PLANNING
TASK

Farm History and
Current Situation—
What Have You Got?

tWO
TASK

2
A clear understanding of your farm
operation’s history and current situation is
the second building block in the foundation
for your business plan. Your evaluation of
alternative strategies for your farm and
your efforts to persuade others that the
strategy you ultimately propose is
workable must be based on a
comprehensive, realistic assessment of
your current situation.
The materials in this chapter guide
you through the development of such an
assessment. This task requires time and
effort—which will pay off later in the
planning process. You’ll begin by preparing
a brief history of your family, farm, and
business. Next, you’ll systematically
assess your operation in terms of the four
key management areas: marketing,
operations, human resources and finances.
Finally, you’ll summarize your operation’s
history and current situation to include in
your business plan.

■ Planning Task Two
✔ Prepare a brief history of your family, farm
and business
✔ assess your current situation in:

Marketing:
Product
Customers
unique Features
Distribution
Pricing
Promotion
anticipated Marketing/industry Changes
Operations:
Physical Resources
Production Systems
Management Systems
Human Resources:
Work Force
unique Skills
anticipated Changes in Work Force
Finances:
Needs
Performance
Risk
Financial environment and anticipated Changes

✔ Conduct a whole farm SWOt analysis
✔ Prepare the History and Current Situation
section of your Business Plan
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See pages 67–86 for a
complete set of blank
worksheets for Task Two.

➠
TASK

To print a complete set of blank
worksheets, go to
www.misa.umn.edu/
publications/bizplan.html

2

A Brief History of
Your Business
Before jumping into a summary of your current situation, it’s important to
look back to important events and decisions from the past one, five or ten
years—whatever time frame can best describe why and how you’ve arrived at
your current business situation.
If you’re an experienced farmer or business owner, think about the different
phases you have gone through in terms of marketing, operations, human
resources and finances. Identify your most important successes and failures as
well as the key opportunities and challenges you have encountered. Reflect on
what you’ve learned from your experiences. Consider how your values have
shaped the choices you’ve made.
If you’re a beginning farmer or rural entrepreneur, focus on previous
personal, economic, environmental, and community experiences that triggered
your current desire to begin a business. Also, take time to learn about the
history of the land you’ll farm, the markets you’ll serve and the industry you
plan to enter. Understanding and developing strategies to serve viable markets
is a key aspect of the business planning process and a critical ingredient for the
success of your business plan. It’s important to look beyond your own operation
to its economic environment as you review the history of your business.
This review of your business and personal history, as well as market and
industry trends, will be valuable as you develop a business plan, particularly as
you begin to consider alternative strategies. The circumstances and ultimate
decisions leading up to previous business successes and failures will provide
insights as you choose between future strategic business options. Keep your
history, as well as the values driving previous decisions, in mind as you continue
to plan.
Use Worksheet 2.1: A Brief History of Our Farm Operation as a guide
for writing your farm history. For now, you and other planning team members
are the intended audience, so don’t be too concerned about length or writing
style. The important thing is to document key events and key decisions and to
reflect on how these have shaped not only your current situation, but also your
dreams for the future.
Dave Minar’s history of Cedar Summit Farm shows one method that can be
used to review your business and personal history (Figure 5). He simply chose to
describe key events in the nearly forty years he and his wife, Florence, have
been farming together. During that time, both their family and their farm
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Worksheet

2.1

A Brief History of Our Far
m Operation

Write a brief history describ
ing the important events and
choices you did? What hav
decisions in your life and ope
e been the most important
ration. Why did you make
outcomes resulting from the
external circumstances? Wh
the
interaction of your own cho
at key lessons have you lear
ices and
ned? Include planning team
time frame (one, five, ten yea
members in this review. Use
rs) best describes why and
whatever
how you’ve arrived at your
current business situation.

Figure 5.
Example from Cedar
Summit Farm—
Worksheet 2.1: A Brief
History of Our Farm
Operation
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TASK

2

operation have grown. They have made important choices that have shaped their
current situation and the strategies they are considering for the future. These
include the decision to stop using pesticides in 1974, the shift to grazing in 1993,
and the addition of a direct marketing meat business in 1994. This history
clarifies the context for the Minars’ desire to add on-farm milk processing and
direct marketing of dairy products to their farm business.
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Evaluate Your
Current Situation
for:
= Strengths
= Weaknesses
= Opportunities
= threats

S
W
O
T

TASK

2

Assess Your Current Situation
The current circumstances surrounding your life and business can create
unique opportunities as well as obstacles. This section guides you through a
description of your current situation for each of four business management
functions: marketing, operations, human resources and finances. This is a
chance to inventory your resources and assess how well you are using them.
In each management area, you’ll collect facts and figures that will help you
evaluate your operation in terms of Strengths, Weaknesses, Opportunities and
Threats (SWOT). The SWOT analysis is a planning tool used by businesses and
organizations of all sizes and types. Strengths and weaknesses refer to factors
that are internal to your business. Opportunities and threats refer to your
business’ external environment. Ultimately, your plans for the future should help
you build on your strengths and overcome your weaknesses. Your plan should help
you take advantage of opportunities or ward off threats offered by your
environment. Keep a running list of strengths, weaknesses, opportunities and
threats in each management area as you work through the text and Worksheets in
this section. Finally, you’ll summarize that information and make an overall
SWOT analysis for your business that you can include in your final business plan.
Involve members of your planning team and other business stakeholders in
this process. Assessing your current situation from several points of view can help
you gain perspective on the issues and alternatives that your business plan will
address.

.......
The Four Key
Management Areas:

Marketing
➠• Operations
• Human Resources
• Finance

Marketing Situation
When you ask another farmer to describe his or her operation, the response
will usually begin with information on the number of acres farmed, the type of
crops grown, and livestock raised. This made sense for the “old agriculture” when
focus was on selling undifferentiated commodities to anonymous buyers. More and
more, we are moving toward a “new agriculture” where farmers sell differentiated
products and are in direct contact with their customers.
You can begin with any of the four management areas as you develop a
description of your operation, but we encourage you to consider starting with an
assessment of the markets you serve and your strategies for serving them. These
are the key questions you’ll need to answer:

• Product: What is our product?
• Customers: What markets do we serve?
• Unique Features: What are the unique features that distinguish our
•
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products?
Distribution: How do we distribute our products?

Worksheet

2.2

Current Market Assessme
nt

Complete this worksheet
for each of your major pro
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numeric facts and figures. The
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Figure 6.
Example from
Cedar Summit
Farm—Worksheet
2.2: Current
Market Assessment
(side 1)
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TASK
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Characteristic 2: Locally pro
duced
Appeals to which segments? Bot
h segments
Easy for competitors to imit
ate? ___x__Yes _____ No
Distribution
Describe the current distribu
tion channels for this produc
t.
Logistics: Customers com
e to farm

; we deliver to farmers
market once each wee
k.

Market Locations: On-farm
and in New Pra

gue – all local

Market Intermediaries:

None

Marketing Costs (transp
ortation, labor, spoilage,
price

discounts for intermedi
Farmers market stall spa
aries):
ce fee = $25/year
Labor for market-relate
d travel and staffing =
8 hours/week
Labor for on-farm sale
s = 2 hours/week

CONTINUED

• Pricing: How do we price our products?
• Promotion: How do we promote our products?
• Market and Industry: How is our market changing?
Use Worksheet 2.2: Current Market Assessment to record your
answers as you work through this section. The Minars’ Current Market
Assessment Worksheet for their meat products (beef, pork, chickens and
turkeys) is reproduced as Figure 6.
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Product: What is our product?
This is usually an easy question—but it’s sometimes
useful to step back and think about what it is that you
produce. What is a product? For example, Frank Foltz of
Northwind Nursery and Orchard produces edible landscaping
plants that are well-adapted to northern winters. Yet, he also
provides knowledge and information in the form of
“Northwind Notes” (Figure 7) and annual workshops to help
educate his customers about fruit production and other
homesteading skills. Is this service component of his
business something that’s simply “bundled” with
the plants he sells, or does it have the
potential to be a separate product? For each
product you produce, fill out a copy of
Worksheet 2.2: Current Market
Assessment. As you ponder the question What
is our product? you may identify products that have great
potential. For practical purposes, products are defined as
commodities, final consumer goods, and services.

TASK

2

Customers: What markets
do we serve?
Figure 7.
“Northwind Notes—Apple
Growing” from Northwind
Nursery Catalogue

We often think of a market as a place, but it’s more
useful to think of your markets in terms of the potential
buyers for your products. Some examples will help illustrate this concept of a
market:

• Greg Reynolds of Riverbend Farm sells fresh, organically produced
vegetables to restaurants, food cooperatives, and Community Supported
Agriculture (CSA) customers in the Twin Cities metropolitan area.

• Mary Doerr of Dancing Winds Farm sells goat cheese made on her farm to
shoppers at the St. Paul Farmers’ Market. She also offers visitors to
southeast Minnesota an opportunity to enjoy her farm and to learn about
cheese making by staying in her bed and breakfast.

• Dave and Florence Minar sold milk to their local cooperative and pastureraised poultry, beef and pork to customers from the greater Twin Cities
metropolitan area who visit Cedar Summit Farm.
Each of these short market descriptions indicates not only where products
are sold—the geographic scope of the market—but also to whom they are sold.
[Note that it is common to serve more than one market and that the customers
in a market can often be segmented into several distinct groups.]
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Once you have a basic description of the market or markets you currently
serve, you’ll need to gather more detailed information on the segmentation, size
and scope of your market, as well as who is already serving the market. Are
there distinct segments in your customer base—for example, households and
businesses? How many potential customers are there in each segment in the
area you serve? How many customers do you have in each segment and how
much do they buy? Use the “Markets Served” section of Worksheet 2.2 to
answer these basic questions for each of the markets you serve. This will help
you identify the most attractive market opportunities.

TASK

Dave and Florence Minar identified two distinct market segments in their
current market assessment for their meat products (Figure 6). The first
segment is on-farm sales. They had about 400 customers in this segment, and in
2000 they had total sales of approximately $43,600. This implies annual sales
per customer of $109. The second market segment was the New Prague
Farmers’ Market. Dave and Florence estimated that they have approximately 25
customers in this segment. Their sales volume for this segment was $1,500, or
$60 per customer.

2

It’s not unusual to have some question marks in this segment of the
Worksheet, as the Minars do. These point to areas where it may be important to
gather information as you begin to look ahead to expanding sales within a
particular segment or to entering a new market segment.

Unique Features: What are the unique features
that distinguish our products?

Products are

Unique characteristics differentiate your product and make it more attractive to your customers. For example, Riverbend Farm owner Greg Reynolds’
vegetables are known by restaurant owners and food cooperative produce
buyers for freshness and high quality. As a result, these customers prefer to buy
from Riverbend Farm whenever possible. Similarly, the milk Dave and Florence
Minar produce is unique because their cows are pasture-fed. Many consumers
who have tried graziers’ milk prefer the taste, and there is some evidence that it
may have health benefits that are not present in conventional milk. Some
consumers also prefer graziers’ milk because they want to support and encourage this production method. When Dave and Florence Minar began the business
planning process in 1998, they recognized these distinctive features of the milk
they produced, but were unable to capitalize on these differences since they sold
it to a cooperative where it was blended with milk from other farms.

defined as
commodities, final
consumer goods,
and services.

Dave and Florence identified two distinguishing features of their meat
products—the animals are grass-fed and locally produced. These characteristics
appeal to their retail customers in both market segments. The grass-fed

BuilDiNg a SuStaiNaBle BuSiNeSS

33

characteristic is difficult for competitors to imitate, but other producers in their
area can offer locally produced meat products.
As you complete the “Unique Characteristics” section of Worksheet
2.2, ask whether the unique characteristics of your products appeal equally to
all the market segments you serve. A product attribute that is important to one
group of customers may be irrelevant to others. This is a good time to think
about product features that appeal most to each customer segment. Even if your
product or service is not strong in delivering those features, your business plan
may focus on ways you can improve your operation to make your product more
appealing to market segments with good growth potential.

TASK

2

Distribution: How do we distribute our products?
Distribution is the work of getting products from your farm to your
customers. A distribution system is described in terms of the logistics—
processes used to store and transport the product, the places where the product
is sold, and the market intermediaries that help facilitate the flow of your
product. In broad terms, most farm product distribution systems can be grouped
into three categories:

• Sale of a commodity product to a first handler or processor—for
example, sale of grain to a local elevator, milk to a creamery, or hogs
to a slaughter plant.

• Sale through a grocery wholesaler or retailer—for example, sale of
processed, packaged chickens through a local retailer, sale of a branded
pancake mix through a natural foods distributor, or sale of fresh vegetables
through a natural foods cooperative.

• Direct marketing—for example, sale of fresh produce at a roadside stand,
sale of farm-produced cheese at a farmers’ market, or catalog sales of bareroot nursery stock.
Of course, within each of these categories there is an endless range of
variation for specific products.
Dave and Florence use direct marketing for their meat products, with
simple logistics and no intermediaries. Their direct costs for market access and
travel to the farmers’ market are modest, but it’s important to note that they
also use about 10 hours of valuable labor time each week. It’s also interesting
to note that most of their distribution costs are linked to sales at the farmers’
market, while most of their sales appear to be on-farm. Of course, their
presence at the farmers’ market may be their best way to make first contact
with potential customers for on-farm sales.
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As you describe the distribution systems you currently use for your
operations, think about how well they help you preserve the unique
characteristics of your product. The Minars preserve the unique qualities of
their grass-fed meat by direct marketing their meat products. However, by
selling their milk to the local cooperative, the Minars were losing the
opportunity to reach customers who were willing to pay a premium for graziers’
milk. It’s also important to think about the costs and cost savings associated
with your current system. The Minars’ distribution system for their milk was
less costly than a system that involves on-farm processing and sale through
local retailers or home delivery.

TASK

In general, commodity distribution systems are the least expensive, but they
also offer the fewest opportunities for establishing close contacts with
consumers and for adding value through unique characteristics. Direct
marketing systems offer the greatest opportunity for customer contact and
product differentiation, but they are often the most expensive when costs for
time and transportation are added. Selling through a wholesaler or retailer—
that is, connecting with your ultimate customer through market
intermediaries—is sometimes an attractive alternative to the other two
distribution systems. You can often keep a strong link with your customers by
using distinct packaging or by doing regular in-store product demonstrations.
Also, there are clear cost savings in sharing storage, transportation, and
product display costs. Most of those cost savings, however, will go to the
wholesaler or retailer. In other words, when you work through an intermediary,
you will need to share the proceeds of the sale to the final consumer with the
retailer or wholesaler.

2

As you complete the “Distribution” section of Worksheet 2.2 for each of
your major products, think about the advantages and disadvantages of current
systems. Are there significant opportunities for reducing costs or increasing
revenues by improving your current distribution system or shifting to something
new? If there are, this is an area to revisit later in the planning process when
you begin developing strategies for more effectively meeting the goals you set
for your operation.

Pricing: How do we price our products?
The prices you charge for your products are influenced by production costs
(yours and your competitors’) and by your customers’ willingness to pay. From a
farmer’s perspective, it would be great to set product prices at levels that cover
all costs and include a “fair” profit. However, your ability to do this will depend
on the actions of your competitors and on the strength of your customers’
demand for the characteristics that make your product or service unique. You’ve
almost certainly seen these market forces at work on any visit to a farmers’
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market. When there are several producers selling the same product, with no
significant differences among them in quality, the price will quickly converge to
a single level. Originally, this may be at a level that covers all costs and yields a
profit, at least for the most efficient producers. By the end of the market day,
though, the price for a perishable product may drop well below production costs
if several producers still have a large supply of product that will be wasted if
not sold. In this same situation, if customers perceive one producer’s product as
higher quality, that producer will be able to charge a higher price. As the price
of the higher quality product increases, though, the least loyal customers will
opt for lower price over higher quality. Competition sets a ceiling on the price
the market will bear for any product. The more intense the competition, the
more difficult it will be to charge a premium price. In this example we have
focused on competition at the same farmers’ market. It’s important to recognize
that the relevant competition may be the local supermarket or some other
product altogether.
Dave and Florence Minar used their 2000 financial analysis (created with
FINPACK software 2 ) to calculate average prices they receive for each of the
four meat categories they market. The prices for beef and pork reflect retail
sales per pound of live weight. They are, of course, much lower than prices for
retail cuts of meat, but they are well above prices farmers receive for
“commodity” steers and hogs. Similarly, the prices for chickens and turkeys are
on a per bird basis, and they are well above retail prices for “commodity”
chickens and turkey. The Minars note that they have a high level of power in
setting prices for these products, but they also face some demand sensitivity to
price changes.
As you complete the “Pricing” section of Worksheet 2.2 for each of your
products, record the typical price level (or range of price levels if there is
significant variation) and the size of the premium, if any, that your product
receives over a typical competitor’s price. Also, comment on your ability to set
the price and the sensitivity of demand to price increases. For example, if you
are the only seller of a truly unique product, you have a high degree of power in
setting the price. You may have no power if you are selling into a highly
competitive market with many other sellers. Regardless of your ability to
establish a price, the quantity you sell may or may not be sensitive to price
increases. Demand for a unique, high-quality cheese may hardly be affected by a
significant price increase, while buyers of free-range chickens may switch to
grass-fed beef if the price of chickens rises dramatically relative to that of beef.

2 FINPACK software, Center for Farm Financial

Management, University of Minnesota,
updated annually.
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Promotion: How do we
promote our products?
Effective product promotion is
critical for successful marketing.
We often think of advertising when
we hear the term product
promotion. This may take the form
of brochures, posters or a Web
site. Of course, there are many
other ways you can inform
potential customers about your
products. For example, many
producers offer taste tests for
their products in retail stores
and at farmers’ markets. Other
producers rely on promotional
efforts by a commodity group
or collaborative marketing
group. A good example of this
kind of promotional strategy
is “eco-labelling.” Several
organizations throughout the
country have certification
programs to recognize food
that is produced according
to specified ecological or
sustainability standards.
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Dave and Florence
Minar use a combination
of brochures,
advertisements and
word-of-mouth to
promote their meat products. They estimate
their annual costs for promotions, excluding labor, to be $1,125—
approximately 2.5 percent of their annual sales of these products.

In completing the “Promotions” section of Worksheet 2.2 for
each of your products, list all the promotional strategies you use.
Then assess how effective they are in reaching potential customers
(or in retaining current customers) and how much they cost. In other words, are
your current strategies “paying their way”?

Figure 6.
Example from
Cedar Summit Farm—
Worksheet 2.2: Current
Market Assessment
(side2)
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Market and Industry: How is our market changing?
Markets rarely stand still. On the supply side, new competitors might enter,
while old rivals go out of business. On the demand side, the introduction of new
substitute products might reduce demand for your product or new research
might make it possible for you to make a health claim that helps you expand
demand for your product. In the longer term, broad trends in customer and
competitor demographics, technology and government policy can transform the
size and structure of your market. The last step in assessing your current
marketing strategies and activities is to look ahead to evaluate their potential
for change.

TASK

2

Dave and Florence Minar observed that growing concerns over food safety
and interest in more environmentally friendly farming practices should have
positive impacts on the market for their meat products. They also noted that
price premiums for locally produced meat products are attracting competitors.
Still, Dave and Florence believed their grass-based production system and their
attention to supplying convenient products would help them sustain their
competitive advantage.

......

The Four Key
Management Areas:
• Marketing

Operations
➠• Human
Resources
• Finance

Be sure to consider a wide range of potential changes to your market as you
complete the “Changing Market Conditions” section of Worksheet 2.2 for
each of your products. Often when we look back after experiencing a sudden,
unexpected change, we realize that we could have seen it coming. Questioning
even the most long-held assumptions about your markets can help you identify
issues that need to be addressed as you develop a business plan for the future.

Operations Situation
Before planning for the future, it’s important to step back and assess the
resources available to your farm operation and the enterprises in which you use
those resources. In this section the focus is on physical resources. Later, you’ll
assess the human and financial resources of your business.
The assessment of physical resources and farm operations should answer
the following questions:

• Resources: What physical resources are available for our business?
• Production: What production systems are we using?
• Management: What management systems do we have in place to support our
business?
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You’ll use Worksheets 2.3 through 2.6 to record your
answers as you work through this section. These
Worksheets are designed for use in a farm business, but
the fundamental questions are the same for any
business and can be adapted for use by nonfarm rural
businesses.

What physical resources are available for
our farm business?

TASK

Physical resources include land, buildings and
other structures, machinery and equipment, and
breeding livestock and poultry. These are the
tangible assets that you use to produce the products
you market. Clearly the quantity and quality of the
resources you control affect your current
operations and influence your future opportunities.
In addition to listing your physical resources, it is
also important to note institutional restrictions on
their use, including long-term leases, easements,
conservation agreements, and other
arrangements that must be honored in future
years.

2

A farm map can be a good tool to use to describe
your land resources. For example, Frank Foltz used a map (Figure 8) to
describe the existing layout of Northwind Nursery at the start of his business
planning process.
Your map should be drawn approximately to scale showing
the size and configuration of important physical features on
your farm, including fields used for crop production, pastures,
woodlands, lakes, ponds and streams. Contact your local United States
Department of Agriculture Natural Resources Conservation Service (USDANRCS) agent (see “Resources”) for help in locating a good map of your land. The
map should also show the location of man-made features, including the farmstead, permanent fence lines, the contours, grass waterways and irrigation wells.
It may also be useful to show the location of crops currently on the farm,
including perennial crops, such as alfalfa, vineyards and orchards. This provides
a basis for planning the sequence of crops in rotation. Finally, if you rent land,
draw a similar map for each rental tract. Then draw a smaller scale map that
shows the location of your home farm and all the other parcels you farm.

Figure 8.
Farm map: the Foltzes’
Northwind Nursery and
Orchards
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2.3

Worksheet

Tangible Working Assets

farm operation. Be as specific as you
and physical assets used in your current
Use this worksheet to describe the non-l
can be about size, capacity and condition.
VALUE
N
SI ZE

1. Milking Parlor
2. Calving/hog shed

34 x 160

160 animals

good

60 x 50

80 cows

good

3. Machine shed
4. Sales shed

48 x 96

—

good

40 x 64

—

good

30 x 30

good

5. Brooder

500 chicks

JD4030

80 hp

good

1. Tractor
2. Tractor

JD4010

90 hp

good

3. Four 4-wheelers
4. Swather

—-

——

fair

Hesston

12-foot

good

40 cub.ft.

good

5. Cooler
6. Freezer

2x4x5
6x8x6

288 cub.ft.

good

350 Chev

fair

7. Pick-up

3/4 ton

—-

300 bu

good

1. Trailer
2. Manure spreader

NH 665

—-

good

3. Skid loader
4. Freezer truck

—-

——

fair

16 foot

——

good

Buildings/Permanent Structures

ITEM

Machinery and Equipment

TASK

2

CONDITIO

CAPACITY

8. Drill

Livestock Equipment

9. Disc Mower

Breeding Livestock

150 dairy cows

Figure 9.
Example from Cedar
Summit Farm—
Worksheet 2.3:
Tangible Working Assets

.......
40

Use Worksheet 2.3:
Tangible Working
Assets to list the
remaining physical
assets on your farm.
Buildings and
permanent structures,
machinery and
equipment, livestock
equipment and breeding
livestock are the major
categories. Focus your
efforts on describing the
major tangible assets
that are important for
your current operations
or for activities you may
consider in the future.
Be specific in noting
size, capacity, and
condition when
relevant.

As noted in their
farm history, Dave and
is
h
whic
cow,
Florence own 218
is 13,311 pounds per
Good (average annual production
ction)
acres and lease
good for grass-based dairy produ
another 65 acres that
adjoin their property
in New Prague, MN.
They also own a 160acre farm in McGrath,
MN that they use for
young stock production. The Minars’ list
of machinery and equipment is smaller than that of most farms, since they do not
raise row crops.
Laws and regulatory policies affect business operations. In addition,
opportunities to market through long-term contracts and value-added
cooperatives may represent important institutional considerations in planning
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your operations. Use
Worksheet 2.4: Institutional Considerations to
record the important existing
institutional restrictions that
must be considered in developing
your operations plan. These
include long-term leasing
arrangements for land and other
real estate, as well as any leases
in effect with state and federal
agencies. It is also important to
note any long-term contracts for
marketing crop and livestock
products, whether they
represent an opportunity to
market or a commitment that
must be fulfilled.
Dave and Florence Minar
used Worksheet 2.4:
Institutional Considerations, to
record information about their
lease for 65 acres of
neighboring cropland and the
30-year living snow fence
easement they recently
signed. They also noted that
they have a temporary feedlot
permit that will be good until
2010. Since these
institutional considerations
will be in effect for many
years to come, the Minars
didn’t need to be concerned
about being forced to make
major changes in their grass-based
dairy operation in the near future.

Worksheet

2.4

Institutional Considerations

Describe institutional factors
that currently affect your abili
leasing arrangements, conserv
ty
ation easements, permit requ to use and manage physical resources. Include any long
irements, legal restrictions
-term
, production or marketing
contracts.
Long-term Leasing Arr
angements for Real Est
ate
(specify whether items are
leased in for your use or leas
ed out for the use of others)
We have a ten-year leas
e on 65 acr
es of neighboring crop
land planted to hay.

TASK
Long-term Agreements
and Easements
We signed a 30-year
living snow fence eas
ement in the winter of
2001 with the Scott
County Highway Departm
ent and the local Soil
and Water Conservatio
land will be planted in
n Service office. The
trees provided by the
SWCS office.

2

Permit and Legal Restric
tions
(specify the agency respons
ible for issuing permits, con
ditions and compliance fact
these conditions)
ors, fees, and your ability to
meet
We have a temporary
feedlot permit from the
Minnesota Pollution Con
for ten years and was
trol Agency. It is good
obtained in 2000.

Long-term Production
Contracts

and Marketing Agreem
ents

None – we do not hav
e a legal contract with
our milk cooperative.

Figure 10.
Example from Cedar Summit
Farm—Worksheet 2.4:
Institutional Considerations
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Crop Enterprise
Checklist
❑
❑
❑
TASK

2
❑

❑
❑

❑
❑
❑
❑
❑
❑
❑
❑

Seed, seed stock, plants, seedlings, etc.
Fertilizer used (by blend or by total N, P, K,
etc.)
Chemicals (by type; application costs must
be separable)
– Herbicide
– insecticide
– Fungicide
– growth regulators
– Harvest aids
Custom services (by type)
– Conservation consulting
– Dues
– Freight
Machinery
– Fuel and lube
– Repairs
Irrigation
– Water (consider system efficiency)
– Water district charges, taxes, and other expenses
– Fuel and lube
– Repairs
Utilities (enterprise-specific)
Labor
Miscellaneous crop-specific supplies
Crop insurance
Costs of accessing market
Checkoff/assessment (involuntary)
Shipping/transportation
Storage/processing

Livestock Enterprise Checklist
❑
❑
❑

❑

❑
❑
❑
❑
❑
❑
❑
❑

Figure 11.
Crop Enterprise Checklist

❑
❑
❑

Feed, minerals, and feed additives (by type)
Forage (by type)
Animal health/performance
– Veterinary services and medicines
– Pest control/chemicals
– expendable health equipment and supplies
Breeding costs
– Bull, boar, ram, stallion fee (or maintenance cost)
– ai charge including semen
– estrus synchronization
– Pregnancy checking
Machinery and equipment, including buildings
– Fuel/lube or utilities specific to the enterprise
– Repairs
Labor
Grazing fees
Land rental
Pasture maintenance (seed, fertilizer, fencing,
watering systems)
Livestock-specific supplies (feed, bedding,
veterinary)
Marketing costs (commissions, promotion,
packaging)
Hauling/transportation (if not reflected in
prices used)
Checkoffs/assessments (involuntary)
Livestock purchased for resale
Building space required

Figure 12.
Livestock Enterprise Checklist
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What production systems are we using?
Now that you have described the physical resources you use in your current
operation, the next task is to describe the current production systems in which you
use those resources. This involves describing the crop rotations, timing of
operations, the machinery and other inputs used, the quantity of production, and
how your production is stored, processed and delivered to the market.
For crop production, this process can usually be accomplished most easily by
thinking through the sequence of activities involved and carefully noting the
machinery used, operational inputs such as seed and fertilizer applied, and the
labor requirements. Refer to the Crop Enterprise Checklist (Figure 11) for items
that should be included. Use Worksheet 2.5: Describing Crop Production
Systems for each of the major crop enterprises in your current operation.
The Worksheet 2.5: Describing Crop Production Systems (Figure 13) Dave
and Florence Minar completed for pasture shows that maintaining 240 acres of
pasture (the primary source of feed for their cows) requires one hour of labor per
acre each year, as well as 20 pounds of seed, three gallons of fuel and seasonal
access to the tractor, drill, disc mower and manure spreader.

2.5

TASK

2
Figure 13.
Example from Cedar Summit
Farm—Worksheet 2.5:
Describing Crop Production
Systems

n Systems
Describing Crop Productio

e
s for projections you’ll mak
information will be the basi
this
e
sinc
be,
can
you
as
rate
se. Be as specific and accu
for each major crop enterpri
Complete this worksheet
es_________________
r.
side
240
con
you
___
___acr
eage: ___
later for the strategies that
Labor
____________ Current Acr
___
___
___
___
___
___
ture
___
pas
_________
Type
Operating Input
Hrs/
e/
Crop Enterprise: _________
Pric
ts
Uni
Quantity/
Acre
Machinery Operations
Item
t
Uni
e
chin
Ma
Acre
Machine
Hrs/
ouse; family
Operation
2
$80/bag 0.25 In-h
1
e
Acr
pounds 50 lb bags
20
Month
Seed and fuel

Worksheet

April
June

Aug
Sept

Seeding
(40 acres)
Clipping
(40 acres)
Clipping
Fertilize

0.25

0.25
0.25
0.25

Tractor

Tractor
Tractor
Tractor

Drill

Disc
Mower
Disc
Mower
Manure
Spreader

Fuel

1 gallon

Fuel

1 gallon

Fuel

1 gallon

0.25

In-house; family

0.25

In-house; family

0.25

In-house; family
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Worksheet

2.6

Describing Livestock Produc
tion Systems

Complete this worksheet
for each major livestock ente
rprise. Be as specific and accu
make later for the strategi
es that you consider. Specify
diets on a separate sheet if rate as you can be, since this information will be the
basis for projections you’ll
appropriate.
Livestock/Poultry Production
System: ___dai
___ry
________________________
Month
________ Current Number
150
of
Units: ____________
cow
s ______
Labor
___
or
_____
Facility
Hours
Type
Period
Vet &
Space Req.
Machinery &
Feed
Medications
Jan
Dry lot, parlor
Equipment
Required
120/month Milking
Other
Items & Amounts
Corn/distillers grain
Req.
40/month
Inputs
Herd mgmt.
$137/month
(9 pou

nds/day/cow), silage,
legume-grass balage
Milking
Corn/distillers grain
Herd mgmt.
(9 pounds/day/cow), sila
ge,
March Dry lot, parlor,
legume-grass balage
120/month Milking
calving shed
Cor
n/distillers grain
40/month
Herd mgmt.
(9 pounds/day/cow), sila
ge,
April
legume-grass balage
Dry lot, parlor,
120/month Milking
calving shed
Cor
n/distillers grain
40/month
Herd mgmt,
(9 pounds/day/cow), sila
ge,
Calving
May
legume-grass balage
240 acres of
140/month Milking
pasture, parlor, 40/
Cor
n/distillers grain
month
Herd mgmt.
calving shed
(6 pou
20/month
Calving Rotation plus nds/day/cow), pasture,
June
access to hay after milk
240 acres of
140/month Milking
ing
pasture, parlor
Corn/distillers grain
40/month
Herd mgmt.
(6
pou
20/month
Calving Rotation plus nds/day/cow), pasture,
July
access to hay after milk
240 acres of
140/month Milking
ing
pasture, parlor
Corn/distillers grain
40/month
Herd mgmt.
(6
pou
nds/day/cow), pas
20/month
Rotation
Aug
plus access to hay afte ture,
240 acres of
r milking
140/month Milking
pasture, parlor
Corn/distillers grain
40/month
Herd mgmt.
(6
pou
nds/day/cow), pas
20/month
Rotation
Sept
plus access to hay afte ture,
240 acres of
r milking
140/month Milking
pasture, parlor
Corn/distillers grain
40/month
Herd mgmt.
(6
pounds/day/cow), pas
20/month
Rotation
Oct
plus access to hay afte ture,
240 acres of
r milking
140/month Milking
pasture, parlor
Corn/distillers grain
40/month
Herd mgmt.
(6 pounds/day/cow), pas
Nov
plus access to hay afte ture,
240 acres of
r milking
140/month Milking
pasture, parlor
Corn/distillers grain
40/month
Herd mgmt.
(6
pounds/day/cow), pas
20/month
Rotation
Dec
plus access to hay afte ture,
Dry lot, parlor
r milking
120/month Milking
Corn/distillers grain
40/month
Herd mgmt.
(9 pounds/day/cow), sila
ge,
legume-grass balage
Feb

TASK

2

Dry lot, parlor

120/month
40/month

Figure 14.
Example from Cedar Summit
Farm—Worksheet 2.6:
Describing Livestock
Production Systems

.......

Skid loader

$137/month

Skid loader

$137/month

Skid loader

$137/month

Skid loader

$137/month

Skid loader

$137/month

Skid loader

$137/month

Skid loader

$137/month

Skid loader

$137/month

Skid loader

$137/month

Skid loader

$137/month

Skid loader

$137/month

Skid loader

Describing a livestock production system is often more complicated
than crops because labor and other inputs are required daily. You can simplify
the task by describing the activities that take place by period of the year. The
appropriate periods depend on the species of livestock or poultry and how
frequently input levels are being changed throughout the year. For example, if
raising market hogs, you could specify the production periods based on the time
and weight at which changes in the ration are made. If four diets are fed as the
pig goes from weaning to market weight, the length and the input requirements
could be specified for each of the four periods. In breeding livestock, the year
might be divided into periods representing major differences in housing and
labor requirements. In each case, the length of the period should be
determined by the period over which labor and other input
requirements are relatively stable on a day-to-day basis. Now
complete Worksheet 2.6: Describing Livestock Production
Systems for each major livestock enterprise in your current
operation. Use the livestock enterprise checklist shown here to help
you remember the items that should be included.
As a livestock producer, particularly a grazier, this assessment may be a
good opportunity to also evaluate the sustainability of your livestock operation.
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Worksheet

2.7

Enterprise/Calendar Matrix

Summarize and combine your crop and
livestock production systems in this calend
ar. Look for bottlenecks or conflicts in
timing of operations.

You can use the Beef or Dairy
Sustainability Checklists that
are available free from the
Appropriate Technology Transfer
for Rural Areas Center
(www.attra.org). Both resources
provide a series of questions
regarding herd health, nutrition,
productivity and pasture
composition. The questions are
designed to help you evaluate
your current operations (see
“Resources”).
While it is critical to
describe each crop and
livestock enterprise separately,
it is also important to consider
how they fit together.
Otherwise, a change in one
enterprise may have
unintended consequences for
other parts of the operation.
Do you feed crops produced
on your farm to livestock? Do
you use manure from a
livestock enterprise as an
input in one or more of your
crop enterprises? Are there
significant bottleneck or
slack periods in the annual
calendar for your farm?

Enterprise
and Tasks

Jan

Hours/Month
May June

Feb

Mar

Apr

180

200

200

200

200

100

100

100

July

Aug

Sep

Oct

Nov

Dec

180

180

180

200

200

180

60

100

30

30

20

20

Dairy
• Milking, feeding,
herd health
180
• Calving
Hogs
• Feeding, monitor
health

30

30

30

Broilers/Turkey
• Feeding, monitor

TASK

health

10

15

15

10

10

20

15

15

15

2

6

Beef
• Feeding, monitor
health

10

20

20

Hay
25

25

20

30

30

30

Pasture
• Seeding
• Maintenance

80
55

38

20

10

Other
• General Mgmt.
• Marketing
• Bookkeeping

Total Hrs/Month

10

10

10

10

10

10

6

10

6

10

25

10

6

10

10

10

36

10

32

36

32

36

4

50

2

20

4

2

4

2

2

10

10

206

4

200

2

237

8

424

404

381

Use Worksheet 2.7: Enterprise/Calendar Matrix to
describe the links among the major enterprises in your farm
operation. In Figure 15, the Minars’ peak labor demand months
are April and May and September and October. Note that the hog, beef
and poultry enterprises fit in well with their dairy operation, since most of the labor
requirements for these enterprises are concentrated in months after calving when
the dairy cows are out on pasture.

326

328

381

414

312

260

Figure 15.
Example from Cedar Summit
Farm—Worksheet 2.7:
Enterprise/Calendar Matrix

As you think about individual enterprises and the annual calendar of activities
for your own operations, keep the big picture in mind and look at the synergies and
conflicts between enterprises. Think hard about whether you are using your
physical resources as efficiently as possible.
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TASK

2

.......
The Four Key
Management Areas:
• Marketing
• Operations

➠ Human

Resources

• Finance

What management and management information systems do
we have in place to support our farm operations?
The knowledge embodied in sound management practices and the
information contained in good production records are also important resources
for your farm operation. At the enterprise level, regular review of production
records can help you spot problems before they become serious—helping you
control costs and boost production. For example, the Minars regularly review
milk quantity and quality reports from their local dairy cooperative to monitor
their dairy enterprise. Through participation in a local Dairy Herd Improvement
Association, they get more detailed information on each cow’s production. At
the whole farm level, familiarity with annual planning and analysis can be an
invaluable asset for an operation that is poised for making a major change.
Regular meetings and discussions involving everyone in the operation are also
valuable. The Minars have experience with using FINPACK3 for financial
analysis and planning, and they have developed a habit of maintaining good
communication among family members and their partner Paul Kajer. These
skills—essential for dealing with the unexpected events that are sure to come
with a significant business expansion—would be difficult to develop on an “as
needed” basis.

Human Resources Situation
People are an essential resource in any farm business. Those who plan,
manage and do day-to-day work may well be the most important factor in
determining a farm operation’s success. The human resources base for your
farm includes you and others in your family or household who contribute time
and effort to the operation. It also includes full-time and part-time employees,
interns, consultants you hire to provide specialized advice or expertise, and
other resource providers such as local production specialists or neighbors.
Your assessment of your farm’s human resources should answer the
following questions:

• Current Work Force: Who is involved in our business and what roles
•
•

do they play?
Skills: What are our unique skills? What skills do we lack?
Change: Will our labor situation change in the near future? Will
someone enter or leave the operation?

Use Worksheets 2.8 and 2.9 to record your answers as you work through
this section.

3 FINPACK software, Center for Farm Financial

Management, University of Minnesota,
updated annually.
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Worksheet

2.8

Human Resources Matrix

Use this worksheet to iden
tify the people involved in
Person
Dave Minar
(FT)

Dairy

Hogs

your operations and the role
s

they play.
Enterprise

Broilers/Turkey

Beef

Hay
Pasture
Order feed, man- Pro
duction labor Produc
tion labor Production
labor Production labo
age dry cows
and management; and
r Production labor
management; and ma
nagement; and manag
eme
marketing
nt and management
marketing
marketing

Florence Minar

Marketing

(FT)

Marketing

General
Management
Book-keeping and
financial analysis

Marketing
General customer

Paul Kajer
(FT)

comm.

Herd manager;
milking and other
labor

Production labor Pro
duction labor
and management and
management

TASK

2

Dan Minar
(PT)
Ryan Jirik
(PT)

Production labor
and management
Milking, Tuesdays
and weekends

Summer student

Feed animals

(FT)

Feed animals

Feed animals

Hauling

General farm
labor

Other farm labor

Other Labor:
Consultants
Ira Beckman, FBM
Cenex Coop
Technician

Financial analysis

Maintain milking
equipment

Current Work Force: Who is involved in our business and what
roles do they play?
The best place to start an assessment of your current human resources situation is
with a straightforward listing of all the people involved in your operation and the roles
they play. This sounds simple, but it can provide some eye-opening insights on how
you have organized decision making and work responsibilities. A simple matrix with a
column for each major enterprise or activity and a row for each individual is an
effective way to structure this information.

Figure 16.
Example from Cedar Summit
Farm—Worksheet 2.8:
Human Resources Matrix

In their Worksheet 2.8: Human Resources Matrix (Figure 16), the Minars have
drafted a brief description of duties and responsibilities in the cell for each enterprise
in which that individual is involved. For example, Paul Kajer has major management
and labor responsibilities for the dairy enterprise. He also works closely with Dave in
the pasture enterprise and with Dave and Dan in the hay enterprise. Note that the
Minars have included general management as a separate enterprise. In doing so, they
recognize that there are important tasks associated with managing and coordinating
the entire operation. Also note that they have included the dairy technician from their
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local cooperative and their farm business management advisor in their human
resources matrix. Though not employed directly by Cedar Summit Farm, both
provide important expertise and advice.
A quick glance at this matrix indicates the degree of specialization and the
extent of teamwork within the operation. Paul, Dave and Ryan specialize and
work together in the dairy, pasture and hay enterprises. Dave and Florence work
together in the meat marketing enterprises. Also, the fact that Dave is involved in
all the enterprises means that he plays a key role in coordinating activities for the
entire operation. Finally, note that this matrix can help identify enterprises that
depend almost entirely on one person (a column with only one completed cell) and
people who may be overloaded and spread too thin (almost every cell in a row has
an entry).

TASK

2

Use Worksheet 2.8: Human Resources Matrix to sketch a clear picture of
your current human resources. Also, look back to your completed Worksheet 2.7:
Enterprise/Calendar Matrix to describe the seasonal pattern of activities across all
your enterprises. Are there critical times of the year when more work could be
shared? Are some people in your operation over- or under-employed? Looking back
to the Minars’ Enterprise/Calendar Matrix, April through November are busy
months, as they are for most farm operations in the Upper Midwest. The Minars
use a summer student worker to add labor during some of these peak months.
Adding total labor hours from the enterprise/calendar matrix across all twelve
months, the Minars estimate their total labor demand to be 3,873 hours.
Assuming a full-time worker contributes 2,000 hours of labor per year (forty hours
per week for fifty weeks), this translates to just under two “full-time equivalent”
workers.

Skills: What are our unique skills? What skills do we lack?
Worksheet 2.8: Human Resources Matrix describes the current pattern of
decision and work responsibilities, but it is also important to assess how well
suited each individual is to the roles he or she plays in the operation. Worksheet
2.9: Assessing Worker Abilities and Needs guides you through a simple
evaluation of an individual’s abilities and needs. Fill out a copy of this Worksheet
for each person in your operation. You may want to have some or all of your team
members complete their own assessment form as a way of identifying untapped
skills. You may not be aware of a particular talent or skill that someone on your
team has developed. A completed Worksheet 2.9 for Ryan Jirik, the Minars’ parttime milker, follows as an illustration. Note that Ryan’s long-term goal is to own
and operate his own dairy farm, and the Minars are considering hiring him as a
full-time milker on Cedar Summit Farm when he graduates from high school.
As you review these Worksheets for people involved in your operation, ask
whether there are people in your operation who have unique but untapped skills
or critical skills that you are lacking. Also ask whether there are people who
would be happier in other roles. These are opportunities or problems that can and
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Worksheet

2.9

Assessing Worker Abilities
and Needs

Use this worksheet to desc
ribe the experience, skills
and goa
average cost for this person
and consider where this pers ls of each member of your workforce.Then estimat
e your
on ideally fits into your ope
ration.
Name and Current Pos
ition: Ryan Jirik, part-time milk
er

1. What is the person’s

background-experience
and education?

Ryan is a neighbor “cit
y kid” who has no bac
kground in milking.

2. What particular abilitie
s does this person have?
Hard worker

TASK

2

3. What are this person
’s strengths and weakne
sses?
Rya

n is very personable and
reliable - these are stre
ngths

Figure 17.
Example from
Cedar Summit
Farm—Worksheet
2.9: Assessing
Worker Abilities
and Needs

4. What are the person
’s interests? What motiva
tes them?

Ryan has a strong inte
rest in learning about
the farm and the dairy
industry in general.
We are training him as
a milker on our farm.

5. What are the person
’s own personal goals in
To own and operate his
own dairy farm.

6. What are we currently
[Confidential]

life?

paying this person ($/hou
r)?

7. Conclusion:Where mig
ht this person best fit in
meeting our human res
We see Ryan fitting
ource needs?
in as our full-time milk
er once he graduates
from high school.

should be addressed in developing your business plan.

Change: Will our labor situation change in the near future? Will
someone enter or leave the operation?
A significant change in the lives of people involved in a farming operation is
often the factor that motivates the development of a new business plan. Dave and
Florence Minar were motivated to explore on-farm milk processing, in part, as a
way to create opportunities for their children to join the operation. Frank Foltz
began to consider selling the catalog sales part of his business shortly after two
daughters had married and moved away from home.
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Now that you have described your current human resources
situation, spend some time thinking systematically about how that
situation may change in the next year, five years or ten years.
Worksheet 2.10: Likely Changes in Our Human Resources
Situation poses questions about three of the most common and
most significant human resources changes in farm operations. The first two
questions focus on people who will be leaving or joining the operation and the
opportunities and challenges created by these changes. The third question
focuses on a difficult issue in many family farming operations—the transfer of
managerial responsibilities
TASK
from one person to another.
s Situation
urce
Reso
an
Hum
Our
in
nges
Cha
ly
Like
One or more of these
Worksheet
.
years
ten
or
years
five
year,
the next
questions may be relevant
es in your human resources situation over
Use this worksheet to describe likely chang
perfor
or
for your operation—or you
work
r
leaving for othe
currently works in our operation be
Current Workforce:Will anyone who
may face some other
rprises will this affect?
sonal reasons? What activities/ente
tion.
opera
the
ng
important human resources
We don’t foresee anyone leavi
change. Careful attention
to potential changes,
whatever they may be, will
help you clarify the issues
that need to be addressed
by your business plan.
? What new knowledge and

2

2.10

le be joining our operation
Future Workforce:Will any new peop
for them to be
gh physical and financial resources
enou
have
we
Do
?
bring
they
skills will
fully employed and appropriately paid?

to join our operation. They are:
Several of our children would like
l.
attending boiler operations schoo
ssing equipment and is currently
Mike Minar: has worked with proce
.
farm
the
of
oyee
empl
me
. He would like to become a full-ti
He has excellent supervisory skills
ing knowledge of our current
people skills and a general work
good
e,
Dan Minar: has a business degre
business.
farm
our
of
me a full-time employee
operation. He would like to beco
She would like to work partc.
publi
the
with
ed
work
le skills and has
Laura Ganske: has very good peop
tive issues.
time on marketing and administra
with people. She would
ing experience and enjoys working
keep
book
Merrisue Minar: has professional
eting and bookkeeping.
also like to work part-time on mark

aking and
a change in the allocation of decision-m
Future Management: Do we foresee
?
lities
management responsibi

.
children on a full- or part-time basis
cial resources to hire any of our
Currently, we do not have the finan
,
current business partner. Paul Kajer
general farm management to our
We would like to shift some of the
retire.
nsibilities to our children when we
and eventually pass on all respo
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Figure 18.
Example from Cedar
Summit Farm—
Worksheet 2.10: Likely
Changes in Our Human
Resources Situation

.......

Financial Situation
Detailed information on current finances is a key component of any business
plan, particularly if it will be used to generate outside resources in the form of
loans or equity investments. While many of your personal goals cannot be
expressed in monetary terms, a certain level of financial planning is necessary for
a farm operation to be viable in the long term. An accurate assessment of your
current financial situation provides a comprehensive summary of the value of the
physical resources available to your operation. It also shows you the income being
generated by those resources in combination with human resources through your
operations and marketing strategies. In addition, the strength of your financial
position will determine your ability to access the capital resources you will need to
add and use new resources in your operation.

The Four Key
Management Areas:
• Marketing
• Operations
• Human Resources

➠ Finance
TASK

2

Your assessment of your farm’s financial resources should answer the
following questions:
• Financial needs: What are our current family living expenses?
• Financial performance: How well has our business performed in the past, and
how strong is our current financial position?
• Risk: What type of risk is our business currently exposed to?
• Financial environment: What is our current business environment, and how is
it changing?
Use Worksheets 2.11 through 2.15 as a guide for recording your answers as
you work through this section.

Financial Needs: What are our current
family living expenses?
If you and your family rely on your farm business as your only source of
income, or as a major source of income that is supplemented by earnings from offfarm work, your operation can only be sustainable in the long run if it provides
enough income to meet your family’s basic living expenses. For most people, then,
making a realistic estimate of current family living expenses is the starting point
for assessing the financial status of your current operation.
Use Worksheet 2.11: Estimating Family Living Expenses and Income
Needs to estimate your annual family living expenses and your family’s
earnings from off-farm work. The difference between the two is the amount
of income you need from your farm operation.
If you do not maintain current records that can be used to estimate your
family’s current and future living expenses, you may want to contact Minnesota’s
Center for Farm Financial Management (CFFM). The CFFM maintains a database,
called FINBIN, which tracks personal and household expenses for thousands of
Minnesota and North Dakota farm families. Average Minnesota household
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Figure 19.

FINBIN Average Expenses for 2001 Farm Family in
Minnesota and North Dakota
in the year 2001, family living expenses averaged $53,187 for 954
Minnesota and North Dakota farm families enrolled in the Farm Business
Management Program. according the Center for Farm Financial
Management’s FiNBiN database, the largest spending among farm households was for food and meals, medical care and health insurance, household
supplies, personal care, recreation, nonfarm vehicle expenses, taxes, real
estate and other capital purchases.
Household and Personal Expenses: 2001
Number of farms
954
Family Living Expenses
(in dollars)
Food and meals expense
$ 5,590
Medical care and health insurance
4,886
Cash donations
1,337
Household supplies
3,673
Clothing
1,586
Personal care
2,781
Child / Dependent care
766
gifts
1,631
education
1,305
Recreation
2,253
utilities (household share)
1,654
Nonfarm vehicle operating expense
2,489
Household real estate taxes
172
Dwelling rent
119
Household repairs
1,101
Nonfarm interest
873
life insurance payments
1,538

TASK

2

Total cash family living expense
Family living from the farm
Total family living

33,754
356
34,110

Other Nonfarm Expenditures
income taxes
Furnishing & appliance purchases
Nonfarm vehicle purchases
Nonfarm real estate purchases
Other nonfarm capital purchases
Nonfarm savings & investments
Total other nonfarm expenditures

6,823
635
3,320
3,060
2,901
2,695
19,433

Total cash family living investment &
nonfarm capital purchases

53,187

Example derived from FINBIN Database, Center for Farm Financial Management, University of
Minnesota
Copyright © 2002, University of Minnesota
Data Source(s): Minnesota Farm Business Management Education, 914 farms
Southwest Minnesota Farm Business Management Association, 131 farms
Southeast Minnesota Farm Business Management Association, 18 farms
North Dakota Farm and Ranch Business Management—Red River Valley, 8 farms
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expenses for 2001 are listed in Figure 19.
Use the database averages if you do not
have reliable family living expenditure
estimates and adjust them according to
your family’s needs. The FINBIN database
is accessible through CFFM’s website
(www.cffm.umn.edu/) or by contacting the
Center directly. See “Resources” for more
information.

Financial Performance: How
well has our business performed
in the past, and how strong
is our current financial
position?
Your ability to assess the past
financial performance of your farm will
depend on the financial information that
you have available. If you have access to
detailed past financial information on your
farm business, the process may be one of
laying past years’ information side by side
in a trend analysis. If you do not have
access to much past financial information,
you may be limited to comparing
information from past tax schedules.
Although this approach of comparing tax
records is widely used by financial
institutions to assess financial
performance, it violates one of the primary
requirements of a complete financial
analysis—that the analysis should be
completed based on accrual, not cash,
information.
Why accrual? Figure 20 compares
financial results for a hypothetical
operation based on tax information vs.
accrual income information. This
illustrates how easy it is to underestimate
financial progress if you look only at the
Schedule F (tax) information. One of the
reasons for this is that U.S. farmers enjoy
the unusual ability to report taxes on a

.......

cash rather than accrual basis. Most farmers find ways of continuously pushing
income forward, consistently building inventories and underrecognizing income
on their tax statements. So, by using the traditional method of many financial
institutions of laying several Schedule F’s side by side, you are likely to
underestimate the financial progress you have been making. On the other hand,
you could be overestimating performance if assets are being used up and not
replaced.
Looking ahead, the Minars’ Worksheet
2.12: Income Statement (Figure 23) offers a
real-life example of how tax information can
underestimate financial performance. For 2000,
they reported a net farm income of $28,147 on
their Schedule F, but their net farm income
calculated on an accrual basis was $65,083
(Numbers have been changed to protect
confidentiality). So cash vs. accrual information
is one of the first adjustments to consider when
you begin to evaluate your past financial
performance and consider accounting
alternatives.

Figure 20.

Comparison of Financial Results Based on
Tax and Accrual Information
gross cash farm income
Cash farm operating expenses
accrual adjustment
Change in crop inventory
Change in livestock inventory
Change in accounts receivable
Change in accounts payable
total inventory change
Depreciation
Net farm income

Schedule F
$ 123,720
–108,564

–6,745
8,411

TASK

Accrual
$ 123,720
–108,564

2

16,298
–3,656
1,950
2,450
17,042
–6,745
25,453

Another concern is market vs. cost asset
valuation. Agricultural lenders have
Figure 21.
traditionally evaluated farm financial
Comparison of Net Worth Based on Cost and Market
performance based on the market value of
Values
for Assets
farm assets. This gives the lender a basis
for evaluating the risk faced by the lending
Cost Valuation Market Valuation
institution and the collateral available in
total assets
$ 267,438
$ 358,590
case a borrower defaults on a loan. Market
total
liabilities
–105,367
–105,367
valuation of assets provides the
Contributed capital and retained earnings (a)
162,071
information demanded by external users of
Net worth or owner’s equity
(b)
253,223
your financial information. What about
Market valuation equity
(c) = (b – a)
91,152
your situation? Do market values give you
the information you need for internal
evaluation of progress? Using market values
mixes net worth growth from farm earnings with growth from “paper changes”
in the value of assets. So if you lay out your financial history using market
values for assets, you can never be quite sure how profitable your farming
operations have been, or even if your farm has been profitable at all.
Figure 21 shows a comparison of the net worth picture for a hypothetical
farm using cost vs. market values on assets. The cost column values assets at
their original purchase cost minus depreciation. This results in a cost net worth,
which reflects only what has been invested from outside the farm (contributed
capital) and what has been earned and retained over time (retained earnings).

BuilDiNg a SuStaiNaBle BuSiNeSS

53

Figure 22.

Defining Financial Performance
Measurement Areas
Profitability: Profitability evaluates just what you

TASK

2

would expect—whether your business is making
money. this sounds pretty basic, but it is probably
the most neglected part of the financial evaluation
process by farmers. traditionally, farmers have
prepared their financial information for lenders
instead of for their own purposes. How many times
has your lender asked you for an accrual income
statement? even if you evaluate several years of tax
schedules, you may be missing the mark on how
profitable your business has been.

Liquidity: Your business is liquid if you have

available funds or can easily access funds to meet
ongoing or unforeseen cash requirements. You may
have a very liquid farm business even though you do
not have a lot of cash in the bank if you have assets
that can be sold and turned into cash easily, without
interrupting the flow of ongoing business.

Solvency: Your business is solvent if it has an

adequate net worth to make your farm attractive to
lenders and others who you might want to invest in
your business. lenders want to lend you money.
that is how they make their living. But they won’t be
interested unless you have adequate assets relative
to claims on the assets (debts). this makes lenders
comfortable investing their assets in your farm
business.

Repayment Ability: While liquidity evaluates the

overall availability of liquid financial reserves, repayment ability looks more at whether your business
generates enough cash to repay debt on time. it is
closely related to profitability in that a profitable
farm will usually generate sufficient funds for debt
repayment. But repayment ability is also related to
debt structure. if you have too much short-term
debt, with high repayment requirements, even a
profitable business may experience repayment
problems. this is often a problem for farms that are
growing rapidly. they may be very profitable, but
they often need to plow their earnings right back
into the farm during periods when debt repayment
requirements are at their highest.

Efficiency: efficiency is very closely related to the

issues discussed in the section on operations. it
measures how much income is being produced, how
much it costs to produce it, and where the money is
going. So, efficiency is where you should look if you
are interested in evaluating cost control.

The net worth on the market value side includes these
earnings, but it also includes the accumulated changes in
market values of all assets over time (market valuation
equity).
Look at the Minars’ sample Worksheet 2.13: Balance
Sheet for a real-life example of the difference between cost
and market valuation. At the end of 2000, their net worth
under cost valuation was $126,610, while it was $735,642
under market valuation (from Minars’ Worksheet 2.10:
Income Statement—not shown for privacy reasons).
Market valuation is important if your goals include
looking for external funds. Yet you should consider adding
cost information to your analysis for your own evaluation
of financial progress. These concepts (and the following
financial performance measurement concepts) are
explained in greater detail in Evaluating Financial
Performance and Position, available through the Oklahoma
Cooperative Extension Service (see “Resources”).
Before going into the tools used in financial analysis,
it may be useful to discuss the basic financial performance
measurement areas of most businesses. The Farm
Financial Standard’s Council (FFSC) has identified five
financial measurement areas for farm businesses (Figure
22).4 They are no different than those sought by nonfarm
businesses. However, some of these performance
measurement areas have not been systematically analyzed
in farming as in other businesses.
The five recommended financial performance
measurement areas are:

•
•
•
•
•

Profitability
Liquidity
Solvency
Repayment Ability
Efficiency

To get a complete look at the past financial performance of your farm business, you should prepare the
following statements to evaluate profitability, liquidity and
solvency: the income statement, the cash flow statement, the
4 Financial Guidelines for Agricultural Producers, Recommendations of

the Farm Financial Standards Council, 1995 (revised).
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balance sheet, and the statement of owner’s equity. We will discuss the income
statement and balance sheet in detail, since these are probably the most
important for farm business analysis.

Income Statement. The income statement is a basic tool used to determine
farm income for the past year; it shows whether or not your
business has generated
sufficient income to cover
Income Statement
Worksheet
le, include
l years. Where possib ts 2.5 and
family living and tax expenses.
s for the past severa
hee
ing income statement
s are listed in works

2.12

Worksheet 2.12: Income
Statement provides a basic
structure for your income
statement. Once again, the
example provided here is based
on the Minars’ FINAN analysis
for 2000, although some
numbers have been changed to
protect their confidentiality.

uct
egorie
as a guide for constr
livestock expense cat process the information needed for
Use this worksheet
Suggested crop and
.
and
t
ails
lec
det
e
col
to
ens
exp
CK
PA
itemized revenue and
package such as FIN
TASK
use a computerized
2.6.You may want to .
ent
tem
sta
e
om
inc
r
you
ginning
For the period be
g
din
en
and

2

1/1/2000
12/31/2000
$ 319,132

e
Gross farm incom

271,715

–

g expenses
Total cash operatin
s
Inventory change
ding – beginning)
Crops and feed (en
g)
(ending – beginnin
Market livestock
ning)
gin
be
–
g
din
le (en
Accounts receivab
g – beginning)
din
(en
s
lie
pp
su
d
an
Prepaid expenses
g)
din
(beginning – en
Accounts payable
ginning - ending)
(be
st
Accrued intere
ange
Total inventory ch

Use Worksheet 2.12 to
develop historical net farm
income statements from your
available records. Begin by
listing gross revenue from
Depreciation
market livestock sales,
from operations
crop sales, services,
Net farm income
CHANGED
government payments, insurance
VE BEEN
ERS HA DENTIALITY.
B
M
U
N
NFI
SOME
claims, patronage dividends, etc.
TECT CO
TO PRO
Be sure to include any gains or
losses from the sale of culled
breeding stock, as well as the
change in the quantity of raised
breeding stock. Developing an Income
Statement (available from Oklahoma
Cooperative Extension Service, see
“Resources”) details how to calculate
breeding stock gains and losses.
Next, list all farm business expenses,
including purchased livestock,
changes in purchased feed
inventories, accounts payable, noncurrent liabilities, and depreciation
expenses. Your net farm income is equal to
the value of gross farm revenue minus total farm expenses.

+/–
+/–
+/–
+/–
+/–
+/–

27,427
12,821
1,181
-4,424
-6 9
—

+/–

36,936

–

19,270

=

$ 65,083

Figure 23.
Example from Cedar Summit
Farm—Worksheet 2.12: Income
Statement
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Balance Sheet. A balance sheet lists all business assets and liabilities, showing

TASK

2

what is owned and what is owed. In other words, the balance statement depicts
your claim to the business’ financial assets or what is called net worth and owner’s
equity. A series of balance sheets prepared at the same time each year for
successive years shows the change in the business’ financial position and the
progress you have made. A balance sheet can also be used to make accrual
adjustments to your income statement.

Figure 24.
Example from Cedar
Summit Farm—
Worksheet 2.13:
Balance Sheet

Worksheet

Assets include items owned by the business, such as land, machinery and
breeding livestock, as well as items owed to the business. Liabilities include all
claims against the business, such as accounts payable, credit card debt, the
current portion of term
debt, accrued interest on
Balance Sheet
all farm loans, and taxes.

2.13

Construct your current and
historical balance sheets. Wh
bility category.You may wan
ere possible, include itemized
t to use a computerized pack
details under each asset and
the information needed for
age, such as FINPACK (see
lia“Resources”), to collect and
your Balance Sheet.
process
Balance Sheet Date

January 1, 2000

Assets (in dollars)
Current Farm Assets
Cash and checking balance
Prepaid expenses & supplies
Growing crops
Accounts receivable
Hedging accounts
Crops and feed
Crops under government loan
Market livestock
Other current assets
Total Current Assets
(a)
Intermediate Farm Ass
ets
Breeding livestock
Machinery and equipment
Other intermediate assets
Total Intermediate Ass
ets (b)
Long-term Farm Assets
Farm land
Buildings and improvements
Other long-term assets
Total Long-term Assets

Market
Value

Cost
Value

Current Farm Liabilities
Accrued interest
Accounts payable & accrued
expense
Current farm loans
Principal on CCC loans
Principal due on term loans
Total Current Farm Lia
bilities (g)

$ 2,959 $ 2,959
25,698 25,698
23,000

23,000

34,862

34,862

26,786

113,305 113,305

189,010
124,458

2,987
50,587

313,468

53,574

617,200
48,000
1,576

(c) 666,776

Intermediate Farm Lia
bilities

26,786

40,129

(h)

Long-term Farm Liabili
ties
(i)
Total Farm Liabilities (j)
= (g +h +i)
Nonfarm Liabilities
Total Liabilities

(k)
(l) = (j + k)

Market
Value

Cost
Value

$ 69

$ 69

5,860

5,860

25,690

25,690

31,619

31,169

126,492 126,492
88,908

88,908

247,019

247,019

7,000
7,000
254,019 254,019

Retained Earnings
(m) = (f2 – l)
Net Worth
(n) = (f1 – l) 1,022,254
Market Valuation Equity
(o) = (n – m) 893,644

43,717
1,576
85,442

Total Farm Assets (d) = (a
+b

+c) 1,093,549 252,321

Nonfarm Assets

(e)

Total Assets

Liabilities (in dollars)

182,724 130,308

(f) = (d +e) 1,276,273 382
,629

f1 = Market Value of Tot
al Assets
f2 = Cost Value of Total
Assets
EN CHANGED
RS HAVE BE
SOME NUMBE CONFIDENTIALITY.
T
EC
TO PROT
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128,610

Balance sheets
typically break farm
assets and liabilities into
at least two categories.
The FINPACK
balance sheet,
reproduced for
this Guide in
Worksheet 2.13:
Balance Sheet,
breaks farm assets and
liabilities into three
categories: current,
intermediate, and long term.
This allows for further
analysis of the financial
structure of the business.
The example balance
sheet provided in Figure 24
(Worksheet 2.13 Example) is
based on the Minars’
financial analysis for 2000. In
this example, the Minars’
assets are listed for cost and
market values. The difference
between the two values is
quite dramatic—$382,629 at
cost versus $1,276,273 at
market. As discussed earlier, if
your balance sheets have been

.......

based strictly on market values, realize that not all of your net worth changes
may have resulted from business earnings. Moreover, because farms and ranches
typically are owner operated, it can be difficult to separate personal and business
assets. If your business is a sole proprietorship and you have included nonfarm
information on your balance sheet (like Dave and Florence Minar), be aware that
net worth changes over time will reflect what was earned on and off the farm
minus what was consumed in family living and taxes.
Use Worksheet 2.13 to reconstruct historical balance sheets for your business
if possible. Divide your assets and liabilities into current (cash and other assets
that are easily converted to cash or liabilities due within the current period),
intermediate and long-term categories (items not normally for sale, but rather held
for the production of livestock or crops and liabilities due beyond the current
period). Then value your assets and liabilities using either the cost or market
valuation method. Add assets and liabilities in the space provided and calculate
your net worth.

TASK

2

For more information about balance sheets and how to construct them, see
Developing a Balance Sheet from Oklahoma State University. You may also want to
check out the FINPACK or Farm Biz computer software, which can walk you
through the balance sheet input and provide the beginnings of computerized
analysis for the farm business. See “Resources” for more information.
Once you’ve prepared historical balance sheets and income statements, your
next task is to look at the value of retained earnings generated by the business if
one of your goals is to increase owner equity over time. Retained earnings can be
estimated using the earned net worth change calculation. The earned net worth
change is calculated by adding all nonfarm income to net farm income. Family
living expenses, partner withdrawals and taxes are then subtracted to arrive at a
value that represents income that either contributed to or depleted the farm’s net
worth in the given period. This simple calculation is depicted in Figure 25,
Worksheet 2.14: Earned Net
Worth Change Analysis.
Note that for family
farms, the earned net
worth calculation includes
non-farm components since
the nonfarm withdrawals
for family living purposes
are the primary draw on
income and because net
worth growth can occur by
bringing in income from off
the farm, cutting living

Worksheet

2.14

Figure 25.
Example from Cedar Summit
Farm—Worksheet 2.14: Earned
Net Worth Change Analysis

e Analysis
Earned Net Worth Chang

wealth earned
ulate your overall change in
Use this worksheet to calc
als.
draw
with
ner
part
living expenses and

For the period beginning

and ending

1/1/2000

thdrawals
Family Living/Partner Wi
Income Taxes
nge
Earned Net Worth Cha

12/31/2000

65,083

Net Farm Income
Nonfarm Income

me after adjusting for
from farm and nonfarm inco

+

30, 000

–

48,129

–

7,222

=

39,762

SOME NUMBERS
HAVE BEE
TO PROTECT CONFI N CHANGED
DENTIALITY.
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Worksheet

expenses, or improving tax
management.

2.15

ome Statement
the Balance Sheet and Inc
Financial Ratios Based on

following
statement to calculate the
balance sheet and income
Use information from your
y.
ienc
effic
and
city
capa
nt
solvency, profitability, repayme

ratios that measure liquidity,

Current Ratio:
nesses.
of liquidity used by most busi
This is a primary measure

The national Farm
$ 113,305
t)
Current Assets (Balance Shee
31,619
÷
Financial Standards Council
Sheet)
Current Liabilities (Balance
3.58
=
(FFSC) has identified 16
Current Ratio
considered adear of current debt, is usually nturn may be
current assets for every doll
dow
of
cial
ars
measures, or “ratios”,
doll
finan
a
two
ng
duri
with
2:1,
ness
A current ratio of
to sustain your busi
approaches 1:1, your ability
quate. If your current ratio
around the five basic
limited.
financial performance area
percent in debt.
Debt to Asset Ratio:
etimes referred to as your
measures (liquidity, solvency,
This solvency measure is som
254,019
profitability, repayment
t)
Total Liabilities (Balance Shee
1,276,273
÷
capacity and efficiency). Ratio
19.9%
Total Assets (Balance Sheet)
=
Ratio
t
Asse
to
t
Deb
analysis is a tool financial
40% is usually considered
a debt to asset ratio under
market value of your assets,
the
on
d
base
d
management experts and
ulate
calc
When
lly considered vulnerable.
comfortable; over 60% is usua
lenders use to judge the
urces invested
g earned on the financial reso
Rate of Return on Assets:
absolute and relative strength
the average interest rate bein opportunity cost of unpaid family labor to
as
ted
rpre
inte
be
can
me for the estimated
This profitability measure
business.Adjust net farm inco hire labor and management
of a business. A full
by you and lenders in your
nesses that
busi
for
e
thos
to
ble
para
make your figures com
description of the FFSC’s
65,083
ment)
Net Farm Income (Income State
23,883
“sweet sixteen” financial ratios
+
ment)
Interest Expense (Income State
and their calculations are
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Example from Cedar
sixteen ratios as illustrated in Figure 26 on Worksheet 2.15:
Summit Farm—
Worksheet 2.15:
Financial Ratios Based on the Balance Sheet and Income
Financial Ratios Based
Statement.

TASK

2

There are many other ways to measure financial performance. For
small farms that are built around the use of family labor instead of
vast amounts of capital, you might want to track labor and
management earnings. This measure recognizes that net farm income
for a family farm represents returns to unpaid labor, management and
equity capital. To estimate labor and management returns, an
opportunity cost for owners’ equity is subtracted from net farm
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on the Balance Sheet
and Income Statement
(sides 1 and 2)

.......
Worksheet

2.15

Financial Ratios Based on
the Balance Sheet and Inc
ome Statement

CONTINUED
Term Debt Coverage Rat
io:
This measure of repayment
capa
interest payments on interme city indicates whether your business is generating eno
diate and long term debt.
ugh income to make principa
l and
Gross Farm Income (Income
Statement)
Cash Operating Expenses (Inco
me Statement)
Scheduled Interest Payments
on Intermediate
and Long-term Debt (Income
Statement)
Family Living Expenses and Taxe
s (from the
Earned Net Worth Change Wor
ksheet)
Funds Available for Debt Paym
ents
Intermediate and Long-term
Debt Payments
Term Debt Coverage Ratio

319,132

–

237,111

+

23,883

–
=
÷
=

TASK

2

55,351
50,553
49,199
103%

A term debt coverage ratio
of over 150%, meaning that
you are producing $1.50 of
repayment for each $1.00
of scheduled debt repayme
income that is available for
nt, is usually considered adeq
debt
uate.
Operating Expense Rat
io:
This measure of overall effic
iency indicates the percenta
ge of business revenues that
expenses, debt repayment
and new investments.
are available for family livin
g
Cash Operating Expenses (Inco
me Statement)
Interest Expense (Income State
ment)
Gross Farm Income (Income
Statement)
Operating Expense Ratio

–
÷
=

237,111
23,883
319,132
66.8%
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income. The remainder is labor and management earnings. Labor and
management earnings can be directly compared to your desired amount of
family income from the farm.
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Worksheet

2.16

Whole Farm Trend Analysis

of
a trend analysis for important measures
Use the table below as a guide for doing
mance.
ciency, financial position and financial perfor

Physical Resources
Number of acres
Number of cows

TASK

Operating Efficiency
Hay yield (tons/acre)
Milk per cow (lbs/year)

2

1999

1998

Year

Financial Position
Ending net worth
Current ratio
Debt to asset ratio
Term debt coverage ratio
Financial Performance
Net farm income
Rate of return on assets
Labor and management earnings

2000

78

78

78

122

152

150

5.7

5.2

5.9

13,483

13,260

13,317

$ 578,197

$ 734,911

$ 735,642

0.76

0.87

3.58

48%

40%

42%

99%

153%

103%

$ 78,893

$ 104,953

$ 65,083

4.6%

5.8%

2.5%

$ 38,893

$ 50,953

$ 5,083

73%

71%

66.8%

Operating expense ratio

ANGED
BEEN CH Y.
S HAVE
T
LI
ER
B
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T
M
U
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SOME N OTECT CONFID
TO PR

Figure 27.
Example from Cedar
Summit Farm—Worksheet
2.16: Whole Farm Trend
Analysis
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Regardless of which method
you use to evaluate past financial
performance, you will find it
useful to incorporate all this
financial information into a trend
analysis. This enables you to
put everything together
and document a
financial history for
yourself and for
external
stakeholders. Worksheet 2.16:
Whole Farm Trend Analysis
can serve as a guide for your
own whole farm trend analysis,
which should include measures
of physical resources, operating
efficiency, financial position
and financial performance that
are most relevant for your farm
business. A trend analysis for
the Minars’ operation is
provided as an example.

You’ve just spent a lot of
time and effort accumulating
information and calculating
ratios or other formulas to
describe your business’
current financial performance.
It’s helpful to take a break,
and remember where you are
in your business planning—that these past few exercises are just a
part of the bigger picture of assessing the current performance of
your farm or business.

Just to remind you
where you are in that
assessment:

.......
✔ assess your current situation in:

You are
here

Marketing
Product
Customers
unique Features
Distribution
Pricing
Promotion
anticipated Marketing/industry Changes
Operations
Physical Resources
Production Systems
Management Systems
Human Resources
Work Force
unique Skills
anticipated Changes in Work Force
Finances:
Needs
Performance
Risk
Financial environment and
anticipated Changes

TASK

2

➠

You’re now ready to move on to the next area to consider as you continue
assessing your financial situation–potential risks.

Risk: To what type of risk is the business exposed?
In today’s agricultural industry, risk management has become an important
topic, particularly for those producers who have traditionally relied on government
intervention to mitigate price and production-related risks. Regardless of whether
you produce corn, soybeans, grass-based milk, organic vegetables or specialty fruit
trees, risk management will be an important component of your business. Without it,
uncontrolled risk and uncertainty reduce the reliability of financial projections and
make investment analysis difficult. Unmanaged risk also carries with it a high
degree of stress for farm managers and their families.
In this section, you and your planning team will research the potential risks to
your business while developing a strategy to minimize and protect against
uncertainty. Agricultural risk is typically tied to personal, production and market
uncertainties. The Minars’ business, for example, was exposed to significant market
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Figure 28.

Common Sources of
Agricultural Risk 5

TASK

2

Personal risk is the result of change and
uncertainty within the business. injuries and illness are sources of internal risk that can affect
your business’ ability to operate. Other sources
of personal risk include a change in goals,
divorce, death and fire. all of these events can
have a significant impact on the long-term performance of your business. You might even consider your own lack of knowledge and experience in a new area a risk, as it may create uncertainty as you transition from one management
system to another. the business may be exposed
to some internal risk as you learn to control
pests and build soil fertility without the use of
synthetic chemicals. “this [learning process] may
lead to greater production risks and the potential for lower yields,” notes organic certification
specialist lisa gulbranson.
Production and market risks are those
risks that result from weather-related events
such as drought, excess rainfall, hail, extreme
temperatures, insects and disease. external price
risks are often tied to below-cost market prices
and volatility in commodity and input prices after
production commitments have been made.
institutional risk is associated with changes in
government policy and regulations that govern
market prices, crop insurance, waste management and livestock housing facilities.
Contract risk is associated with the reliability
(or lack thereof) of contracting partners.
although the use of production and marketing
contracts are cited as risk management tools,
you should be aware that the contracts themselves may pose a risk to your operation if the
contractor/contractee is unreliable.
Financial risk can occur as a result of fluctuating interest rates on borrowed funds, cash flow
difficulties, and erosion of equity or net worth.
5 Managing Risk in Farming: Concepts, Research and Analysis,

Harwood, et al., 1999.

risk—fluctuating milk prices. Moreover, as a farmer today, you
will likely encounter legal and regulatory uncertainty (institutional
risk), contract risk, and other forms of financial risk. Each of
these sources of risk is described briefly in Figure 28.
Use Worksheet 2.17: Risk Management to
evaluate your business’ exposure to risk. Like the
Minars, rank your business’ exposure to production, market,
financial and personal risk. Then list any tools or strategies that
you are using to cope with and manage for that risk.

Financial Environment: What is our
current business environment and how
is it changing?
This is the last question to consider in assessing your farm’s
current financial situation. Analysis of financial statements for
your operation focuses on internal forces affecting the financial
history and current situation of your farm business. Your financial
future will also be affected by what is happening externally to
your business, within your industry and in the general economy.
The following are external forces that are especially important for
the financial health of your operation:

• Interest Rates. In the late 1970s and early 1980s, high
interest rates placed a heavy burden on any business that was
using substantial borrowed capital. Could another such
situation develop in the future?

• Employment. Will dependable, knowledgeable employees be
available at a wage (including possible benefits) that you can
afford to pay? Quite recently, this was a problem for many
small businesses. Wage rates had increased sharply owing to
high employment levels and a greater demand for dependable
workers.

• Inflation. Producers who sell into the commodity markets
have long known that inflation tends to increase farm costs
much faster than farm prices. Is there potential that we could
find ourselves in another inflationary period like that
experienced during the 1970s?

• Government Actions. If your products are currently
supported by government programs, will the current level of
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Worksheet

2.17

Risk Management

Briefly rank your business’
exposure to production, env
ironmental, market, contrac
describe how you currentl
t, and personal risk.Then brie
y manage for risk.
fly
Market Risk
Exposure to risk: _____ Low
_____ Medium ___
x__ High
Type of risk:
Declining and fluctuating
market prices for milk
Tools for minimizing risk:

Quality premiums to imp
rove prices overall, but
nothing to mitigate
fluctuations

Production Risk
Exposure to risk: ___
x __ Low _____
Medium _____ High
Type of risk:
Hay crop failure, herd
disease
Tools to minimize risk:

TASK

Continued placement
of herd on pasture

2

Contract Risk
Exposure to risk: _____ Low
_____ Medium _____ High
Type of risk:
Not applicable
Tools to minimize risk:

Figure 29.
Example from Cedar
Summit Farm—
Worksheet 2.17: Risk
Management

Financial Risk
Exposure to risk: ___
x __ Low ___
__ Medium _____ High
Type of risk:
Tools for minimizing risk

Cash reserves or conting
encies

Personal Risk
Exposure to risk: ___x__ Low
_____ Medium _____ High
Type of risk:
Injury, illness
Tools for minimizing risk:

support continue as the nation’s population becomes more and more urban? Will
government policies with regard to wages, environmental regulations, and reporting
increase your costs? If your market depends on export demand, is there potential that
either domestic political sanctions or foreign governmental actions will disrupt your
sales?

.......

As you put together your financial plans, you may want to “shock” your plans to see
what would happen with a three percent increase in interest rates, a reduction of
government support, or a five percent increase in your costs.
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Whole Farm SWOT Analysis
You have now nearly completed a major task of your business plan. Having
analyzed the history and current situation of your business with respect to
marketing, operations, human resources and finances, you have assembled
facts, figures and qualitative impressions about all aspects of your operation.
Now you will use that information in an analysis of your Strengths, Weaknesses,
Opportunities and Threats—a SWOT analysis. This can be helpful in defining and
clarifying the issues you need to address in the rest of the business planning
process.

TASK

2

Remember that in identifying strengths and weaknesses, you will be
focusing on factors that are internal to your business. Opportunities and threats
refer to the external environment for your business. As noted earlier, the
strategy and implementation plan you develop will be shaped by both internal
and external factors. Ideally, your business plan should help you build on and
further develop your strengths, while minimizing the impacts of your
weaknesses, if not eliminating them. At the same time, your plan needs to be
responsive to the opportunities and threats your environment
offers.
Use Worksheet 2.18: Whole Farm SWOT Analysis to
summarize the most important strengths, weaknesses,
opportunities and threats for your business. In completing their
SWOT analysis, the Minar family identified their expertise in grass-based milk
production and direct marketing skills, as well as their children’s interest in
returning to the farm, as major strengths. They considered the increase in urban
development and rapidly growing demand for grass-based milk as major
opportunities. On the other hand, they considered volatile commodity milk
prices and the possibility that someone else would capture the local market for
grass-based milk as the most important threats facing their business. The
Minars considered the addition of a milk processing enterprise because it would
build on their strengths in milk production and direct marketing, and the new
enterprise would employ younger family members. It was a response to an
attractive opportunity, but a quick response was needed to take advantage of
that opportunity.
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Worksheet

2.18

Whole Farm SWOT Analysis

threats for your business as it
nesses and the external opportunities and
Summarize the internal strengths and weak ess—marketing, operations, human resources and finances—as well as
busin
exists today. Consider all aspects of your
the links among these aspects.

External Factors

Internal Factors
Strengths:
on farm
Family members who want to work
skills
al
ssion
Family has diversity of profe
Strong financial position
areas
Location - close proximity to urban
e
rienc
expe
eting
mark
t
Direc

Opportunities:

TASK

2
Urban development
quality
Increasing demand for safe, highfood products
delivery
Evidence of local demand for home

Weaknesses:
Retirement

Threats:

Volatile dairy market prices
Policy changes
Increased regulation

Figure 30.
Example from Cedar Summit
Farm—Worksheet 2.18: Whole
Farm SWOT Analysis
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Prepare the History and
Current Situation Section
of Your Business Plan
The history and current situation section of your business plan
should draw on and summarize material from the Worksheets and
exercises associated with this Planning Task. The content and style of
this section will be influenced by the purpose of the planning process
and by the audience for your plan. A suggested outline could follow that
of this chapter as described below. If you decide not to include your
value statement in your business plan (Planning Task One), this will be
the first section of your business plan.

TASK

2

If your business plan is strictly for internal use, your description of
the current situation may emphasize documenting key events in the
history of your business. You can then assess how well your current
business matches up with your personal values and aspirations, and
make changes that address problems or take advantage of new
opportunities. Recounting your history can help you clarify the issues
that you face. It can also remind you, and others in your operation, of
the reasons for making changes.
If your business plan will be used primarily as a proposal to lenders
or outside investors, the current situation section of your business plan
may be quite different. You may choose to use a less personal, more
factual business history description in your actual business plan. This
might still include a discussion of values, but there is likely to be more
emphasis on providing quantitative information on operating efficiency,
past financial performance, and the strength of the current financial
position. In the Minars’ plan, for example, there is a narrative section
on history and current situation, but there are also major sections that
present detailed data on past performance and the current financial
position (see Appendix A).
Regardless of your purpose in developing a business plan and your
intended audience, keep in mind that it’s almost impossible to know
where you are going in the future if you don’t know where you are right
now. As Ken Thomas says in Developing a Longer-Range Strategic Farm
Business Plan, “Projecting the future without evaluating the past and
present business situation can be difficult and potentially hazardous to
the future of an individual farming career.” (See “Resources.”)
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✔ Preparing the Current

Situation Section of Your
Business Plan
I. Values Statement (optional)
II. History and Current
Situation
a. Brief History of Your Farming
Operation
B. assessing Your Current
Situation
i. Marketing
ii. Operations
iii. Human Resources
iv. Finances
C. Whole Farm SWOt analysis

