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Dear Friend of Farm Business Management,

The South Dakota Center for Farm/Ranch Management would like you to have a copy of the 2018 South Dakota 
Annual Report.

The Farm/Ranch Business Management program at Mitchell Technical Institute, also known as The South Dakota 
Center for Farm/Ranch Management has curriculum to assist farmers and ranchers in developing business/
management skills needed to understand data collected from an accrual accounting system and how to use 
the data to make changes to individual enterprises. Participating farmers and ranchers enroll on an annual 
basis over three years completing six progressing courses, but may exit at any time or participate longer as 
curriculum is updated and the educational needs of the producer change.  To assist the producer in developing 
a comprehensive, customized record keeping system, each member is given the opportunity to attend classes and 
receive individualized instruction. Information provided by participants to create a complete financial analysis is 
kept STRICTLY CONFIDENTIAL between the program instructor and participant.  The analysis created at the end of 
the fiscal year with data provided by participants provides valuable benchmarking opportunities for the producer 
to evaluate individual aspects of their farm/ranch operation.  Each of the enterprises of the farm/ranch can be 
individually reviewed to determine areas, which can be identified for improvement.  Classes and individualized 
instruction can be planned to assist the participant in developing improved management skills. 

As you look over the 2018 Annual Report, understand that this is a summary of data compiled by each individual 
farmer/rancher enrolled in the Farm Management Program.  This Annual Report is the only available compilation 
of actual South Dakota farm and ranch data.  Each producer will receive a thorough report with financial and 
enterprise data from his/her own operation.  In addition to the South Dakota Annual Report, all compiled farm 
data is included in the National Farm Benchmarking Database and can be accessed at www.finbin.umn.edu. 

The information contained in this report was obtained by summarizing financial data offered voluntarily by 
program participants who submitted records for 2018.  The data is compiled and reviewed, but not audited by 
the instructors of the South Dakota Center for Farm/Ranch Management.  The data processing was accomplished 
through the FINPACK analysis software and RankEm Central, products of the Center for Farm Financial 
Management at the University of Minnesota.

With instructors located across the state, producers can join the program at any time.  Please contact the 
instructor closest to you for more information.  

Best Regards,

South Dakota Center for Farm/Ranch Management

Copyright, 2019 by Mitchell Technical Institute. All rights reserved.
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With participating instructors:

Will Walter  Lori Tonak
Instructor  Instructor
South East SD  South Central SD 
will.walter@mitchelltech.edu  lori.tonak@mitchelltech.edu
(O) 605-995-7191  (O) 605-995-7131 
(C) 605-770-1916  (C) 605-299-6762 

Blaine Carey    
Instructor     
North East SD    
blaine.carey@mitchelltech.edu  
(O) 605-995-7193
(C) 605-299-6760    

Website: www.sdcfrm.com
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Definitions and Explanation of Reports

Farm Income Statement 
This statement is a summary of income, expenses, or resultant profit or loss from farming operations during the 
calendar year.   Cash Income from crop sales can come from sources such as cash sales, crop insurance income, 
or income from government payments.  Livestock cash income can come from the sale of raised or purchased 
breeding or feeder animals as well as the sale of byproducts.  

Cash expenses are expenses that were paid for during the calendar year.  

The difference between “Gross Cash Farm Income” and “Total Cash Expense” is the “Net Cash Farm Income.”  
This is the net farm income on a cash basis.

The last two sections of the income statement deal with the non-cash changes in the farming operation.  
The “Inventory Changes” and “Depreciation” sections are used to convert the cash income statement (Net Cash 
Farm Income) derived from the first two sections into an accrual income statement.  The final adjustment is for 
“Gain or loss on capital sales.”  The bottom line, labeled “Net Farm Income,” represents the return to the operator’s 
unpaid labor, management, and equity capital (net worth).  It represents the return to all of the resources that are 
owned by the farm and hence, not purchased or paid a wage.  

Depreciation 
This is the detailed statement of depreciation and other capital adjustments that is summarized in the income 
statement.  It includes beginning and ending inventories, and factors in capital sales and purchases.  

•  “Book” or “Cost” depreciation is a mathematical calculation used to create a consistent 
 adjustment of asset values to be charged as an expense when factoring accrual income and 

expense.  It factors in the original “cost” of the asset and is adjusted annually based on the useful 
life of the asset.  The amount of depreciation charged to an asset each year represents the 
amount of that asset that was “used up.”  The “cost” value of the asset is net of the accumulated 
depreciation recorded against it.  

• Tax Depreciation is a non-cash expense amount that is recorded on a tax return within IRS 
guidelines.  The IRS has both standard and accelerated options for depreciating a capital asset.

Copyright, 2019 by Mitchell Technical Institute. All rights reserved.
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Profitability Measures
This table shows profitability when capital assets are valued at cost. Various measures of performance are 
calculated. In the previous tables no opportunity costs are used. In this table, opportunity costs for labor, capital, 
and management are used. The measures and their components are described below.

• Rate of return on assets is the Return on farm assets divided by average farm assets.
•  Rate of return on equity is the Return of farm equity divided by average farm equity.
•  Operating profit margin is the Return on farm assets divided by value of farm production.
•  Asset turnover rate is the Value of farm production divided by average farm assets.
•  Farm interest expense is the accrual interest cost, usually it will be different from the cash interest 

expense.
•  Value of operator’s labor and management is an opportunity cost for unpaid operator’s labor and 

management that is used in the calculation of several financial performance measures.  A value 
 of $25,000 per full time operator plus 5% of value of farm production is used.
•  Return of farm assets is calculated by adding farm interest expense to net farm income and then 

subtracting the value of operator’s labor and management.
•  Average farm assets is the average of beginning and ending farm net worth.
•  Return on farm equity is calculated by subtracting the value of operator’s labor and management from 

net farm income.
•  Average farm equity is the average of beginning and ending farm net worth.
•  Value of farm production is gross cash farm income minus purchased feed and feeder livestock and 

adjusted for inventory changes in crops, market livestock, accounts receivable and breeding livestock.

Liquidity & Repayment Capacity Measures
The table shows several measures of liquidity and repayment capacity. Calculation of repayment capacity takes 
net farm income from operations and adds back the non-cash expense of depreciation and personal income. 
Family living expenses, personal debt payments and income taxes paid are subtracted to determine the capital 
debt repayment capacity.

Balance Sheets
The ending balance sheet statements and solvency measures are presented for sole proprietors only. Current 
assets are actual values, intermediate and long-term assets that are depreciable are valued at cost remaining 
(amount remaining to be depreciated, plus salvage value). Raised breeding livestock is valued at conservative 
market replacement costs. Land is valued at cost or conservative market value.  In balance sheet at market values, 
the intermediate and long term assets are listed at market value as opposed to cost value.

Statement of Cash Flows
This statement organizes cash inflows and outflows by the following three categories: Operating activities, 
investing activities, and financing activities.

Copyright, 2019 by Mitchell Technical Institute. All rights reserved. 
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Financial Standards Measures
The Farm Financial Standards Task Force recommended the use of these financial measures to evaluate a farm’s 
financial position and financial performance. These measures are grouped by: Liquidity, Solvency, Profitability, 
Repayment Capacity, and Efficiency.

Liquidity
Liquidity is the ability of the farm business to meet financial obligations in a timely manner, without disrupting 
normal business operations.

•  Current Ratio: The current ratio measures the value of current assets relative to current liabilities. 
 It measures the extent current farm assets, if liquidated, would cover liabilities that are due during the 

next 12 months. The higher the ratio, the more liquid the operation is.
•  Working Capital: Working capital is the difference between current assets and current liabilities.  
 It is essentially the amount of current assets owned. It approximates the amount of capital available 
 to purchase crop and livestock inputs as well as potential capital purchases. The amount of working 

capital considered adequate depends on the size of the operation.  Positive and growing working capital 
is desired.

•  Working Capital to Gross Revenues: Measures operating capital available relative to the size of 
 the business. 

Solvency
Solvency is important in evaluating the risk position of the farm and family and in considering future borrowing 
capacity. Solvency measures the ability of the business to pay off all debts if liquidated.

•  Farm Debt to Asset Ratio: The farm debt to asset ratio measures the financial position or solvency of 
the farm or ranch by comparing the total liabilities to the total assets. It measures the portion of the farm 
assets that have debt against them. A higher ratio is considered an indicator of greater financial risk.

•  Farm Equity to Asset Ratio: The farm equity to asset ratio measures the farm equity relative to the value 
of the farm assets. It measures the proportion of the farm assets financed by the owner’s equity whereas 
the debt to asset ratio measured the proportion of farm assets financed by debts.

• Farm Debt to Equity Ratio: The farm debt to equity ratio measures the amount of farm debt relative to 
the amount of farm equity. It measures the amount of debt the farm has for every dollar of equity.

Profitability
Profitability is the measure of the value of goods produced by the business in relation to the cost of resources used 
in the production. Profitability calculated on a cost basis does not consider changes in market valuation of capital 
assets such as machinery and breeding livestock.

•  Rate of Return on Assets: Rate of return on assets measures the amount of return received by your farm 
assets. It could be compared to the interest rate earned in an investment account.  If assets are valued 
at market value, the rate of return on investment can be looked at as the “opportunity cost” of investing 
money in the farm instead of alternative investments. If assets are valued at cost (cost less depreciation), 
the rate of return represents the actual return on the average dollar invested in the business.

Copyright, 2019 by Mitchell Technical Institute. All rights reserved. 
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•  Rate of Return on Equity: Rate of return on equity measures the amount of return received by your 
farm equity. If assets are valued at market value, this return can be compared with returns available if the 
assets were liquidated and invested in alternative investments. If assets are valued at cost, this represents 
the actual return to the amount of equity capital you have invested in the farm business.

o If your return on assets is higher than your average interest rate, your return on equity will be still 
higher, reflecting the fact that there are residual returns to equity capital after paying all interest 
expense. This is positive use of financial leverage. If your return on assets is lower than your 
average interest rate, you return on equity will be still lower, reflecting the fact that borrowed 
capital did not earn enough to pay its interest cost. This is negative financial leverage. Profitability 
becomes a key concern when substantial debt capital is used in the business.

• Operating Profit Margin: The operating profit margin is a measure of the profit margin from the use 
 of farm assets. It measures how effectively you are using assets relative to the value of output produced. 

Low prices, high operating expenses, or production problems are all possible causes of a low operating 
profit margin. 

• Net Farm Income: Net farm income represents the returns to labor, management, and equity capital 
invested in the business. Without income from other sources, or appreciation of capital asset values, net 
farm income must cover family living expenses and taxes, or net worth will decrease.

• EBITDA: This factor stands for: Earnings Before Interest, Taxes, Depreciation and Amortization. 
 This represents a measure of earnings available for debt replacement.

Repayment Capacity
Repayment capacity shows the borrower’s ability to repay term debts (longer than one year) on time. This includes 
non-farm income, and is therefore not a measure of business performance alone.

•  Capital Debt Repayment Capacity: Measures the amount generated from farm and non-farm sources, 
to cover debt repayment and capital replacement. 

•  Capital Debt Repayment Margin: The amount of money remaining after all operating expenses, taxes, 
family living costs, and scheduled debt payments have been made. It is the money left, after paying all 
expenses, which is available for purchasing/financing new machinery, equipment, land or livestock.

•  Replacement Margin: The replacement margin is the amount of income remaining after paying 
principal and interest on term loans and unfunded (cash) capital purchases.

•  Term Debt Coverage Ratio: The term debt coverage ratio measures the ability of the business to cover 
all term debt payments. A number less than 1 indicates that the business, plus non-farm income, is not 
generating sufficient cash to meet all of the debt payments, after family living expenses and taxes have 
been paid. A number greater than 1 indicates the business is generating sufficient cash to pay all term 
debt obligations with some surplus margin remaining.  1.25 is often seen as the minimum acceptable 
ratio by most financial institutions.

•  Replacement Margin Coverage Ratio: This represents the ability to cover term debt and unfunded 
capital purchases. A ratio under 1.0 indicated that you did not generate enough income to cover term 
debt payments and unfunded capital purchases

Copyright, 2019 by Mitchell Technical Institute. All rights reserved. 



8

Efficiency
These measures reflect the relationships between expense and income items to revenue and the efficiency of the 
farm business with regard to the use of cash and capital assets.

• Asset Turnover: Asset turnover is a measure of how efficiently assets are used in the business.  A farm 
with good operating profit margin and asset turnover will show a strong rate of return of farm assets. 

 If operating profit margin is low, the asset turnover rate must be strong, or vice versa, to maintain the rate 
of return on assets.

• Operating Expense Ratio: This ratio indicates the percent of the gross farm income, which is used to pay 
the operating expenses. Operating expenses do not include interest or depreciation expense.

• Depreciation Expense Ratio: This ratio indicates the percent of the gross farm income, which is used 
 to cover the depreciation expense.
• Interest Expense Ratio: This ratio indicates the percent of the gross farm income, which is used to pay 

farm interest expenses.
• Net Farm Income Ratio: The ratio indicates the percent 

Crop Production and Marketing Summary
This table contains three sections. The first section reports averages for total acres owned, crop land by tenure 
and total pasture acres. The next two sections show average price received and average yields for major crops. 
These tables are sorted on the basis of “Net farm income.”

Household and Personal Expenses
For those farms that keep records, the household and personal expenses are summarized. The farms are grouped 
in the same ranking as in the Income Statement. Since not all farms keep these records, the number of farms in 
the low profit and high profit groups may be different. Averages are determined by the number of farms keeping 
these records. The Statement of Cash Flows presents calculated family living and includes all farms. Income tax 
paid is also shown in the Statement of Cash Flows and includes all farms.

Operator and Labor Information
This table reports the average for the number of operators per farm, the operator’s age, and the number of years 
farming.

Nonfarm Summary
This table also reports nonfarm income. The figure reported is the average over all farms not just those reporting 
nonfarm income.

Copyright, 2019 by Mitchell Technical Institute. All rights reserved. 
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High-Demand Ag Programs at Mitchell Technical Institute

If you are looking for an agricultural career to set you apart from the crowd, 
you’ll find it at Mitchell Technical Institute (MTI).  MTI’s varied ag programs will 
allow you to explore your options, and you’ll learn about today’s in-demand 
occupations. Work in a new facility with some of today’s hottest ag equipment!  
Put your knowledge to work at our land lab.  Internships in area dealerships, 
cooperatives and ag businesses will launch your new ag career.  In two years 
or less, you’ll be living your dream in an ag career suited just for you. 





Dedicated to assisting agriculture producers in South Dakota.
The South Dakota Center for Farm/Ranch Management at Mitchell Technical Institute assists 
South Dakota ag producers to become better managers by focusing on:

• Recordkeeping Software • Goal Setting
• Risk Management Plans  • Enterprise Accounting
• Benchmarking

The program offers a unique individualized approach where a dedicated instructor assists you 
with all aspects of recording and analyzing financial performance for each individual part of your 
operation. This instruction often takes place on your farm or ranch. 

Contact Information: 
(605) 995-7191 • sdcfrm@mitchelltech.edu

www.sdcfrm.com

A division of


