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Introduction to BSIntroduction to BS

Farm backgroundFarm background
Grew up with little money (but weGrew up with little money (but weGrew up with little money (but we Grew up with little money (but we 
were not poor)were not poor)
Farm substituted labor for capitalFarm substituted labor for capitalFarm substituted labor for capitalFarm substituted labor for capital
Minimized investments in depreciable Minimized investments in depreciable 

ttassetsassets
Learned to cuss from my brotherLearned to cuss from my brother

Financial Management?Financial Management?gg

Managing your Managing your 
money/wealth/investments/debtmoney/wealth/investments/debty/ / /y/ / /
Often emphasize debt managementOften emphasize debt management——
managing shortfalls in incomemanaging shortfalls in income——debtdebtmanaging shortfalls in incomemanaging shortfalls in income debt debt 
structurestructure
Also need to manage wealthAlso need to manage wealth wherewhereAlso need to manage wealthAlso need to manage wealth——where where 
to store itto store it

Financial ManagementFinancial Managementgg
Your goals should dictate how you Your goals should dictate how you 
manage financesmanage finances
Possible goalsPossible goalsgg
–– Wealth accumulationWealth accumulation
–– Current income to spendCurrent income to spendCurrent income to spendCurrent income to spend
–– Debt reductionDebt reduction
–– Easier lifeEasier lifeEasier lifeEasier life
–– Retirement incomeRetirement income
–– Reduce taxesReduce taxes–– Reduce taxesReduce taxes
–– Donations to charitiesDonations to charities



Financial ManagementFinancial Managementgg

Need to recognize the implications of Need to recognize the implications of 
your goalsyour goalsy gy g
There are tradeoffsThere are tradeoffs
ExamplesExamplesExamplesExamples
–– Wealth accumulationWealth accumulation——current income to current income to 

spendspendspendspend
–– Current income to spendCurrent income to spend——debt reductiondebt reduction

Wealth accumulationWealth accumulation easier lifeeasier life–– Wealth accumulationWealth accumulation——easier lifeeasier life

Financial ManagementFinancial Managementgg

Need to be aware of the environment Need to be aware of the environment 
in which you are operatingin which you are operatingy p gy p g
Economy has been Economy has been TURBULENTTURBULENT

U. S. EconomyU. S. Economyyy

Sick!!!!Sick!!!!

Every button and lever and Every button and lever and 
adjustment has been made to make itadjustment has been made to make itadjustment has been made to make it adjustment has been made to make it 
go, and it is still sputteringgo, and it is still sputtering

U. S. EconomyU. S. Economyyy

E t l l i t t tE t l l i t t tExtremely low interest ratesExtremely low interest rates
Low saving rates recently that have now Low saving rates recently that have now 
increasedincreased
Consumer debt is highConsumer debt is highgg
High unemploymentHigh unemployment
Manufacturing base overseasManufacturing base overseasManufacturing base overseasManufacturing base overseas
About 1/4 home mortgages underwaterAbout 1/4 home mortgages underwater



U. S. EconomyU. S. Economyyy

Government debt is highGovernment debt is highGovernment debt is highGovernment debt is high
Value of the dollar has been droppingValue of the dollar has been dropping
Stock market crashed Stock market crashed ––low on March 9low on March 9
Stock market has rebounded a great Stock market has rebounded a great gg
deal, but still highly volatiledeal, but still highly volatile
Trade deficit is still largeTrade deficit is still largeTrade deficit is still largeTrade deficit is still large
Credit standards have increasedCredit standards have increased
L b f b k h f il dL b f b k h f il dLarge number of banks have failedLarge number of banks have failed

EconomyEconomy——Agriculture TiesAgriculture Tiesyy gg

Value of the dollarValue of the dollar
Interest ratesInterest ratesInterest ratesInterest rates
Credit AvailabilityCredit Availability
C dit St d dC dit St d dCredit StandardsCredit Standards
InflationInflation
Energy pricesEnergy prices

EconomyEconomy——Agriculture TiesAgriculture Tiesyy gg

Demand for land from OffDemand for land from Off--farm farm 
investorsinvestors
Alternative investment returns (stock Alternative investment returns (stock 
vs land)vs land)vs. land)vs. land)
OffOff--farm income for producersfarm income for producers

Issues to addressIssues to address

Farm IncomeFarm Income
–– Will it last?Will it last?Will it last?Will it last?

Options for Storing WealthOptions for Storing Wealth
Reinvest in Production AgReinvest in Production Ag–– Reinvest in Production AgReinvest in Production Ag

–– Invest Outside AgInvest Outside Ag



Farm IncomesFarm Incomes

“Economic profits” do not last long in a “Economic profits” do not last long in a 
competitive marketcompetitive marketpp

KFMA Net Farm IncomeKFMA Net Farm Income

KFMA Net Farm IncomeKFMA Net Farm Income Farm IncomesFarm Incomes

Recent good years for someRecent good years for some
–– Great range in incomeGreat range in incomeGreat range in incomeGreat range in income

$281,800 for high 25%$281,800 for high 25%
--$26,147 for low 25%$26,147 for low 25%

Big IssueBig Issue------Will this last?Will this last?



Farm IncomesFarm Incomes

Does the world have enough extra Does the world have enough extra 
capacity to destroy economic profits?capacity to destroy economic profits?p y y pp y y p

We are not at EquilibriumWe are not at EquilibriumWe are not at EquilibriumWe are not at Equilibrium
–– CropsCrops

Li t kLi t k–– LivestockLivestock

Farm IncomesFarm Incomes

Does the world have enough extra Does the world have enough extra 
capacity to destroy economic profits?capacity to destroy economic profits?p y y pp y y p

EthanolEthanolEthanolEthanol
–– Using about 1/3 of US corn productionUsing about 1/3 of US corn production

CRPCRPCRPCRP
–– 34 million acres in program at present34 million acres in program at present

CRP ProgramCRP Programgg
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Farm IncomesFarm Incomes

“Economic profits” do not last long in a “Economic profits” do not last long in a 
competitive marketcompetitive market——What about this What about this pp
time?????????????time?????????????

Storing WealthStoring Wealthgg

Where should wealth be stored?Where should wealth be stored?
–– BotswanaBotswana----cattlecattleBotswanaBotswana cattlecattle
–– My farm experiencesMy farm experiences——hay in barn and hay in barn and 

suppliessuppliespppp

Storing WealthStoring Wealthgg

Reinvest everything in Agriculture?Reinvest everything in Agriculture?
Diversify outside of agriculture?Diversify outside of agriculture?Diversify outside of agriculture?Diversify outside of agriculture?

Ch t 5 2002 Di ti U f F dChart 5.  2002 Discretionary Uses of Funds
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Reasons to Reinvest in Reasons to Reinvest in 
Production AgricultureProduction AgricultureProduction AgricultureProduction Agriculture

Growth and survivalGrowth and survival——economies of scaleeconomies of scale
Growth for future generations Growth for future generations gg
Improved quality of life (new machineryImproved quality of life (new machinery))
Great rate of return Great rate of return Great rate of return Great rate of return 
–– For someFor some
–– Not for everyoneNot for everyone
–– Should be adjusted to after tax and adjusted for Should be adjusted to after tax and adjusted for 

riskrisk

F ili it (i t t i i k l ti )F ili it (i t t i i k l ti )Familiarity (important in risk evaluation)Familiarity (important in risk evaluation)

Storing WealthStoring Wealthgg

Where should wealth be stored?Where should wealth be stored?
–– Grain in storage since do not need theGrain in storage since do not need theGrain in storage since do not need the Grain in storage since do not need the 

cashcash
–– MachineryMachineryyy
–– Pay down debtPay down debt
–– LandLandLandLand

Storing WealthStoring Wealthgg

Pay down debtPay down debt

Generates “credit reserves”Generates “credit reserves”



Debt LevelsDebt Levels
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LiabilitiesLiabilitiesLiabilitiesLiabilities

Store WealthStore Wealth

Buy more landBuy more land

Land valuesLand values

Land Value per Acre=Land Value per Acre=

Income per AcreIncome per Acre

Interest Rate



Land ValuesLand Values

Income goes up, land value goes upIncome goes up, land value goes up
Rates go up land value goes downRates go up land value goes downRates go up, land value goes downRates go up, land value goes down

Interest Rates in Kansas Interest Rates in Kansas 
KK Cit F d l R D tCit F d l R D tKansasKansas City Federal Reserve DataCity Federal Reserve Data

KFMA Net Farm IncomeKFMA Net Farm Income Interest RatesInterest Rates



Impact of HistoryImpact of Historyp yp y

Markets can do whatever they wantMarkets can do whatever they want
BUT the farther they get from theBUT the farther they get from theBUT, the farther they get from the BUT, the farther they get from the 
fundamentals, the greater the risk of a fundamentals, the greater the risk of a 
correctioncorrectioncorrectioncorrection

Actual and Calculated Actual and Calculated 
Land ValuesLand ValuesLand ValuesLand Values

Asset BubblesAsset Bubbles

Big concern in economicsBig concern in economics
Have had many recentlyHave had many recentlyHave had many recentlyHave had many recently
Why do bubble develop?Why do bubble develop?

F db k lF db k l–– Feedback loopsFeedback loops
–– Greater Greater fool theoryfool theory

What we learn from the What we learn from the 
stock marketstock marketstock marketstock market

PE Ratio= Price per share/ Earnings PE Ratio= Price per share/ Earnings 
per shareper sharepp



Standard and Standard and PoorsPoors IndexIndex Land P/E ratioLand P/E ratio//

Storing WealthStoring Wealthgg

Where should wealth be stored?Where should wealth be stored?Where should wealth be stored?Where should wealth be stored?
–– Grain in storage since do not need the Grain in storage since do not need the 

cashcashcashcash
–– MachineryMachinery
–– Pay down debtPay down debt–– Pay down debtPay down debt
–– LandLand

ff h fff h f–– Invest off the farmInvest off the farm

Reasons to Invest outside Reasons to Invest outside 
AgricultureAgricultureAgricultureAgriculture

Rates of return in the stock market Rates of return in the stock market 
have have in some periods in some periods been been pp
substantially higher substantially higher than than returns in returns in 
agricultureagriculturegg
DiversificationDiversification
No good expansion possibilitiesNo good expansion possibilitiesNo good expansion possibilities No good expansion possibilities 
Need to add a lumpy input Need to add a lumpy input 
Stage of life of the operator Stage of life of the operator 
No children interested in farmingNo children interested in farming



Investing off the FarmInvesting off the Farmgg

General order of preferenceGeneral order of preference
–– Options that receive a matchingOptions that receive a matchingOptions that receive a matching Options that receive a matching 

contributioncontribution
–– Options with tax advantagesOptions with tax advantagesp gp g

Roth IRARoth IRA
Traditional Traditional IRAIRA

–– Options with no tax advantageOptions with no tax advantage

Roth IRARoth IRA

Tax Free earningsTax Free earnings
Contributions are nondeductibleContributions are nondeductibleContributions are nondeductibleContributions are nondeductible
Modified adjusted gross income must Modified adjusted gross income must 
fall within limits given by IRSfall within limits given by IRSfall within limits given by IRSfall within limits given by IRS
$5,000 for 2009 ($6,000 if over 50)$5,000 for 2009 ($6,000 if over 50)
Some flexibility in withdrawalsSome flexibility in withdrawals

Traditional IRATraditional IRA

TaxTax--deferred earningsdeferred earnings
Contributions are deductible if you doContributions are deductible if you doContributions are deductible if you do Contributions are deductible if you do 
not have an employer sponsored plannot have an employer sponsored plan
Must be under 70Must be under 701/21/2Must be under 70Must be under 701/21/2

$5,000 for 2009 ($6,000 if over 50)$5,000 for 2009 ($6,000 if over 50)
Withdraw after age 59Withdraw after age 591/21/2

Storing WealthStoring Wealthgg

Check your goalsCheck your goalsy gy g

DiversifyDiversifyDiversifyDiversify

Return “of” capital vs. “on” capitalReturn “of” capital vs. “on” capital

Have to take risk to get returnHave to take risk to get return


