
EVALUATING FARM/RANCH 
FINANCIAL HEALTH

Agricultural 
Financial Management -101

John P. Hewlett
Ranch/Farm Management Specialist

University of Wyoming 
Agricultural & Applied Economics



GOT FINANCIAL HEALTH?



SOURCES OF RISK

Production- yield/quality variability
Marketing- changes in price/external conditions
Financial- variability in debt/equity capital and 
ability to meet cash demands
Legal- responsibilities 
for contracts, statutory 
compliance, tort liability, 
and business structure
Human- managing people
and estate transfers



DETERMINING 
YOUR FINANCIAL HEALTH

Historically, most producers are weak in 
knowledge and commitment to adequate 
financial analysis
Often agricultural financial analysis is:

Inconsistent
Misguided
Misleading
Short Sighted
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KEY PRODUCER ITEMS/CONCERNS 

Adequate funds for family living 
For all families that might be involved

Alternative enterprises, enterprise mix
Debt Load and Structure
Expansion plans/capabilities
Dependence on government payments
Managing cost of production, financial info, 
marketing, labor (family)
Tight profit margins – Simply Surviving
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WHAT KEY FACTORS 
DETERMINE FINANCIAL HEALTH?

Is it a positive Cash Flow
A large Net Worth
Paying no taxes to reduce cash outflows
Lots of family labor (good hard work)
Location
Positive Net Income
?
?
?



GOT FINANCIAL HEALTH?

Need to know Business Position 
Need to know Business Performance
What Yard Stick(s) should be used



DETERMINING 
YOUR FINANCIAL HEALTH: WHAT?

What is Financial Health?
Financial health refers to the well being of a business as 
measured by adequate financial analysis.
Financial Health can be evaluate in five areas:

Liquidity
Solvency
Profitability
Repayment Capacity
Financial Efficiency



If you can’t 
measure it, 

you can’t 
manage it!!



DETERMINING 
YOUR FINANCIAL HEALTH: WHY?

Financial Business Performance 
Analysis is important because:

Our financial health determines the decisions 
we can make.
Often our personal financial well being depends 
on our agricultural business’s financial health
Long run survivability depends largely on the 
long run profitability of our business



DETERMINING 
YOUR FINANCIAL HEALTH: HOW?

PROFITABILITY
It is critical to be or become profitable
Positive net income is the only way to earn 
equity growth in a business



ACCOUNTING

• Land
• Labor
• Capital
• Time



DETERMINING 
YOUR FINANCIAL HEALTH: HOW?

Financial Records



COMPONENTS OF A 
COMPLETE RECORD SYSTEM

1. Cash transactions
2. Physical inventories
3. Financial inventories
4. Financial statements
5. Production records
6. Labor and machinery records
7. Family accounts and non-farm 

business records
8. Records summaries



DETERMINING 
YOUR FINANCIAL HEALTH: HOW?

Financial Records

Financial Statements



COMPLETE FINANCIALS REQUIRED

Beginning and Ending Balance Sheets
Cash Flow Statement

(Statement of Cash Flows)

Accrual Adjusted Income Statement
Statement of Changes in Owner Equity



FINANCIAL STATEMENTS

Balance Sheets
Describe things of value and their ownership
Show values at a point in time (inventory), 
thus can be used to show changes over 
longer periods of time
Shows: Assets = Liabilities + Owner Equity

Assets
Ownership
•Outside Interests
•Internal Interests



FINANCIAL STATEMENTS

Cash Flow Statement
Documents changes in cash balances 
over the period (inflows/outflows)
Traditionally for agriculture this statement 
will show a month by month account



FINANCIAL STATEMENTS

Accrual Income Statement
Shows all changes in cash for the period
Shows all changes in non-cash accounts over 
the period

Revenue items like 
increases in inventories, etc.
Expense items like 
depreciation, accrued 
interest, accrued tax 
liabilities, etc.

Shows accrual net income 
or profit for period

Accrual
Net Income
= PROFIT

Ending
Balance
Sheet

Cash
Flow

Statement

Beginning
Balance
Sheet



FINANCIAL STATEMENTS

Statement of Changes in Owner Equity
Shows impacts of changes described 
by the income statement on equity position

Also documents any withdrawals or 
contributions of equity over the period



FINANCIAL STATEMENTS

Beginning
Balance
Sheet

Ending
Balance
Sheet

Accrual
Net Income

Ending
Balance
Sheet

Cash
Flow

Statement

Beginning
Balance
Sheet

Statement of
Changes in

Owner Equity



DETERMINING 
YOUR FINANCIAL HEALTH: HOW?

Financial statements allow financial 
performance to be adequately evaluated if 
they are:

Reconciled
Complete
Shared



TERMINOLOGY CAUSES US PROBLEMS

Expense versus Expenditure
All cash inflows are not income

Loan proceeds from lenders
All cash outflows are not expenses

Principal payments to lenders
Non-cash expenses

Depreciation, accrual adjustments
Non-cash income

Accrual adjustments



DETERMINING 
YOUR FINANCIAL HEALTH: HOW?

Financial Records

Financial Statements

Financial Analysis



FINANCIAL ANALYSIS

Liquidity
Measures the ability of the operation to meet 
its short-term debt obligations
Looking at 12 months or less

Solvency
Measures the ability of the
operation to meet its long-term
debt obligations
Looking at over one year



FINANCIAL ANALYSIS

Profitability
Measures the ability of the operation to 
generate returns over its expenses

Efficiency
Measures how efficiently the 
operation has used its resource 
base to generate revenue

Repayment Capacity
Measures the capacity of the 
operation to repay debt obligations





HANDOUT



HANDOUT



Topics Examined With RDFinancial

• Owner Withdrawals
• Non-business income
• Government Payments
• Capital asset purchase
• Cost of Production
• Asset revaluation 
• Debt Load (asset and liability 

structure)
• Risk Protection Tools 

(Insurance)
• Non-cash expense (not 

depreciation)

• Non-cash income 
• Contributed capital
• Distributed capital



Production- yield/quality variability
Marketing- changes in price/external conditions
Financial- variability in debt/equity capital and 
ability to meet cash demands
Legal- responsibilities 
for contracts, statutory 
compliance, tort liability, 
and business structure
Human- managing people
and estate transfers

SOURCES OF RISK



IDENTIFY MANAGEMENT ALTERNATIVES

Assume the risk
Avoid the risk
Reduce the risk
Transfer the risk



CURRENT FEDERAL INSURANCE OPTIONS

Farm Service Agency: 
Noninsured Crop Disaster Assistance ProgramHANDOUT



CROP INSURANCE

• Kinds of risk addressed by crop insurance:
Yield risk
Price risk 
Revenue risk (yield and price)

• Benefit of crop insurance in the 
management of risk;



TRANSFER



CROP INSURANCE

•Use of crop insurance can affect other risk 
management decisions, such as the use of 
marketing and financial tools;

• Must make informed decisions on crop 
insurance prior to the sales closing date 
deadline

• Recordkeeping requirements for crop 
insurance.



Parting 
Comment
Do not risk the 
future of your 
operation (family 
and business) 
with frustration 
over preparing 
detailed financial 
statements.

Just do it!




