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The Balance Sheet R @

* Necessary financial document
» Organizing Your B/S
» Evaluating the Health of Your B/S
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Financial Statements — A Quiz

Statement: Purpose:

Balance Sheet Shows financial growth
ver time

Cashflow Stateme Measures amount of liquid

for bill repayment

apshot of assets and
how financed

etermines profitability
each year

Income Statement

Statement of Change
iIn Equity



It all boils down to...
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How do you know if a farm is financially
“healthy”?




A “Farmer’s Eye View"...

DRIRY, INC.

...of a year in the life of a farm




An “Economist’s Eye View"...

\ﬁh\RY. INC.

...of a year in the life of a far
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A Quiz: Where do they go in the B/S?

Current Assets Current Liabilities

WS
A
Intermediate Assets "“\angﬁ%ilities

\‘6»533\“\6

Long Term (fixed) Assets Long Term Liabilities



A Quiz: Where do they go in the B/S?

CA CL
Hay Bills - 1.0.U.’s
Calves

Medicine/Supplies
Grain Inventory

Dairy Check

A IL

Skid Steer Skid steer loan?
Breeding Cows Cow loan?

LTA LTL

Building Building loan?
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|. Balance Sheet Basics

A SNAPSHOT of the farm’s financial
position at a moment in time.

Tells little about profitability or how it got
to this position.

AKA: financial or net worth statement
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Functions of a Balance Sheet

« Measure of farm business growth.

« Measure of financial solvency, liquidity.

« Measure of risk bearing capacity

« Shows how assets are financed - debt vs equity

« Comparisons from year to year
demonstrating business growth &
showing the results of
management decisions (ratios).
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Method for completing?

 Paper
« Farm Acct Book

 Excel-based with formulas \

 Easy to store, update, analyze

* Modern Accounting Software
 Once learned, more precise & linked
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Il. Organizing the
Balance Sheet

« Let’s look at the Excel B/S with schedules...
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Balance Sheet

Agriculure related B/S
Mame
MEME
ACoress
Date of Staterment: Decemiber 31, 3012
Prone
jCurrent Farm Assets Mkt. Value jCurrent Farm Liabilities 5 Owed
[Cash & Equivalents Sch 1 - jacoounts  Payabie Sch 19 -
pariechie Bonds & Securies Sch 2 - operaing Loans Sch 20 -
jccourts & MNobes Recelcbie Sch 3 - jother
polamoet Liveshock 304 -
forop Imeniory & Recehabies Sch § -
forowing  Crops Sch 6 -
Frepeid Expenzes Sch T =
(other Cummert Azsels Sch 8 -
ICurrent Farm Assets. Total A - jCurrent Farm Liabilities Total ] -
B
Intermediate Farm Assets Intermediate Farm Liabilities
pidachinery & Equipment Seh 17 - [Termn Debt Sch M -
e Vehicles Sch 18 - jother
Erceaing Stock Seh O =
Moles Recelgble ower 12 mo Sch 10 -
ot Reaclly Cash Bonds & Securities Seh M -
Jother Inberm. Farm Assets Sch 12 -
Intermediate Farm Assets Total B - Intermediate Farm Liabkilities E -
Long Term Farm Assets Long Term Farm Liabilities
jReal Esiate & Land Sch 13 - [Termn Debt Sch 12 -
Fulcings & mprovements Sch 14 - jother
Other Lomg Term Assels Sch 15 -
Long Term Farm Assets C - Long Term Farm Liabilities F -
[Total Farm Assets (A+B+C) G - [Total Farm Liabilities (D + E +F) -
[Total Farm Equity (G - 1) -
Mon-Farm Assets Sch. 18 H - Mon-Farm Liaibilities J -
TOTAL LIABILITIES (I +J) -
[TOTAL EQUITY (K - L) M -
[TOTAL ASSETS K - TOTAL LIABIILITIES & EQUITY (L + M} -
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Liabilities
Liabilities = financial obligations owed

Current — currently due and payable in <1 year
+

Intermediate — loans 2-10 years
+

Long-term — loans >10 years

= TOTAL LIABILITIES
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The new current liability:

Gotcha Credit Company

Donta Getstuck
1450 2934 0000 2945



_] Credit card use on

ﬁ Gotcha Credit Company
\

/ Donta Getstuck
1450 2934 0000 2945

J

farms:

-Easily available

- Can mask farm profitability problem

- Can mask family living expense problem

- Keep farm and personal cards separate

- Make payments on time, watch balance

- Do not substitute for a line of credit



Advanced Issues — Asset Values

= Cost Value

versus

= Market Value
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Farm Balance Sheets May
Have 2 Columns for Assets

Asset Cost Market
Current 100,000 100,000
Intermediate 30,000 50,000
Long term 20,000 300,000
TOTALASSETS 150,000 450,000
v),
e
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Market Value vs. Cost Value
Only Intermediate and Long Term ASSETS impacted

* Both show changes in owner’'s equity

« But the driver of that change produces a
different tax result
» Profit (cost)— earned
* Appreciation (market) — unearned

AV,
D‘C'«




Market Value: Lender's Choice

 Today’'s market values less
selling costs

+ Reflects “luck™ of investing

 What about:

— Income taxes due upon sale?
(Deferred taxes)



Cost Value: Accountant's Choice

+ Remaining value ofthe investment, the net book
value

— (cost less accumulated depreciation)

+ Grown Feed/Cropsvalued at farm production
cost or market less marketing cost

+ Better reflection of business success

— Based upon decisions rather than inflation or deflation
of investments



oels “realistic”




Cost Value: Accountant's Choice

+ Remaining value ofthe investment, the net book
value

— (cost less accumulated depreciation)

+ Grown Feed/Cropsvalued at farm production
cost or market less marketing cost

Setter reflection of business success

— Based upon decisions rather than inflation or deflatigy
of iInvestments



Advanced Issues - Leases

= |EASES - Where do they go on the B/S?7?
= 1. Capital Leases — “lease to own”
Must book value the asset; show lease as
debt (interest, current portion due this
year, long term principal balance)
= 2. Operating Lease™ — considered “off

balance sheet” expense; pay rental bill
when due and don’t claim the asset value.

() 1 0o Sea Unovensre *Issue: doesn’t show
AND ENVIRONMENTAL SCIENCES C a S h 'ﬂ OW n e e d S a n yW h e re ]



Keys to Balance Sheets - article

= Complete same date each year — 12/31

» |nventory (count) assets, include weights.

= Use Market Prices for crops and livestock.

= Growing crops valued at production cost.

= Accounts receivable includes government
payments or insurance indemnities to be
received for past crops.
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Keys to Balance Sheets “

= Value breeding livestock at conservative
value, avoid large year to year changes.

= Do not include leased machinery unless
shown on a tax depreciation schedule
(capital lease).

» |and (market) values should remain
consistent from year to year.
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Personal B/S vs. Operating LLC B/S

1. Must compartmentalize 1. Must compartmentalize
2. Separate checking acct 2. Separate checking acct
3. Includes: 3. Includes:

- Retirement accts - Growing crop/livestock

- Personal autos inventory

- Residence - Stored grain

- Farmland* - Breeding livestock

- Farmland mortgages* - Farm autos

- Mach & Equip**
*Unless separate LLC - AgLOC and equip loans

**Unless separate LLC
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ll1l. Balance Sheet “"Health”

= Several Methods:

1. Funnel-Reservoir — Basic
2. Vertical Analysis — intermediate
3. Ratio Analysis

4. What does your ‘team’ think?
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An Object Lesson:

THE OHIO STATE UNIVERSITY
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1. The Reservoir (B/S) and Funnel (I/S)

B/S is like a RESERVOIR with 2 compartments: one side holds

your assets and the other your liabilities + equity
Both sides of the reservoir float up together

I/S is like a FUNNEL/FILTER because it filters off expenses
and net profit funnels into B/S Reservoir
If no Net Profit, the Balance Sheet does not fill up.
Non-farm income can be “funneled” into Balance Sheet too

See Drawing

THE OHIO STATE UNIVERSITY
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2 questions....
How full is your RESERVOIR (B/S)?

How big (much) is your FUNNEL (income
stream) contributing to it? Or how good
is your FUNNEL?

THE OHIO STATE UNIVERSI TY
I'I
h
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2. Vertical Analysis

Comparing the same account categories over
multiple periods.

Very helpful in showing growth of farm business
Interesting to business owners, lenders, CPA

Is your financial “health” improving?
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Joe Farmer Balance Sheet Analysis

31-Dec 31-Dec 31-Dec 31-Dec 31-Dec 31-Dec
2010 2009 2008 2007 2006 2005
Current Assets
Cash $2,970 $4,093 $2,080 $8,889 $1 400 $1,210
Crop Inventories $11,721 $0 $694 $8 929
Accounts Receivable $0 $5,084 $843

Prepaid Expenses $2,084 $1,850 $0 é
Total Current Assets $16,775 $11,027 $3,617 $17 818 G
Non Current Assets h
Machinery and Equipment $6,250 $6,450 $6 $6,300
Business Vehicles $2,700 $3.20 $8,000
Real Estate & Land $536,000 $61) $61,000
0

Buildings & Improvements $10Q¢, $1 . 107 00Q $107,000
Total Non Current Assets $177,950 $17@R50 $180 300 $182,300
TOTAL ASSETS % $$ ,725' $ 7 667 $?97,468 $181,700 $183,803
e ,04 $7,2_49 $20,155 $7,434 $2,000 $4,500
rati 5000 $0 $0 $0 $1,200 $0
urrent Llabll ie $40,049 $7,249 $20,155 $7,434 $3,200 $4,500

renfiliabilities

$555,125 $101,490 $104,823 $108,111 $110,613 $116,850

Total Non Current Liabilities $555,125 $101,490 $104,823 $108,111 $110,613 $116,850
TOTAL LIABILITIES $595,174 $108,739 $124,978 $115,545 $113,813 $121,350
TOTAL EQUITY $73,551 $80,238 $57,689 $81,923 $67,887 $62,453
TOTAL LIABILITIES & EQUITY $668,725 $188,977 $182,667 $197,468 $181,700 $183,803
RATIO ANALYSIS

Current Ratio 0.42 1.5 0.2 2.4 0.4 0.3
Quick Ratio 0.1 1.5 0.1 1.2 0.4 0.3
Net Working Capital ($23,274) $3,778 ($16,538) $10,384 ($1,800) ($2,997)
Modified Current Ratio 0.3 1.0 0.2 2.4 0.4 0.3
Debt Ratio 0.9 0.6 0.7 0.6 0.6 0.7
Long Term Ratio (LTR) 1.2 1.8 1.7 1.7 1.6 1.6

Long Term Debt-Equity Ratio 7.5 1.3 1.8 1.3 1.6 1.9



3. Calculating "Super Six” Ratios

1. Current Ratio
Can | pay current bills?

2. Working Capital
5. Equity to Asset

What % of assets | own?

/. Net Income
Profitable?

9. Return on Equity (ROE)

What rate am | earning on my
equity put in farm?

15. Term-debt Coverage Ratio

Can | pay my loans?

THE OHIO STATE UNIVERSITY
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Farm Finance Scorecard

iguidity
cl urrent ratio
e orking capital 5

3. Working capital to gross revenues _ %

Solvency
4. Farm debt-to-asset ratio

rm equity-to-asset ratio _ %

6. Farm debi-to-equity ratio —_

ofitability
et farm income 3

8. Rate of returm on farm assets

ate of return on farm equity

10. Operating profit margin

11. EBITDA $

Repayment capacity

12. Capital debt repayment capacity %

13. Capital debt repayment margin $

14. Replacement margin 5
erm-debt coverage ratio

16. Replacement margin coverage ratio __ - __
Financial efficiency

17. Asset-tumover rate

18. Operating-expense ratio
19. Depreciation-expense ratio
20. Interest-expense ratio

21. Net farm income ratio

Year
Wulnerable 13 a0 Stromg
| | I— |
107% 3%
| — | | |
60% 0%

[ ] I
4% T0%
| | I— |
15 D43
| — | | —— |
4% 8%
I [
3% 10%
| | I— |
15% 5%
| — | | |
1.25 1.75
| — | | —— |

3% -ﬂ-T%

| — I— |
&l% E0%

[ | [ |
10% 5%

| I— | —
10% 5%

| — | —
10% %

| — | —




Farm Finance Scorecard

Liquidity
1. Current ratio

Vulnerable 10

Year 20

o0 Strong

2. Working capital $

Solvency (market)
3. Farm debt-to-asset ratio

4. Farm equity-to-asset ratio

5. Farm debt-to-equity ratio

o, R
% R
%

60%

30%

40%

10%

150%

43%




4. Farm Financial Health Team

= Accountant

= Attorney

= Banker

= |nsurance Advisor
= Production Advisor

Emphasis on trust & professionalism
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Questions and Contact

Eric Richer

Extension Educator, Fulton County
8770 State Route 108

Wauseon, OH 43567
Richer.5@osu.edu

419-337-9210

Email for Excel documents.
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