ! Current Ratio = Current Assets/Current Liabilities
“xtension and Outreach

Healthy People. Environments. Economies. Debt-to-Asset Ratio = Total Liabilities / Total Assets

January 1, 2015 (316 farms)

Solvency: Total Debt-to-Asset Ratio

Under Watch:

Vulnerable:
Between 30%

Above 60%

Strong:

Under 30%

and 60%
Vulnerable: o o
Below 1.3 13.6% 2.2%
Liquidity: Under Watch:
Current |petween 1.3 3.5% 10.4% 6.3%
Ratio and 2.0
;t(r)ong: Over 1.9% 13.6% 35.1%

[OWA STATE UNIVERSITY Current Ratio = Current Ass ets/Current Liabilities
Extension and Qutreach Debt-to-Asset Ratio = Total Liabilities / Total Assets
Healthy Poople. Environments. Economies. ¢ rce: Plastina, A. Ag Decision Maker File C1-12
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January 1, 2016 (316 farms)

Solvency: Total Debt-to-Asset Ratio

Under Watch:
Between 30%

Strong:

Vulnerable:

Above 60% Under 30%

and 60%
Vulnerable: 17.7% 15.5% 2.9%
Below 1.3 (+4.3%) (+1.9%) (+0.7%)
Liquidity: .
FHEEY | Under Watch: 3.2% 10.8% 7.0%
Current | Between 1.3
Ratio and 2.0 (‘0.3%) (+O.4%) (+0.7%)
Strong: Over 1.6% 10.8% 30.7%
2.0 (-0.3%) (-2.8%) (-4.4%)

[OWA STATE UNIVERSITY Current Ratio = Current Ass ets/Current Liabilities
Extension and Outreach Debt-to-Asset Ratio = Total Liabilities / Total Assets
Source: Plastina, A. Ag Decision Maker File C1-12
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Summary of Changes in Liquidity
and Solvency Jan 2015 - Jan 2016

100 150 200 250
Nochange I 5
Solvency rating unchanged, lower liquidity rating | 15%
Liquidity rating unchanged, lower solvency rating [l 7%
Solvency rating unchanged, higher liquidity rating [l 6%
Lower liquidity and solvency ratings [l 3%

Liquidity rating unchanged, higher solvency rating [l] 2%

Higher liquidity and solvency ratings | 1%
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Liquidity and Solvency Ratings
(Jan 2015 vs Jan 2016)

Liquidity (Current Ratio) Solvency (Debt-to-Asset Ratio)
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How much working capital did lowa
farms burn through in 20157
Liquidity Rating Liquidity Rating Chang.e 1% Change | Number of
Jan'l6 Working vs. Jan'15 Farms
Capital ($)
Vulnerable -42,752 -45% 77
Under Watch 68,959 256% 13
Strong 141,641 141% 2
Under Watch Vulnerable -326,265 -66% 28
Under Watch -75,857, -22% 29
Under Watch Strong 129,166 42% 7
Vulnerable -356,407 -79% 9
Under Watch -169,874 -45% 24
Strong Strong -71,937| -10% 127
91,658 -24%

IOWA STATE UNIVERSITY
Extension and Outreach
Healthy People. Environments. Economies. N=316

Source: Plastina, A. Ag Decision Maker File C1-12
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What are successful farm
doing differently?

* Free Cash Flow from the farm:

Adjusted Farm Cash Income=NFI + Depreciation
* |IFBA data: 558 farms

» Ordered according to their AFCI

» Divided in 5 groups of equal sizes

 All comparison are for the same groups, using
the same farms in each group.
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2015 Average Adjusted Farm Cash
Income and ROA

$323 14 Adjusted Farm Cash Income < Return on Assets (End)
< 6.0%
3.99
¢ % < 3.0%
0,
$142 & 0.1% ® 0.9%

Thousand Dollars

$80 $100
oo o= 7
- (- |
g -8.4%
-S81

Top 20% Upper 20% to  Middle 20% Lower 20% to  Lowest 20%
40% 40%

Cash Farm Income Quintiles Average
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Farm Size: Operator Crop
Acres by Quintile

1,094

797 s Ja1
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40% 40%

Cash Farm Income Quintiles
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Source: Plastina, A. Ag Decision Maker File C1-11

2015 Average Adjusted Farm Cash
Income per acre & ROA

$295 i Adj. Farm Cash Income per acre < Return on Assets (End)
< 16.0%

< 3.9%
$179 < 3.0%

$131 $1354 0.9%
< 0.1% IRy,
‘ ‘ $77
l -8.4%

-$113

Top 20% Upper 20% to Middle 20% Lower 20% to Lowest 20%
40% 40%

Cash Farm Income Quintiles
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Solvency by Quintile

0.3<D/A<0.6

Jan 1, 2016

; B Farm Net Worth per Acre Farmed @ Debt to Asset Ratio (End)
3,138

0.23 ] 1 $2'23?;1.24 1 S%:.u
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%

Top 20% Upper 20% to Middle 20% Lower 20% to Lowest 20%
40% 40%

Cash Farm Income Quintiles
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Source: Plastina, A. Ag Decision Maker File C1-11
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Liquidity by Quintile

1.3<CR<2.0

Jan 1, 2016

Working Capital per Acre @ Current Ratio (End)

$622 614
SQ 3ug  $526 $565
@ 3.20 ¥ 3.26 $459 $533

® 272 @ 274

<189

Top 20% Upper 20% to  Middle 20%  Lower 20%to Lowest 20%
40% 40%

Cash Farm Income Quintiles
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Sources of Adjusted Farm Cash
Income by Quintiles and Farm Types*

M Cash Grain M Grain-Livestock # Hog « Beef M Mixed

100.0%
80.0%
60.0%
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20.0% .
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IOWA STATE UNIVERSITY *Cash grain: crops >90% Gross Farm Income;

T TE AT Grain-livestock: 50%<crops<90% GFl; Hog: pork> 50%GFI;
Healthy People. Environments. Economies.  Beef: beef> 50% GFI; Mixed farms: all other farms.

Satirce: Plactina A An Dericinn Maker File €1-11

Expenses by Quintile

M Total Expenses per Acre @ Total Expense Ratio

2,500 140%
119%
941,935 120%
2,000 96% ’ 94%
29% 85% 88% ® Y 100%
° o
1,500 ® @ 80%
$1,100

1,000 $816 5851 $931 60%

$984
v
% 40%
500 /
I I / 20%
0 72

Top20%  Upper 20% Middle 20% Lower 20% Lowest 20%
to 40% to 40%

Total Expenses

Total Expenses / Gross Farm Revenue

Cash Farm Income Quintiles Average

IOWA STATE UNIVERSITY Source: Plastina, A. Ag Decision Maker File C1-11

Extension and Outreach
Healthy People. Environments. Economies. N=558

11/8/2016

10



11/8/2016

33 cents difference! (+9.2%)

CO r n : 11 bushels difference! (+6%)
productivity and marketing

Average Corn Yield A Average Corn Price
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0.53 cents difference! (+5.7%)

Soybean S : 0.6 bushels difference! (+0.1%)
productivity and marketing

Average Soybean Yield @ Average Soybean Price
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summary

* On average, farms burned through $92,000 of
working capital in 2015

 Liquidity Jan’16: 36.1% vulnerable
» Solvency Jan’'l16: 22.5% vulnerable

» 26% farms had lower liquidity and/or solvency
ratings in Jan’16 than in Jan’15.
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Summary (cont’d)

» Successful farms:
* Right production mix,
» Good marketing/merchandising strategy,
» Contained costs,
» High yields
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Full Reports:

* Plastina, A. 2016a. “lowa Farm Financial
Conditions in 2015.” Ag Decision Maker File
C1-11.

* Plastina, A. 2016b. “lowa Farms: From
Strong to Vulnerable in a Year?” Ag Decision
Maker File C1-12.

* Plastina, A. 2016c. “2015 lowa Farm Costs
and Returns.” Ag Decision Maker File C1-10.
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Thank you for your attention!

Questions?

Alejandro Plastina
Assistant Professor/Extension Economist
plastina@iastate.edu
(515) 294-6160
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