MANAGEMENT

Reading the farm’s dashboard: Business skills producers often lack

Progressive Forage Editor Lynn Jaynes

Some years you make money;
some years you don’t — that’s the
nature of agriculture, right? Not so,
says Nate Riggan, certified public
accountant and owner of Pointguard
Financial.

Riggan’s firm serves as outsourced
chief financial officers for businesses.
He says while there are challenges
common to all businessmen, with
the same set of challenges one farm
will show consistent growth and
profit, while another farm in the
same market will lose money. Why is
that? Riggan says farms that struggle
show common symptoms, which
include:

* Not being sure how to impact
profits other than by increasing

revenues or decreasing expenses

* Financial reporting is an

DRIVEN
PRODUCTION

Increase your Production and Simplify your Operation
The new Self-Propelled Bale Baron from Marcrest Manufacturing is the latest innovation in our ling of small bale packaging systems. The Self-Propelled Bale Baron is powerful and versatile and
designed to increase your bale production without the use of a tractor. Powered by an impressive 173 HP engine, the Self-Propelled Bale Baron efficiently grabs small bales and packs them up.
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afterthought with limited or no
interpretation

* There is cyclical performance, and
the owner isn’t sure what to do to
change it

* The business doesn’t operate
from a forecasted monthly budget,
where resources can be planned for
maximization

Identifying the deficits

Riggan says deficits of businesses
that struggle often include these
common factors:

* Businesses that struggle leave money
on the table. Small businesses

often do not capitalize on revenue
opportunities because they lack
the understanding that impacts
the bottom line. In this day and
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age, working harder or longer
hours doesn’t necessarily equate to
increased earnings.

* Businesses that struggle don’t know
how to interpret financial statements.
While many understand income
statements, two other statements

are important: the balance sheet

and cash-flow statement. These

tell you things about your business
the income statement doesn’t.
Interpreting these and knowing how

to use them can impact your business.

* Businesses that struggle don’t link

company goals to employee performance.

Riggan says it’s like coaching a
basketball team: If you put kids
onto the court and tell them to try
and beat the other team but don’t
tell them what the specific goals are
(expected rebounds, assignments

lllustration by Kristen Phillips.

for who brings the ball down

the court, defensive roles, field
goal percentages, etc.), then the
results will not meet expectations.
Employees need specific goals and
accountability.

® Businesses that struggle do not

project financial plans. All businesses
need to ask, “What do we want

to accomplish next year?” When
entering a new crop year, a return-
on-equity goal should be identified
(more on that later). A financial plan
should include a monthly forecast

of what you intend to have happen,
how much revenue will be generated,
what margins will be and how much
revenue each employee needs to
produce. Without these indicators, a
business becomes reactive.

Continued on page 20
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Reading the farm’s dashboard, cont’d from page 19

Small businesses often do not capitalize on revenue opportunities
because they lack the understanding that impacts the bottom line. In
this day and age, working harder or longer hours doesn’t necessarily
equate to increased earnings.

* Businesses that struggle don’t
understand profitability for multiple
products or service lines. If a business
has more than one product or
service line (alfalfa hay versus
timothy hay versus custom planting,
or weaned calves versus replacement
heifer costs, for instance) and
doesn’t know what each of those
lines is making separately, then

the business is too blurred, and it’s
difficult to see how to maximize
profits or improve.

* Businesses that struggle have
limited ability to predict cash flow
in the short term. At some point in
most businesses, there is a short-
term cash-flow problem. As a
business owner, you need some
understanding of how to manage
cash flow in the short term and
know what the tools are to help
with that.

® Businesses that struggle lack the
ability to implement change. This
limitation is common because
most business owners spend their

time working “in the business,
rather than on it.” The reason most
entrepreneurs leave the employment
of another (where one receives only
partial value for one’s work) and
starts a personal business (where
one will receive full value for one’s
work) is because the individual is
good at his trade, and he believes
those trade skills are the only ones
required. The problem is: The
skills of a trade don’t automatically
translate into good business skills —
where managing people, marketing,
finances and other skills are needed.
Not being able to step out of
operations to work “on” the business
sets up an entrepreneur for failure.

* Businesses that struggle often have

no plan for leadership or ownership
transition. Riggan says too many
businesses fail to plan for ownership
and leadership transition — and
often reach retirement with no
available options. An important
part of realizing the value for the
business is planning on how you
will sell or transition your role to the

next generation or to a new owner.

Failing to plan for transition often

reduces the amount you can realize
for your business.

Where do we go from here?

Riggan says the following skills
must be mastered by businesses for
maximum profitability.

Understanding the required return
on sales

Return on sales is the income
generated at the end of the year
as a percentage of total sales. Do
you know what that percentage
should be? Riggan says a 5 percent
return is needed just to survive in
any business. At that percentage,
you won't be receiving much, if
any, return on your equity, as these
profits will be used for payments for
machinery and taxes, and generating
some working capital to run the
operations of the company. But this
is simply survival. It’s equivalent to
buying yourself a job.

At a return of 10 to 15 percent,
a production business can build

equity and begin receiving payment
for the higher risk taken by owning
a privately held business. It would
be rare for a production business
to receive higher than 20 percent
return on sales because these
businesses produce a physical
product with a “ceiling” imposed
by the customer on what they are
willing to pay for a tangible product.
Often, however, a hay producer
may say, “I can’t sell my hay any
higher because my competitors are
selling their hay lower.” Riggan
asks, “Is that where you really want
to be?” Relying only on price for
increased profitability is limiting,
and there are many ways to increase
return without increasing price —
including increased yield, quality,
productivity and managing the size
of your infrastructure. Too many
businesses have underperforming
assets that drive down profitability,
placing too much pressure on having
to achieve the highest available
prices from the market.

Understanding return on equity
Typically in agriculture, equity
is invested back into the business
instead of, for instance, investing
it in the stock market. Just as an
exercise, if you did put that money
into the stock market, your return
over time might average between 8
and 10 percent. The reason it isn’t
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higher is that a normal investment
portfolio is diversified, and you have
the benefit of taking your money out
of the market in a short period of
time, which limits your risk.

Riggan says, “As you re-invest
your earnings back into your own
business, you should plan for a
return between 20 and 25 percent
on equity. If a buyer comes to buy
your company, that is the range of
return they will expect to receive for
the cash-flow stream your business
creates and will determine the price
they are willing to pay.” Therefore,
if you want a higher value, you will
need to create higher cash flow
through profitability. So when you
look at the 20 to 25 percent return
on equity, it forces you to also know
the return on sales you need to reach
your equity return goal.

Understanding productivity
Productivity is about maximizing
the utilization of your assets.
Common measurements for
productivity in agriculture would be
calculated on tons per acre or yield
per acre. In the case of employees,
percentage of productive hours
(hours producing revenue divided by
total hours) is used. Riggan cautions
that gauging the “busy-ness” of an
employee is not the same as how
productive the individual is in terms
of producing revenue. This metric
can be used in relation to other
assets, as well, like machinery or
land; how many hours a machine
is used versus sitting idle or how
many acres are producing revenue
are some common measurements.
The key is understanding how to
maximize the utilization of the asset
to achieve high productivity.

Understanding realization

This metric is about maximizing
the profitability of your product or
service. Metrics in this area serve
to increase profits without solely
relying on price. This can often
be achieved by changing the mix
of products you sell or reducing
the cost of producing your product
through labor or machinery
efficiency.

Understanding leverage

This operational metric measures
the return you achieve on your
employees’ labor, your machinery
or your land. There are two kinds
of leverage — revenue leverage and
cost leverage. Revenue leverage

make sense to have your most
expensive employee performing a
job that someone with less skill,

on a significantly lower pay scale,
can perform. In essence, for every
dollar paid an employee in wages
and benefits, the business should see
a return of $2.50 to $2.80. Putting
the right people in the right roles is
essential to maximizing leverage.

Drivers versus mechanics
If managing the business
financials seems overwhelming,

Riggan offers a car analogy to
break it down. A mechanic gets

under the hood and knows how
pistons, carburetors, transmissions
and engine parts all relate to and
affect one another — which is great;
everyone needs a mechanic. But a
driver doesn’t have to know all of
that; the driver just needs to know
how to read four basic dashboard
gauges: how fast the car is going,
how much fuel is available, the
temperature of the engine and how
fast the engine is turning.
Likewise, a business owner
doesn’t need to know every item of
information in the business to be a
great manager, but he needs to be

able to read the farm’s “dashboard”
and interpret what it means.

This includes the development

of a monthly budget to allocate
resources, accrual-based financial
statements, margin expectations
and resources (employees, land,
machin;}g%needed to support sales

levels.

Nate Riggan presented at National
Hay Association’s 2016 convention.
Pointguard Financial is based

in Spokane Valley, Washington.
Nate can be reached at nriggan@
pointguardfinancial.com
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Genuity® Roundup Ready® variety
with superb quality and yield
potential. Designed with a high
resistance to nine yield-robbing
pests, including stem nematode.

meristand 45570 RR

Genuity® Roundup Ready®
variety with very fast recovery
for frequent cutting schedules,
plus enhanced forage quality for
optimal animal performance.
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meristand 42770

Newest generation of alfalfa
combining improved forage yield
potential with top disease rating
on eight pests, including Race 1
and 2 of Aphanomyces.

To learn more, visit americasalfalfa.com or call 800.873.2532
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HarvXtra® alfalfa seed with Roundup
Ready® technology is the industry’s first
genetically enhanced alfalfa developed to
maximize quality, compared to conventional
alfalfa at the same stage of maturity.

For the 2017 growing season, growers must direct any product produced from HarvXtra® Alfalfa with Roundup Ready® Technology seed or crops (including hay and hay products) only to United States
domestic use. In addition, due to the unique cropping practices do not plant HarvXtra® Alfalfa with Roundup Ready® Technology in Imperial County, California, pending import approval in China
and until Forage Genetics International, LLC (FGI) grants express permission for such planting. It is a violation of national and international law to move material containing biotech traits across
boundaries into nations where import is not permitted. Growers should talk to their product purchaser to confirm their buying position for this product.

is often illustrated as “upselling”

or offering a product or service
that is complementary to your
primary product — like going into a
restaurant and having dessert and
hors d’oeuvres oftfered in addition

Do not export Genuity® Roundup Ready® Alfalfa seed or crop, including hay or hay products, to China pending import approval. In addition, due to the unique cropping practices do not plant Genuity®
Roundup Ready® Alfalfa in Imperial County, California, pending import app and until grants express ission for such planting. Forage Genetics International, LLC (“FGI") is a
member of Excellence Through Stewardship® (ETS). FGI products are commercialized in accordance with ETS Product Launch Stewardship Guidance, and in compliance with FGI's Policy for
Commercialization of Biotechnology-Derived Plant Products in Commaodity Crops. Certain products have been approved for import into key export markets with functioning regulatory systems. Any
crop or material produced from this product can only be exported to, or used, processed or sold in countries where all necessary regulatory approvals have been granted. It is a violation of national
and international law to move material containing biotech traits across boundaries into nations where import is not permitted. Growers should talk to their grain handler or product purchaser to
confirm their buying position for this product. Growers should refer to http://www.biotradestatus.com/ for any updated information on import country approvals. Excellence Through Stewardship® is

0
to the meal. Cost leverage, on the 2 U sty :
other hand iS OftCIl illustrated ALWAYS READ AND FOLLOW PESTICIDE LABEL DIRECTIONS. Roundup Ready® crops contain genes that confer tolerance to glyphosate, the active ingredient in Roundup® brand agricultural herbicides. A M E R I C A S
) Roundup® brand agricultural herbicides will kil crops that are not tolerant to glyphosate. Genuity Design®, Genuity Icons, Genuity®, Roundup Ready® and Roundup® are trademarks of Monsanto g
Technology LLC, used under license by FGI. America's Alfalfa, America's Alfalfa logo, Traffic Tested alfalfa seed and Traffic Tested logo and HarvXtra® are registered trademarks of Forage Genetics ALFALFA

as placing the right people in the
right positions in your company to
ensure you have the right level of
competency for the job. It doesn’t

International, LLC. HarvXtra® Alfalfa with Roundup Ready® Technology is enabled with Technology from The Samuel Roberts Noble Foundation, Inc. ©2017 Forage Genetics International, LLC.

* Because of factors outside of FGI's control, such as weather, applicator factors, etc., results to be obtained, including but not limited to yields,
1 financial performance, or profits, cannot be predicted or guaranteed by FGI. Actual results may vary.
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