Course:
01.411 Agricultural Business and Management

Unit 3:
Financial Analysis  
Lesson 2:
Net Worth Statement and Financial Analysis 

QCC:
50, 54, 58, 59, 61
Objectives: 

1.
Describe the components of a net worth statement.

2.
Prepare a net worth statement.

3.
Interpret a net worth statement.

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 Instructor’s Guide.  Moline, IL. 
Deere and Company.  Farm and Ranch Business Management Instructor’s Guide.  Moline, IL. 

GA Ag Ed Curriculum CD, PP_ Net_Worth
Materials and Equipment:

Teaching Procedure

Introduction and Mental Set 

Net worth is determined by assets (what is owed) minus liabilities (what is owned).  Ask students if they have ever heard someone make a statement such as “Mr. Doe must be worth a lot.  Look at his big house and expensive cars.”  Or, “Mr. Jones must not be worth much.  He lives in a small house and drives an old pickup.”  It is quite possible that Mr. Jones may be worth more in a financial sense than Mr. Doe.  Mr. Doe may have possession of more things, but he may also owe a lot.  Mr. Jones may possess little, but it may be paid for and he may have saved his money rather then spend it.  He may earn far less than Mr. Doe, but still be “worth” more than Mr. Doe.  This lesson will guide you through the process of determining net worth and how this information can be used.
Discussion









1.
A Net Worth statement is sometimes called a Financial Statement or Balance Sheet. It contains two main parts - Assets and Liabilities.
A.
The assets are divided into three categories.

· Current (cash or assets that can be converted within the next 12 months).

· Intermediate ( from 1 year to 10 years in life, example machinery, production livestock and buildings that will last less than 10 years).

· Long term ( land and buildings that will last over 10 years )

B.
On the liabilities side assemble notes, mortgages, accounts payable, etc. and enter them as current, intermediate, and long term.
2.
The values used in a Net Worth Statement should reflect the purpose of the statement. 
If justifying or proving one’s honesty to the I.R.S., then the values will need to be at the assets adjusted tax basis. For a statement used in estate planning or for obtaining credit the fair market value should be used. Fair market value is considered if one wishes to evaluate investment opportunities of the farm capital in alternative uses.
3.
For someone wanting to manage a farm and measure financial success only, the following valuation scheme would be useful: buildings, land at cost, depreciable real estate, machinery, equipment at adjusted tax basis; conservative value of breeding livestock at fair market value, livestock held for resale, feed, seed, supplies, and other current assets at market value.

For valid comparisons, breeding livestock values should not be changed from year to year to avoid paper profits and losses.
4.
Current assets will change and should be valued at expected market values. 

By using this system, changes in net worth is more a reflection of the farm earning capacity than of investment strategies or changes in value of assets.
5.
Have the students complete assignment sheet #1 in the student guide.  

6.
Have the students complete the attached Net Worth Statement showing farm and non farm assets and liabilities.  
Assign values for the different items.

7.
Discuss what can be determined by the Net Worth Statement.

A.
Liquidity 

B.
Solvency

C.
Equity
Summary
The Net Worth Statement is a picture of the financial picture of the business at a specific point in time - the day the statement was made. The statement shows how capital is invested, how liabilities are divided, and how net worth is changing.
Evaluation

Use assignment sheet #2 in Student Guide as a quiz on Net Worth Statement.
Net Worth Statement

Assets                                                                             Liabilities

I. Current                                                                        V. Current

A. Farm                $_________                                       A. Farm         $________

B. Non-Farm         $_________                                       B. Non-Farm $________

C. Total Current                                                               C. Total Current

(A + B )                $________                                               (A + B)      $________

II. Intermediate                                                                VI. Intermediate

A. Farm                 $________                                          A. Farm        $________

B. Non-Farm         $________                                           B. Non-Farm  $_______

C. Total Intermediate                                                         C. Total Intermediate

( A + B )               $__________                                        (A + B )        $__________

D. Total Current and Intermediate                          D. Total current and Intermediate

( I-C + II-C )         $__________                                    ( V-C + VI-C )   $__________

III. Long -Term                                                               VII. Long - Term

A. Farm                $__________                                     A. Farm              $__________

B. Non-Farm          $___________                                 B. Non-Farm      $__________

C. Total Long-Term                                    
        C. Total Long-Term

(A + B )              $__________                                              ( A + B )           $__________

IV . Total Assets                                                                   VIII. Total Liabilities

A. Farm                                                                                 A. Farm

(I-A + II-A + III-A)     $_________                                       (V-A + VI-A + VII-A)  $_______

B. Non-Farm                                                      B. Non-Farm

(I-B + II-B + III-B )     $________                       (V-B + VI-B +VII-B)  $________

C. Total Assets                                                   C. Total Liabilities

(A + B )                       $_________                     (A + B )                $__________

IX. Net Worth

A. Farm (IV-A - VIII-A)                     $____________

B. Non-Farm (IV-B - VII-B)                $___________

C. Total Net Worth (A + B)                $__________

Using this form make up some realistic numbers and place them in the correct column.

The teacher using this form can make some examples for the students to interpret.

Assets Current : Include Cash on hand, money owed to you, Livestock held for sale, crops held for sale or growing, any feed, seed, supplies, and prepaid expenses, any other current farm assets

Assets Intermediate : Include Machinery, Equipment, Breeding and Dairy Livestock, Other intermediate farm assets, non-farm intermediate assets

Long-Term : Land and non-depreciable improvements, buildings including improvements, any other long-term farm assets.

Liabilities Current - Principal payments due in the next 12 months both intermediate and long-term debt, farm accounts that you owe, rent, taxes, interest due and unpaid, plus any other current farm debt or liabilities.

Intermediate and long-term deferred principal payments over 1 year and over 10 years respectfully not due this year.

Net Farm worth  is Total Farm Assets - Total Farm Liabilities

Total Net Worth is Total Assets - Total Liabilities

Change in net Worth is This year’s Farm Net Worth - Last year’s Farm Net worth

Change in Total Net Worth is: This year’s Total Net Worth - Last year’s Total Net Worth.
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