Farm Financial Scorecard
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Recommended Farm Financial Ratios

Explanations of the FFSC recommended measures on the scorecard and where to find the information for each measure
—

Measures from the Balance Sheet

The balance sheet provides information on both a business's both liquidity and solvency positions. Liquidity is the
ability of the farm business to meet financial obligations as they came due, or to generate enough cash to pay for
family living expenses, taxes, and to make on-time debt payments. Solvency is the ability of the farm business to
meet all of it's debts if it were sold at the current point in time.

Recommended Liquidity Ratios Recommended Solvency Ratios
e Current Ratio » Debt-to-Asset Ratio
Measures the extent to which current farm assets, if Is the bank's share of the farm business.
sold tomorrow, would pay off the farm's current Compares total farm debt to total farm assets. A
liabilities. higher ratio indicates greater financial risk &
lower borrowing capacity.
» Working Capital as % of Gross Revenue o Equity-to-Asset Ratio*
Measures the operating capital available against the s the farmer's share of the business. Compares
size of the business. total farm equity to total farm assets. Debt-to-
Asset ratio + Equity-to-Asset ratio must = 100%.
» Working_ Capital as % of Operating_ Expense* » Debt-to-Equity Ratio*
Measures the operating capital available against the Compares the creditor's investment to the farm
amount of the business's operating expenses. owner's investment. It also indicates how much
the farmer has leveraged their equity in the
business.

Measures from the Income Statement

The income statement is a financial statement which provides information regarding the profitability of the farm
business. Profitability is the difference between the value of goods produced and the cost of the resources used
in their production.

Recommended Profitability Measures

e Rate of Return on Assets

Can be thought of as the average interest rate being earned on all (yours and the creditor's) investments in the farm.

» Rate of Return on Equity

Represents the interest rate being earned by your investment in the farm. This interest rate or return can be compared
to returns available if your equity were invested elsewhere, such as a Certificate of Deposit or the stock market.

e Operating Profit Margin Ratio

Shows the operating efficiency of the farm business. If expenses are low relative to the value of farm production, or
revenue, the business will have a healthy operating profit margin. A low profit margin ratio can be caused by low
product prices, high operating expenses, or inefficient production.

¢ Asset Turnover Ratio

Measures efficiency in using capital. You could think of it as a measure of capital productivity. Generating a high level
of production with a low level of capital investment will show as a high asset turnover rate. If, on the other hand, the
turnover is low you will want to explore methods to use the capital invested more efficiently or sell some low-return
investments. It could mean getting rid of that swampy parcel on the back 40 and getting something that produces
income.

* Denotes Acceptable Alternate Measures of the FFSC (https://ffsc.org/)












