Course:
01.411 Agricultural Business and Management

Unit 3:
Financial Analysis  
Lesson 3:
Income Statement and Net Farm Income

QCC:
50, 54, 59, 60, 61, 63, 64
Objectives: 

1.
Identify the components of a net farm income.

2.
Prepare an income statement.

3.
Interpret  an income statement for making business decisions.

Teaching Time:

5 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 Student Guide.  Moline, IL. 

GA Ag Ed Curriculum CD, PP_Income_ Statement
Materials and Equipment:

Handout 3.3.1

Teaching Procedure

Introduction and Mental Set

Remember that a net worth statement provides information on the financial condition for a given point in time.  If a net worth statement is prepared at the same time of the year over a period of years, it will give some idea of how profitable a business is.  However, to better analyze profitability, an income statement should be prepared.
Discussion

1.
From pages 3-12 of the Farm and Ranch Business Management book discuss:
A.
Net Farm Income definition - The cash income and adjustments that are added together. Net farm income is a return to unpaid operator and family labor, equity capital, and management. 

B.
Income statement formula     Net Farm Income = Net Cash Income + Noncash Adjustments

2.
See handout for example of Income Statement
A.
The teacher can copy and discuss the Statement, then using numbers generated by the instructor help the student fill in the statement.  This exercise may be done as a handwritten ledger or as a spreadsheet.

B.
 Following the completion of the handout discuss the components of the statement and interpret the results.

3.
Discuss the types of information that can be derived from the Income Statement, how the information is calculated and how this information can be used.

A.
Comparative Analysis

B.
Ratio Analysis

C.
Return to Equity Capital

D.
Return on Total Capital

E.
Return on Equity Capital
4.
Have students complete assignment sheet #2 in Student Guide.

Summary

The income statement is important to determine the profitability of the business and to analyze the financial condition of the business.

Evaluation
Written Quiz
3.3.1

Income Statement for Bobcat Farms
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	Receipts/ Expenses
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3.3.1

A.
Operating Receipts

( Include Livestock Product and Sales)

Subtotal for Livestock

( crop sales )

Subtotal for Crops

(Other types of farm income)

Government

Custom Work

Dividends and interest

Rent paid cash

Subtotal

Then get a gross receipt from farming by adding all the subtotals together

B.
Cash Farm Expenses

Include any expenses from the farm to include:

Hired labor; Machinery, equipment, building, fence repair costs; cash interest; feed, 

Seed plant fertilizer, lime, chemicals cost; Machinery hired cost; supplies; breeding fees; 

3.3.1
Veterinary cost and medicine; gas, fuel, oil, lubricants; storage costs; taxes, Real Estate and personal property; insurance; farm share of the utilities; plus any other expenses used to produce farm income.

Total cash expenses

C.
Net Cash Income From Operation    (Gross Receipts - Total Cash Income) 

Change Items
D.
Adjustments for accrued Receipt - Expense Items and Inventory Change

1.
Receipts Receivable

2.
Expenses payable

· accounts

· taxes

· interest

· other

3. 
Prepaid expenses

4.
Inventories

· market livestock and products

· crops, stored

· feed and supplies

· cash investment in growing crops

3.3.1
E.
Adjustments for Capital Items:

· breeding livestock sales and purchases

· vehicles sales and purchases

· machinery sales and purchases

· improvements sales / purchases

F.
Total  non-cash Adjustments

G.
Value of Farm Products used in the home

Net Farm Income  (N F I = Net Cash Income + Noncash Adjustments)

Using numbers supplied by the teacher have the student make the above chart and fill in the columns Example page 3-12 and 3-13 of the Deere book

Practice handouts located in Instructor’s Guide for the Farm and Ranch Business Management, Deere


Course: 01.411   Agricultural Business and Management

Unit 3, Lesson 3

Revised May 2007
 1

