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COMPEER FINANCIAL
 Formed in 2017 by merger of three Farm Credit System cooperatives: 

Badgerland Financial; AgStar; 1st Farm Credit
 Rural lending (& other financial services) cooperative
 Any owner of agricultural assets or person engaged in ag production is an 

eligible borrower
 Largest ag lender in Upper Midwest…$20 billion in assets
 Approximately 45,000 members
 1,200 employees in 144 counties across three states
 Recently paid $150 million in dividends back to members based on 2018 

profits
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Challenges in lending to value-added ag 
businesses
• Sometimes years before positive cash flow from operations
• Collateral value of perennial crops such as vines and trees
• Collateral value of specialty equipment or buildings
• Value of inventory…at cost or at market?
• Third-party risk such as receivables that may never be paid
• Cash is almost always scarce – “working capital”
• Business goals may not be cash flow & profitability
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What financial info will a lender need?

• Business plan (doesn’t need to be huge)
• Current balance sheet
• Month-by-month cash flow projections
• Detailed assumptions to back up the projections
• Three years of tax returns
• Explanation of financing needs

5

Email me for a simple business plan template and cash flow spreadsheet: 
paul.dietmann@compeer.com
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Character

Collateral Capacity

CapitalConditions

DECISION
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The first C: CHARACTER (and credit history)

 Experience managing a farm or value-added ag business
 Education and training
 Any other prior business experience
 Credit reports
 FICO scores
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CREDIT REPORT/CREDIT SCORE

760-850: GREAT
725-759: VERY GOOD
660-724: GOOD
560-659: NOT GOOD

300-559: BAD
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How to build your credit score

• Payment history is biggest factor in FICO score. Always 
pay all bills on time (including utilities, cell, medical)

• Use no more than 30% of available credit, and keep credit 
card debt low. “Credit utilization” is #2 factor in FICO score

• Build long-term credit relationships
• Use various types of credit (not just credit cards)
• Be cautious about applying for new credit, particularly 

when you need a major loan
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Monitor your credit with an app such as NerdWallet
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BEYOND THE CREDIT SCORE

• Credit report shows payment history on every debt
• Lenders will compare credit report to the balance sheet

11
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THE SECOND C: CAPITAL 
The information presented on your balance sheet

 Funds available for a down payment
 Working capital position
 Owner’s equity
 Interest rate sensitivity
 Whose investment will be at risk
 Weaknesses can be offset by strengths
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EFFECTIVE CAPITAL STRUCTURE 
Debt is a contractual obligation to 

pay back funds lent to the 
company under a specific set of 
terms with specified recourse 
should the obligation not be 
met.  

Equity is a claim to residual 
profits after all of the rest of the 
company’s obligations are met.  

Typical Capital Structure Over Time -
%

An effective capital structure for a food business:
- Uses equity (or its equivalents) to provide sufficient cash for the business to grow during its 
early years, and to provide sufficient balance sheet strength to qualify the business for borrowing. 
- Uses debt, often with guarantees, to fund collateralizable asset purchases and to fund inventory 
and receivables.

Source: Tera Johnson, UW-Extension Food Finance Institute
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Working capital: key measure of risk

Current Assets – Current Liabilities = Working Capital

Net working capital should be at least 15% of the annual 
gross revenue of the business

Strong working capital position allows the business to: 
a) withstand an unexpected setback
b) take advantage of an unexpected opportunity
c) Obtain additional credit
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Working capital example

This operation’s net working capital is $5,913

If the annual gross revenue of the operation was projected to be $110,000, the net working 
capital should be $16,500 (15% of annual gross revenue).  We are short by $10,587.  We should 
plan to eliminate the deficit over four years from cash flow.

$10,587 ÷ 4 years = $2,646/year that needs to come from cash flow

Keep in mind: If sales are increasing, 
the working capital deficiency is probably increasing too.
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THE THIRD C: CAPACITY – Cash Flow

•How will debt be repaid?
 Cash flow from the business
 Cash flow from other sources such as

non-farm income

•Need month-by-month projection for at least one year
•Need detailed assumptions to support the projection
•If you’re already in business, cash flow should be based 
upon actual history as documented in your tax returns



Cash flow projection for Happy Farmer CSA farm
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What is your lender looking for?
Enough cash inflow to cover:

Operating expenses
Loan payments
Family living costs
Income tax and Social Security payments
Buildup of adequate working capital
A bit to put towards replacement of machinery & buildings that are 
wearing out
A 15% cushion after covering all of the above cash demands



THAT’S CASH FLOW. WHAT 
ABOUT PROFITABILITY?
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A business can have negative cash flow yet be 
“profitable”

A business can have positive cash flow yet be 
unprofitable

Your lender may not care if your business is profitable as 
long as the cash flow is okay, but YOU should care.  

You don’t just need to know if you can get a loan; you 
need to know if you should get a loan.

21
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Income

GROSS FARM INCOME $110,000 
(Sch. F, line 9)

Expenses

Schedule F cash operating expenses $52,850 
(Sch. F expenses, excluding depreciation & interest)

Interest on farm loans $7,838
(Sch. F line 21) $60,688

TOTAL CASH FARM EXPENSE    $60,688

Net CASH Farm Income $49,312

Changes in accrual categories+/-
(Jan. 1 2014 & 2015 balance sheets)

Total accrual adjustments +/- $ ----

-Economic depreciation     $5,750
NET FARM INCOME $43,562Economic depreciation 

(balance sheet)
Machinery $25,000 x 15% = $3,750
Buildings $40,000 x 5% = $2,000

Income Statement
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RATE OF RETURN ON ASSETS

Net Farm Income $  43,562
+ Farm interest $    7,838
- Value of farmer’s labor $  30,000

Return on farm assets $  21,400

$21,400/$238,117 (avg farm assets) = 8.98%

23
ROROA should be higher than the interest rate on farm loans
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RATE OF RETURN ON EQUITY

Net Farm Income $ 43,562
- Value of farmer’s labor $ 30,000

Return on farm equity $ 13,562

$13,562/$97,660 (avg farm net worth) =13.89%

24 Rate of Return on Equity should be higher than ROROA
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THE FOURTH C: COLLATERAL to secure the loan

 Loan-to-Value (LTV) ratio
 Generally based on appraisals of some sort
 Is a weakness mitigated by a strength?
 Is the loan term matched by security life?
 Worst case: Collateral is used to pay off the loan

Common limits:
Short-term  40-75% LTV
Intermediate  70%
Long-term  65-75%
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THE FIFTH C: CONDITIONS of loan approval
 Need a professional appraisal?
 What kinds of insurance will be required?
 Is title insurance or evidence of lien required?
 Is a loan guarantee needed?
 Who is signing loan docs?
 Do we need an entity review?
 Need additional documentation?
 Other agreements?

Life Insurance
Hazard Insurance
Minimum collateral requirements
Minimum financial requirements
Yearly documentation
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What if you can’t get a traditional loan?  

• USDA Farm Service Agency or Rural Development
• US Small Business Administration (SBA)
• State-level development or finance authorities
• County or municipal revolving loan funds
• Community Development Financial Institutions (CDFIs)
• Social investors 
• Crowdfunding
• Family and friends – loans or equity infusion

27
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How to increase your odds of getting a loan

• Build a FICO score of at least 670, preferably above 740.
• Update your balance sheet and include details such as lists of capital 

assets along with reasonable market values, terms of existing loans, 
etc.

• Show more than 50% owner’s equity on balance sheet.  Lower equity 
is okay for beginning farmers or when it’s offset by other strengths.



2 9

How to increase your odds of getting a loan

• Net working capital greater than 15% of the business’ annual gross 
income.

• Show that all credit cards—personal and business--are generally 
being paid to zero each month.

• Cash flow projection after closing on the loan shows that all 
demands on cash can be covered and still have cash to put in 
reserves.
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How to increase your odds of getting a loan

• Present a clear, concise business plan.
• Don’t be modest about your training, knowledge and skills, all of 

which add strength to your plan.
• Cash flow projection month-by-month for more than one year.
• Detailed, reasonable assumptions to support the cash flow projection.
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How to increase your odds of getting a loan

• Know how much capital you need and explain the intended uses of 
loan funds.

• Be open to suggestions about loan structure and terms.
• Consider your lender to be a member of your business’ management 

team.  He or she should be an advocate for your business.
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How to make it a bit harder to get a loan

• Talk about your plans and ideas but don’t write them in the form of a 
business plan.

• Give your lender an incomplete balance sheet, and then reveal 
additional pieces of information slowly over the course of several 
weeks.

• Wait until the lender pulls your credit report to explain why there are 
so many late payments on it and the two collections listed are 
mistakes that you thought had been fixed.
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How to make it a bit harder to get a loan

• When your lender sends an email with a list of four items still needed 
to complete your loan application, send just one item, wait a week, 
then call and ask why your loan approval is taking so long.

• Don’t actually create a cash flow projection.  Send a long email with 
random thoughts about how much product you might be able to sell 
and wild guesses about a few of the operating expenses.

• List “education” as a long-term asset on your balance sheet at 
whatever value is needed to make owner’s equity positive.
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How to make it a bit harder to get a loan

• Propose that your lender provide 100% of the funds needed for your 
business because you really don’t want to risk any of your money on 
it.

• Start a business that requires a big capital investment in stuff that 
has little value as collateral.  (Looking at you, aquaponics.)

• After your loan is approved, casually mention the two operating loans 
you just took from an online lender at an 80% annual interest rate.
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How to make it a bit harder to get a loan

• Hold $10,000 in cash, inventory and receivables, and $100,000 in 
past-due bills and credit card debts.

• When you submit your tax returns to your lender and they show huge 
losses every year, just explain that most of your income is cash and 
you don’t report it on your tax returns.

• Or, just don’t ever file a tax return.
• When your lender is going over your balance sheet and cash flow 

with you, throw up your hands and declare, “I don’t understand any 
of this financial stuff!”
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ULTIMATELY, IT ALL COMES DOWN TO RESOURCES

• Three resources provided to us for free: sunshine; wind; 
and precipitation

• Three resources we have available to invest: our labor; our 
time; and our wealth

• Everything else can be borrowed, bought,
or rented

• About 40 productive years to do something



Thank you!

paul.dietmann@compeer.com
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