
Understanding 
Agricultural 

Benchmarking

©2020 Southern AG Management



©2020 Southern AG ManagementUNDERSTANDING AGRICULTURAL BENCHMARKING

Benchmarking an agricultural business is a good diagnostic tool that all businesses should 
undertake periodically in their life cycle. The practice of benchmarking allows the business 
owner to get a health check of how the business is operating and to understand potential 
strengths and weaknesses.

Whilst the industry wide benchmarks are important, the key factor is that you should be looking to 
benchmark your performance against your own business over a period of years. This way a business 
manager can measure the changes over time and help to understanding what levers can be used to 
help create a more profitable business.

Benchmarking can also be used in modelling future farm performance and scenario analysis for 
potential new operations and expansion opportunities.  

    Weak Range Strong Range

LIQUIDITY RATIO

Working Capital   Negative Positive/Stable

Current Ratio   <1 time >2 times

PROFITABILITY RATIO

Return on Capital  ROC <2.5% >5%

Return on Equity ROE <2.5% >5%

Operating Profit Ratio   <15% >30%

Debt to Income Ratio   >300% <100%

SOLVENCY RATIO

Equity   <70% >90%

Loan Valuation Ratio LVR >60% <30%

FINANCE EFFICIENCY RATIO

Asset Turnover Ratio   <20% >30%

Overhead Cost Ratio   >40% <30%

Input Cost Ratio   >40% <30%

Finance Cost Ratio   >15% <5%

DEBT SERVICING RATIO

Interest Cover Ratio   <1 time >2 times
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Understanding Basic Benchmarks and Ratios

Liquidity Ratios
Liquidity considers the availability of cash (or near cash) assets to cover short term obligations without 
disrupting normal business. 

Current Ratio - Current assets/current liabilities: Times covered
Working Capital - Current assets - current liabilities: Measured in dollars

Profitability Ratios
Profitability ratios tend to measure the ability of the business to generate profit from its land, labour and 
capital resources. They remove the effect of scale of operations so comparison can be made between 
businesses of any size. They provide a useful means to compare businesses in different industries.

Return on Capital  - EBIT/total assets: % of assets
Return on Equity - NPBT/total equity: % of equity
Operating Profit Ratio - EBIT/total revenue: % gross revenue
Debt to Income Ratio - Total liabilities/gross revenue: % gross revenue

Solvency Ratios
Solvency ratios measure the gearing of the business, the amount of debt, leasing and other financial 
commitments, relative to the owner’s equity/assets.

Equity - Total farm equity/total farm assets: % equity
Loan Valuation Ratio –  Debt/ Land Security  

Finance Efficiency Ratio
Financial efficiency ratios measure how efficiently the business uses its productive capacity. They 
generally consider the percentage of gross revenue which is spent on costs for inputs, overheads, 
finance and machinery.

Asset Turnover Ratio - Gross revenue/total assets: % gross revenue
Overhead Cost Ratio - Variable costs/gross revenue: % gross revenue
Input Cost Ratio - Overhead costs/gross revenue: % gross revenue
Finance Cost Ratio - Finance costs/gross revenue: % gross revenue

Debt Servicing Ratio
Repayment capacity ratios measure the capacity of the business to meet interest/ leasing costs and 
to repay debt. The business needs to provide for living expenses/family drawings and payment of taxes 
after covering all its costs. At the end of the day, what is left after paying input, overhead, finance, tax and 
living costs is all that is left to reduce debt, reinvest in the business, invest off farm or improve lifestyle.

Interest Cover Ratio - Operating profit/finance costs: Times covered

Understanding how each of these ratios indicate the health of your business can give insight to the 
profitability of your business and potential methods to improving your performance.

To get a better understanding of these ratios or to benchmark your business please 
contact us at Southern AG Management for a FREE no obligation consultation.


