Net Worth Statement

Terms:

Assets:  Items that have a market value

· 3 categories

Current Assets:  Cash or other assets, which can be converted to cash through normal operation of the business during the year

· Ex. Checking/ savings account

Intermediate Assets:  resources or production items with a useful life of 1 to 10 years.

· Most are used to support production

· Usually depreciable – a method of prorating the cost of a working asset over its useful life / the decrease in value that occurs regardless of repair & maintenance

· Ex.  Machinery

Fixed Asset (Long-term):  Assets not looked at as an immediate or constant source of income

· Ex. Land 

Liabilities:  All the debt obligations of a business

· 3 categories

Current Liabilities:  Debts due within the operating year

· Ex. Rent

Intermediate Liabilities:  Non-real estate debt that corresponds to intermediate assets

· Ex. Loans for Equipment purchases

Long-Term Liabilities:  Debts due for mortgages and land contracts minus principal due within 12 months

· Principal – amount of a loan without adding interest

· Ex. Mortgages

Net Worth (Owner’s Equity):  total liabilities subtracted from total assets.

· Amount of money a business would have if they sold all assets and paid off all debts.

· Should be a positive number

Financial Analysis

Financial Analysis is used to show whether a business is growing or shrinking, to estimate future changes in equity, or to measure financial condition of business

Comparative analysis:  Measuring and analyzing trends of a business

Projected analysis:  Estimate future changes in equity

· Balance sheets:  summary of the financial situation of a business for a specific point in time

· Cash Flow statements:  summarizes the amount and timing of income that will flow in and out of a business during the year

· Reflect product sales and purchases needed to project ending inventories

Ratio Analysis:  Measures the financial condition of a business against other businesses

· Show strengths or weaknesses

Net worth statement shows…

· Liquidity – ability to convert to cash

· Solvency – ability to pay debts

· Equity – owner’s share of business

Liquidity:

· Current Ratio:  CA/CL

· Intermediate Ratio:  (CA+IA) / (CL+IL)

Solvency: 

· Net Capital Ratio:  TA/TL

· Debt to equity ratio:  Shows relationship between owned and borrowed capital

· TL/OE

· <1

Income Statement

Profit and Loss Statement

Revenue:  Money received from the sale of goods during the year

· Any Money that comes in

Expenses:  Money paid out

· Cash Expenses:  seed, fert, chemicals

· Non-cash Expenses:  Depreciation 

· Taxes and insurance are included 

Net Cash Income:  Total Receipts – Cash Expenses

· Cash Expenses:  Operating and Fixed

· Adjustments are made converting from Cash to Accrual system

Net Farm Income:  Cash income and adjustments added together

· Return to unpaid operator labor, etc
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