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IntroduIntrodu

• Most people are interestingMost people are interesting
– Maintaining or improving the
– Preparing their family and thp g y
– Providing reassurance that u

destroy the operation
P i th t ti– Preparing the next generatio
operation

– Creating a lasting legacy thaCreating a lasting legacy tha
generations

uctionuction

g in learning more about:g in learning more about:
eir current lifestyle
eir farm for whatever may comey

unforeseen catastrophe will not 

f l d hi l i thon for a leadership role in the 

at will endow the family forat will endow the family for 
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GettingGetting 

• “We can’t solve problemWe can t solve problem
kind of thinking we used
them ”them.  
– Albert Einstein

StartedStarted

ms by using the samems by using the same 
d when we created 
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GettingGetting 

• The objective of a succeThe objective of a succe
business that will endur
generationgeneration.

• Through the planning p
specific business objectspecific business object
aspirations, and financia
compensates for estatecompensates for estate

StartedStarted

ession plan is to create aession plan is to create a 
re beyond the current 

rocess, an owner defines 
tives retirementtives, retirement 
al goals as well as 

e planning obligationse planning obligations.  
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GettingGetting 

• Only 30% of all farms aOnly 30% of all farms a
successfully transition f
generationgeneration.

• Of those that do survive
third and of the few remthird, and of the few rem
make it to the fourth.  

StartedStarted

nd agribusinessesnd agribusinesses 
rom the first to second 

e, 10% transition to the 
maining less than 4%maining, less than 4% 

5

GettingGetting 

• Reasons why family opeReasons why family ope
successfully transition:

incompatible estate plan– incompatible estate plan
– insufficient capitalization

failure to prepare the nex– failure to prepare the nex
leadership role

StartedStarted

erations do noterations do not 

nningnning
n
xt generation for axt generation for a 
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Open CommOpen Comm

• Five Keys to Good CommFive Keys to Good Comm
– Clearly define your objective

interaction.
– Seek first to understand the 
– Discussions are more produ

there is no single right way tothere is no single right way to
– Acknowledge that it takes co

a successful operation that cp
– Know that it is okay to disag

municationmunication

municationmunication
es or the intent of each 

other person’s point of view.
ctive when we remember that 
o do anythingo do anything.

omplementary qualities to create 
can stand the test of time.
ree.
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By DesignBy Design 

• A sound succession plaA sound succession pla
that business owners ha
their familytheir family.

• It can also enhance the 
making it less dependenmaking it less dependen
owner.

or Defaultor Default

an addresses the goalsan addresses the goals 
ave for themselves and 

value of the business by 
nt on the talents of thent on the talents of the 

8



By DesignBy Design 

• Common Goals of OwCommon Goals of Ow
– Keeping business owner

Maintaining profitability– Maintaining profitability
– Expanding the operation

Providing liquidity to the– Providing liquidity to the 
– Providing financial secur

M i t i i f il h– Maintaining family harmo

or Defaultor Default

wnerswners
rship in the family

n
owner or estateowner or estate

rity
ony
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Steps TowarSteps Towar

• Owners typically want:Owners typically want:
– To leave a thriving busin

A strong leader to assum– A strong leader to assum
– Well-handed capital man

A retirement option date– A retirement option date
implementation
An estate plan that minim– An estate plan that minim
transfer value

rd Transitionrd Transition

ness to their family members
me controlme control
nagement
with a plan for with a plan for 

mizes costs and maximizesmizes costs and maximizes 
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Steps TowarSteps Towar

• Six Step ProcessSix Step Process
– Consultation

Discovery– Discovery
– Preliminary Plan

Final Plan Design– Final Plan Design
– Implementation

A l R i– Annual Review

rd Transitionrd Transition
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The Right FThe Right F

• Producers typically go tProducers typically go t
planning process to:

Evaluate production alte– Evaluate production alte
– Identify new market oppo

Communicate their ideas– Communicate their ideas
partners, and family

FoundationFoundation

hrough the businesshrough the business 

ernativesernatives
ortunities
s to lenders businesss to lenders, business 
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The Right FThe Right F

• Components of a BusComponents of a Bus
– Vision or Mission Statem

Clearly Defined Goals an– Clearly Defined Goals an
– Company History and G

SWOT Analysis– SWOT Analysis
– System Changes and Im

M t R ib– Management Responsib
– Budget to Project Incom
– Review and Evaluation

FoundationFoundation

iness Planiness Plan
ment
nd Objectivesnd Objectives
uiding Values

mprovements
bilitibilities
e and Expenses
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The Right FThe Right F

• If the exit stage of one oIf the exit stage of one o
the entry stage of the ne
process may be relativeprocess may be relative

• In many family farming 
next generation is readynext generation is ready
while the current genera
or consolidation stageor consolidation stage.

FoundationFoundation

operator coincides withoperator coincides with 
ext operator, the transfer 
ely simpleely simple.
situations, however, the 
y to enter the businessy to enter the business 
ation is still in the growth 
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The Right FThe Right F

• Questions that Need tQuestions that Need t
– Is the business large eno

another operator?another operator?
– Is the business profitable

operator?operator?
– Can management respo

FoundationFoundation

o be Addressedo be Addressed
ough to productively employ 

e enough to support another 

onsibilities be shared?

15

LeadershipLeadership 

• Leadership is the abilityLeadership is the ability
explore alternatives, tak
course when appropriatcourse when appropriat

• The best transition for y
a gradual transfer of resa gradual transfer of res

PreparationPreparation

y to set objectivesy to set objectives, 
ke action, and change 
tete.
you and your successor is 
sponsibilitysponsibility.
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LeadershipLeadership 

• Stages in TransferringStages in Transferring
– A testing stage of 1 to 5 

during which the enteringduring which the entering
receives a salary and bo
to own or rent some add

– Forms of business organ
assets that would be diff
avoided until both parties
goals, and whether they 

PreparationPreparation

g the Businessg the Business
years is recommended, 
g operator is employed andg operator is employed and 

onus or incentive and begins 
ditional assets.
nization and acquisition of 
ficult to liquidate should be 
s determine their ultimate 
can work together.
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LeadershipLeadership 

• Following the testing stageFollowing the testing stage
types of arrangements ar
– The spin-off option involves

into their own operations.
– The takeover option occurs

phases out of active labor anphases out of active labor an
or enter another occupation.

– A joint operation may be dej p y
wish to continue farming tog

PreparationPreparation

e, at least three alternativee, at least three alternative 
re possible:
s the separation of the operators 

s when the older generation 
nd management usually to retirend management, usually to retire 

eveloped when both generations p g
ether.
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A Key to CA Key to C

• A well-written buy-sell aA well written buy sell a
– Prevent inactive owners 

interestinterest
– Ensure ownership contin

dissolution, or divorcedissolution, or divorce
– Provide a ready market f

interest

ContinuityContinuity

agreement will:agreement will:
from gaining ownership 

nues after death, disability, 

for a closely held business 
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A Key to CA Key to C

• A buy-sell agreement mA buy sell agreement m
common provisions:

Right of first refusal– Right of first refusal
– Mandatory purchase opt

Option to purchase– Option to purchase
– Push-pull clause 

T l l– Tag-along clause

ContinuityContinuity

may include the followingmay include the following 

tion
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A Key to CA Key to C

• Triggering Events in BuTriggering Events in Bu
– Death

Disability– Disability
– Retirement or withdrawa

Divorce– Divorce
– Dissolution, insolvency, 

Ad l l ti– Adverse legal action

ContinuityContinuity

y-Sell Agreementy Sell Agreement

al from the business

or bankruptcy
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Ready for RReady for R

• When farmers discuss rWhen farmers discuss r
a hesitation in their voic

• Is this hesitation due to• Is this hesitation due to 
occupation or due to the
O ibl ti• One possible suggestio
retirement option, where

ti li f t itia time line for transition 
succession plan based 

Retirement?Retirement?

retirement there is oftenretirement, there is often 
ce.
their love of theirtheir love of their 

e failure to plan?
i t ton is to set up a 

e the owner establishes 
d th b ildand then builds a 

on the chosen date.
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Ready for RReady for R

• When is it Time?When is it Time?
– Will I continue to work in the 

venture?
– As I prepare for retirement, h

business?
Have I considered alternative– Have I considered alternative

– Are the rest of my family inte
– Do I see a financially soundDo I see a financially sound 

Retirement?Retirement?

business or in a completely new 

how do I want to develop my 

es to complete retirement?es to complete retirement?
erested in continued expansion?
retirement?retirement?
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Estate PlanEstate Plan

• In any business comingIn any business, coming
the easy part. The hard 
to achieve successto achieve success.

• Family farms that remai
through several generatthrough several generat
competitive advantage o

n Essentialsn Essentials

g together as partners isg together as partners is 
part is working together 

in a cohesive unit 
tions typically exhibit ations typically exhibit a 
over time.
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Estate PlanEstate Plan

• Essential Elements ofEssential Elements of 
– Financial Security

Management Continuity/– Management Continuity/
– Leadership Developmen

Estate Planning– Estate Planning

n Essentialsn Essentials

f Comprehensive Plansf Comprehensive Plans

/Ownership Transition/Ownership Transition
nt
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Draft YoDraft Yo

• Build a Strong NetworBuild a Strong Networ
– Project Manager

Financial Planner– Financial Planner
– Accountant

Estate Planning Attorney– Estate Planning Attorney
– Trust Officer

B k– Banker
– Insurance Professional

ur Teamur Team

rkrk

yy
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The Miracle ofThe Miracle of

• Commit today to ensureCommit today to ensure
family success!

f Commitmentf Commitment

e future business ande future business and 
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Additional IAdditional I

• Web Site: Farm JournaWeb Site: Farm Journa
– www.FarmJournalLegac

• Software
– FINPACK

InformationInformation

l Legacy Projectl Legacy Project
cyProject.com
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Financial C
B iBusines

• BenchmarkingBenchmarking
– Enterprise

Whole Farm– Whole-Farm
• Pro-Forma Financial Sta

Component
Plss Plan

atements
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Profit MarProfit Marrgin Ratiorgin Ratio
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Labor E

1.000

Bot

Correlation Coefficie

0.750
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0.250

0.000

$0 $500,000 $1,000,000 $1

Value of F

Efficiency
ttom Top

nt between Labor Efficiency and Farm Size = -0.397

1,500,000 $2,000,000 $2,500,000 $3,000,000
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arm Production

Labor Pr
Bot

$1,750,000

$2,000,000

Bot

Correlatio

$1,250,000

$1,500,000

$750 000

$1,000,000

$500,000

$750,000

$0

$250,000

$0 $500,000 $1,000,000

Value o

roductivity
ttom Topttom Top

on Coefficient Between Farm Size and Labor Productivity = 0.560

$1,500,000 $2,000,000 $2,500,000 $3,000,000
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f Farm Production



Kansas Farm ManagemeKansas Farm Manageme
2005-2009 Beef Cow Enterprise So

Prof
High 1/3

Number of Farms 20 
Number of Cows in Herd 165 
Number of Calves Sold 138 
Average Weight of Calves Sold 619 

Sales Price / Cwt $107 03Sales Price / Cwt $107.03

INCOME PER COW
Gross Income $590.15

COSTS PER COW
Feed $305.10
Interest $97.01
Vet Medicine / Drugs $15.09
Livestock Marketing / Breeding $9.16
Depreciation $34.39
Machinery $44.20
Labor $66.16
Other $26.07
Total Cost $597.19

$Net Return to Management / Cow ($7.04)

nt Association: State Averagesnt Association:  State Averages
orted by Net Return to Management per Cow

fit Category Difference between
Mid 1/3 Low 1/3 High 1/3 and Low 1/3

%
21 20 

128 111 54 49%
105 90 48 53%
647 715 (96) -13%

$103 42 $99 99 $7 04 7%$103.42 $99.99 $7.04 7%

$578.11 $603.90 ($13.75) -2%

$359.41 $409.05 ($103.95) -25%
$127.27 $144.76 ($47.74) -33%
$14.63 $25.41 ($10.32) -41%
$9.83 $21.75 ($12.58) -58%

$25.41 $33.06 $1.33 4%
$61.38 $72.41 ($28.21) -39%
$86.39 $114.11 ($47.95) -42%
$37.52 $42.37 ($16.30) -38%

$721.85 $862.93 ($265.73) -31%

$ $ $
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($143.74) ($259.03) $251.98

$12.00

Cost per Bushel of

$10.00

$8.00

$6.00

$4.00

$0 00

$2.00

$0.00

0 20,000 40,000 6

Bushel

f Wheat in Kansas

Average = $4.81
Bottom One-Third = $5 95Bottom One-Third = $5.95
Top One-Third = $3.88

Source: KFMA, 2004 to 2008

60,000 80,000 100,000 120,000

s Produced 34

Financial C
B iBusines

• What do you need to incWhat do you need to inc
plan to communicate fin

• Financial viability is gen• Financial viability is gen
three perspectives:

S l– Solvency
– Profitability

Li idi– Liquidity

Component
Plss Plan

clude in your businessclude in your business 
nancial viability?
nerally evaluated fromnerally evaluated from 
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Financial C
B iBusines

• Solvency evaluates chaSolvency evaluates cha
– growth in asset base (fa

• Profitability monitors eaProfitability monitors ea
– ability to generate incom

• Liquidity estimates cashLiquidity estimates cash
repayment ability
– paying the bills when dupaying the bills when du

Component
Plss Plan

anges in net worthanges in net worth 
rm and non-farm)

arningsarnings
me
h flow and debth flow and debt 

ee
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Contact InContact In

• Michael LangemeierMichael Langemeier

– mlange@agecon.ksu.edumlange@agecon.ksu.edu

– Ag Manager Contributor Siteg g

• KFMA Newsletter
• Cattle Net Return Series• Cattle Net Return Series

nformationnformation

e (www.agmanager.info)( g g )
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