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 Financial performance often varies by farm type or farm size.  This article documents 
differences in financial performance among farm sizes in the Kansas Farm Management 
Association. 
 
 The following financial performance measures were used in the analysis: total expense 
ratio, adjusted total expense ratio, economic total expense ratio, profit margin, and asset turnover 
ratio.  The total expense ratio was computed by dividing accrual expenses (cash costs, accrual 
cost adjustments, and depreciation) by value of farm production.  The adjusted total expense 
ratio was computed by adding unpaid operator and family labor to the expenses included in the 
total expense ratio and dividing by value of farm production.  A ratio below one would indicate 
that a farm or group of farms is covering accrual expenses and unpaid operator and family labor.  
The economic total expense ratio was computed by adding the opportunity charge on net worth 
to the expenses included in the adjusted total expense ratio and dividing by value of farm 
production.  A ratio below one would indicate that a farm is covering accrual expenses, unpaid 
operator and family labor, and the opportunity charge on net worth.  The profit margin ratio was 
computed by adding interest and subtracting unpaid operator and family labor from net farm 
income, and dividing the result by value of farm production.  The asset turnover ratio was 
computed by dividing total assets by value of farm production.  In addition to reporting financial 
measures, this article also reports the incidence of financial stress, the percent of farms covering 
accrual expenses and opportunity costs, and the percent of farms in each profit margin quartile.  
Farms that were financially stressed were not covering accrual expenses and unpaid operator and 
family labor, and had a debt to asset ratio above 70%. 
 
 Farms in the Kansas Farm Management Association with continuous data from 2004 to 
2008 were included in the analysis.  Table 1 reports the averages for these 1,062 farms.  The 
average total expense ratio, adjusted total expense ratio, and economic total expense ratio was 
0.760, 0.893, and 1.065, respectively.  Note that the average adjusted total expense ratio was 
below 1.000.  This indicates that, on average, the farms were covering accrual expenses and 
unpaid operator and family labor.  Approximately 65% of the farms were able to cover these 
expenses.  In contrast, only 28% of the farms were able to cover all costs, including the 
opportunity charge on net worth.  The average profit margin ratio was 0.1604 and the average 
asset turnover ratio was 0.3305. 
 
 Table 2 reports the financial measures for four farm size categories.  The farms were 
sorted into size categories using value of farm production.  The total expense ratio was 
substantially higher for the small farm size category, but similar for farms with a value of farm 
production greater than $100,000.  In contrast, the adjusted total expense ratio and the economic 
total expense ratio continued to decline as farm size increased.  Because they include opportunity 
costs, comparisons among farms using the adjusted total expense ratio and the economic total 
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expense ratio are more appropriate than comparisons among farms using the total expense ratio.  
It is particularly problematic to compare the total expense ratio between a group of farms with no 
hired labor and a group of farms with hired labor.  It is important to keep in mind that hired labor 
is included in the total expenses that make up the total expense ratio, but unpaid operator and 
family labor is not.  The percent of farms with an adjusted total and an economic total expense 
ratio less than one increases with farm size.  Approximately 64% of the farms with a value of 
farm production greater than $500,000 were covering all accrual expenses and opportunity costs.  
  
 The profit margin ratio for farms with a value of farm production above $500,000 was 
above the average profit margin ratio.  The asset turnover ratio for farms with a value of farm 
production between $250,000 and $500,000 and for farms with a value of farm production 
greater than $500,000 was above the average for all farms.  The negative profit margin for farms 
with a value of farm production below $100,000 reflects the problem these farms have in 
covering unpaid operator and family labor.  Only 3.50% of the small farms were in the top profit 
margin quartile (i.e., in the fourth category).  In contrast, over one-half of the farms with a value 
of farm production greater than $500,000 were in the top profit margin quartile. 
 
 Financial stress was below average for the farms with a value of farm production greater 
than $500,000.  These farms tend to be able to cover opportunity costs on operator and family 
labor, making these farms relatively less financially stressed. 
 
 This article presented information on financial performance by farm size category.  More 
information on financial performance and the Kansas Farm Management Association can be 
found on the following web site:  www.agmanager.info/kfma. 
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  Table 1.  Summary Statistics for 1,062 KFMA Farms with Continuous Data from 2004-2008.

Item Average

Value of Farm Production (VFP) $355,001

Net Farm Income $85,239

Interest $19,074

Unpaid Family and Operator Labor $47,370

Total Assets $1,074,187

Total Debt $312,954

Total Expense Ratio (TER) 0.760

Adjusted Total Expense Ratio (ATER) 0.893

Economic Total Expense Ratio (ETER) 1.065

Operating Profit Margin Ratio 0.1604

Asset Turnover Ratio 0.3305

Debt to Asset Ratio 0.2913

Percent of Farms with Positive Net Cash Flow 93.79%

Percent of Farms Financially Stressed 5.56%

Percent of Farms with TER less than 1.000 92.28%

Percent of Farms with ATER less than 1.000 65.07%

Percent of Farms with ETER less than 1.000 28.34%

Percent of Farms with VFP less than $100,000 13.47%

Percent of Farms with VFP between $100,000 and $250,000 34.18%

Percent of Farms with VFP between $250,000 and $500,000 32.11%

Percent of Farms with VFP greater than $500,000 20.24%

  Source:  Kansas Farm Management Association 2008 Databank.  
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  Table 2.  Summary Statistics by Farm Size Category.a

       Value of Farm Production (thousands of dollars)
Item < $100 $100 to $250 $250 to $500 > $500

Number of Farms 143 363 341 215

Value of Farm Production (VFP) $63,941 $174,754 $355,295 $852,449

Net Farm Income $7,730 $39,555 $85,184 $214,010

Interest $4,470 $10,444 $19,348 $42,922

Unpaid Family and Operator Labor $26,845 $38,607 $48,668 $73,758

Total Assets $491,069 $721,876 $1,029,193 $2,128,223

Total Debt $70,370 $168,149 $312,196 $719,991

Total Expense Ratio (TER) 0.879 0.774 0.760 0.749

Adjusted Total Expense Ratio (ATER) 1.299 0.995 0.897 0.835

Economic Total Expense Ratio (ETER) 1.825 1.248 1.059 0.968

Operating Profit Margin Ratio -0.2290 0.0652 0.1572 0.2149

Asset Turnover Ratio 0.1302 0.2421 0.3452 0.4005

Debt to Asset Ratio 0.1433 0.2329 0.3033 0.3383

Percent of Farms with Positive Net Cash Flow 81.12% 93.66% 95.60% 99.53%

Percent of Farms Financially Stressed 6.29% 6.89% 6.16% 1.86%

Percent of Farms with TER less than 1.000 73.43% 92.01% 96.19% 99.07%

Percent of Farms with ATER less than 1.000 13.99% 50.96% 81.52% 96.74%

Percent of Farms with ETER less than 1.000 0.70% 9.92% 36.95% 64.19%

Percent of Farms in First Profit Margin Quartile 82.52% 32.51% 8.50% 0.00%

Percent of Farms in the Second Profit Margin Quartile 11.19% 35.54% 25.81% 15.35%

Percent of Farms in the Third Profit Margin Quartile 2.80% 19.56% 36.07% 31.63%

Percent of Farms in the Fourth Profit Margin Quartile 3.50% 12.40% 29.62% 53.02%

          a Farms in the first profit margin quartile have the lowest operating profit margin ratio.  Farms in the fourth profit margin
            quartile have the highest operating profit margin ratio.  


