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There are numerous aspects of any farm business’ performance, and it is hard to understand, evaluate, and take definitive
action to improve performance without a clear way of assessing a farm business’ financial health. This report provides a
guideline to measure a farm business’ financial health for Ohio farms, and benchmark it against other farms in the Midwest
and the US for a complete assessment of absolute and relative performance.

BENCcHMARKING FINANCIAL HEALTH

Benchmarking is a process of measuring performance against
generally agreed upon standards, other successful farm busi-
nesses, or peers in a given geographical region. This allows a
farm operator to identify any areas where improvements are
needed and determine definitive actions needed to achieve
their financial goals. In this report, we provide three differ-
ent benchmarks against which farmers in Ohio can evaluate
the performance of their own farms across three categories of
financial performance: liquidity, solvency, and profitability.
The three benchmarks we discuss are: first, the industry stan-
dards for financial ratios; second, the average performance of
Ohio farms; and, third, the average performance of Midwest
and US farms.

Darta

We use the Agricultural Resource Management Survey
(ARMS) data obtained from USDA Economic Research Ser-
vice (ERS) regarding a representative sample of Ohio farms.
The Ohio numbers should be interpreted with caution, since
very few farms are selected in the ARMS survey to represent
all 77,800 farms in Ohio. To compare the Ohio farms’ perfor-
mance with their counterparts in the Midwest and the US,
we also use publicly available ARMS summary data for the
Midwest region, along with the ARMS summary data for the
entire US (USDA 2021). We focus on the farm financial data
and extract the financial ratios to perform our analysis. The
data range from 2012 to 2020 and are recorded annually.

Table 1 shows some basic statistics for farms in Ohio, the Mid-
west and the US in 2020. As it can be seen from assets and
equity, the average size of farms in Ohio is almost half of the
farms that for farms in the Midwest and the US, which are
similar to each other. However, despite significantly smaller
assets, farms in Ohio have average amount of debt that are
comparable to the US average but smaller than the Midwest
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Table 1: Farm Income and Balance Sheet Indicators, 2020

Ohio Midwest Us
Assets $894,107 $1,498,286  $1,436,949
Equity $779,453  $1,325,339 $1,318,824
Debt $114,654  $172,947 $118,125
Gross cash income  $113,587  $192,263 $173,947
Net income $27 856 $50,383 $42,035

average. Therefore, given their size, Ohio farms would have
a higher debt-to-asset ratio than farms in the Midwest or the
US. Moreover, the gross and net cash incomes of Ohio farms
are smaller in magnitude because of their farm size in terms
of assets is smaller too. Working with absolute values and
seeing the differences in sizes of Ohio farms compared to
those in the Midwest and the US, underlines the importance
of also working with relative numbers, such as financial ra-
tios.

1 LiouipIiTy

Liquidity refers to a farm’s ability to generate cash for meet-
ing farm expenses and taxes, and debt payments. Liquidity
is measured most often using the current ratio*:

Current Farm Assets
Current Farm Debt

Current Ratio =

which tells farmers if they have enough cash and liquid assets
that can be sold right away, in their farm business, to pay off
their short-term financial liabilities.

General industry standards according to the Farm Financial
Standards Council guidelines (marked by the red, white, and

More information about financial ratios can be found here:
(https:/ /www.ers.usda.gov/data-products/farm-income-and-wealth-
statistics/documentation- for-the-farm-sector-financial-ratios/#current)

2Details about current farm assets and debt can be found here:
(https:/ /www.ers.usda.gov/data-products/farm-income-and-wealth-
statistics/documentation- for-the-farm-sector-balance-sheet)
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green areas on the background of figures) suggest that a cur-
rent ratio over 2 is ideal (green), between 1 and 2 is stable
and acceptable (white), while under 1 is indicative of finan-
cial stress (red) on the farm (FFSC 2022). In the last few
years, Ohio farmers have maintained a healthy current ratio
overall, which fell sharply at the onset of the COVID-19 pan-
demic from 2.32 in 2019 to 1.43 in 2020. It is still above 1, but,
in comparison, Midwest farmers and US farmers were able to
maintain a higher current ratio in 2020 despite the pandemic.

Figure 1: Current Ratio
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Other indicators that may help the farmers assess the liquid-
ity of their farms are total working capital (operating capital
available to perform day-to-day farm business operations),
and working capital to gross cash income ratio (measuring
the level of available working capital against the size of the
farm business).

2  SOLVENCY

While liquidity is important in the short term running of the
farm business, solvency refers to a business’ total capacity to
pay off all its liabilities and financial obligations. That is, if
the farm business is sold tomorrow, will it generate enough
cash to pay off all the short-term and long-term debts? This is
imperative in understanding the financial risk and borrowing
capacity of a farm business. We can use the debt-to-asset ratio
as an indicator of a farm’s level of solvency.

Total Farm Debt
Total Farm Assets

Debt — to — Asset Ratio =

This ratio measures the share of total assets for a business that
is owed to lenders. Conversely, 1 minus the debt-to-asset ra-
tio equals the equity-to-asset ratio, which measures the share
of total assets of a farm business owned by the farmer. Fig-
ure 2 shows that on average, Ohio, Midwest, and US farms
are all in the ideal range of the debt-to-asset ratio, which is
under 30%. There was a sharp increase in the debt-to-asset
ratio for Ohio farms from approximately 6% to 12% at the
onset of the COVID-19 pandemic, but if it remains steady at
these values, that would still be an indicator of good financial
health.

Figure 2: Debt-to-Asset Ratio
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Another interesting thing to note is that the debt-to-asset ra-
tio has been on a slow but steady and almost consistent rise
in the last 8 years for farms in the Midwest, which have had a
slightly higher debt-to-assets ratio than US farms. In compar-
ison, Ohio farms had a relatively better performance than the
Midwest farms, even outperforming the average US farms in
the few years before the pandemic. That means Ohio farms
faced lower risk with a lower debt-to-asset ratio than Mid-
west and US farms until the pandemic. Even after the pan-
demic, the average Midwest and US farms remained stable at
their debt-to-asset ratio, while Ohio farms faced an increase,
yet remained in a favorable state. This is reflected in figure
3 which shows that most Ohio farms are in a favorable or
marginal income solvency class, with only a small fraction of
farms, 1.4%, in problematic ratio zones (marginal solvency
or vulnerable).

According to ARMS documentation “favorable operations
have debt/assets less than 40% and positive net farm in-
comes, marginal income implies debt/assets less than 40%
and negative net farm income, marginal solvency implies
debt/assets greater than 40% and positive net farm income,
and vulnerable implies debt/assets greater than 40% and
negative net farm income.”

Figure 3: Ohio Farms by Solvency Class: 2020
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3 PROFITABILITY

Although a farm’s profitability is directly measured by net
farm income, it is difficult to benchmark it because of differ-
ent scales of operation among farms . Net farm income is,



therefore, often looked at in comparison to the farm'’s size
and scale. This allows Ohio farms which on average are
smaller to be compared to US and Midwest farms which on
average are larger. Therefore, we will discuss two financial
ratios that take the size of the farming operating in account:
rate of return on equity and operating profit margin.

The rate of return on equity (ROE) takes into account the
value of unpaid labor and management provided by the farm
owner. It is calculated as

Return on Equity
Average Farm Net Worth

Rate of Return on Equity =

where

Return on Equity = Net Farm Income

—Value of Operator Labor &Management

and measures the profitability of the farm as a proportion
of the net worth or equity of the farm. A higher number
is always better, but the general industry standards for rate
of return on equity dictate that a number above 10% is ideal
(green), between 3% and 10% is stable (white), and below
3% is weak and worrisome (red). This is an area where Ohio,
Midwest, and US farms have been struggling (see figure 4).
A negative number on the figure means that farms have ex-
perienced negative profits (losses). Although farms in the
Midwest and the US have mostly been operating with a pos-
itive income (profit), they experienced losses in 2019. More-
over, despite having positive income otherwise, their return
on equity is less than 3%. Ohio farms, on the other hand,
have historically had even larger profit losses on their farms,
reaching almost negative 4% of the farm equity value in 2020.
That means that an average Ohio farm experienced a loss of
approximately $31,000 in 2020.

Figure 4: Rate of Return on Equity
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Another way to assess profitability is to use the operating
profit margin, which is a way to measure the profit received
per unit of output. It is measured as

Return on Assets

(@) ting Profit Margin =
perating Profit Margin Value of Farm Production

where

Value of Farm Production = Gross Cash Farm Income

+ Change in inventory

Through this ratio, the farmer can understand how much
they earn on each unit of output sold and better understand
how they can increase profit per unit rather than increasing
the size of their farm. If the operating profit margin is low
(under 10%), the farm is in a concerning zone (red back-
ground in figure 5).

Figure 5: Operating Profit Margin Ratio
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ERS categorizes farm operations based on operating profit
margins (OPM) into three categories: low risk (OPM >
25%), moderate risk (10% < OPM < 25%), and high risk
(OPM < 10%). A stable range of OPM is between 10% and
25% while an ideal number is above 25%. Similar to the find-
ings of the ROE measure of profitability, in aggregate, we can
see in figure 5 that Ohio farms have been in the high risk zone
since 2012 while experiencing particularly high losses in 2019
and 2020. Midwest farms have performed overall better than
all US farms by achieving an operating profit margin of over
5% most years, but they have still remained in the high risk
OPM category in recent years.

We also compare operating profit margin for farms based on
their farm typology:

e Residence farms: Farms with less than $350,000 in gross
cash farm income and where the principal operator is
either retired from farming or has a primary occupation
other than farming.

o Intermediate farms: Farms with less than $350,000 in
gross cash farm income and principal operator whose
primary occupation is farming.

e Commercial farms: Farms with $350,000 or more gross
cash farm income and nonfamily farms.

Table 2 shows the percentage shares of Ohio and US farms in
2020, by farm typology and OPM class.

Residence farms were almost exclusively in the high risk
OPM categories, while up to a third of the commercial farms
had high risk OPM in 2020. All types of Ohio farms, in-
cluding residence, intermediate, and commercial farms had
a higher chance to be in the high risk OPM groups compared
to all US farms.



Table 2: Share of farms (in %) by Operating Profit Margin and
Farm Typology

Farm type  Residence Intermediate Commercial

OPM Ohio US Ohio US Ohio US

< 10% 93.28 75.66| 81.80 79.36 | 54.93 39.07
10% —25% 171 5.69 | 548 6.37 13.90 22.47
> 25% 500 11.22| 1272 1048 | 31.17 38.00

CoNcLUDING REMARKS

This report presented statistics of US, Midwest, and Ohio
farms along three key areas of financial performance: lig-
uidity, solvency, and profitability. Overall, we observe that
while the farm operations performed well along the mea-
sures of liquidity and solvency, their performance in prof-
itability is more uneven. Especially with the onset of the
pandemic, there was uncertainty about outcomes for Ohio
farmers. A highly probable cause of the very low numbers
for Ohio farms in recent years in figures 4 and 5 for return
on equity and operating profit margin ratio, respectively, is a
decrease in total sales and gross revenue.
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