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FINANCIAL SUCCESS, A YEAR IN REVIEW
The foundation of financial success of a farm business is accurate and complete record
keeping. I’m not just talking about total incomes and expenses in the traditional categories
needed to produce your Schedule F for your income taxes. Having accurate and complete
financial records to look back on for several years can be immensely helpful in making good
financial management decisions. We must know where we have been to help us decide
where we want to go, and where we can go. Putting together a thoughtful balance sheet,
accrual income statement, and cash flow each year are important. Using historical data to
create projected farm income statements results in more accurate predictions. Having
access to statewide averages can help in benchmarking your specific operation. At Illinois
Farm Business Farm Management, we do just that. We help farm families keep good
records year after year and use that trend data to make financial management decisions.
Let’s look at how the 2020 crop year went for Illinois farm families. Corn and soybean yields
were up in 2020 with corn averaging 202 bushes per acre and soybeans averaging 62
bushels per acre. Total economic cost of production for corn was $869 per acre. For
soybeans, that economic cost of production was $632 per acre. Total Economic Cost not
only includes cash costs, but also economic depreciation, unpaid labor cost and interest
charges on non-land and land costs. Non-land interest charge is the economic cost of having
grain inventory, prepaying inputs, and machinery ownership. Land interest charge is the
economic cost of owning land. That’s a break-even price for corn of $4.30 and a break-even
price for soybeans of $10.19. These break-evens were down some from 2019 due to higher
yields and lower fertility and non-land interest costs. We are likely to see these break-evens
increase some with average yields in 2021 and slight increases to input costs.
FBFM staff analysis and guru, Brad Zwilling, put together the following graphs that depict
the relationship between price received for both corn and soybeans vs. total economic
costs to produce those crops, adjusted for inflation for an article in Farmdoc Daily. Current
commodity prices have not been this high since 2013. However, when we adjust the prices
received and the associated economic costs for inflation, are things as high as they seem?
The average economic cost from the 1980’s through today to produce corn runs around
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the $4.00 range and for soybeans around the $10.00 range, relatively flat. When adjusted for inflation, commodity prices received have not
fluctuated all that much in the last 40 years either aside from the jump in 2007 due to the ethanol mandate and in 2012 due to the widespread
drought. In terms of real dollars (adjusted for inflation) our current commodity prices are not as high as they were in the 1970’s but total
economic costs are lower than they were in the 1970’s.

The 5 Main Factors of Soil Erosion and How to Combat Them
By: Becky Taylor, Resource Conservationist, Livingston County SWCD

In the last 175 years, Illinois has lost about half of its topsoil. It can take anywhere from 50-500 years to create one inch of topsoil. There
are ways that we can combat the loss we are seeing and help to rebuild back our soil. One of those ways is through our tillage practices.
As the name implies, conservation tillage conserves soil by reducing erosion. Here in central Illinois, erosion by water is the main concern.
Other parts of the country are more susceptible to wind erosion. There are five main factors affecting soil loss by water erosion. They
are rainfall patterns, erodibility of soil, slope length and height, soil cover, and cropping patterns and management.
Rainfall patterns in Illinois are changing. We are seeing more intense rainfall events in the spring, with drier summers. This could cause
more erosion in the spring when producers are trying to plant their crops. Through the use of conservation tillage practices, especially
no-till and strip-till, you can limit the amount of soil that could be lost before planting, as well as limiting the compaction that can occur
from multiple passes over the field, especially when the soil is wet.

Net worth of our clients increased 6% from 2019 to 2020 and working capital was up 40%. These increases are due to high inventory values
of crops on hand at the end of the year, higher values of equipment, and more cash on hand. The current ratio also increased to 2.42 for 2020.
Farmers on average are in a better financial position in 2020 than they were in the 3-4 pervious years. Better yields, higher commodity prices
and good farm management are all factors that contribute to better financial positions of our clients.
Accrual net farm incomes in 2020 were the third highest in all 90+ years of FBFM data. The highest year ever was back in 2012 due to
widespread drought and big crop insurance payments. The cautionary tale here is, that in 2015, just three years later, we saw our lowest
accrual net farm income ever at -$2,971 on average. It didn’t take long for the markets to adjust back to “normal” and we certainly didn’t see
input costs or cash rents adjust back down along with the markets. We are experiencing a high-income wave both in 2020 and projected in
2021. We have strong commodity markets. Farm operations can sell their current crop at a profit today and can lock in profits in the future.
We have relatively good cashflow, in fact, many are drawing operating money several months later in the year than usual.
Concerns about higher input costs and adjusting markets should have us on guard though. Gary Schnitkey, Professor at the University of
Illinois and partner to IL FBFM, thinks you can expect input costs to rise 11% in the coming year. Dr. Schnitkey suggest that new marketing
plateaus indicate corn at $4.38 per bushel and beans at $10.63 per bushel for 2022. Those prices get much closer to our break-evens and may
be below break-evens when factoring in increased cost of production. I think we should be taking advantage of current markets and locking
in profits where we can.
Raise your hand if you like to pay income taxes… Bueller? Bueller? (I may not have been born when the movie Farris Bueller’s Day Off came
out but, I assure you, I’ve made up for that by watching is several times). At FBFM, because we gather complete annual records for our clients
we also prepare tax returns and provide tax planning advice. We are living in one of the most favorable income tax rates of our (your) lifetime.
We are expecting high incomes in 2021, similar to 2020. We are uncertain of how long the high commodity markets can hang on, but we are
fairly certain that we will see increases in cost of production. Given that information, maybe it’s a good year to pay some taxes? Traditional
ways to minimize income tax are prepaying our input expenses or purchasing equipment. If we are paying cash for equipment, I’m less
concerned, but financing equipment now expecting similar margins to today for the next 5 years is risky. That new combine purchase might
cash flow at today’s prices but will get tight if the markets adjust down. It would be a good year to hold on to some cash and (gasp) maybe
it’s a good year to pay down some debt, both of which will require you to pay income tax.
The author would like to acknowledge that data used in this study comes from the local Farm Business Farm Management (FBFM) Associations
across the State of Illinois. Without their cooperation, information as comprehensive and accurate as this would not be available for
educational purposes. FBFM, which consists of 5,000 plus farmers and 68 professional farm business analysis, is a not-for-profit organization
available to all farm operators in Illinois. FBFM field staff provide on-farm counsel with computerized recordkeeping, farm financial
management, business entity planning and income tax management. For more information, please contact the IL FBFM, Watseka, IL at 815432-2372, email the author at krista.lottinville@fbfm.org or visit the FBFM website at www.fbfm.org.
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Farm Business Analysis
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Soil erodibility and the slope length and height of the field also affect the water erosion potential on the land. Certain soils are more
easily eroded than others. If your field is determined to be highly erodible, you will need to follow an approved conservation plan. Part
of this plan will probably be a reduction in tillage. Also, if you have a field with more than 2% slope, you will want to use some sort of
conservation tillage. Once again, no-till and strip-till across the slope would be the most beneficial.
The final factors affecting soil loss by water is soil cover and cropping patterns and management. These factors are closely related. One
of the ways to combat erosion is through the use of crop rotations, the more diverse the better. This could be done by adding wheat to
your traditional corn-soybean rotation. This would be an example of conservation crop rotation. Another way to combat erosion would
be through adding cover crops to your current management system. This can be done by something as simple as planting cereal rye after
your corn harvest before your soybeans for the next year. There are also mixes of different cover crops. These could be as simple as an
oats-radish mix or all the way up to mixes with ten or more species.
One of the most important things to remember when you are looking at ways to combat erosion through tillage and cover practices is to
talk to people that can give you good information. Some of your best sources of information will be your local Soil and Water Conservation
District and Natural Resources Conservation Service office. Your local SWCD or NRCS office may also have programs available to help
with the costs of trying these practices. Another good source of information is your neighbors. If you have another farmer that is
practicing conservation tillage, especially no-till and strip-till, and possibly incorporating cover crops, they will be a good source of
information on how these practices might work on your farm. Never be afraid to ask for help or information from others. This is one of
the best ways to learn.

