Measuring Profitability Factors Using Doan’s Report Article

Before you use this tool, read the Doan’s Focus Report on the topic of Profitability and Profitability Components.  Instead of comparing the farm’s date with the standards mentioned, I used our Finbin data base to establish the industry standards.  Here is what I did.  
Asset Based Measures

Asset Turnover rate (Market Value)—Taken from the whole farm report of the operation identified at the top of the page.  I established sizes by looking at gross dollars.  
Machinery Costs per acre—I used Corn Cash Rented as my base enterprise and used Repairs, Leases and Depreciation as identified in the article.

Machinery value per acre—I used Cost Value of Machinery and Vehicles from the balance sheet and divided by the Crop acres.  

Depreciation to total revenue—taken directly from the whole farm report of the operation identified at the top of the page. 


Dairy—I wanted to convert the measures per acre to a per cow basis for the dairies. 

1) Facilities Cost per cow--I used the Depreciation value per cow for buildings & equipment from the Dairy & Replacements enterprise table.  This would equate to Machinery Costs per acre.  It included Repairs, Leases and Depreciation.  

2) Facility Value per cow--- This was calculated by taking the cost value of the Buildings & Improvements, plus the cost value of machinery and equipment and dividing it by the average number of cows.  This would equate to Machinery Value per acre for crops.    
Crops—I had some difficulty getting Machinery Cost Per Acre information for various sizes of crop farms.  I couldn’t sort by acres because we enter a lot of small fields.  Finbin does not combine the fields from one operation.  I used the values from the top profit groups in Finbin.  That would be from the 40 percentile and up.  I use this for all sizes of farms.  I used the three measures mentioned and not the new measure because we are measuring asset management and not operational costs.  

Liability Based Measures

Leverage Ratio—Taken from the whole farm report of the operation size identified at the top of the page.  

Interest Expense to Total Revenue –Taken form the Farm Financial Standards report of the Whole farm report of the operation size identified at the top of the page.

Asset Structure compared to debt structure—I have been evaluating the debt structure of the individual farm found in Finan in the Solvency (Market) section, which is found on the page after the income statement.  I look at the % of debt for each of the categories.  If there is a lot of debt in the current and intermediate categories, it would be a low rating.  It would be even lower if there is a lot of debt in the long term category as well.  I encourage producers to pay down intermediate debt.  If we have a bad year and cannot get the operating debt paid off, we can refinance this debt on machinery and term it out for 3 or more years.  When we have no room to refinance to the intermediate category, then we are forced to refinance on long term.  This is not a good alternative in my mind.  Long term assets should be used for retirement.  When I put these assets at added risk with a refinance of operating debt, I put my retirement fund and plans at risk.  I score the farm on their structure.  This is based on how the debt is structured for dealing with a problem year.   

Average interest paid on debt—I took the total interest paid on the income statement, divided by the total farm debt on the balance sheet.  This should give me the average interest paid.  
Revenue-Based Measures

Production per unit—for crops it is production per acre, for dairy production per cow.  I compare the farms performance with the average farm over time.  I have graphed this information for my farm families over the years.  If a farm is consistently producing more per unit that the average they would get a higher score that if they consistently produce below the average.  

Average price received per unit sold—Look at the average price received per unit sold and compare it with the Finan Analysis.  Getting larger production per unit and selling it at a higher price with improve revenue and profitability.

Operating Profit Margin— Taken form the Farm Financial Standards report of the Whole farm report of the operation size identified at the top of the page.

Expense Based Measures

Cost items per acre or livestock unit—I look at the individual’s Finan Rankem report and determine if most of the farm’s cost factors are in the upper or lower part of the report.  When I say factors, I am talking about fertilizer cost per acre or seed cost per acre or feed cost per cwt of milk or vet cost per cow etc.  

For Dairy-- I added two expense items to evaluate—total cost per cwt of milk and                      feed cost per cwt of milk.  Both taken from the Dairy & Replacements enterprise.

Operating cost to total revenue-- Taken form the Farm Financial Standards report of the Whole farm report of the operation size identified at the top of the page.

Operating Profit Margin— Taken form the Farm Financial Standards report of the Whole farm report of the operation size identified at the top of the page.


As I work with the family on these profitability measures, I want to have the Finan analysis and Finbin comparison on the table ready to use.  I will look up the student’s value from his Finan for a measuring factor like Asset Turnover Rate, or have them look it up.  I write the number down on the sheet and have the students grade themselves with a series of  “+” or “-“ depending on how farm they are off the standard in the sheet.  A “++” would be quite good.  A “+++” would be excellent for this measure.  When I have each individual measure evaluated, I ask the student to give themselves a grade on the profit measuring general category.  How well do they manage assets?  How well do they manage Debt?  How well do they generate revenue?  How well do they control costs?  

When I complete this evaluation worksheet, I ask students to identify four goals they want to accomplish over the next two years based on the grades they have given themselves.  These goals are placed on the Goals worksheet with a plan to accomplish them.  I would like to say that all my farms have used this process and are wildly successful.  The reality is most will go through the exercise and put it in a drawer somewhere and not look at it again.  It is still a systematic way of evaluating the analysis and the areas they need to work on to improve profitability.  Working on this type evaluation over time will make a difference or I wouldn’t spend the time putting all this together.  

