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Objectives For This Session

e Gain an understanding of:

— Evaluating financial health of your operation
e Evaluating farm/ranch performance
» Assessing whole farm risk

— Interaction among financial statements

— Financial interaction/impact the family has on the
business

— How different types of risk affect the business.
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Key Producer Items/Concerns

e Adequate funds for family living

e Alternative enterprises, enterprise mix
* Debt Load and Financial Structure

e Expansion plans/capabilities

* Managing cost of production, financial info,
marketing, labor (family)

e Tight profit margins

* Dependence on government programs and/or
outside entities
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Complete Financials Required

e Beginning and Ending Balance Sheets
e Cash Flow Statement

e Accrual Adjusted Income Statement
e Statement of Owner Equity
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Just Like Balancing a Check Book

. Beginning Cash Balance
e + Inflows

° - Outflows

e = Ending Cash Balance

Your business performance is measured the
same way using a complete set of financial
statements
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Statement of Owner Equity

* Beginning Owner Equity

e + Netlncome

e - Withdrawals

Balancing a Checkbook

e + Contributions

e - Distributions

Beginning Equity
+/- Activity
= Ending Equity

e +/- Change in Valuation
= Ending Owner Equity
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nding
57.831{Accounts Pavable (Exol
OlAccrued Interest (Exo)

Cash on Hand
Croos Held for Feed (Exo)

(Croos Held for Sale finc) 200.000| 200.000{Current Princioal
Market Livestock (inc) 0 0[Other Current Liabilitv (Exo)
(Other Current Assets (Inc) 15.000 15.000{Short Term Notes (Exol

Invest Growina Croos (Exo) 0[Def. Tax on Current Assets

Suoo & Prepaid Exo. (Exo)

Mach & Em::oment
Breedina Livestock
Real Estate (Land_Bldos Imor

Cash Flow Statement

Crop Sales & Net Insurance Pavments
Mrkt & Cull Livestock Sales

Lvstk Secondarv Product Sales
Government Pavments

(Other Cash busi Inflows/Inco
|Ooeratina Loan Proceeds 50%

Loan Proceeds Caoital Assets
Non-Business Inflows/Revenue
Other Nonfarm Inflows
|Other Nonfarm Inflows

(Total Cash Inflows
* T.D. = Term Debt. C.L. = Caoital Lease

[Beainnina Net Worth (Cost/Mrkt)

Cash Income (Net of cull Ivstk sales)

MNon-Cash Income Adiustments

Non-Cash Income {Raised Brda Lvstk)
Gross Revenue

Cash Exoense (Excluding Interest)
Non-Cash Feed Inventorv Adiustment
Other Non-Cash Non-Interest Exoense
Deoreciation {Land. Bldos. Eouio.)

Total Operatina Expense
Cash Int. Exo. -TD.&CL
Cash Int. Exo. - Ooeratina
Non-Cash Interest Exoense

Total Expense

Net Busi ! From O
Net Business Income

Income+SS+Def. Tax-Cash & Non-Cash
Net Income

Statement of Owner Eauitv

Net Income

MNon-Business Cash Inflows

Owner Withdrawals (Cash)

IAsset Valuation Chanoe/Cont /Distrib.
Calculated Endino Net Worth

Reported Endina Net Worth (Cost/Mrkt)

Discrepancy
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Terminology Causes Us Problems

All cash inflows are not income

— Loan proceeds from lenders

All cash outflows are not expenses
— Principal payments to lenders

— Expense versus Expenditure

You can have non-cash expenses
— Depreciation most common

— Also through accrual adjustments
You can have non-cash income

— Accrual adjustments
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Some Topics for Examination

Withdrawals

Non-business income

Government Payments

Cost of Production

Debt Load (asset and liability structure)
Asset revaluation

Capital asset purchase

Risk Protection Tools (Insurance)
Non-cash income

Non-cash expense (not depreciation)
Contributed capital

Distributed capital
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Business Performance

e Every dollar of income goes towards increasing
net worth

e Every dollar of expense goes towards decreasing
net worth

e If growth in Net Worth comes only from external
sources, you are on shaky ground as a business

* You must be profitable enough to pay for:

— Family Living , Debt Principal, Savings, Reinvestment,
Retirement

e Positive Cash Flow is good but......
— Cash Flow # Profits
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Accrual Adjusted Financials

e Catch problems with:
— Inventory sell down to manage cash needs

— Selling capital asset base, your manufacturing plant
(livestock, machinery, land, etc.)

— Capital contributions/distributions
— Unearned equity increases

e Allows accurate business performance evaluation
for each time period

 If you can not measure it, you can not manage
it!! ..... So get started!
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