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Understanding Financial 
Measures & Ratios
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Three Basic Questions
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Crop & Livestock Budgets
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Business Objectives
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Business Objectives
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THE BALANCE SHEET

Determining a farm’s financial 
condition.
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Balance Sheet
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Balance Sheet Analysis
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Liquidity
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Current Ratio
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Working Capital – What is It?
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Traditional Measures of Liquidity
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Who Has More Liquidity?
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Who Has More Liquidity?
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Working Capital to Gross Revenues
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Liquidity Ratio Interpretation

Current Ratio 

Working Capital 

Working Capital to Gross Revenues



Maintaining or Improving 
Liquidity Ratios
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Solvency
Is the business financially sound?
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Measures of Solvency
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Debt to Asset Ratio
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Solvency Ratio Interpretation

Farm Debt-to Asset 

Maintaining or Improving 
Solvency Ratios
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Balance Sheet Analysis

OR
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Net worth change is often your best 
indicator of financial performance
Two components on market value 
statements

Asset valuation change
Earned net worth change

Earned Net Worth Analysis
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Earned Net Worth Analysis
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Net Worth Growth

Earned Net Worth Change 
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THE INCOME STATEMENT

Determining if the farm is  
profitable.
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Income Statement

Farm Revenue – Farm Expense 
= Net Farm Profit 
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Income Statement Types

Cash

Accrual

Cash +/-
Inventories & Depr.
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Income Statement
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Accrual Adjusted Income 
Statement

Accrual Adjusted Income
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Ability of the business to 
produce a profit

Profitability
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Measures of Profitability
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Net Farm Income

Rate of Return on Assets

Return on farm assets 
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Rate of Return on Equity

Return on farm equity 

Profitability Ratio 
Interpretation

Net Farm Income

Rate of Return on Farm Assets

Rate of Return on Farm Equity



Maintaining or Improving 
Profitability Ratios
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Income Statement 
Interpretation
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THE CASH FLOW STATEMENT

Determining where 
the farm’s money goes.
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Cash Flow Statement
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Beginning Cash 
Balance

$8,000

Cash From 
Operations

+45,000

Cash From Investing -30,000
Cash From Financing -11,000
Ending Cash Balance 12,000
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Cash Flow Statement
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Cash Flow Statement
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Cash Flow Statement 
Analysis
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Ability of the business generate 
enough income to repay it’s debt and 
replace assets

Repayment Capacity 
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Measures of Repayment Capacity
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Term Debt Coverage Ratio 
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Term Debt Coverage Ratio
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Repayment Capacity 
Interpretation

Term Debt Coverage Ratio 

Maintaining or Improving 
Repayment Capacity Ratios
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FROM ALL
FINANCIAL STATEMENTS

Answering how effective 
management is at generating 

income and turning this to profit. 
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Cost control – Where is the money 
going?

Financial Efficiency



Copyright © 2018 University of Minnesota

Efficiency Ratios
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Financial Efficiency Ratios
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Financial Efficiency Ratios
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Financial Efficiency Ratios



Copyright © 2018 University of Minnesota

Financial Efficiency Ratios

Financial Efficiency Ratio 
Interpretation

Financial Efficiency Ratios 
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Maintaining or Improving 
Financial Efficiency Ratios
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