Course:
01.411 Agricultural Business and Management

Unit 3:
Financial Analysis  
Lesson 1:
Importance of Financial Analysis

QCC:
50, 57, 60, 61, 64
Objectives: 

1.
Analyze the importance of financial analysis on the management of an agribusiness.

2.
Differentiate between kinds of financial analysis and the use of each.

Teaching Time:

4 hours
References:

Deere and Company.  Farm and Ranch Business Management.  Moline, IL. ISBN: 0-86691-135-9.  
Deere and Company.  Farm and Ranch Business Management. Student’s Guide.  Moline, IL. 
Deere and Company.  Farm and Ranch Business Management.  Instructor’s Guide.  Moline, IL. 

GA Ag Ed Curriculum CD, PP_Finanical_Analysis_Casey_Osksa
GA Ag Ed Curriculum CD, PP_Profitability_Records_to_Improve_Performance
Materials and Equipment:

Teaching Procedure

Introduction and Mental Set

The investments that are required for farming makes it impossible for most farmers to pay as you go.  Credit is needed to make purchases such as machinery.  Also, credit is often needed to finance a crop.  To be able to obtain the credit needed, a farmer must have good financial records.  With accurate records, the farmer and loan officer can analyze the financial condition of the business.  Several kinds of financial analyses can be used to determine the financial condition.
Discussion

1.
Financial Analysis - Refer to Chapter 3 in the Farm and Ranch Business Management book

A.
A Financial Analysis is like a physical checkup; it determines the condition of a business.

B.
Words to define and discuss before beginning 

· Assets - items that have worth or market value; 

· Liabilities - debt or obligations of the business. 

C.
Each of the above has three types.

· Current - within 12 months

· Intermediate - more than 12 months but less than 10 years 

· Long-term - permanent items such as real estate and buildings
2.
Net Worth Statement

A.
Net Worth = total assets - total liabilities

B.
Can also be called owner’s equity

C.
Discuss types of assets and liabilities
· Current

· Intermediate

· Fixed or Long-term
3.
Financial Analysis from the Net Worth statement

A.
There are three kinds of Financial Analyses

· Comparative

· Projected

· Ratio

B.
Liquidity-ability of a business to generate enough cash to pay bills without disrupting business
C.
Solvency-a business is solvent if total assets are greater or exceeds the total liabilities. Two types:

· Net Capital ratio

· Debt to equity ratio
4.
Income Statement-sometimes called a profit and loss statement

A.
Receipts - money received from the sale of crops, livestock, and livestock products during the year. Can also include government payments and miscellaneous farm sources of income.

B
Expenses - money paid out to operate the business. Feed, seed, and fertilizers are examples of expenses.

Classification of Expenses:

· Fixed

· Operating

C.
Net cash income = Gross income - operating expenses - fixed expenses.
5.
Net Farm income is the cash income and the adjustments that are added together.

6.
Comparative Analysis lets the farmer compare income statements to find trends in receipts and expenses.

7.
Ratio analysis

A.
Operating ratio

B.
Fixed ratio

C.
Gross ratio
8.
Discuss distribution of net farm income

A.
What category of labor is not shown on income statements?

B.
What is return to equity capital?  Why is it important to calculate?  How is it calculated?

C.
What is return on total capital?  How is it calculated?

D.
What is return on equity capital?  How is it calculated?

E.
What is a projected analysis?

F.
What are the relationships of net worth and income statement?
9.
Discuss how long-term assets should be shown on net worth statements. 

A.
What are long-term assets? 

B.
How should long-term assets be valued on a net-worth statement?  
10.
Chapter 3 contains many charts, graphs , and explanations that will help the student and teacher to better understand the terms and forms described above.

The student will be able to see examples of A Financial statement chart, understand ratios, and trends in the business end of the farm.  

Using the charts as examples the teacher can make up some examples and instruct the student on how to complete them.

11.
Students should complete worksheets in the student guide to further emphasize how financial analyses are completed and used.

Summary
Assessing a farm=s financial analysis is important to determine the present financial condition of the farm and to project future considerations.

Evaluation

Grade assignment sheets

Written exam

Course: 01.411   Agricultural Business and Management

Unit 3, Lesson 1

Revised May 2007
1

