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A report on changes in financial indicators for a panel of Iowa farms.

his article examines how liquidity and
Tsolvency changed between January 1,

2015 and January 1, 2016 for a panel of
316 farm business in Iowa. Data are obtained
from the Iowa Farm Business Association
(IFBA). Financially vulnerable farm operations
represented 34.5 percent of the panel in January
2015, and 40.2 percent in January 2016. But the
degree of financial deterioration was much more
pervasive than suggested by the increase in the
number of financially vulnerable farms. Farm
operations that saw their liquidity or solvency
rating fall between January 2015 and January
2016 accounted for 25.9 percent of the farms in
the sample. Farms that experienced improve-
ments in their liquidity or solvency rating over
the same period accounted for 9.2 percent of the
sample. The average decline in working capital
across all farms in the panel between January
2015 and January 2016 amounted to -$91,658.
But the working capital burn rate was highly
variable across different groups of farms, with
the highest average staggering at -$356,407.

Introduction

For each point in time, January 2015 and
January 2016, farms are classified into one of
three categories according to their financial
liquidity, and one of three categories according
to their solvency. Then, the total count of farms
in each of the nine possible combinations of
liquidity and solvency categories is used as an
indicator of the overall financial strength of
the panel of farms in the analysis at a point in
time. Finally, the count of farms that switched
categories between January 1, 2015 and January
1, 2016 is used as an indicator of the change

in financial strength for Towa farms. The study
concludes with a calculation of average working
capital burn rates for different beginning
liquidity positions.

In order to compare financial indicators across
farms of different sizes, only relative measures
of liquidity (current ratio) and solvency (debt-
to-asset ratio) are used to group farms.

Data are obtained from the Iowa Farm Business
Association (IFBA). The IFBA is an independent
farm business management association, managed
and controlled by its members. Because the
IFBA data comes from actual accounting records,
they are generally more accurate and consistent
than data obtained from cross-sectional surveys
(Hoppe et. al). However, because the data are
not obtained using survey sampling methods,
they may not be fully representative of the Iowa
farm population. The 316 farms analyzed in

this study were selected from the IFBA database
based on the availability of financial indicators
for both January 1, 2015 and January 1, 2016.

Table 1 compares farms used in this study
against the most recent agricultural census by
farm size. The farms in the present study tend
to be larger farms, particularly those operating
more than 500 acres. It is important to note
that a farm, using the census definition, is any
place that sells more than $1,000 of agricultural
produce a year. Consequently, the bulk of

the farms in the census are small, part-time
operations. The data used in the present study;,
in contrast, does not represent the entire farm
population, as defined by the census, but does
represent the commercial farm population in
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Table 1. Comparison of farm size distribution between panel of farms from lowa Farm

Business Association and 2012 Ag Census

IFBA Farms 2012 lowa Ag Census

Farm Size (Acres) Number of Observations Percent Number of Observations Percent
a)1to9 0 0.00 6,707 757
b) 10 to 49 2 0.63 20,665 23.31
c) 50 to 179 10 3.16 22,788 25.71
d) 180 to 499 91 28.80 18,654 21.05
e) 500 to 999 134 42.41 11,581 13.07
f) 1000 and up 79 25.00 8,242 9.30
Total Observations 316 100 88,637 100
Average Acres 801 345

Iowa. According to the most recent census,
farms larger than 180 acres —those more typified
by the IFBA data- made up approximately 43
percent of all farms in Iowa and produced 84
percent of the total value of farm output.

Classification Matrix

Farms are grouped according to their financial
liquidity and solvency at a point in time.
Liquidity refers to the degree to which debt
obligations coming due over the following year
can be paid from cash or assets that soon will
be turned into cash. The current ratio is the
selected indicator to gauge farms’ liquidity, and
is calculated as the ratio of current farm assets
to current farm liabilities.

Farms with good liquidity typically have current
ratios of 3.0 or higher. Dairy farms or other
farms that have continuous sales throughout the
year can safely operate with a current ratio as
low as 2.0, however. Conversely, operations that
concentrate sales during several periods each
year, such as cash grain farms, need to strive for a
current ratio higher than 3.0, especially near the
beginning of the year. The average current ratio
in IFBA farms amounted to 4.47 between 2005
and 2014 (Plastina 2016a), and 2.74 in 2015
among sample of 558 farms (Plastina 2016b).

According to the Farm Financial Scorecard
(Becker et al. 2005), a current ratio above 1.7
indicates a strong liquidity position; a ratio
below 1.1 indicates a vulnerable liquidity
position, and a ratio between 1.1 and 1.7
indicates that liquidity should be kept under
close watch. This study uses 1.3 and 2.0 as the
thresholds to classify farms according to their
liquidity position. Note that the threshold used
in this study to classify farms into the strong
liquidity category is higher than in the Farm
Financial Scorecard (Becker et al. 2005), to

be more consistent with the state production
profile. These thresholds are much lower than
the annual averages for IFBA farms, but averages
do not provide information about the dispersion
of farm-level indicators and can be affected by
even a few very high or very low individual
values. To avoid outliers in the sample, only
farms with non-negative current ratio values
below 50 were selected.

Solvency refers to the degree to which all debts
are secured and the relative mix of equity and
debt capital used by the farm. The total debt-
to-asset ratio is the selected relative measure of
solvency, and is calculated as total farm liabilities
to total farm assets.
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Table 2. Classification matrix for individual farms
Solvency: Total Debt-to-Asset Ratio
Vulnerable: Under Watch: Between Strong:
Above 60% 30% and 60% Under 30%

Vulnerable:
Below 1.3
Liquidity: Under Watch: Category 4. Liquidity
. | Between 1.3 under watch and
Current Ratio
and 2.0 vulnerable solvency

Category 2. Vulnerable
liquidity and solvency
under watch

Category 3. Vulnerable
liquidity and strong
solvency

Category 6. Liquidity
under watch and strong
solvency

Category 5. Liquidity and
solvency under watch

Cat 7. St
Strong: Over sheeiny -

2.0

solvency

liquidity and vulnerable

Category 8. Strong
liquidity and solvency
under watch

Category 9. Strong
liquidity and solvency

The average debt-to-asset ratio in IFBA' farms
between 2005 and 2014 amounted to 0.20, and
the most profitable farms (measured by returns
to management) tended to be more leveraged
than the least profitable farms: 0.26 vs. 0.21 total
debt-to-asset ratios (Plastina 2016a). In 2015,
the average debt-to-asset ratio across 558 IFBA
farms amounted to 0.24 (Plastina 2016b).

According to the Farm Financial Scorecard
(Becker et al. 2005), a total debt-to-asset ratio
above 60 percent indicates a vulnerable solvency
position; a ratio below 30 percent indicates a
strong solvency position, and a ratio between 30
percent and 60 percent indicates that solvency
should be kept under close scrutiny. This study
uses the 30 percent and 60 percent debt-to-
asset ratio thresholds to classify farms according
to their solvency position. According to these
solvency thresholds, the annual average debt-to-
asset ratio for IFBA farms is consistently strong.
But averages mask the dispersion of farm-level
indicators and can be affected by extreme values.

!'Long lived assets, such as land and machinery, are
valued according to their cost value in financial statements
prepared by IFBA consultants. If a cost value is not
available, then the asset is assigned a value equivalent

to a certain percent of the market value the first time it

is recorded and its value is reduced thereafter by a fixed
percentage if the asset is depreciable.

At any point in time, a farm operation can be
classified in one of the nine possible categories
created by combining liquidity and solvency
indicators show in Table 2. The highlighted cells
are the ones that indicate financial vulnerability
for a farm operation. The distribution of counts
of farms across the nine categories is used as an
indicator of their overall financial strength at a
point in time. Finally, the count of farms that
switched categories between January 1, 2015
and January 1, 2016 is used as an indicator of
the change in financial situation for Iowa farms.
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Overall Financial Strength in January
2015

As show in Table 3, 65.5 percent of the sample
(207 out of 316 operations) was not in a
vulnerable financial situation at the beginning
of 2015; but 13.3 percent of the sample (42
operations) was vulnerable in liquidity and
solvency positions, and 13.6 percent of the
sample (43 operations) were classified as having
vulnerable liquidity and solvency under watch.
More operations were on a vulnerable liquidity

Overall Financial Strength in January
2016

As show in Table 4, 59.2 percent of the sample
(187 out of 316 operations) was not in a
vulnerable financial situation in January 2016.
That percentage is 6.3 percent points lower than
in January 2015, indicating that 20 operations
that were not in a vulnerable financial situation
at the beginning of 2015 became vulnerable a
year later.

position (92, or 29.1 percent of the sample)
than on a vulnerable solvency position (59, or
18.7 percent of the sample). The total number
of operations with some degree of financial
vulnerability was 109, or 34.5 percent of the

sample.

Farm operations with vulnerable liquidity and
solvency positions in January 2016 accounted
for 17.7 percent of the sample, or 56 farms.
This category increased by 14 operations (4.5
percentage points) over the course of 2015.

Table 3. Distribution of farms across categories in January 2015, in percent of sample
(farm count in parenthesis)

Jan 2015 Solvency: Total Debt-to-Asset Ratio

Jan 2015
Liquidity:
Current Ratio

Under Watch:
Vulnerable: Strong:
Between 30% All
Above 60% and 60% Under 30%
Vulnerable:
Under Watch: o
Between 1.3 and 2.0 3.5% (11) 10.4% (33) 6.3% (20) 20.3% (64)
Strong: Over 2.0 1.9% (6) 13.6% (43) 35.1% (111) 50.6% (160)
All 18.7% (59) 37.7% (119) 43.7% (138) 100% (316)

Table 4. Distribution of farms across categories in January 2016, in percent of sample
(farm count in parenthesis)

Jan 2016 Solvency: Total Debt-to-Asset Ratio

Jan 2016
Liquidity:
Current Ratio

Under Watch:
Vulnerable: Strong:
B 9 All
Above 60% e;":ge&;o 7 Under 30%
Vulnerable: o o o
Under Watch: o o 0 o
Between 1.3 and 2.0 3.2% (10) 10.8% (34) 7% (22) 20.9% (66)
Strong: Over 2.0 1.6% (5) 10.8% (34) 30.7% (97) 43% (136)
All 22.5% (71) 37% (117) 40.5% (128) 100% (316)
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Vulnerability in liquidity positions was still more
common than vulnerability in solvency positions
in January 2016: 36.1 percent (114 operations)
vs. 22.5 percent (71 operations). However,

the number of farms with vulnerable liquidity
positions increased faster than the number of
farms with vulnerable solvency positions in
2015: from 92 to 114 operations (or 24 percent),
and from 59 to 71 operations (or 20 percent),
respectively.

The total number of operations with some
degree of financial vulnerability was 129 in
January 2016, or 40.8 percent of the sample.

Changes in Financial Strength over 2015
Tables 3 and 4 are useful to understand the
overall financial situation of the farm sector

at specific points in time. But in order to
understand the changes undergone by each

farm over time, it is necessary to compare its
initial category as of January 2015 against its
ending category as of January 2016. This section
analyzes the distribution of farms across initial
categories according to their ending categories,
and answers the question of “what was the initial
situation in January 2015 of farms classified in a
particular category in January 2016?”

Ending Category 1: Vulnerable liquidity and
solvency

Table 5 shows that out of the 56 farm operations
classified as Category 1 in January 2016, only 33
farms (58.9 percent) were in that category a year
earlier. Eleven farm operations (19.7 percent)
had vulnerable liquidity positions a year earlier,
but experienced a deterioration in their solvency
positions in 2015. Six farms (10.7 percent)
already had vulnerable solvency positions a

year earlier but experienced a deterioration

of their liquidity position in 2015. Six farm
operations (10.7 percent) that were not on a
vulnerable position a year earlier experienced a
deterioration of both their liquidity and solvency
position in 2015.

Ending Category 2.Vulnerable liquidity and
solvency under watch

Table 6 shows that out of the 49 farm operations
classified as Category 2 in January 2016, only
28 farms (57.1 percent) were in that category

a year earlier. Sixteen farm operations (32.7
percent) had their solvency under watch a year
earlier, but experienced a deterioration in their
liquidity positions in 2015. One farm (2 percent)
was already in a vulnerable liquidity position a
year earlier, but experienced a deterioration of

Table 5. Composition of ending Category 1 farms according to their beginning categories,
in percent of sample (farm count in parenthesis)

Jan 2015 Solvency: Total Debt-to-Asset Ratio

Under Watch:
Vulnerable: Strong:
Between 30% All
Above 60% and 60% ? Under 30%
Vulnerable:
58.9% (33) 17.9% (10)* 1.8% (1)* 78.6% (44)
Below 1.3
Jan 2015 Under Wateh
Liqmdlt . nder Watch: o, *
Currenty Between 1.3 and 2.0 8.9% (5) 8.9% (5)* 0% (0)* 17.9% (10)
Ratio Strong: Over 2.0 1.8% (1)* 0% (0)* 1.8% (1)* 3.6% (2)
All 69.6% (39) 26.8% (15) 3.6% (2) 100% (56)

Note: Highlighted cell indicates ending category (Jan 2016) under analysis. Red* indicates deterioration of the

financial situation.
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its solvency position from strong to under watch
in 2015. One farm operation (2 percent) that
was on a strong solvency position and a liquidity
position under watch a year earlier experienced
a deterioration of both liquidity and solvency in
2015. On a positive note, three farm operations
(6.1 percent) that were classified as vulnerable
liquidity and solvency a year earlier, improved
their solvency through operating profits

and/or capital injections to under watch by
January 2016.

Ending Category 3. Vulnerable liquidity and
strong solvency

Table 7 shows that out of the nine farm
operations classified as Category 3 in January
2016, only one (11.1 percent) was in that
category a year earlier. Five of the other eight
farm operations (55.6 percent) maintained

a strong solvency position, but experienced

a deterioration of their liquidity from under
watch to vulnerable. The other three farms (33.3
percent) saw their liquidity change from strong
in January 2015 to vulnerable in January 2016.

Table 6. Composition of ending Category 2 farms according to their beginning categories,
in percent of sample (farm count in parenthesis)

Jan 2015 Solvency: Total Debt-to-Asset Ratio

Under Watch:
Vulnerable: Strong:
Between 30% All
Above 60% and 60% Under 30%
Vulnerable:
6.1% (3)** 57.1% (28) 2.0% (1)* 65.3% (32)
Below 1.3
Jan 2015 Undor Wartch
Liquidity: nder Watch: o o * 0 * o
C:Irremv Between 1.3 and 2.0 0% (0) 24.5% (12) 2.0% (1) 26.5% (13)
Ratio Strong: Over 2.0 0% (0) 8.2% (4)* 0% (0)* 8.2% (4)
All 6.1% (3) 89.8% (44) 4.1% (2) 100% (49)

Note: Highlighted cell indicates ending category (Jan 2016) under analysis. Red* (blue**) indicates deterioration

(improvement) of the financial situation.

Table 7. Composition of ending Category 3 farms according to their beginning categories,
in percent of sample (farm count in parenthesis)

Jan 2015 Solvency: Total Debt-to-Asset Ratio

der Watch:
Vulnerable: Bleja,'zwign ZOC% Strong: All
Above 60% and 60% Under 30%
ng(gfﬁ’ge’ 0% (0)** 0% (0)** 11.1% (1) 11.1% (1)
Jan 2015 Una W —
Liquidity: naervvaicn: o o o * o,
C:Irrentv Between 1.3 and 2.0 0% (0) 0% (0) 55.6% (5) 55.6% (5)
Ratio Strong: Over 2.0 0% (0) 0% (0) 33.3% (3)* 33.3% (3)
All 0% (0) 0% (0) 100% (9) 100% (9)

Note: Highlighted cell indicates ending category (Jan 2016) under analysis. Red* (blue**) indicates deterioration

(improvement) of the financial situation.
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Ending Category 4. Liquidity under watch and
vulnerable solvency

Table 8 shows that out of the ten farm
operations classified as Category 4 in January
2016, only six (60 percent) were in that category
a year earlier. Two farm operations (20 percent)
had vulnerably liquidity a year earlier and
improved it to under watch by January 2016.
Two other farms (20 percent) had a strong
liquidity position a year earlier and experienced
a deterioration to the category under watch

over 2015. All farms in this category were in a
vulnerable solvency situation a year earlier.

Ending Category 5. Liquidity and solvency
under watch

Table 9 shows that out of the 34 farm operations
classified as Category 5 in January 2016, only

15 farms (44.1 percent) were in that category a
year earlier. Fourteen farm operations were also
classified as having solvency under watch a year
earlier, but four of them (11.8 percent) improved
their liquidity position from vulnerable to under
watch; and the other ten farms (29.4 percent)
saw their liquidity fall from strong to under
watch. Three farms (8.8 percent) saw both their
liquidity and solvency fall from strong levels to
under watch; while two farms (5.9 percent) saw
both their liquidity and solvency increase from
vulnerable levels to under watch between January
2015 and January 2016.

Table 8. Composition of ending Category 4 farms according to their beginning categories,
in percent of sample (farm count in parenthesis)

Jan 2015 Solvency: Total Debt-to-Asset Ratio

Under Watch: .
X‘é’”er able: Between 30% Ufé; ‘1”3%'0/ Al
ove 60% and 60% °

Vulnerable: 20% (2)%* 0% (0) 0% (0) 20% (2)

Below 1.3
Jan 2015 Under Wateh
Liquidity: nder Watch: o o/ (()* o/ ()% o
Cl?rrenty Between 1.3 and 2.0 60% (6) 0% (0) 0% (0) 60% (6)
Ratio Strong: Over 2.0 20% (2)* 0% (0)* 0% (0)* 20% (2)

All 100% (10) 0% (0) 0% (0) 100% (10)

Note: Highlighted cell indicates ending category (Jan 2016) under analysis. Red* (blue**) indicates deterioration

(improvement) of the financial situation.

Table 9. Composition of ending Category 5 farms according to their beginning categories,
in percent of sample (farm count in parenthesis)

Jan 2015 Solvency: Total Debt-to-Asset Ratio

Under Watch: .
X‘t’)’”er %%/;. Between 30% Ufé’; o All
ove bUYo and 60% ?

Vulnerable: 5.9% (2)** 11.8% (4)** 0% (0) 17.7% (6)

Below 1.3
Jan 2015 Under Watch
Liquidity: nder Watch: o (0)** o % (0)* 0
s Between 13 and 2.0 0% (0) 44.1% (15) 0% (0) 44.1% (15)
Ratio Strong: Over 2.0 0% (0) 29.4% (10)* 8.8% (3)* 38.2% (13)

All 5.9% (2) 85.3% (29) 8.8% (3) 100% (34)

Note: Highlighted cell indicates ending category (Jan 2016) under analysis. Red* (blue**) indicates deterioration

(improvement) of the financial situation.
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Ending Category 6. Liquidity under watch and
strong solvency

Table 10 shows that out of the twenty-two farm
operations classified as Category 6 in January
2016, only eight farms (36.4 percent) were in
that category a year earlier. Nine farm operations
were also classified as having strong solvency

a year earlier, but nine of them (40.9 percent)
saw their liquidity position deteriorate from
strong to under watch; and the other four farms
(18.2 percent) saw their liquidity improve

from vulnerable to under watch. One farm (4.6
percent) saw both its liquidity improve from
vulnerable to under watch, and its solvency also
improve from under watch to strong between
January 2015 and January 2016.

Ending Category 7. Strong liquidity and
vulnerable solvency

Table 11 shows that out of the five farm
operations classified as Category 7 in January
2016, only two (40 percent) were in that
category a year earlier. One farm (20 percent)
was in Category 1 a year earlier, but it was able
to boost its liquidity from vulnerable to strong by
January 2016. The other two farms (40 percent)
maintained a strong liquidity position, but saw
their solvency deteriorate over 2015.

Table 10. Composition of ending Category 6 farms according to their beginning categories,
in percent of sample (farm count in parenthesis)

Jan 2015 Solvency: Total Debt-to-Asset Ratio

Under Watch:
Vulnerable: Strong:
Between 30% All
Above 60% and 60% ? Under 30%
Vulnerable: 0% (0)** 4.6% (1)** 18.2% (4)** 22.7% (5)
Below 1.3
Jan 2015 Under Wateh
Liquidity: nder Watch: o, * % o *% o, o,
Cl?rrenty Between 1.3 and 2.0 0% (0) 0% (0) 36.4% (8) 36.4% (8)
Ratio Strong: Over 2.0 0% (0) 0% (0) 40.9% (9)* 40.9% (9)
All 0% (0) 4.6% (1) 95.5% (21) 100% (22)

Note: Highlighted cell indicates ending category (Jan 2016) under analysis. Red* (blue**) indicates deterioration

(improvement) of the financial situation.

Table 11. Composition of ending Category 7 farms according to their beginning categories,
in percent of sample (farm count in parenthesis)

Jan 2015 Solvency: Total Debt-to-Asset Ratio

Under Watch:
Vulnerable: Strong:
Between 30% o All
Above 60% and 60% Under 30%
Vulnerable: 20% (1)** 0% (0) 0% (0) 20% (1)
Below 1.3
Jan 2015 Under Wateh
Liquidity: nder Watch: 0 *¥ o o o
Cl?rrenty Between 1.3 and 2.0 0% (0) 0% (0) 0% (0) 0% (0)
Ratio Strong: Over 2.0 40% (2) 20% (1)* 20% (1)* 80% (4)
All 60% (3) 20% (1) 20% (1) 100% (5)

Note: Highlighted cell indicates ending category (Jan 2016) under analysis. Red* (blue**) indicates deterioration

(improvement) of the financial situation.
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Ending Category 8. Strong liquidity and
solvency under watch

Table 12 shows that out of the thirty-four farm
operations classified as Category 8 in January
2016, 24 farms (70.6 percent) were in that
category a year earlier. Seven farm operations
(20.6 percent) also had a strong liquidity
position a year earlier, but saw their solvency
decline from strong to under watch. One farm
(2.9 percent) saw its liquidity improve from
under watch to strong while maintaining its
solvency under watch between January 2015
and January 2016. Another farm improved both
its liquidity (from vulnerable to strong) and its

solvency (from vulnerable to under watch); while
another farm with strong liquidity was able to
improve its solvency from vulnerable to under
watch.

Ending Category 9. Strong liquidity and
solvency

Table 13 shows that out of the niney-seven farm
operations classified as Category 9 in January
2016, eighty-seven (89.7 percent) already had
strong liquidity and solvency positions a year
earlier. Six farms (6.2 percent) improved their
liquidity from under watch to strong; and four
farms (4.1 percent) improved their solvency
from under watch to strong 2015.

Table 12. Composition of ending Category 8 farms according to their beginning categories,
in percent of sample (farm count in parenthesis)

Jan 2015 Solvency: Total Debt-to-Asset Ratio

Under Watch:
Vulnerable: Strong:
Between 30% All
Above 60% and 60% ? Under 30%
pumnerable: 2.9% (1)** 0% (0)** 0% (0) 2.9% (1)
elow 1.3
Jan 2015 Under Watoh
Liquidity: nder Watch: [ * ¥ o, * % 0, [
C:'rrenty Between 1.3 and 2.0 0% (0) 2.9% (1) 0% (0) 2.9% (1)
Ratio Strong_' Over 2.0 2.9% (1)** 70.6% (24) 20.6% (7)* 94.1% (32)
All 5.9% (2) 73.5% (25) 20.6% (7) 100% (34)

Note: Highlighted cell indicates ending category (Jan 2016) under analysis. Red* (blue**) indicates deterioration

(improvement) of the financial situation.

Table 13. Composition of ending Category 9 farms according to their beginning categories,
in percent of sample (farm count in parenthesis)

Jan 2015 Solvency: Total Debt-to-Asset Ratio

Under Watch:
Vulnerable: Strong:
Between 30% o All
Above 60% and 60% Under 30%
ngllgjvrﬁ%’e’ 0% (0)** 0% (0)** 0% (0)** 0% (0)
Jan 2015 Una W "
Liquidity: naer Watch: o *% o, *% o * % o
C:rrenty Between 1.3 and 2.0 0% (0) 0% (0) 6.2% (6) 6.2% (6)
Ratio Strong_' Over 2.0 0% (O)** 4.1% (4)** 897% (87) 938% (91)
All 0% (0) 4.1% (4) 95.9% (93) 100% (97)

Note: Highlighted cell indicates ending category (Jan 2016) under analysis. Red* (blue**) indicates deterioration

(improvement) of the financial situation.
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Summary of Changes

Table 14 summarizes the changes in categories
for all farms in the sample between January 2015
and January 2016. The total number of farms
that did not switch categories between January
2015 and January 2016 amounted to 204, and
represented 64.6 percent of the sample.

The most common switch in category involved
a lower liquidity rating while maintaining the
solvency classification (16.1 percent of farms).
This is a clear indication that lower commodity
prices affected farm operations mostly through
liquidity in 2015.

The second most common switch involved a
lower solvency rating, while maintaining the
liquidity classification (6.6 percent of farms).
Farms in this group with vulnerable liquidity
classification (12 farms), saw their farm net
worth decline 23 percent on average in 2015,
mostly due to operating losses and increasing
debt. Farms with strong liquidity classification
(9 farms), saw their net worth decline 6 percent
on average in 2015, due mainly to increased debt
taken to maintain liquidity levels (several farms
in this group also purchased land or machinery
in 2015).

The third most common switch involved
improving the liquidity rating while maintaining
the solvency classification (5.7 percent of farms).

Only 3.2 percent of the sample experienced
a simultaneous switch to lower liquidity and
solvency ratings.

The total number of farm operations that saw
their liquidity or solvency rating fall between
January 2015 and January 2016 amounted to

82, and they represent 25.9 percent of the farms
in the sample. The total number of farms that
experienced improvements in their liquidity or
solvency ratio over the same period amounted to
30, or 9.2 percent of the sample.

Working Capital Burn Rates

As noted in the previous section, the most
common switch in categories across farms
involved a decrease in the liquidity rating
between January 2015 and January 2016. This
section explores the extent to which working
capital declined between those two points in
time for different groups of farms. The criteria
used to group farms is related to their liquidity
rating at the beginning and at the ending of the
period, as indicated by the current ratio.

Table 14. Summary of changes in categories between January 2015 and January 2016.

Type of change Count of farms Percent of total
No change 204 64.6%
Similar solvency rating, lower liquidity rating 51 16.1%
Similar liquidity rating, lower solvency rating 21 6.6%
Similar solvency rating, higher liquidity rating 18 5.7%
Lower liquidity and solvency ratings 10 3.2%
Similar liquidity rating, higher solvency rating 8 2.5%
Higher liquidity and solvency ratings 4 1.3%
Higher liquidity rating, lower solvency rating 0 0.0%
Lower liquidity rating, higher solvency rating 0 0.0%
Total 316 100.0%
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Table 15 shows that the average decline in
working capital across all farms in the panel
amounted to -$91,658. Using the ending
liquidity ratings as of January 2016 (in rows),
it is obvious that farms in vulnerable liquidity
positions suffered the largest declines in working
capital, averaging -$137,149; followed by those
farms with liquidity positions under watch,
averaging -$81,520. Even farms with strong
liquidity positions burned through an average
of $58,445 in working capital over the year
2015. But even within those three categories,
the changes in working capital have been very
variable depending on the beginning liquidity
rating as of January 2015 (in columns).

The average working capital of the 77 farms
with vulnerable beginning and ending liquidity
ratings, amounted to -$95,281 in January

2015 and declined by $42,752 to -$138,033 by
January 2016. The average decline in working
capital for farms with vulnerable ending liquidity
rating but strong and under watch beginning
liquidity ratings climbed to a staggering
-$356,407 and -$326,265, respectively.

Only 22 farms (6.9 percent of the sample) had
a higher liquidity rating in January 2016 than
a year earlier, and their average increase in
working capital amounted to $94,723.

Farms with strong beginning and ending
liquidity rating saw their average working capital
decline by $71,937 to $621,321 by January
2016.

Finally, farms with ending liquidity rating under
watch and beginning strong and under watch
liquidity ratings, burned through $169,874 and
$75,857 of working capital, respectively, in 2015.

In an environment of low commodity prices,
protecting the working capital is key to the
survival of the business, even if the operation
has a strong balance sheet.
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Iowa State University, using farm level data from the
Iowa Farm Business Association (IFBA).

www.extension.iastate.edu/agdm
store.extension.iastate.edu

... and justice for all

lowa State University Extension and Outreach does not discriminate on the basis of
age, disability, ethnicity, gender identity, genetic information, marital status, national
origin, pregnancy, race, religion, sex, sexual orientation, socioeconomic status, or
status as a U.S. veteran. (Not all prohibited bases apply to all programs.) Inquiries
regarding non-discrimination policies may be directed to Ross Wilburn, Diversity
Officer, 2150 Beardshear Hall, 515 Morrill Road, Ames, lowa 50011, 515-294-1482,
wilburn@iastate.edu.




