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Auburn: January 13th - Michelle
Bassett: January 27th - Tina & Bailee
Beatrice: February 7th - Anthony& Kylie
Beatrice: March 18th - Michelle
Broken Bow: January 28th & 29th - Tina & Bailee
Burwell: January 27th - Tina & Bailee
Central City: January 27th & 28th - Michelle & Kylie
Columbus: January 22nd - Tina & Alex
Fremont: February 4th - Jim, Anthony, & Alex
Grand Island: January 29th - Alex
Hastings: January 15th - Tina, Michelle, & Alex
Holdrege: January 16th - Tina, Kylie, & Bailee
Imperial: January 22nd & 23rd - Michelle & Kylie
Kearney: January 17th - Michelle, Tina, Kylie, & Bailee
Norfolk: January 6th & 7th - Michelle & Alex
North Platte: January 21st - Michelle & Kylie
North Platte: January 29th & 30th - Tina & Bailee
St. Edward: January 7th - Michelle & Alex
Valentine: January 28th - Tina & Bailee

4-5
6

*All clients can meet with
their consultant in Lincoln
at our office. Please give
us a call to schedule an
appointment.
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Nebraska Farm Business, Inc.

Please Welcome Three New Members to Our Staff
Cora Brott—Student Assistant
I am originally from Paxton, Nebraska, in western Nebraska.
During high school, I was involved in my FFA chapter. I am
currently pursuing degrees in Agribusiness and Accounting at
the University of Nebraska, where I am involved in the Nebraska
Human Resources Institute.
In my spare time, I enjoy spending time with friends and family,
cooking and baking, playing sports, and spending time outdoors,
doing anything from horseback riding to waterfowl hunting.

Wendy Simpson—Accounting Specialist
I am originally from Lincoln and recently just moved back to
town after living in Iowa for 18 years. I have extensive
experience in accounting, along with a strong background in
farming. I have worked for an agricultural business before in the
accounting office as well as ran a small family repair business for
a few years.
I have 4 children, and in my spare time I enjoy horseback riding,
fishing, camping, anything outdoors, and watching football.
During the summer you will usually find me at the lake or river
doing some fishing or just enjoying being out in nature. I started
with Nebraska Farm Business in November.

Kaleb Kindler—Student Assistant
I come from Alma, Nebraska right near the Harlan Reservoir. I
am now pursuing a degree in Agribusiness at the University of
Nebraska-Lincoln. At school I am heavily involved in the
National Agri-Marketing Association and Teammates Mentoring
Program.
I spent a lot of summers at Harlan fishing, while also deer and
pheasant hunting in the fall. I am one of eight kids, so I always
had someone to go with!
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Health Insurance
It’s time to think about health insurance. With open enrollment, producers have
questions about offering health insurance and reimbursing medical expenses.
There are new programs and rules that may allow you to get some tax savings by
offering these benefits to your spouse and employees by setting up a Health
Reimbursement Plan.
Base is a third party administrator who can help you set up these
plans. They do not find or help you purchase health insurance,
but do work with you to find the reimbursement plan that will
work best for your situation.
To find out what is available call Base at 888-386-9680 and ask for
Stacey Davis.

Timelines

In an effort to get better organized for the tax and analysis season, we have created a
blue book closing folder. If you are a client we provide multiple services for, you will
receive the folder at your tax planning appointment or by mail. This folder contains a
timeline with deadlines for when we want forms and documentation, along with other
information for the upcoming tax and analysis season. Make sure to keep it handy after
the first of the year so you can get information to us in a timely manner.
Some clients will receive a list of documents needed for tax prep, along with an
engagement letter for you to read and sign. The engagement letter can be brought with
you to your tax appointment after the first of the year, along with any tax documents you
have received at that point.
Do not hesitate to ask your consultant if you have any questions

Good Farmer to Great Manager
The class is two 4-hour sessions
*

*

Nebraska Farm Business Office
*

January 20th - 1:00 PM to 5:00 PM

*

January 21st - 8:00 AM to 12:00 PM

York Extension Office
*

January 23rd - 1:00 PM to 5:00 PM

*

January 24th - 8:00 AM to 12:00 PM
We must have a minimum of 5
participants to have the class.

Please call NFBI to reserve your spot!

Who should participate in this class?
This class is designed to be a very basic level
record keeping course. It starts with why you
need to keep reconciled books and ends with
understanding some of the ratios you can
calculate from a balance sheet and income
statement. We will also cover the differences
between cash and accrual accounting and the
places for both. The goal is that by the end of the
course you know why it is important to keep
good records and how to maintain them. Going
forward, this will help with the tax return being
prepared correctly and having an analysis
prepared.
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Liquidity Ratios

Nebraska Farm Business, Inc.

By: Tina Barrett

The liquidity ratios measure an operation’s
ability to repay debts within the next twelve
months. Assets and liabilities are divided into 4
categories: current, intermediate, long term, and
nonfarm. The liquidity ratios are only looking at
the assets and liabilities that are in the current
categories.
Current Assets include cash and
other assets that you would expect to
convert to cash in the next 12 months.
Common current assets include
hedge accounts, grain and market
livestock inventory, prepaid
expenses, accounts receivable and
growing crops.
Current Liabilities are your debts
that need to be paid in the next 12
months. This would include your
operating note and accounts
payable, as well as this year’s
payments on your term notes.
There are three ratios that are considered
liquidity ratios. The current ratio, working
capital, and working capital to gross revenues.
The current ratio measures the number of times
your current assets could pay your current
liabilities. The Farm Financial Standard
Committee shows a ratio greater than 2.0 is
strong, and less than 1.3 is weak. You may see
other experts say the ratio just needs to be above
1.0 to be out of the red and if it’s above 1.5 it is
strong. The reality is, it will be pretty tight to
cover your expenses, the lower the ratio gets.

1.3

2.0
Caution
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Strong

Weak

The current ratio itself doesn’t tell us as much
about an operation as we would like. You could
have a current ratio of 5 with $5 of assets and $1
of liabilities, but that’s not the same financial
health as an operation that has $5 million in
current assets and $1 million in current
liabilities.

Working capital measures the amount left over
after current liabilities are paid, instead of the
number of times they could be paid. This gives
us a dollar amount that shows how much is left
for expenses such as family living, taxes,
operating expense, etc. The higher the working
capital, the stronger the liquidity position. There
is no standard for working capital, as the amount
you need depends on the size of the operation.

If we look at the example under current ratio, the
first farm would have working capital of $4 and
the second would have working capital of $4
million. $4 and $4 million are probably bad
examples because they’re pretty silly numbers.
Let’s imagine both farms have working capital of
$400,000. That may be really good working
capital for a farm that grosses $600,000 but it’s
not enough for a farm grossing $4 million.

When the Farm Financial Standards Council
expanded the Sweet Sixteen ratios to 21 ratios,
they added the working capital to gross
revenues ratio. This allows us to look at working
capital as a percentage rather than a number.
This makes it something we can actually
benchmark to other operations.

December 2019 — January 2020

Like working capital, the higher the number
indicates a stronger liquidity position. The
Council has set the standards for this ratio as
greater than 30% as strong, 10-30% as
cautionary and under 10% as weak. This is a
relatively new ratio, and we’ve experienced
extreme highs and lows in the agricultural
economy since it’s adoption. Given these
factors, you might hear other opinions that
maybe it should be 33%, or that it should be
higher when things are tough and lower in times
of prosperity.

30 %

Caution
Strong

Weak

100 %

10 %
0%

I would personally like to see this ratio as a
percentage of gross expenses. When margins
are tight, they would both essentially show the
percentage of your operating needs that you are
providing versus the bank, but when incomes are
high, it doesn’t show that. This argument lends
itself to the belief that the ratio needs to be
higher when things are bad and lower when
things are good. I’ve put together two examples.
In either case, the working capital is $250,000
and expenses are $1 million. In the tight year,
gross revenues are only $1.1 million and in the
good year the gross revenues are $1.5 million.
Working capital to gross revenues varies from
22.7% to 16.7% but nothing really changes about
the operation’s expenses. If I calculate working
capital to gross expenses, both years are steady
at 25%.
Tight Year

Good Year

Working Capital

$250,000

$250,000

Gross Revenue

$1,100,00

$1,500,000

Gross Expenses

$1,000,000

$1,000,000

WC to GR

22.7%

16.7%

WC to GE

25%

25%

Think about the things that change the most from
one year to the next. I would expect you to say
yields, prices, and then maybe expense costs. In
most cash flows I do, we keep expenses about
the same as last year (assuming the combine
engine didn’t blow up or something extreme),
but yields and prices are unknowns. Let’s
assume this is a 2,000 acre farm that grows corn
and soybeans on 50% of their acres each. If their
yields are 240 bushel corn and 70 bushel beans
with a $3.50 corn price and a $9.00 bean price,
they’ll have almost $1.5 million of gross income.
If the yields drop to 200 bushel corn and 55
bushel beans with a price drop to $3.00 corn and
$8.00 beans, their gross income will be just
under $1.1 million. It doesn’t take a total disaster
to cause that kind of change in gross income.
When gross income fluctuates like that, your
working capital to gross revenues is going to
fluctuate. That makes it hard to benchmark. I
have heard that the Farm Financial Standards
Council is considering changing the ratio from
revenue to expenses, but at this time we work
with what we have.
Because the three ratios all use the same
numbers, they will normally trend in the same
direction. It is just when those “unique”
situations arise that they differ much from each
other.

This is an excerpt from Good Farmer to Great
Manager Part 2. We have not yet started to teach
Part 2, but please watch for more excerpts in the
following publications of our newsletter. We will
also keep you informed on when you can start
attending this class.
Part 2 goes more in depth about working to
understand the information provided in a
financial analysis. We highly encourage you to
have an analysis done. The class will be more
beneficial if you have YOUR ratios, YOUR
breakeven calculations, and all of YOUR data.
Your personal information will not be shared, but
it will be helpful for you to have access to it as we
compare averages, etc.
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Ste. 105
Lincoln, NE 68507-1600

Phone: (402) 464-6324
Fax: (402) 646-6355
Email: info@nfbi.net

" Yi e l di ng Su c ce s s T h ro u gh
F i na nc ia l M an ag e m en t"

