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Why are you in agriculture?Why are you in agriculture?

Lifestyle?Lifestyle?

Money?Money?



Would you like to retireWould you like to retire
someday?someday?

How are you going to fund yourHow are you going to fund your
retirement?retirement?



In retirement In retirement ……

Farm/ranch income goes to Farm/ranch income goes to zerozero
[for some, this is an improvement!][for some, this is an improvement!]

Household consumption continuesHousehold consumption continues



Therefore, to retire anTherefore, to retire an
agricultural household needs toagricultural household needs to

accumulate wealthaccumulate wealth during during
operatorsoperators’’ lifetime. lifetime.



Sources of wealth during oneSources of wealth during one’’ss
life:life:

Farm/ranch operating incomeFarm/ranch operating income
Farm/ranch capital gainsFarm/ranch capital gains

Non-farm incomeNon-farm income
Non-farm capital gainsNon-farm capital gains



Where has agriculturalWhere has agricultural
household wealth come fromhousehold wealth come from

recently?recently?

My research looks at changes in wealthMy research looks at changes in wealth
nationally, by regions and farm size.nationally, by regions and farm size.
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Change in wealth, by farm sizeChange in wealth, by farm size

        Farm Size 1 Farm Size 2 Farm Size 3
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Farmland value, by farm sizeFarmland value, by farm size
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Capital gains are not liquidCapital gains are not liquid

Asset must be sold to capture gainsAsset must be sold to capture gains

Borrowing against capital gains isBorrowing against capital gains is
possible, but adds debtpossible, but adds debt



So, during your lifetime you maySo, during your lifetime you may
be gaining be gaining wealthwealth through through

capital gainscapital gains, but you need , but you need cashcash
flowflow to pay the bills. to pay the bills.



If you do not want to work off-If you do not want to work off-
farm, you need to make yourfarm, you need to make your
agricultural lifestyle profitable.agricultural lifestyle profitable.



Profitable farms/ranches have aProfitable farms/ranches have a
plan that provides data neededplan that provides data needed

for operating decisions.for operating decisions.

A written Business Plan is usuallyA written Business Plan is usually
required by lenders.required by lenders.

Business Plans focus on issuesBusiness Plans focus on issues
affecting affecting profitsprofits..



Profit (gross)  =  Revenue Profit (gross)  =  Revenue –– Costs Costs

Revenue        =  Price X QuantityRevenue        =  Price X Quantity

Costs             =  Fixed costs +Costs             =  Fixed costs +
(Variable costs X(Variable costs X

 Quantity) Quantity)



Long-run Strategies to ImproveLong-run Strategies to Improve
ProfitProfit

Price strategies:Price strategies:

Add value to commodity (process, etc.)Add value to commodity (process, etc.)

Strategic alliances/or integration ofStrategic alliances/or integration of
producers and processorsproducers and processors



Long-run Strategies to ImproveLong-run Strategies to Improve
ProfitProfit

Cost strategies:Cost strategies:

Reduce cost/unit by increasing scale ofReduce cost/unit by increasing scale of
operationsoperations

Reduce cost/unit with technologicalReduce cost/unit with technological
advances in production/harvest methodsadvances in production/harvest methods
and machinesand machines



Price RiskPrice Risk

Sources:Sources:
Variable market prices over timeVariable market prices over time
Uncertain access to marketsUncertain access to markets

Tools:Tools:
Forward contractsForward contracts
Marketing groups (clubs, co-ops, etc.)Marketing groups (clubs, co-ops, etc.)



Quantity RiskQuantity Risk

Sources:Sources:
Variable yield per acre over timeVariable yield per acre over time

Tools:Tools:
Crop insuranceCrop insurance
Geographic diversification of productionGeographic diversification of production
Risk-reducing inputsRisk-reducing inputs
New technologies and/or varietiesNew technologies and/or varieties



Risks associated with Fixed CostsRisks associated with Fixed Costs

Sources:Sources:

Variable interest rates over timeVariable interest rates over time
Variable cash flows over timeVariable cash flows over time
Family living costsFamily living costs
Land ownership and structural issuesLand ownership and structural issues
Environmental liabilityEnvironmental liability



Risks associated with Fixed CostsRisks associated with Fixed Costs

Tools:Tools:

Farm records and financial analysisFarm records and financial analysis
Financial structure of firmFinancial structure of firm
Insurance on business & familyInsurance on business & family



Risks associated with Variable CostsRisks associated with Variable Costs

Sources:Sources:
Variable labor supplies & costsVariable labor supplies & costs
Variable input costsVariable input costs
Changing production methods and/or toolsChanging production methods and/or tools

Tools:Tools:
Farm labor contractorsFarm labor contractors
Employee benefits planEmployee benefits plan
Supply contractsSupply contracts
New technologies and/or varietiesNew technologies and/or varieties



Other RisksOther Risks

Sources:Sources:
Retirement and asset transferRetirement and asset transfer
Variability of income across enterprisesVariability of income across enterprises

Tools:Tools:
Retirement and estate planningRetirement and estate planning
Diversification across enterprisesDiversification across enterprises



In conclusion In conclusion ……

An agricultural lifestyle must be managedAn agricultural lifestyle must be managed
like any other businesslike any other business
Successful management requiresSuccessful management requires
information in the proper form at the timeinformation in the proper form at the time
neededneeded
Automating the householdAutomating the household’’s managements management
information system (MIS) is easy and cost-information system (MIS) is easy and cost-
effective with accounting softwareeffective with accounting software


