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Nebraska Farm
Business, Inc.
Important Tax Due Dates
Personal Property Tax Due Date
■

May 1st, 2020 — If you need help filing your personal
property schedule, be sure to contact your consultant.

General Due Dates
■
■

June 15th, 2020 — 2nd Quarter Individual Estimates
August 31st, 2020 — Heavy Highway Vehicle Use
(Form 2290)

■

September 15th, 2020 — 3rd Quarter Estimates

■

January 1st, 2021 — 4th Quarter Estimates

Tax Return Extension Due Dates
■

September 15th, 2020 — Partnerships & S-Corps

■

October 15th, 2020 — Individual & C-Corps
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2019 Average Books
NFBI Members, keep an eye out for the 2019 Nebraska State Average Books.
Also, if you are enrolled in our analysis program, watch for your operation’s
RankEm reports. The books and reports are scheduled to be in the mail by mid
-May. If you are not a Nebraska Farm Business Member, but you are interested
in our average numbers, you can order a report via our website (nfbi.net) or you
can contact our office at (402) 464-6324.

The Nebraska Farm Business office will be closing at 12:00 PM on Wednesday, April 15th.
The office will also be closed on Monday, May 25th, in observance of Memorial Day.
Have a wonderful spring!

How to Change Liquidity
By: Tina Barrett

The following article is an excerpt from our Good Farmer to Great Manager Part 2 book.
This is a continuation of the articles in our last two newsletter publications.
If you have not read those articles, you can find all of our past newsletters on our
website. Please feel free to reference them before reading this one.

Unlike debt to asset ratio, changing liquidity is easier than having to raise profitability (or
win the lottery), although increasing profitability will probably do it too. We simply need to
increase current assets or decrease current liabilities. Something like buying prepaid seed will
not change your working capital. You either use cash and increase prepaid expenses (no
change to anything) or you borrow more on your operating note and increase prepaid expenses.
If you do the second, working capital won’t change but your current ratio will because you
change the relationship. Let’s look at a quick example.

This balance sheet has some liquidity problems so we’ll work on that as we go through
this but for now, let’s calculate the current ratio and working capital.
The current ratio right now is .67 and the working capital is $-323,989.
Let’s assume that he uses the operating note to prepay $100,000 of seed. His current assets
would increase to $746,226 and his current liabilities would increase to $1,070,215.
His current ratio is now .70 but his working capital remains at $-323,989.
To really change liquidity without a change to profitability we need to move an intermediate or
long term asset to current (sell something) or move current debt to an intermediate or long term
position (refinance). Both options will put a farm that has equity in a better position, but both
have significant draw backs.

The most common way to solve a liquidity problem is to refinance debt. When you
refinance you take part (or all) of your current liabilities and move them to the long term
position. This dramatically reduces your current liabilities which increases your liquidity
ratios. It doesn’t change your net worth or debt to asset ratios at all because you are not
changing how much debt you have but you are changing how it’s structured. In the end, you
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will likely have higher interest costs because you will keep the money borrowed longer, but it
will make it easier to pay your bills and stay current with your other obligations.

Let’s go back to this balance sheet and see what change refinancing will have. There’s not
necessarily a right number to pick for how much debt to refinance. You need to move enough to
get the working capital positive. You don’t probably want to move all of it as the more dollars
that you move, the more interest you will be paying for a longer time. This is a time when a
monthly cash flow can help as you can look at the months with the least borrowing needs and
think about moving that. In other words, how much of this debt are you not going to be able to
get paid off in the next 12 months. For this example, let’s use an even $600,000. Remember
before doing anything his ratios were:
The current ratio right now is .67 and the working capital is $-323,989.

If we reduce current liabilities by $600,00, they will be $370,215. This makes his ratios:
Current ratio 1.74 ($646,226/$370,215) and working capital is $274,011 ($646,226 $370,215).
The refinancing has helped improve his numbers to be much improved but remember it hasn’t
changed his net worth.
The good part of refinancing is it’s relatively easy and doesn’t usually cost much in the
way of bank fees, etc. It will also make it easier to “breath” each day. I can often tell if a farm
has a liquidity problem by how they “feel” things are going. Stress and sometimes panic creeps
into the conversations when liquidity is tight. “I have to sell some land.” or “I have to quit
farming” start to become part of the conversation. Refinancing will push the panic back down
as the debt is no longer staring you in the face every day.
The downside to refinancing is that sometimes it too easy and just masks the problem. I
think it’s important to know why the operation is in the position it’s in before slapping a bandaid on the problem. I refer to refinancing as a band-aid fairly often because it does the same job
of a band-aid on a cut. For example, if you put a band-aid on most cuts, it will keeps the cut
clean and often helps it heal faster. If on the other hand, you put a band-aid on a wound that
really should have stitches, you will likely find a worse problem when you remove the band-aid.
You may have ignored something that needed immediate attention but since there was a bandaid on it, you didn’t see the problem underneath getting worse. Refinancing can do the same
thing. If you make things “feel better” but don’t change what caused the problem, you will be
back in the same liquidity position in 2-3 years and will have eroded equity in the process.
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The next question may be, is refinancing ever good? Yes, of course it is. If you go back to
2009-2012, there were a lot of capital purchases made with cash, including land. There was so
much extra liquidity that many operations didn’t bother with putting land or equipment on a
term note, but just used cash available or the operating note to buy them. Then things got
tight. Refinancing that operating note to put those capital purchases on a term note made
perfect sense. The mistake was letting things slide when things were going well and it was
corrected by putting the debt in the correct spot.
It’s also okay if we can identify what got the operation in that place and fix it. So what
are common problems that cause a liquidity problem? The most common issues are: poor
profitability, non-farm costs exceeding income, farm transitions, and disjointed financing.
Poor profitability could be a one year thing (like a weather disaster) or it could be a
perpetual problem. A one year problem is not a concern for me. If you need to refinance after a
year like 2019, that’s okay. It’s hard to even imagine a repeat of the historic flooding, blizzards,
canals failing, etc. Those sorts of things just don’t happen year after year. If you can’t get your
operating note paid back, refinancing so you can reset your cash position and move forward
makes sense. If it’s not a major disaster and the profitability problem has been an issue since
2014, then we need to figure something else out. Waiting for corn to return to $7 is not a plan
for changing profitability. We have to figure out how to produce a crop for less than the
marketing price, find another crop or another job. I recently saw a post on Twitter that said
“I’m done. There’s no reason to be doing this to not make money.” The replies were mostly
centered around the theme of farming is a lifestyle and you don’t need to worry about making
money if you enjoy your life. The problem with that is eventually the money runs out. Maybe
the guy who wants to throw in the towel will exit with some equity and some assets to rent out.
Maybe that’s a better decision than fighting every year until the bank forces the sale on all the
land. Maybe he has a liquidity problem that if we made a plan for refinancing, we could help
him do the job he loves while making money.
I work with an operation that makes good money ($100-$200K a year) but they are
consistently losing net worth and liquidity because non-farm costs exceed that. The response I
usually get by sharing that is looks of shock and questions like “how is that even possible?”
Oh, it’s possible and it happens more than you think. These types of farms don’t have a
profitability problem. They have a non-farm problem. Refinancing debt will make them feel
better but it doesn’t solve the problem and could actually make it worse. When the cash flow
feels better, it’s easier to spend the money. It’s the same reason we teach our teenage
daughters to move money to their savings account regularly. If it’s in their checking accounts,
they feel like they have a bunch of money and are willing to spend it. If it’s tucked away in
their savings account, they know they can’t spend it as that money is being set aside for
college. It would still be easy to transfer money back but they know they aren’t supposed to
spend that money. It’s totally a mind game, but it works for them. The same thing happens
when you’re at your operating note max. You know you can’t spend any money because there
isn’t any left. If you have a bunch of cash in the bank and a zero operating note, it’s much
easier to think, we can go to Disney World or buy a new car or even just spend a weekend
away.

The other typical option for improving liquidity is to sell an intermediate or long-term
asset. These are things like equipment, breeding livestock, or land. It could also be a personal
asset like a mutual fund or IRA. When these assets are liquidated, they can be used to reduce
current liabilities as well. The end result works the same as refinancing with a couple minor
issues.
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There is likely a deferred tax liability on the asset so when you sell a $600,000 asset, it
doesn’t really reduce $600,000 of debt. We will only have the amount after taxes to reduce
debt. This will actually show as a reduction in net worth if you were not tracking those tax
liabilities.
There may be an increase in net worth if the value you had on the asset was lower than
its actual fair market value. Assume you had a piece of land on your balance sheet for
$600,000 (your cost). It sold for $800,000. After the tax liability was paid, you’d be left with
$750,000 of cash to pay the debt down. That will actually cause your net worth on your
balance sheet to improve by $150,000 since you recognized the gain on the land.
If you sold an income producing asset, your future income will be less. This will lower
profitability and could potentially create another liquidity problem.
Selling assets is a quick way to reduce debt and reduce risk. While refinancing debt will
not change your debt to asset ratio, selling assets will. Even if the asset is perfectly valued on
your balance sheet, the ratio of how your debts relate to your assets will change.

If we look at this balance sheet, the debt to asset ratio is 94%. If we sold the land for the
$400,000 it is valued for and assumed no deferred tax liability, we would drop assets to
$1,019,363 and the liabilities would drop to $932,331. The new debt to asset ratio would be
91%. Net worth doesn’t change because both sides reduced by $400,000 but how they relate to
each other changes.

The downside to selling income producing assets is that you’ve sold your ability to
generate future income. Sometimes it feels like the only way to get out from under a mound of
debt is to sell something but it needs to be done with caution. If you can’t generate more
income, then you’ve cut off the branch you were standing on. On the other hand, if the asset
you are selling is not producing net income (income over expenses) then selling it will improve
your balance sheet and improve your future income. Unfortunately, like correcting poor
income, you don’t know if an asset produces income or a loss if you don’t have enterprise
analysis showing the breakdown.
Good Farmer to Great Manager Part 2 goes more in depth about working to understand the information provided in a
financial analysis. If you participate in this class, 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.
We have not yet started teaching Part 2, but keep your eyes peeled for more information in following publications.
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