
Management Accounting Crucial Next Step
In Financial Analysis, Strategic Planning

Agriculture is on a roll-
ercoaster ride with the
most marketplace vola-
tility in decades. Dairy
producers are holding on
for dear life and wonder-
ing where the tops are to
rapidly rising input costs,
not to mention where the
new breakeven thresholds
are in their businesses.
Management accounting
is the seatbelt producers
need for security on mod-
ern-day agriculture’s wild
ride.

Dairy producers will
want to buckle up for a
Day 2 (March 12) spe-
c ia l ty sess ion at the
PDPW Annual Business
Conference, “Solving The
Profit Puzzle,” March 11-

12 at Alliant Energy Center
in Madison. This two-hour
session on management
accounting will give pro-
ducers the tools they need
to determine what’s driv-
ing their cost structure
and the impacts of strate-
gic decisions – past and
future.

Presenter Dick Wittman,
in a two-hour session, will
guide dairy decision-mak-
ers to answers with which
to solve their personal
“profit puzzles.” Attendees
will walk away with a thor-
ough understanding of
management accounting
– a foundation for linking
“financial performance
analysis” to “strategic
thinking.” They’ll see how

management accounting
differs from whole-farm
business analysis and
enterprising, and how it
empowers “responsibil-
ity-centered” managers to
make quality decisions.

Management account-
ing allows producers to
assess performance in
“manageable segments”
(i.e. responsibility cen-
ters) of their business and
enables decision-makers
to link financial and opera-
tional analysis with stra-
tegic planning, explains
Wittman, a private farm
management consultant
who also manages a large-
scale dryland crop, range
cattle and timber opera-
tion in northern Idaho

with family partners. He
provides seminars and pri-
vate consulting service to
ag lenders, producers and
other ag business profes-
sionals.

Wittman is past presi-
dent of the Farm Financial
Standards Council, a core
group of farm management
and financial experts striv-
ing to professionalize farm
accounting and financial
analysis processes. This
Council developed nation-
al guidelines to help pro-
ducers implement mana-
gerial accounting systems.
Wittman is also on the
faculty of The Executive
Program for Agricultural
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“My favorite part
of the PDPW

Annual Business 
Conference

is getting to see
other producers 
and just talking 
to dairy farmers

that have the same 
interests that I do.”

~Terri Abing
Majestic View Dairy,

Lancaster, Wis.

Accounting
CONTINUED FROM PAGE 20

Producers (TEPAP) at
Texas A&M University,
a program that teaches
advanced financial skills.

Wittman has an ag eco-
nomics degree from the
University of Idaho and a
MBA from the University
of Utah. He worked for
the Farm Credit System,
c o n c l u d i n g h i s l e n d -
ing career with the Farm
Credit Administration in
Washington, D.C., where
he supervised Farm Credit
operations for several U.S.
districts. He joined the
expansive family farm in
Idaho in 1980 and estab-
lished his part-time con-
sulting practice.

W i t t m a n h a s
authored a guidebook,
“Building Effective Farm
Management Systems,”

that’s a toolkit for com-
mercial-size family farm
businesses to define their
ultimate vision and put in
place a professional man-
agement and transition
process that’ll lead them
to their goals. Wittman lik-
ens his guide to an equip-
ment operations and ser-
vice manual. It’ll help a
producer build a system
from scratch, solve a spe-
cific management chal-
lenge or do a major over-
haul of his management
process. (Learn more on
his website at www.witt-
manconsulting.com.)

In “Solving The Profit
Puzzle” on their dairies,
Wittman says producers
should constantly be ask-
ing themselves some ques-
tions:

• What strategies are

keeping us successful?
• W h a t s t r a t e g i e s

should we change?
• How will strategic

change impact perfor -
mance?

• What information is
needed to make good deci-
sions and survive?

• Do we have capacity
(in terms of management
and resources) to imple-
ment change?

Management account-
ing links performance anal-
ysis to decision-making.
Wittman contends “few
farmers understand cost
structures and the strate-
gic decisions that differ-
entiate successful farms
from those struggl ing
financially. Traditional
enterprise analysis hasn’t

SEE ANALYSIS, ON PAGE 27
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provided answers growers
need to determine what
decisions are contribut-
ing to success or failure.
Ratio analysis is not well
understood and seldom
connected to goal-setting
and decision-making.”

Producers must move
beyond thinking of them-
selves as “number-crunch-
ers” or good “book-keep-
ers” to “decision-makers,”
he maintains. Management
accounting also moves
beyond whole-farm finan-
cial analysis, which is
“fine for lenders” trying to
determine if an operation
is profitable or not. The
missing puzzle piece pro-
ducers need is: “Why?”

He promises a primer
course on professional
m a n a g e r i a l a c c o u n t -
ing systems, relatively
new in the farm man-
agement arena. During
PDPW’s Annual Business
Conference in March,
he’ll also illustrate the
often overlooked linkage
between financial analy-
sis and strategic decision-
making.

There are six core
concepts in management
accounting:

• Requires cost-based
accrual accounting

• Uses “responsibility
centers (manageable seg-
ments) for accumulating
and summarizing transac-
tions

• Integrates produc-
tion factors and financial
measurements (i.e. “per
hundredweight” and “per
bushel”)

• Core transactional
information is accumu-
lated and then “supple-
mented” with economic
analysis

• F o l l o w s G A A P
( G e n e r a l l y A c c e p t e d
Accounting Principles),
commercial industry prac-
tice and has multi-com-
modity applicability

• Must accommodate
multiple-period produc-
tion cycles (crop, live-
stock, perennial).

Wi t tman says pro -
ducers need to know
what gauges to monitor
– working capital, debt-
asset ratios, ROE and
ROA, accrual net income,
unit cost of production
and more. Management
accounting gives them
the ability to look at those
gauges over time; they’ll
be able to see the direct
result of decisions they
made three years ago, for
instance.

P ro d u c e r s h i t t h e
books at tax time and for
external financial report-
ing to their lender, but
managerial accounting is
the next level, tying finan-
cial and physical units of
the business together. It
enables “responsibility
segment managers” (crop
production, the milking
herd, the heifer enter -
prise, equipment support
and others) to examine
respective profit and cost
centers for strategic man-
agement.

Management account-
ing takes a producer
beyond an operating plan
(i.e. what you do) to a
strategic plan (i.e. how
you do it). With this top-
flight financial analysis
producers will be able to
find opportunities they
maybe wouldn’t have oth-
erwise recognized.

According to Wittman,

SEE MANAGEMENT, ON PAGE 28
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CONTINUED FROM PAGE 27

there are five steps to stra-
tegic management. They
are:

• Know your costs and
margin in each manage-
ment activity center

• Identify strategies and
factors that influence each
key performance area

• Simulate the impact
of alternative strategic
decisions

• I m p l e m e n t h i g h -
impact strategic decisions

• Measure the impact
of decisions made.

People drive a dairy
operation. Wittman tells
Dairy’s Bottom Line that
management accounting
allows owners to provide
performance indicators to
people in charge of specif-
ic parts of the business.
You’ll be able to chal-

lenge yourself and other
key people on your farm
– the management team
– to excel at what you do
best. If nothing else, he
says his presentation will
be a “wake-up call” to pro-
ducers who don’t have
their business divided into
“individual management
responsibilities.”

P D P W c o n f e r e n c e
attendees will learn from
Wittman which gauges will
help them measure per-
formance over time and
determine how strategic
decisions have affected
the “readings on those
gauges.” They’ll be able to
see what strategies they
can tweak for better per-
formance. They’ll be able
to solve their profit puzzle.

By Jane Fyksen

Management
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WE ARE A FAMILY-OWNED BUSINESS:

• Bunker Silos

• Manure Pits

• Free Stall Barns

• Excavating
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