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What i1s a Balance Sheet?

= A balance sheet shows the value of the
items owned (assets) and all debts owed
(liabilities). The difference between these is
Net Worth or Equity.

Shows a snapshot in time (i.e. 12/31/2010)
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Assets

= What you “own’”

= Organized on a balance sheet in the order
of ease of conversion to cash

= Typically broken down in to 3 categories
= Current Assets

= [ntermediate Assets

= Long Term Assets
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Current Assets

= Easily converted to cash in less than 1 year

= Examples:

= Cash, checking and savings accounts

= Accounts Receivable

= Feed/Supplies

= Products and livestock raised for resale
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Intermediate Assets

= Can be liquidated but requires more time to
sell at a fair price

= Examples:

= Breeding Livestock

= Machinery, Equipment and Vehicles
= Coop Stock
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Long Term Assets

= |n most cases these assets could not be
liguidated without the business being
terminated

= Examples
= Land and Buildings
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Liabilities

= What you “owe”

= Categorized by the term of the loan, not life
of the asset

= Classified into 3 categories
= Current Liabilities

= |ntermediate Liabllities

= Long Term Liabilities
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Current Liabilities

= Obligations that are likely to be repaid within
1 year

= Examples
= Accounts Payable
= Operating Loans

= Current Portion of Intermediate and Long Term
Liabilities
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Intermediate Liabilities

= Obligations that are repaid within 2-7 years

= Loans for the purchase of
= Machinery, Equipment and Vehicles
= Breeding Livestock

= | eases
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Long Term Liabilities

= Obligations with repayment terms longer
than 7 years

= Most commonly Real Estate Mortgages
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Why is it called a balance sheet?

= Because It must balance!

= Assets = Liabilities + New Worth
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Types of Balance Sheets

= Market Value: Current Value of the asset If It
were to be sold

= Book Value: Cost of the Asset- Accumulated
Depreciation

= Which one is used more in farm operations?
= Market Value
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What increases Net Worth?

= Profitable Production
= |ncreases Iin Inventory
= Accounts Receivable

= |f item Is sold, increase in checking and savings
accounts or decrease of debt

= |ncrease In Price of Asset

= |nfusion of Cash from Other Source- Gifts and
Inheritance

= Forgiveness of Liability
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What decreases Net Worth?

= Non-Profitable Production

= Decrease In inventory, accounts receivable,
cash or savings, increase in debt

= Decrease In Price of Assets
= Depreciation
= Family Draws

Lost Capital
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Analyzing a Balance Sheet

= Refer to Handout
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What 1s an income statement?

= The goal of an income statement is to
determine the profitability of your business

= Profitability = value of farm production (receipts)
— cost of farm production (expenses)

= Can be prepared on “Cash Basis” or
“Accrual Basis”
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Cash Basis Income Statement

= Cash Receipts — Cash Expenses =
Net Cash Farm Income

= Entries are made when cash actually trades
hands

= |gnores accounts receivable/payable,
Inventory changes and sometimes
depreciation
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Accrual Income Statement

= Accrual Is more Accurate

= In addition to cash income and expenses,
an accrual income statement takes in to
account accounts receivable and payable
and inventory changes
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SCHEDULE F Profit or Loss From Farming

OMB No. 1645 0074

{Form 1040)
: ncive *m'v > Attach to Form 1040, Form 1040NR, Form 1041, Form 1085, ¢ Form 1085-B. Attachrant
Sevies (99 > See Instructions for Schedule F (Form 1040). zequenze o, 14
Name of propﬂotw Sochd securlty number (SSHN)
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»
g any

C Aocounting method: (1) Clcash (3 [JAccrual

[ 1011111

E [id you "matendly partcipate” in the operation of thiz businezs durng 20107 If "No," see instrucbions for limit ca paseive bsses. [(]Yes [N

=] Fermincome—Cash Method. Complete Parts Iand Il (Accrusl method. Complets Parts 11and 1il, and Part |, line 11.) Do
not include saks of livestock held for draft, breeding, sport, or dairy purposss. Report thess sales on Form 4797,

1 Sales of INeetock and otner ems you bought forresake . . . . . . [ 1 | |
2 Costorother basis of Ivestock and other lems reported enline 1 . . . | 2 | |
3 Subtractline 2 from In2 1 = . e 3
4 Sales of INestock, produce, grains, nmom«pmmnyu ralsad . . . ... .. 4
§a Ccoperative datrbuticns (Form(z) 1082PATR) . . | 5a | 5b  Taxable amcurt 5b
6a Agricutural program payments (se2 Instructions) | 6a | 6b Taxabk amcurt | 6b
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@  Custom hire (machine work) incoma . 9
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figura your Income, eter the amount from Partill, Ine 61 . . . P O AL
my Farm Expenses —Cash and Accrual Method.
Do not include personal or living expensss such as taxes, insurance, or repairs on your home.
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netructions), Abo attach Form 4562 | 12 26 Rent or laase (982 Instructions):
13 Chemicals . . . . 13 a Vehicles, machinary, and
14 mmwmmmm. 14 aquipment . .. 2%a
15 Custom hira (machine work) . | 15 b Other (land, animals, atc) | 26b
16 Depreciation and section 179 27 Repairs and it 2 27
axpansa daductivn not caimed 28 Seeds and plants . 28
alsawhare (26 Instructions) . 18 20 Storage and warehousing 20
17 Employss benefit programs other 30 Supplies 30
thanonfre2s . . . . . 17 31 Taxes . 31
18 Fesd . . .. . . . 15 32 Ltites . . 32
1@ Fertlizersandlime . . . 19 33 Veterinary, breeding, M !m-dnne 33
20 Freightandtrcking . . . 20 34 Otherexpanses (spacity):
21 Gasdline, fuel, andall. . . 21 a 34a
22 Insurance (Cther than haan) 22 b 34
23 Intersst < 34c
a Morgage (paidio barks, etc) | 23a d 34d
b Cther . . . . 23b L 3de
24 Labornired (e srployment credts; | 24 1 341
35  Total expenses. A0 Iines 12 through 341, Ifling 34115 negative, saa Instructions . . . . . . . p | 35
36 Nettarm profitor (10ss). Subtract line 35 from line 11. Partnarships, se@ Nstructions,
« I @ proft, antar tha proft on both  Form 1040, Ine 18, and Schedule SE, line ]
1a; on Form 1040NR, Ine 19; oron Form 1041, line 6. 36

»Ifakoes, you must o to Ine 37,
37 Myouhave aloss, you must chack the box that describes your rwestment in this activity and whether you
received any applcable subsidy (see inctructicns).
o If you Checked 273, enter ha 10ss ¢n DO Form 1040, line 18, and Schedule SE, line 1a; on Form ]
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= If you Checked 37D, your 1Dss may e limited. See instructions.
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1OU B Nk recel 3 RDI0y.
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For Paperwork Reduction Act Notice, see your tax return Instructions. Cal. No. 11342H

Schedul F {Form 1040) 2010

FARM CREDIT EAST



Analyzing the Income Statement

= Refer to Handout
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Trend Analysis

= A Trend ties the Balance Sheet into the Income
Statement

= |talso includes:
= Non-Farm Income
= Debt Service
= Family Living
= |[ncome Taxes

= Represents the discretionary funds of the operation
and borrower combined
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Trend Analysis

= See Example Handout
= Cash and Accrual
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Summary

= Balance Sheet
= |[ncome Statement

= Trend Analysis
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Monthly Cash Flow Budget

= Why Is It necessary?

= Takes into account the seasonality of your
business operating cycle.

= Assists to determine timing and $ amount of
operating infusion.

= Provides for an opportunity to fine tune your
budget for the upcoming season.

* Provides an opportunity to prioritize capital
purchases and identify potential funding sources.

PLUS
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Monthly Cash Flow Budget

BANKERS
LOVE THEM
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Monthly Cash Flow Budget

= Components From Top to Bottom

e Step 1: Basic Five Line Income Statement
Gross Sales
Less COGS
Equals Gross Margin
Less Overhead Costs
Equals Net Margin

COGS = wholesale cost on items purchased for resale or variable input costs
(feed, bedding, trucking, production labor)

Overhead Costs = DIRTI 5 (depreciation, interest, repairs, taxes, insurance)

Step 2: Add in Net Non Farm Income (after tax)
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Monthly Cash Flow Budget

= Step 3: Take out Family Living Expense

= Step 4: Itemize Monthly Debt Payments

e Operating Lines (Interest Only)
= Could be supplier credit or credit cards

« Capital Debt Payments (Vehicles/Equipment)
 Mortgage Payments ( Real Estate)
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Monthly Cash Flow Budget

= Step 5: What is Monthly Cash Required?
* Is it positive or negative?
 If negative, where fund the short fall?

Step 6: Determine any other capital needs
 How funded and when?
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Business Plan

= Set the Mission, Values, and Goals:

= Mission: Reason for existence-what the
operation will do

= Vision: Some desired future state

= Goals: Measurable desired future state an
operation attempts to realize
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Business Plan

= Structure of the Company:
= What type of entity?
= Who is in charge?
= Who is responsible for what tasks?

= SWOT Analysis

= Strengths

= Weaknesses
= QOpportunities
= Threats

= Marketing Plan
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Business Plan

= Financial Analysis
= Start Up Costs
= 3 yrs of balance sheet and cash flow projections
= Sources of funding and required repayment

= What are your “doors out™?

= Sell a building lot

= Borrow from family members

= Get a part/full time job off the farm
= Liquidation of farm assets
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Business Plan

= Hints and Tips:

= Build in extra for start up costs

= Be realistic-a loss the first year is ok
= Know the industry averages

= Have others review your plan
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Thank You!

Questions?




