

I. BALANCE SHEET
Rhonda Rancher has applied for a loan. Her banker, Larry Loanmaker, says the old balance sheet on file must be brought up to date before a loan will be considered.  Rhonda spends the rest of the afternoon taking inventory and gathering other information.  Complete the balance sheet on the attached pages using the information below compiled by Rhonda on February 15, 2008.  

Milo on hand
4200 cwt. @ $4.40 per cwt.

Hay on hand 
    75 tons @ $50.00 per ton

Growing wheat 
  280 acres @ $22.50 per acre

Farm mortgage (due 4/01/08)
 $14,000 principal


$20,000 accrued interest

       
  balance after 4/01/08 payment      $208,000 

Buildings & improvements
$48,000

Note payable on feeder cattle (all due 11/15/08)
$34,000

Calves (to be sold in May 2008)    
98 head @ $275 per head

Feeder cattle (to be sold in 60 days) 
138 head @ $575 per head

Note payable at bank (all due 3/1/09)        
$52,000

Vehicles
$15,500

Other machinery & equipment
$80,500

Loan on beef cows (due 10/01/08) 
 $9,000 principal,


$3,900 accrued interest

   







       balance after 10/1/08 payment     $38,000

Land (present market value)


  



   1020 acres @ $560 per acre

Beef breeding cows         






     106 head @ $650 per head

Bulls   
                


    




             4 head @ $1,000 each

Checking account balance    



      
   


          $5,400

Account payable at Joe's Feed & Seed



  


          $4,200

Account receivable             




   



          $1,600

Shop Equip. (welder, lathe, drill press, etc.)

   



          $2,000

Ford Motor Co. stock
 

   




   200 shares @ $65 per share

Other Information

1)
Has paid in advance for $6,000 worth of feed in order to get a good price on it.  The feed will be delivered in May, 2008.

2)
Income and social security taxes on 2007 income is estimated at $7,200.


3)
Rhonda contributed $50,000 to get her business started.


4)
Retained earnings since the beginning of the business equals $305,000.

1.
What is Rhonda's owner's equity as of February 15, 2008?











Answer_____________

2.
How much working capital does Rhonda have?











Answer_____________

3.
What is her current ratio?











Answer_____________

4.
What is her debt/asset ratio?











Answer_____________

5.
What is her debt/equity ratio?











Answer_____________

6.      What is her equity/asset ratio?











Answer_____________

7.
Assume you are a financial consultant hired by Rhonda to analyze her financial condition.  Based on this balance sheet, what part of her financial condition is most in need of improvement?  WHY?

8.
What does this balance sheet tell you about the amount of profit Rhonda made in 2007?  Explain your answer.

9.
Rhonda wants to borrow $50,000 from the bank to buy additional beef breeding cows.  They will cost $50,000.  Assume the loan is made, the cows are purchased.

a)
What will Rhonda's owner's equity be immediately after the transactions are completed if there are no other changes on her balance sheet?











Answer_____________


b)
What will her debt/asset ratio be?

                                             





Answer_____________


c)
What will be her debt/equity ratio be?











Answer_____________

10.
If you were Larry Loanmaker, would you loan Rhonda the money?  Why?

II. AN ALTERNATIVE FORMAT FOR THE BALANCE SHEET

   
Billy Jones has applied for a loan at his local bank.  His banker, Sara Smith, says his balance sheet on file with the bank is too old to use and says Billy must file a new one before a loan will be considered.  Billy spends the rest of the afternoon taking inventory.  Make a balance sheet, using the three-category format, then answer the questions on the next page, using the information below compiled by Billy on Feb 1, 2008.  

Land (present market value)                

              2,000 acres @ $400 per acre

Beef brood cows                        


                  135 head @ $800 per head

Bulls      




                                  4 head @ $1,000 each

Checking account balance   





                         $8,000

Account payable at Bill's Feed Store  




             $3,000

Horses (working)                               




          4 @ $1500 each

Cash on hand    





                                     $1,000

Wheat on hand     



                                2,000 bu. @ $3.00 per bu.

Hay on hand                                   



       100 tons @ $50.00 per ton

Growing wheat                               


                  300 acres @ $20 per acre

Ranch mortgage ‑ payment due 6/1/08       




         $15,000

                                balance after payment                       


       $605,000

Buildings & improvements                      




        $60,000

Loan on feeder cattle (all due 3/1/08)  




         $25,000

Calves (to be sold this spring)        




      110 head @ $300

Savings account

         





          $6,000

Feeder cattle (to be sold in 40 days)    



       90 head @ $575

Note at bank (all due 8/31/08  





         $10,000

Truck    






                                   $3,000

Other machinery & equipment        





         $58,000

Loan on beef cows ‑ payment due 5/1/08     




          $5,000

                                    bal. after payment  




        $55,000

U.S. Savings bond (mkt. security)   





          $1,000

Past due real estate taxes    





                      $3,000

Account receivable  





                                  $2,000

Saddles, tack, etc.   






                         $500

Corporate stock (mkt. security)          





          $3,000 

1.  What is Billy's net worth as of February 1, 2008?

2.  What percent of his total assets are current assets?

3.  What is his debt-to-asset ratio?

4.  What is his working capital?

5.  What is his current ratio?

6.  What is the weakest part of Billy's financial condition?

7.  What is the strongest part of Billy's financial condition?

8.  Billy wants to borrow $80,000 from the bank to buy new machinery, which will cost $80,000.  Assume the loan is made and the machinery is purchased.

    a) What will Billy's net worth be the day the transactions are completed?

    b) What will his debt-to-asset ratio be?  

    c) What will be his debt‑to-equity ratio after the loan?

9.  If you were Sara, would you lend Billy the money based on his balance sheet? Explain your

     reasons.

III. A THIRD EXAMPLE

  
It is January 2 and Twin Pines Farm is putting together its annual net worth statement.  Following are a number of pieces of information they have collected.  Help them fit it all together using the attached blank statement.

1. The farm bank account has a balance of $4,250.

2. Their grain inventory is as follows:

a. Total corn in storage is 44,000 bushels.  Current market price is $2.25.

b. They sold a 10,000 bu. futures contract for $2.45 per bushel in October.  Current futures price is $2.30.

c. They have 7,000 bu. of soybeans contracted for March delivery at $5.00 per bushel.  Current soybean price is $4.50.

3. Their livestock inventory is as follows:

a. 1,200 head of 50-pound feeder pigs.  Current value is $50 each.

b. 800 head of pigs weighing about 150 pounds.  Current market price for 250-pound market hogs is $.40 per pound ($100 per head), so value them at $75 each.

c. 100 sows, valued at $150 each, and 8 boars worth $500 each.

4. They have 300 bags of purchased seed in storage for which they paid $80 per bag.

5. In November they applied $17,000 worth of fertilizer on their crop land.

6. They also prepaid the elevator $20,000 for additional fertilizer to be delivered and applied in April.

7. In December they sold 150 feeder pigs to a nephew for $8,000, to be paid when the pigs are sold in February.

8. Their other machinery and equipment have a depreciated value of $217,000 from their depreciation schedule, but they estimate its market value at $240,000.

9. The farm has several older buildings that added $50,000 to the purchase price of the farm 10 years ago.  They have deducted $24,000 in depreciation expense from that purchase, so far.  Their estimated market value is $30,000.

10. They own 240 acres of farmland that they purchased ten years ago for $315,000.  They estimate its current value at $480,000.  They also rent 500 aces of cropland for $125 per acre.

11. They own a motorboat used for waterskiing, worth $14,500.

12. The current operating loan with Farm Credit is $87,300, with accumulated interest of $2,370.

13. They owe Crop Managers, Inc. $1,500 for taking soil samples in November.

14. They owe $60,000 to AgCo Credit for their combine, at 8% interest.  Their last payment was made December 1.  Next December 1, they will have to pay $20,000, plus interest of $4,800.

15. They owe $100,000 for purchase of the farm, at 6% annual interest.  They made a payment last March 1. Their next payment will be March 1, principal of $8,000, plus interest.

NET WORTH STATEMENT

Name______________________________________   Date__________________________, 20________

	
FARM ASSETS
	Cost Value
	Market Value
	
FARM LIABILITIES
	Market Value

	Checking and Savings Accounts 
	
	
	Accounts payable 
	

	
	
	
	Farm taxes due 
	

	
	
	
	Short-term notes and credit lines 
	

	Crops held for sale or feed 
	
	
	Accrued interest - short 
	

	Investment in growing crops 
	
	
	- intermediate 
	

	Commercial feed on hand 
	
	
	- long-term 
	

	Prepaid expenses 
	
	
	Due in 12 mo. - intermediate 
	

	Market livestock 
	
	
	- long-term 
	

	Supplies on hand 
	
	
	Other
	

	Accounts receivable 
	
	
	
	

	Other
	
	
	
	

	
	
	
	
	

	Total Current Assets
	
	
	Total Current Liabilities 
	

	Unpaid Patronage Dividends 
	
	
	Notes and contracts, remainder 
	

	Breeding livestock 
	
	
	Other
	

	Time certificates
	
	
	
	

	Farm securities
	
	
	
	

	Other
	
	
	
	

	Machinery and Equipment 
	
	
	
	

	Total Intermediate Assets
	
	
	Total Intermediate Liabilities
	

	Buildings/improvements 
	
	
	Notes and contracts, remainder 
	

	Farmland 
	
	
	Other
	

	Farm Securities
	
	
	
	

	Other
	
	
	
	

	Total Long-term Assets
	
	
	Total Long-term Liabilities
	

	A.  Total Farm Assets
	
	
	B.  Total Farm Liabilities
	

	Current Assets (market)
=  ________  Current ratio

                 Current Liabilities                                                 
	C.
Farm Net Worth,
Cost Value (A - B)
	
	

	Total Liabilities        
=  ________  Debt to asset ratio

       Total Assets (market)
	D.
Farm Net Worth,

Market Value (A - B)
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5-


