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3 C’s of Superior Ag Banking

• Be Conservative in the good times.
• Guards against Complacency

• Be Courageous in the bad times.
• Who are the survivors?
• Opportunities

• Be Consistent all the time.
• Dependability
• Not viewed as Hot & Cold in the marketplace

5 C’s of Credit

• Character

• Cranium (the 6th C)

• Capital

• Capacity

• Collateral

• Conditions



A “Sound Loan” is one made to a responsible individual
or entity of established integrity who has a respectable
operating and financial record or equivalent
characteristics of a new business, in an amount
sufficient to accomplish a useful purpose. It should be
made in an amount and under terms and conditions
that will reasonably ensure repayment, usually, without
adversely affecting the borrower’s financial position.
The loan should be supported by sufficient equity or
collateral or both, to afford the lender reasonable
protection against loss if adverse conditions occur.

The 5 Credit Factors and the Credit Decision
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https://www.cnbc.com/2026/04/27/openai-partners-with-customers-bank-in-push-to-automate-finance.html



Using AI in Your Work

First Dakota Client Performance



EXPERIENCING THE CYCLES





Alternative Financing Options
• ARM (Ag Resource Management)

• FBN (Farm Business Network)

• Farm Op Capital

• Conterra

• Producers Livestock

• Trade Credit (John Deere, Case-IH, etc.)

• Input Suppliers (Co-op, Pioneer, etc.)

• Others

Credit Analysis 

• Balance sheet analysis 

• Earnings/profitability

• Cash flow



Credit Analysis 

What makes 
ag different?

What makes ag different?

• Market value balance sheets

• Cash accounting

• Timing



What makes ag different?

• In a perfect world
ꟷFinancial Soundness 

• Balance sheets with cost and market values

ꟷFinancial Performance
• Accrual income statement 

What makes ag different?

• In the real world
ꟷFinancial Soundness 

• Balance sheets at mixed market/cost values

ꟷFinancial Performance
• Schedule F tax statement 

How can we measure financial performance in the real world?



BALANCE SHEET & 
WORKING CAPITAL ANALYSIS

Balance Sheet

A snapshot of:
ꟷ Assets
ꟷ Liabilities
ꟷ Net worth (owner’s equity)

• At a specific point in time



Balance sheet

Foundation upon which the 
business stands

Balance Sheet



Balance Sheet

LiabilitiesAssets

Current Current (< 1 year)

IntermediateIntermediate (1–10 yrs)

Long termLong term (> 10 years)

Total liabilities

Net worth

Total Liabs + Net worthTotal assets

Balance Sheet

LiabilitiesAssets

Current Current (< 1 year)

IntermediateIntermediate (1–10 yrs)

Long termLong term (> 10 years)

Total liabilities

Net worth

Total Liabs + Net worthTotal assets

Non-current



Balance Sheet

LiabilitiesAssets

Current Current (< 1 year)

IntermediateIntermediate (1–10 yrs)

Long termLong term (> 10 years)

PersonalPersonal

Total liabilities

Net worth

Total Liabs + Net worthTotal assets

Balance Sheets: When?

When is the most useful time to 
complete balance sheets?

• End of the business’s 
fiscal/tax year.



Asset Valuation

• Market Valuation
ꟷ assets valued at estimated fair market value

• Cost Valuation
ꟷ assets valued at original cost less depreciation

“Market Value” Balance Sheets

• Current assets
ꟷCrop and livestock inventories – market
ꟷPrepaids, supplies – cost 
ꟷGrowing crops – cost

• Intermediate assets
ꟷBreeding livestock – market
ꟷMachinery – mixed

• Long term assets
ꟷReal estate – conservative market



Cost Value Balance Sheets

• Current assets
ꟷCrop and livestock inventories – market
ꟷPrepaids, supplies – cost 
ꟷGrowing crops – cost

• Intermediate assets
ꟷBreeding livestock – base value
ꟷMachinery – depreciated value

• Long term assets
ꟷLand – original cost
ꟷBuildings – depreciated value

Valuation of depreciable assets

• Economic depreciation 
A common method is to 
depreciate a percentage of the 
value each year

Beginning value 
+ Purchases 
- Sales

ꟷMachinery:  10% per year
ꟷBuildings: 5% per year



Example Market Value Balance Sheet

20x120x0
695,991736,991Current assets
508,835465,537Intermediate assets

1,345,3901,108,280Long term assets
2,550,2162,310,808Total assets

489,000675,125Current liabilities
173,874130,055Intermediate liabs
622,456366,508Long term liabilities

1,285,3301,171,688Total liabilities
1,264,8861,139,120Net worth

125,766Net worth change

Balance Sheet Analysis

• Liquidity

• Solvency

• Financial structure

• Net worth change



Balance Sheet Analysis

• LIQUIDITY

ꟷHow easily can assets can be converted into cash
ꟷCurrent ratio
ꟷWorking capital

• Solvency 

• Balance sheet structure

• Net worth change



Liquidity

Working Capital
= current assets minus current liabilities

• Risk reserve to protect against financial downturns

• Available resources to take advantage of financial opportunities

How Do You Grow Working Capital?

• Make money

• Don’t spend all of it



Ways to Build Working Capital

• Make money

• Don’t spend all of it

• Refinance / restructure debt



Working Capital Burn Rate
FINBIN Database

Percent 
ChangeChange

WC
Beginning

2019

WC
Beginning

2013
(50%)(274,000)270,000544,000Crop producers
(53%)(144,000)128,000272,000Dairy producers
(54%)(491,000)412,000903,000Hog producers
(54%)(171,000)147,000318,000Beef producers



WC 
Chg in 
2023

Percent 
ChangeChange

WC
Ending
2022

WC
Beginning

2019
-119,000+163%440,000710,000270,000Crop producers

-94,000+286%366,000494,000128,000Dairy producers
-423,000+230%947,0001,359,000412,000Hog producers
+26,000+231%340,000487,000147,000Beef producers

Working Capital Burn Rate
FINBIN Database

* Not enough hog farms to track information.

Percent 
ChangeChange

WC
Beginning

2019

WC
Beginning

2013
(49%)(95,000)97,000192,000Crop producers
(47%)(52,000)59,000111,000Dairy producers
(22%)(21,000)74,00095,000Beef producers

Working Capital Burn Rate
FINBIN Database



WC 
Chg in 
2023

Percent 
ChangeChange

WC
Ending
2022

WC
Beginning

2019
-114,000+390%379,000476,00097,000Crop producers

-62,000+431%254,000313,00059,000Dairy producers
-25,000+358%265,000339,00074,000Beef producers

Working Capital Burn Rate
FINBIN Database

* Not enough hog farms to track information.

Balance Sheet Analysis

• Liquidity

• SOLVENCY

ꟷOverall financial risk position of the business
ꟷFuture borrowing capacity

• Balance sheet structure

• Net worth change



Balance Sheet Analysis

• Measures of solvency

ꟷ Net worth

ꟷ Debt to asset ratio

ꟷ Equity to asset ratio

ꟷ Debt to equity  

Solvency 

• Profitable use of debt multiplies returns in profitable 
businesses

• Too much debt:
• Adds to financial risk
• Chokes cash flow
• Multiplies losses in unprofitable years
• Limits opportunities!!!



Balance Sheet Analysis

• Liquidity

• Solvency 

• BALANCE SHEET STRUCTURE

ꟷ Where is the equity
ꟷ Are assets matched with liabilities
ꟷ No right or wrong answer

• Net worth change

Financing 101

• Match financing to expected life of the asset



Example Farm Balance Sheet Structure

LiabilitiesAssets

1,245,5591,473,655Current

430,0551,065,537Intermediate

366,5081,108,280Long term

Example Farm Balance Sheet Structure

LiabilitiesAssets

645,5591,473,655Current

1,030,0551,065,537Intermediate

366,5081,108,280Long term



Example Farm Balance Sheet Structure

LiabilitiesAssets

645,5591,473,655Current

430,0551,065,537Intermediate

966,5081,108,280Long term

Balance Sheet Structure Problems

• High current debt to current assets
• Liquidity problems – strapped for cash

• High intermediate debt to intermediate assets
• Capital replacement problems – can’t replace equipment when needed

• High long-term debt to long-term assets
• Limited expansion capacity – can’t grow



Balance Sheet Analysis

• Liquidity

• Solvency 

• Balance sheet structure

• NET WORTH CHANGE

ꟷ Measures overall progress
ꟷ Net worth growth can only happen if:

• Earnings exceed consumption
or

• Market values are increased

BALANCE SHEET & 
WORKING CAPITAL ANALYSIS



Capital –
Verifying & Documenting the Balance Sheet

• Have you inspected the property to verify the condition
• Does BS value make sense compared to what you observed?  (shedded vs. hard-used equipment, 

thin vs. well-conditioned cows, etc). 
• Make adjustments as needed.

• Is any M&E shared with another individual?

• Are there any leases of M&E, livestock, etc.

• Statement copies of large cash/investment accounts.

• Understanding real estate legal descriptions



Good Working Capital Management

Cash

Crop 
InventoryReceivable

Cap Expenditures

Living Expenses

Suppliers

Crop Loan

Term Payments

+

Bad Working Capital Management

Cash

Crop 
InventoryReceivable

Cap Expenditures

Living Expenses

Suppliers

Crop Loan

Term Payments

-



Burn Rate - Working Capital

Current Assets $1,000,000

Current Liabilities $   500,000

Net Working Capital $   500,000

Total Revenue            $2,000,000

Net Income Loss $  (200,000)

Net working capital  $500,000 = 2.5 years burn rate   

Net Income Loss      $(200,000)     

78

COLLATERAL



Collateral

• Collateral: 

• Something pledged as security for repayment of a loan, to be 
forfeited in the event of a default.

• When underwriting any secured loan, a lender needs to 
understand: 

• the underlying collateral
• its market value
• its liquidation value

Collateral Control

• Gather information

• Verify and inspect

• Set the value

• Document the file



Types of Values

• Balance Sheet Value

• Current Market Value

• Trade-in Value

• Auction Value

• Liquidation Value (Discount Policies)

• Book Value

• Appraised Value

Set the Value

• Sources:

ꟷAuctions

ꟷDealers

ꟷNewspapers

ꟷ Industry Guides (Machinery Pete)

ꟷAppraisal

ꟷSWAG


