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Badgerland Financial 

– Rural lending (& other financial services) cooperative 

– Farm Credit System association 

– 325 employees, 17 offices 

– Serves 33 counties in Southern Wisconsin 

– 15,000 members 

– Total loan portfolio $3.6 billion 

– Paid $9.55 million in cash dividends to 

farmers/members for 2013 business; $13 million 

for 2014 



Badgerland Financial territory 
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Why not? 

• “The dirty secret of the food movement is that the 

much-celebrated small-scale farmer isn’t making a 

living.” 
 

– Competition with hobby farmers, nonprofit farms 

– Too many small-scale farmers, driving down prices for all 

– Land is unaffordable, young farmers “forced into neo-

feudal relationships” with wealthy landowners 

– “Health care, paying for our kids’ college, preparing for 

retirement?  Not happening.” 



What is cash flow? 

All cash flowing into the farm and all cash flowing out. 

 

 Where is the farm’s cash coming from?   

Is there enough cash from farm income to cover 

operating expenses, family living costs, income 

taxes, and loan payments, and still have money 

left to replace stuff that’s rusting, rotting, or 

wearing out? 

Is the farm being subsidized with off-farm 

income? 



Cash inflow 

• All cash that flows into the farm household 

– Farm income 

• Cash from farm operations 

• Cash from government program payments 

• Cash from sale of farm assets 

– Nonfarm income 

• Wages 

• Net cash income from a nonfarm business 

• Social security or retirement income 



cash outflow 

• All cash that flows out of the farm household 

 

• Cash operating expenses 

• Purchases of farm assets 

• Loan payments 

• Family living expenses or owner’s draw 

• Income tax or social security liabilities 

• SHOULD ALSO INCLUDE set-aside for working capital 

reserves or replacement of assets that rust, rot, or 

die 



Why is it important to plan out  

a year’s cash flow? 

• Predict when cash flow is likely to be 

negative and how negative it’s likely to be 

• Develop a strategy to deal with cash 

shortages long before they occur 



What can happen if we don’t have a plan and 

cash flow runs short? 

Slash family living, forgo health 
insurance coverage 

Choose which bills to pay 
or not 

Run up credit 
card debt 

Suppliers demand 
“cash only” 

Credit score starts to slide 

Difficulty operating without any 
credit, start selling farm assets 

Out of business 



Info needed for monthly cash flow 

• Enterprise budgets 

• Beginning cash on-hand 

• Net cash nonfarm income 

• Good estimate of family living costs 

• Any planned capital investments or sales 

• Any planned new borrowing 

• Scheduled payments on existing debt 



Enterprise budgets 
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Expected Gross Revenue (market weight x market price)  

  (can be per acre, per bed, per crop, etc.) 

-Variable costs 

-Overhead costs 

= Net return  

 



Breaking down production costs 

Overhead Costs 

– Costs that exist on the 

farm whether or not 

anything is being 

produced 

– Includes depreciation, 

interest, repairs, 

property taxes, 

insurance, value of 

farmers’ labor 

Variable Costs 

– Costs that increase as 

farm production 

increases 

– Can includes seed, 

feed, fertilizer, vet 

expenses fuel, other 

crop expenses, utilities, 

hired labor 



Income 

Variable costs 

Overhead costs 

Breakeven to 

cover all variable 

costs: 

$209.16/120 lbs 

= $1.74/lb 

Breakeven to 

cover all costs: 

$219.73/120 lbs 

=$1.83/lb 
Source: Fearless Farm 

Finances, p. 165 



Family living costs 

• Basic needs – food, clothes, household and personal 
supplies 

• Household utilities 

• Repairs & upkeep outside and inside the house 

• Health, life, disability insurance, plus uninsured health 
costs 

• Child care costs 

• Non-farm vehicle expenses 

• Savings and investment for retirement 

• Charitable contributions 



US Average expenditures per person (2013) 

• Food    $6,602 

• Clothing   $1,604 

• Housing   $17,148 

• Transportation $9,004 

• Health care  $3,631 (61% of this is health insurance) 

• Entertainment $2,482 

• Personal insurance/pensions $5,528 

• Cash contributions     $1,834 

• All other expenditures    $3,267 

TOTAL  $51,100 

 
Source: U.S. Bureau of Labor Statistics, Consumer Expenditures--2013 



A bunch of caveats.  This all depends on: 

• Where you live 

• How you live 

• How old you are  

• How many people in your household 

• How far you travel to work 

• What you do for a living 



Harriet Cabbage lives in home on a small acreage she owns in southern 

Wisconsin.  She is an avid and very skilled gardener.  She would like to start 

a small (3 acres) vegetable operation on a portion of her land.  She would 

like to quit her job and have the farm to be her sole source of income.  

  

Harriet realizes that she probably won’t earn as much from farming as she 

earns now.  However, she lives frugally and is willing to sacrifice a bit to 

pursue her dream.  



Harriet’s vegetable enterprise budget 

Gross income per acre      $15,000 

 

Seed/plants        $1,500 

Fertilizer/compost          $500 

Other supplies (plastic mulch, etc)   $1,000 

Hired labor        $2,000 

Utilities            $100 

Marketing expenses         $100 

Fuel & oil             $50 

          $5,250 

 

Land charge           $200 

Repairs, insurance         $300 

Value of farmer’s labor         --?-- 

Other overhead costs      $2,104   

              $2,604 

 TOTAL COSTS      $7,854 

 NET RETURN/ACRE     $7,146 



Harriet multiplies the budget to predict her income 

$7,146/acre x 3 acres = $21,438 

Gross income per acre      $15,000 

 

Seed/plants        $1,500 

Fertilizer/compost          $500 

Other supplies (plastic mulch, etc)   $1,000 

Hired labor        $2,000 

Utilities            $100 

Marketing expenses         $100 

Fuel & oil             $50 

          $5,250 

 

Land charge           $200 

Repairs, insurance         $300 

Value of farmer’s labor         --?-- 

Other overhead costs      $2,104   

              $2,604 

 TOTAL COSTS      $7,854 

 NET RETURN/ACRE     $7,146 
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45000 

Everything worked 

exactly as Harriet 

planned. 

 

Here is her Schedule F 

from her first year of 

farming.  She is showing 

a profit. 

 

Unfortunately, she also 

feels like she’s broke. 



Some limitations with Harriet’s projections 

• Don’t know how much cash Harriet had to start 

her operation   

• Don’t know if she has a mortgage or other debt 

payments 

• Don’t know what she needs to take out of the 

farm to live 

• Don’t know when income is coming in or 

expenses are being paid 
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The rest of the story… 

• Harriet started with $5,000  

• Her mortgage balance was $150,000 with a  

monthly payment of $1,090 

• She has a nice utility tractor and 

implements, and a $20,000 loan with a 

$288 monthly payment 

• She needs $1,500/month to cover all of her 

family living costs 



US Average expenditures vs Harriet’s 

• Food    $6,602      $3,600 

• Clothing   $1,604      $800 

• Housing   $17,148      $8,000 

• Transportation $9,004      $2,400 

• Health care  $3,631      $2,200 

• Entertainment $2,482      $500  

• Personal insurance/pensions  $5,528 $0 

• Cash contributions     $1,834 $0 

• All other expenditures    $3,267 $500 

TOTAL  $51,100 $18,000 
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26 What if Harriet started with $20,000 instead of $5,000? 



27 What if Harriet was able to boost gross farm income by $5,000? 



28 What if Harriet worked part-time and added $18,000 of nonfarm income? 



29 
What if she started with $20,000, boosted farm income by $5,000 & nonfarm 

income by $18,000? 



Year-end cash flow analysis 

 

•Cash flow from operations 

•Cash flow from investing activities 

•Cash flow from financing activities 

 

 
 



Annual statement of cash flows 

Beginning cash balance      $5,000 

 

Cash flow from operations 

 Vegetable sales     $45,000 

 Farm operating expenses  ($19,650) 

 Net cash from operations  $25,350 

 

Cash flow from investing  

 Capital purchases   ($  0) 

 Capital sales       $  0 

 Net cash from investing   $  0 

 

Cash flow from financing 

 Proceeds from new loans   $ 0 

 Loan payments    ($16,536) 

 Off-farm wages      $ 0  

 Family living draw    ($18,000) 

 Net cash from financing  ($34,536) 

 

Net change in cash     ($9,186) 

Ending cash balance     ($4,186) 

  



Cash flow ratio 
 

• Capital Debt Repayment Capacity (CDRC) – Cash 

available to the farm divided by total demands on 

available cash*.  

•  GOAL: Higher than 115% 

 
 

*net cash farm income minus family living expenses and income taxes, plus interest on capital debt 

scheduled P & I payments plus cash needed for both Capital Asset Replacement and working capital 

 



Machinery $30,000 x 15% =    4,500 

Bldgs $20,000 x 5%  =       1,000 

         $5,500 

 

 

Capital Debt Repayment Capacity 

CDRC should be 

higher than 115% 

Line 13: Principal and Interest $16,654 

 $150,000 mortgage, 6% interest, 20-yr amortization $13,078 

 $20,000 machinery note, 5% interest, 7-yr am.  $  3,456 



Machinery $30,000 x 15% =    4,500 

Bldgs $20,000 x 5%  =       1,000 

          $5,500 

 

 

Harriet’s CDRC with extra $5,000 farm income & 

$18,000 non-farm income 

CDRC should be higher than 115% 



Some thoughts before we close 

• Quality of life should be #1 business goal 

• Need to have positive cash flow to keep doing 

what you love to do 

• Always do a January 1 balance sheet  

• Don’t draw any big conclusions from one year’s 

financial performance 

• Cash flow is not the same as “profitability” 



Resources 

• Three resources that are provided to us for free: 

sunshine; wind; and precipitation 

• Two resources we have available to invest: our 

labor and our wealth 

• Everything else can be borrowed or rented 

• About 40 productive years to do something (with 

apologies to Howard Buffet) 




