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This is one of a series of four
publications which address the use
of financial records for farm man-
agement.

Other publications include: EC 92-
889-C, Farm Financial Records:
Selecting a Computerized Accounting
Program: EC92-890-C, Farm Finan-
cial Records: Financial Analysis; and
EC92-891-C, Farm Financial Records
- Record-Keeping Alternatives for Ne-
braska Producers.

In this publication, you will learn
about record-keeping in general and
accounting in particular. Acceptable
accountingpractices,financial state-
ments and their use are presented.
The objective is to allow you to be-
come familiar enough with account-
ing to be able to begin using a basic
accounting system for various busi-
ness purposes. This publication se-
lectively chooses those portions of
accounting which are applicable to
agricultural producers. The examples
used deal with agriculture.

Record Uses

Maintaining good recordsis criti-
cal for:

® income tax reporting

e credit acquisition

e reporting to landlords or busi-
ness partners

e providing information neces-
sary for decision making by the
farm manager

Cooperative Extension provides infor

tion and ed

Nebraska Cooperative Extension EC 92-888-C

Farm Financial Records:
Accounting Principles

Raymond E. Massey, James E. Friesen and Timothy A. Powell

Records kept for income tax pur-
poses need only be simple, cash based
records. Records for acquiring credit
will be more detailed than those
for tax purposes but are still rela-
tively simple. Reports to landlords
and business partners may be very
specific depending on the type of
information required. Records for
management need to be sufficiently
detailed to permit well informed
decision making.

Management information is the
most important product of a farm
record-keeping system. Properly
used management information will
make the other uses of records sim-
pler. It will also allow a farm
manager to identify which enter-
prises are profitable, spot problem
areas within an enterprise, identify
potential problems before they
occur, and increase the number of
decisions which are wellthought out.

Keys to Successful Record-
keeping

Record-keepingis a task thathas
been started many times by eager
farmers, only to be dropped later.
Reasons that complete, accurate
records are not kept revolve around
lack of time and motivation. Keeping
records is productive work!

]

A good record-keeping system
should take into account the your
needs, abilities and limitations. You
need to understand the purpose for
keeping the records and when the
purpose is known, it will help you
decide which records are useful and
need to be kept.

Records should be simple yet still
satisfy the needs you identify. Keep-
ing overly detailed records might
lead to confusion, frustration and
failure. Keep only the information
necessary to accomplish your pur-
poses. It is a good idea to start out
simple and become more complex as
your familiarity with therecord-keep-
ing system increases.

Appendix 1 contains a Needs
Assessment Worksheet designed to
help you determine what kind of
records are needed and how to get
started in keeping those records.

Issued in furtherance of Cooperative Extension work, Acts of May 8 and June 30, 1914, in cooperation with the
U.S. Department of Agriculture. Kenneth R. Bolen, Director of Cooperative Extension, University of Nebraska, m
Institute of Agriculture and Natural Resources.

1 programs to all people without regard to race, color, national origin, sex or handicap.



Accounting

Knowing how toperform account-
ing tasks and how to read financial
statements requires an understand-
ing of accounting principles and
concepts. Rules of recording various
transactions have been developed so
the person using the information
knows what has happened and the
consequences of those actions. These
rules, though useful to persons
familiar with them, often frustrate
and confuse others.

Accounting is designed to make
the financial records of a business
useful and understandable to many
people. Most importantly, the busi-
ness owner and manager receive an
objective, realistic picture ofthebusi-
ness. By standardizing many of the
record-keeping decisions, the man-
ager is free to manage the business
rather than invent new rules. The
detailed procedures also help man-
agers use consistent input in their
system so that comparisons can be
made between years and between
different businesses. Without such
rules, erroneous information might
be added causing erroneous deci-
sion-making.

Additionally, accounting rules
allow people outside the business to
get a consistently understandable
picture of the business. Banks use
the financial records of businesses to
understand the business’s financial
health and credit worthiness. Inves-
torsuse the same statements tomake
decisions about buying stock or form-
ing a partnership with the business.
Governmentagencies usetherecords
to determine taxes. The accounting
rules help standardize the records of
all businesses so they are under-
standable to many.

Accounting Practices

Many accounting systems are
available to agricultural producers.
While each has its own characteris-
tics, many systemsdon’tfitany neatly
defined category. There are several
conventional terms which are used
in accounting. The following section
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will discuss accounts, double and
single entry accounting, debits and
credits, cash and accrual accounting
and account valuation.

Accounis

An account is any group of items
having common characteristics. The
term account is common when refer-
ringtofinancial assets, suchascheck-
ingand savingsaccounts orfinancial
liabilities, such as a charge account
at a local store. For financial record-
keeping purposes assets such as
grain, livestock and land are also
called accounts.

Asset accounts representitems of
value owned by the person or busi-
ness. Assets are things possessing
service potential or utility to their
owner that can be measured and
expressed in monetary terms.

Liability accounts represent the
claims that others have against the
assets of the person or business. Li-
abilities have a known or determin-
able amount, date to be paid, and
person to whom payment is made.

Equity accounts track the claims
of the owner against the assets of the
person or business. Equity, or net
worth, is the difference between the
value of assets and liabilities. Itis an

estimate of what would be left if all
assets were sold and all liabilities
were paid.

Income and expense accounts are
types of equity accounts with
special functions in accounting. The
expensesandincomeassociatedwith
production are recorded in these
accounts as they occur. Simple
accounting systems frequently used
by producers often contain only in-
come and expense accounts. These
accounting systems track only the
income and expenses of a business
without trying to maintain a com-
plete record of the value of all
accounts at all times.

The Chart of Accounts is a listing
of all of the accounts being used by
a business. An example chart of
accounts, such as Appendix 2, gives
anidea of the type of accounts under
each broad category.

The numberofaccounts and their
degree of detail will vary among
businesses depending on the infor-
mational needs of those interestedin
the business. As the number of
accounts increases the managerial
usefulness of the records generally
increases, but so does their complex-
ity. The person keeping and using
therecordsneedstodeddehowmuch
information is needed before deter-
mining how many accounts to have.

Double and Single Eniry
Accounting Systems

Single entry accounting systems
requireonly oneentry for eachtrans-
action. An example is a checkbook
register. These systems are not con-
cerned with recording how an in-
crease or decrease in an account has




Figure 1: Example single entry transactions

Single Entry Transactions
Date Check No. Account Paid To/Received Amount
From

Oct 1, 1991 222 Feed Expense Walt’s Feed -125.00

Oct 3, 1991 Receipt Hay Income Mr. Brown + 500.00

Oct 5, 1991 223 Land AG Realty - 80,000.00

Oct 5, 1991 Receipt Loan AG Bank +40,000.00

Oct 6, 1991 224 Fuel Expense Co-op -36.50

Oct 6, 1991 224 Supplies Co-op -6.50
occurred. In addition, they may pre- Agricultural producers fre- The Accounting Equation

vent income from being properly
matched with expense if care is not
taken. Figure 1 contains example
transactions for a single entry
accounting system.

Double entry accounting systems
require two entries, affectingatleast
two accounts, for each transaction.
In Figure 2, the same transactions
from Figure 1 arerecordedinadouble
entry fashion. Notice that the
amounts listed under the column
titled “Debit” equals the amounts
listed under the column titled
“Credit.” Debits equalling credits is
one of the basic characteristics of the
double entry accounting system.

quently use a hybrid single and
double entry accounting system. The
Nebraska Farm and Ranch Busi-
ness Record, commonly called the
Blue Book, distributed by University
of Nebraska Cooperative Extension
is a hybrid system. The Blue Book
helps track the revenue and expen-
ditures incurred during a time
period but does not match income
with expenses nor tell whether cash,
check or credit was used in any par-
ticular transaction.

The rest of this publication uses
double entry practices for clarity of
discussion.

An understanding of accounting
begins with an understanding of the
accounting equation. The account-
ing equationis always maintained in
a double entry accounting system.
The value of assets will always equal
the value of liabilities and equity.

Each account has a left and right
side on the transaction log. In ac-
counting, the left side is known as
the debit side and the right side is
known as the credit side. To debit an
account means torecord it on the left
side of the log, to credit an account
means torecord it on the right side of

the log. Nothing can be said about

Figure 2: Example double entry transactions

Double Entry Transactions
Date Trans. No. Description Account Debit Credit
Oct 1, 1991 1010 Walt’s Feed Feed Expense 125.00
CK #222 Checking 125.00
Oct 3, 1991 1011 Mr. Brown Checking 500.00
Sale of Hay Hay Income 500.00
Oct 5, 1991 1012 AG Realty Land 80,000.00
CK #223 Checking 80,000.00
Oct 5, 1991 1013 AG Bank Checking 40,000.00
Land Loan Loan 40,000.00
Oct 6, 1991 1014 Co-op Fuel Expense 36.50
Supplies 6.50
CK #224 Checking 43.00




whether adebit orcreditincreasesor
decreases an account without also
specifying the type of account being
debited or credited. Debit and credit
do not mean increase or decrease.
They only mean left and right side.
Figure 3 illustrates how a debit
and credit affect different types of
accounts.

Notice in Figure 2 that the check-
ing account has entries placed on
both its debit and credit side. When
money is taken out of the checking
account, the entry is a credit; when
money is put into the checking
account, the entry is a debit.

Transactions which are not ex-
penses or income may be entered
withina double entry system. Trans-
action number 1012 from Figure 2is
apurchase ofland. Within the double
entry system, this is an asset trans-
fer. The transaction decreases the
checking account by a credit of
$80,000. The land account, another
asset account, is increased by a debit
of $80,000. Other types of transac-
tions, such as loan receipts or pay-
ments, purchasesoncredit, non-cash
transfers between accounts, and
recognition of depreciation are
handled in similar fashion within a
double entry system.

The main characteristic of the
debit and credit scheme of a double
entry system is the equal and off-
setting transactions. Equal and
offsetting transactions means that
every time an account is debited, an
equal value of credits must be

Figure 3: Effect of debits and credits on different accounts

Assets =
Debit Credit

Liabilities
Debit Credit

Equity
Debit Credit

applied to one ormore accounts. This
way of recording transactions main-
tains the accuracy of the accounting
equation. Also, transactions can be
tracked because a double entry
accounting system records both the
origin and the destination of all
changes to the accounts.

Cash and Accrual Accounting

Single and double entry refer to
the organization of the accounting
system. The terms “cash” and
“accrual” refer to the timing of en-
tries within the system. Single entry
is often equated with a cash-based
accounting system; double entry,
with acerual. This is not necessarily
the case. Both single and double
entry systems will support either
cash- or accrual-based accounting.
In acash-based system,transactions
are recorded only when cash is re-
ceived or paid out. In an accrual-

Expense Income

Debit Credit| Debit Credit

based system, transactions are
recorded when they take place,
whether or not cash is involved.

Examples of cash-based trans-
actions are shown in Figure 4. Each
of these entries involves the check-
ing account. Figure 5 shows the same
set of transactions within an accrual
framework. The first transaction
shownisfor apaymentfor crop chemi-
cals made in December. This trans-
action is actually a pre-paid expense
forlowering income tax liability. The
chemicals purchased in December
are not recorded as an expense in
December because they are not used
until the next year. In essence, one
asset (cash) has been exchanged
for another asset (pre-paid chemical
expense). Pre-paid expenses are an
asset because the item purchased
has not yet been used butis available
for use. The actual chemical expense
is incurred, and recorded, when the
chemicals are used in March.

® B
o




Figure 4: Example cash based transactions

Cash Based Transactions

Date Trans. No. Description Account Debit Credit
Dec 20, 1991 602 Co-op Crop Expense 1000.00

CK #156 Checking 1000.00
April 20,1992 | 1010 Walt’s Feed Feed Expense 125.00

CK #222 Checking 125.00
June 1, 1992 1145 Mr. Brown Checking 500.00

Sale of Hay Hay Income 500.00
June 15,1992 | 1176 Walt’s Feed Feed Expense 220.00

CK #301 Checking 220.00

Income from goods delivered but Thelasttransactionin Figure5is  the value of the hay as an expense.

where payment has not yet been
received are recorded in a similar
fashion. In Figure 5, the May 15
entry shows that hay was sold to Mr.
Brown but that no payment was
received. Rather than the checking
account increasing, the receivable
account increased. When payment
for the hay is received onJune 1, the
receivable account is debited as the

one which would not showup atallin
a cash system. It is a transfer of hay
for feed between the hay and cattle
enterprises within a farm. There is
no cash transfer. However, to evalu-
ate the profitability of individual
enterprises within the farm busi-
ness, the hay enterprise must recog-
nize the value of hay which was
transferred as income, and likewise,

Keeping records by the accrual
method will allow for this recogni-
tion.

Account Valuation

Every account, in financial
records, must have a dollar value.
With income accounts, the value

checking account is credited. the cattle enterprise must recognize  received is recorded; with expense
Figure 5. Example accrual based transactions
Accrual Based Transactions
Trans.
Date No. Description Account Debit Credit
Dec 20, 1991 602 Co-op Prepaid Expense 1000.00
Chemicals-crop Checking 1000.00
Mar 15, 1992 651 Chemicals-crop Prepaid Expense 1000.00
Crop Expense 1000.00
Mar 20, 1992 756 Walt’s Feed Feed Expense 125.00
Feed on account Payable 125.00
Apr 20,1992 | 1010 Walt’s Feed Payable 125.00
CK #222 Checking 125.00
May 15, 1992 973 Mr. Brown Receivable 500.00
Sale of Hay Hay Income 500.00
June 1, 1992 1145 Mr. Brown Checking 500.00
Sale of Hay Receivable 500.00
June 15,1992 | 1176 Walt’s Feed Feed Expense 220.00
CK #301 Checking 220.00
Oct. 5, 1992 2021 Transfer hay to Feed Expense 750.00
Cattle enterprise Hay Income 750.00




accounts, the value paid is recorded.
Liability accounts show the dollar
amount owed to other businesses
and individuals. The asset accounts
are more difficult to value because
they may not be traded routinely.

Assets valued by cost basis use
their original cost minus any depre-
ciation which has been taken on
them. Each item’s value then can be
established once a depreciation
methodisfinalized. Assets valued by
market value basis are recorded as
the price which they could bring if
sold. Methods of obtaining market
values include estimates based on
information such as recent auctions
or by having an appraiser determine
the value of the asset.

Reports

Records are kept for the informa-
tion they give to various decision
makers in the business. Much of the
information contained in financial
records are used to generate stan-
dard reports useful for gauging the
health of the business over time and
at single points in time,

The Balance Sheet

The accounting equation forms
the basis for the balance sheet. Asset
account balances are listed on the
left side; liability and equity account
balances are listed on the right side.
The balance sheet is prepared for a
single day and is a picture of the
financial situation of the business at
asingle pointin time. It shows the
financial health of the business on
the day it was prepared. The bal-
ance sheet details the value of all
assets owned by the business on that
day,whatis owed to creditors onthat
day, and what portion of the busi-
ness is retained by the owner as
equity. A typical agricultural bal-
ance sheet is shown in Appendix 2.

Balance sheets can be prepared
for any day of the year. It is common
in agriculture for farmers to prepare
a balance sheet just before going to

their lender for funds. In that case
the balance sheet may be prepared
on a different, arbitrary day each
year. For business analysis it is
important that the balance sheet be
prepared on the same day of each
year. This permits the information
contained in the balance sheet to be
used in matching income with
expenses so that a more realistic
picture of the business is obtained.

For most businesses, December
31 of each year is an ideal time to
routinely prepare a balance sheet. In
agriculture, this is usually a more
relaxed time of the year when the
record-keeping task doesn’t conflict
with other work. Tax records are
usually associated with a January 1
to December 31 year. Crop agricul-
ture fits particularly well into a
December 31 balance sheet because
most crops, except perhaps wheat,
are not growing and an estimate of
the value of growing crops does not
need to be made.

Balance sheets tend to be broken
down first by time, then by type of
asset or liability. Recommended
time categories are current and non-
current.

Income Statement

The income statement is a sum-
mary of revenue and expenses for
the year. Appendix 2 is an example
income statement. Theincome state-
ment represents a period of time.
When the income statement repre-
sents the time between two balance
sheets, the income statement will
help explain the change in equity
between the beginning and ending
balance sheets. The income state-
ment alsohelps t;?mplete IRS Sched-

ule F and has useful information for
analyzing the financial performance
of a business.

The Gross Revenues and Total
Expenses sections form the bulk of
the Income Statement. Cash income
and expenses are adjusted for
changes in inventory (asset) account
balances to properly match income
and expenses, and to provide useful
management information.

If Balance Sheets were prepared
on the first and last days of the year
under consideration, the inventory
account balances can be taken
directly from them. The change in
the inventory value from one year to
the next gives a record of activity
occurring in each account during the
year, For example, if the feed inven-
tory accountincreased fromoneyear
to the next, it could be assumed that
more feed was raised and/or pur-
chasedinthe year than wasfed. This
increase in the value of feed on hand
should not be considered an expense
against the livestock raised in that
year. Similarly, if the corninventory
account decreased from one year to
the next, it shows that more cornwas
fed and/or sold in the year than was
produced. Ifthis change ininventory
is not taken into account, the income
from that year will be overstated.

A cash-based income statement
unadjusted for inventory changes
does not fulfill the accounting
principle of matching income with
expenses. A producer may incur
expenses for the production of a crop
in one year and not sell the commod-
ity until the next year. When this
occurs under a cash-based account-
ing system, the income will be over-
stated in one year and the expenses
overstated in another year. A strictly



‘cash-based income statement may
not give an adequate picture of the
performance of the businessfor man-
agement purposes. If inventories
change during an accounting period,
a cash-based income statement is of
limited value for management deci-
sions.

Under accrual-based accounting
rules, expenses and income are re-
corded when they occurregardless of
whether or not cash is involved.
Therefore income is already prop-
erly matched with expenses.
Expensesmaybeprepaidinoneyear,
the bulk of the expenses associated
with a cropincurred in the next year
and the commodity sold in another
year, but under accrual accounting
the income generated from the sale
oruse ofacommodity willbe matched
with the expense associated with the
production of that commodity.

Enterprise Reports

The whole farm income state-
ment gives an idea of the financial
performance of a business. However,
most businesses consist of several
smaller activities, each of which are
expected to generate a profit. These
smaller business activities which
make up the whole farm are called
enterprises. An enterprise can be a
crop (e.g., corn or wheat), livestock
(e.g., cattle or hogs) or business (e.g.,
custom farming or seed sales) activ-
ity which, when considered together,
makes up a farm.

An enterprise report may be
thought of as an income statement
for a particular enterprise. It reports
the income, expenses and adjust-
ments of just those items which
affect a single enterprise.

Enterprise analysis allows a
producer to isolate the financial con-
tribution of separate enterprises to
the whole farm’s profitability. All
enterprises may consistently makea
profit for the farm. On the other
hand, certain enterprises may con-
sistently lose money and it remains
unknownbecauseanotherenterprise
makes sufficient profit to cover the
losses. This information is seldom

used by persons outside the business
but may give the manager the most
useful information for decision mak-

ing.

Cash Flow Plan

The balance sheet presents a pic-
ture of the financial status of the
farm on a single day. The income
statement gives an idea of whether
or not an operationis profitable. The
cash flow plan gives an idea of
whether or not that same operation
is feasible. Profitable and feasible
are not the same. A profitable opera-
tion may not work if sufficient cashis
not available when it is needed to
finance the business.

The cash flow plan reports any
activity connected with the cash
accounts. It reports the cash inflows
and outflows for a specified period of
time. The cash flow plan often is
divided by month or quarter of the
year. A quarterly cash flow plan is
shown in Appendix 2.

All cash expenses and income
items appear. However, cash trans-
actions which are not direct expense
or income entries, such as principal
received from or paid on loans, and
capital asset purchases and sales,
will also show up. Family living cash
flows are also included. Non-cash
income and expense items, such as
depreciation expenses and transfer
of inventory from one non-cash
account into another non-cash ac-
count (e.g., corn in inventory into
hog feed expense account) are not
recorded on the cash flow plan.

There are two types of cash flows
records - historical and projected.
Historical cashflow recordsarefairly
easy to develop. The transactions
which occurred in the cash accounts
are separated into months or quar-
tersand listed by the type of revenue
or expenditure for which they were
used.

Projected cash flow plans are the
type creditors want to see when
considering loan applications. Real-
istic estimates must be used when
preparing them so that the expected

inflow is not overstated and the
expected outflow is not understated.
Historical cash flow records can help
develop a projected cash flow plan
becausethey arearecord of whathas
been done in past years. Previous
years’ values need to be adjusted to
reflect any expected changes in the
quantity and prices of any inputs
purchased and commodities or ser-
vices sold. Historical cash flow
records can be compared to projected
cash flows for the same period to
have an idea of how accurate projec-
tions have been.

The monthly or quarterly divi-
sions help a producer know when
cash will be in short supply or in
surplus. The cash flow planreveals if
the producer’s cash account willmeet
business needs. It also gives an idea
of the size of any cash shortages. The
needed cash may then be obtained
through aloan or sale of inventory or
other assets. The cash flow plan also
shows when excess cash may beina
producer’s checking account and for
how longthe cash is expected to be in
the account. This excess cash can be
invested until needed rather than
allowed to remain unproductive.

Statement of Cash Flows

An accounting statement rela-
tively new to agriculture is the
Statement of Cash Flows. This state-
ment is not the same as a Cash Flow
Plan, discussed above.

The Statement of Cash Flows is
an historical record of sources and
uses of funds. The three main divi-
sions of the Statement of Cash Flows
are Net Cash Provided by Operating
Activities, Net Cash Provided by
Investing Activities and Net Cash
Provided by Financing Activities. The
intentofthe Statement of Cash Flows
is to help manage cash. An example
of a Statement of Cash Flows is in
Appendix 2.

Statement of Owner Equity

The Statement of Owner Equity
report explains the change in own-
ers’ equity from the beginning

7



balance sheet to the ending balance ~ Figure 6: Relationship of Statement of Owner Equity to
sheet using information available beginning and ending balance sheets.

from the income statement and

balance sheets. An example of this January 1 December 31
statement is given in Appendix 2. Balance Sheet Balance Sheet
The relationship of the Statement of

mm :“sg‘;t"fi‘“sh“‘o‘gw;‘;g Assets | Liabilitied Assets |Liabilities
Figure 6. This statement simply
explains the source of any equity
changes over the reporting period.

This change may be due to net
income, changes in inventory valua-
tion or the amount of living expense
withdrawn from the business by the
OWner.

Equity Equity

Summary A

Record-keeping is work which
is often neglected by agricultural
producers. The information in
records is valuable for making wise Statement of Owner Equity
management decisions and increas-
ing profitability. A clear picture of S Beginning Equity
what information is needed is essen- + Net Income
tial to consistently keeping accurate Valuation Changes
records. — Family Living Withdrawals

H

The principles of accounting dis-
cussed above give guidelines for
achieving maximum use from farm
business records. The experiences of
others who have worked throughthe
difficulty of record-keeping and come
up with a working system are found
in accounting principles. They sim-
plify the process because they give
direction about which records are
important and how torecord them so
that they are understandable and
useable for management.

Many producers want the final
product of financial record-keeping
— the balance sheet, income state-
ment, cash flow plan and statement
of owner equity. A lot of work goes
into recording transactions before
the reports are available, and the
reports are just aids for effective
management. The information con-
tained on these reports needs to be
used wisely to manage the whole
farm and individual enterprises
within the farm.

= Ending Equity
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Glossary

Account - any group of items with common characteristics.

Accrual-Based System - accounting system where transactions are recorded when they are incurred, whether cash
is involved or not.

Assets - items of value controlled by the person or business.

Balance Sheet - a picture of the financial condition of the business at a single point in time.

Cash-Based System - accounting system where transactions are recorded only when cash is received or paid out.
Cash Flow Plan- a financial report summarizing all activity connected with the cash accounts.

Chart of Accounts - a listing of all of the accounts being used by a business.

Cost Basis - values assets at original cost minus depreciation.

Credit - the right-hand side of an account in a transaction log.

Debit - the left-hand side of an account in a transaction log.

Double Entry Accounting System - accounting systems which records transactions twice; once showing the source of
the transaction and once showing the destination of the transaction.

Enterprise - smaller business activities whichmake up the whole farm. An enterprise canbeacrop (e.g., corn or wheat),
livestock (e.g., cattle or hogs) or business (e.g., custom farming or seed sales) activity which when considered
together makes up a farm.

Equity - the value of assets minus all liabilities. The money value of the business in excess of the claims against it.
Income Statement - a summary of the level of revenue and expenses for the year.

Liabilities - claims that others have against the assets of the person or business.

Market Value Basis - values an asset by using the price which it is believed to be worth on the day of the balance sheet.
Net Worth - equity.

Single Entry Accounting Systems - records transactions once.



APPENDICES

1. Needs Assessment Worksheet

2. Accounting Statement Examples
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Needs Assessment Worksheet

Appendix 1

Needed?
How will your records be used? Reports required: Yes/No Comments
Income Tax Reporting Cash basis income statement,
depreciation schedule
Reporting financial performance Accrual adjusted income statement
to creditors
Reporting financial position to Market value balance sheet
creditors
Reporting lease performance to Profitability reports by farm or enterprise,
landlords inventory records
Reporting business performance Accrual adjusted income statement, market
to partners and/or shareholders and cost basis balance sheets
Management decision making
- business profitability Accrual adjusted income statement, market
and cost basis balance sheets,
- enterprise performance Enterprise profitability reports, production
records
- projecting future performance Budgeting reports, i.e. Cash Flow Plan, and
enterprise budgets
Other:
Applicable
What are your resources? Record keeping implications: Yes/No Comments
Level of accounting expertise
- Low Single entry cash records, or record service,
adequate record keeping support from
record keeping advisor
- Medium to high No restrictions, maintain skills
Computer availability and expertise
- no computer available Hand kept records, or record service
- novice computer user User friendly software with adequate support
- Medium to advanced computer user | No software restrictions
Time available for maintaining records
- moderate level of time available Hand kept records, computer records may
save time
- little time available Record service
oney available for record keeping®
- under $100 Hand kept records, or low end general
business software
- $100-$400 Low end farm record software, or low end
record service (annual charge)
- $400-$1,000 Advanced farm record software or advanced
record service support (annual charge)
- over $1,000 Advanced farm record software, with optional
financial and production record modules
What special record keeping needs Applicable
do you have? Record keeping implications: Yes/No Comments
Detailed enterprise production Production record service or optional
records production record software with high end
farm accounting software
Tracking payroll for many employees Accounting service or optional payroll module
with high end farm accounting software
Large number of accounts receivable/ | Accounting service or optional receivables/
payable payables module with high end farm
accounting software
Other:

* Money available should not include the cost of accountant’s fees, which may be necessary with any option.

12

)




e

Appendix 2 Example Chart of Accounts
Account
No. Description No. Description
ASSETS EXPENSES
1000-00 Current Assets 5000-00 Labor E:_rpense
1020-00 Checking Account 5010-00 Salaries & Wages
1030-00 Savings Account 5270-00 Payroll Tax Expense
1041-00 Hedging Account 5280-00 Employee Insurance& Benefits
1050-00 Retirement Account 5300-00 Other Operating Expense
1210-60 Inventory-Mkt Hogs Purch. 5310-00 Machinery & Equipment Repairs
1230-70 Inventory-Mkt Cattle Purch. 5320-00 Building & Improvement Repairs
1400-00 Non-Current B0 Fihiip & Tynsk Sxpons
1460-00 Farmers Co-op Equity 8360:00 SEFRRi Ropiios
1510-60 Breeding Hogs Purchased 5410-00 Jrtereat
1530-70 Breeding Cattle Purchased S0 60 Bant
1610-00 Machinery & Equipment 5451-00 Grain (Feed)
1710-00 Building & Improvements %333 Ig:; I
1720-00 Farm Real Estate mercial Fee
= 5510-00 Seed
LIABILITIES 5520-00 Fertilizer
2000-00 Current Lisbilities 5530-00 Pesticides
2010-00 Operating Loan gggg hD{W'}?!! &}?F"rage
2020-00 Term Note ¢ achine Hire
" I oY, 5570-00 Supplies & Small Tools
2400-00 Non-Current Liabilities 5610-00 Breeding Fees
2410-00 Intermediate Term Notes 5620-00 Veterinary Fees, Medicine
2417-00 Pickup 5630-00 Other Livestock Expense
2420-00 Facility Loan 5650-00 Gasoline, Fuel & Oil
2425-00 Other Intermediate Term Notes 5660-00 Irrigation Fuel
2610-00 FLB - Real Estate 5710-00 Taxes (Real Estate & Personal
2620-00 FmHA - Real Estate Property)
2630-00 Other Long Term Notes 5730-00 Utilities
5750-00 Conservation Expenses
INCOME 5760-00 Land Clearing Expenses
3100-00 Market Livestock Sales 5810-00 Auto Expense
3110-60 Market Hogs 5820-00 Dues & Subscriptions
3140-70 Market Cattle 5830-00 Office & Bank Charges
) 5840-00 Legal, Acct. & Prof. Fees
32003220_10 Crosp;)JSdaJes 5 5850-00 Other Misc. Expense
3220-20 Corn 7600-99 Non-Farm Income
3230-00 Grain Sorghum 7610-99 Wages
3240-00 Wheat 7620-99 Interest Income
3250-00 Hay 7630-99 Dividend Income
3260-00 Misc. Crops 7640-99 Other Non-Farm Income
00 Other F I 7650-99 Refunds & Reimbursements
8400 BY . S Noome 7660-99 Nontaxable Receipts/Gifts
3410-00 Machine Hire e
3420-00 Patronage Dividends 8000;-‘;0 " Fm;‘ulydhwng
3430-00 Government Payments = et
3440-00 Crop Insurance Proceeds 8020-99 Clothing
3460-00 Misc. Farm Income gﬁ'gg %‘gﬁfxmnse
; ; - ies
3470-00 Hedging Gains/ Losses 8050-99 Ronrtdtines
3700-00 Breeding Livestock Sales 8090-99 Life Insurance
3710-60 Breeding Hogs 8100-99 Medicine &
3740-70 Breeding Cattle 8110-99 Medical (Doctor, Dentist, Insurance)
) 8120-00 Charitable Contributions
3800-00 Other Business Income 8130-99 Other Deductible Expenses
3810-00 Retail Seed Sales 8200-99 Other Family Living Expenses
4000-00 Cost of Sales 8900-99 Cash Withdrawals
4110-60 Market Hogs 9100-99 Income Taxes
4130-70 Market Cattle 9110-99 Federal Income Tax
4510-00 Seed - Dealer Cost 9120-99 State Income Tax
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Example Balance Sheet

Name As of
ASSETS LIABILITIES
Cash $ Accounts Payable
Marketable Securities Notes Due Within One Year
Inventories Current Portion of Term Debt
Accounts Receivable Accrued Interest
Prepaid Expenses Income Taxes Payable
Cash Investment in Growing Crops Current Portion - Deferred Taxes
Current Assets — Personal Other Accrued Expenses
Other Current Assets Current Portion — Personal Liabilities
Other Current Liabilities

Total Current Assets $ Total Current Liabilities
Breeding Livestock $ Non-Current Portion — Notes Payable
Machinery & Equipment Non-Current Portion — Real Estate Debt
Investments in Capital Leases Non-Current Portion — Personal Liabilities|
Investments in Other Entities Non-Current Portion — Deferred Taxes
Investments in Cooperatives Other Non-Current Liabilities
Retirement Accounts Total Liabilities
Other Personal Assets OWNER EQUITY
Real Estate Contributed Capital
Buildings and Improvements Retained Earnings
Other Assets Valuation/Personal Asset Equity

Total Non-Current Assets $ Total Equity
Total Assets $ Total Liabilities and Owner Equity

14
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Example Income Statement

Name for the period

+/- Change in Crop INVENEOTIES .......ccvvvveersrvreererssseesisrsenessesssssesssssssesressassessssans
Gross Bevenues from Crops ©..isicisimsimisssissessssssisssamissivessssisssisss
Market Livestock/Poultry Cash Sales .........cccccoeiiiiiiiiiiiiieiniiiiiiinineeee e ceiviinnns
+/- Change in market Livestock/Poultry Inventories..........ccccoueeverueeevnecerniennns
Gross Revenues from Market Livestock/Poultry ........ccccvvcvmreeniiinnsesioannens

Livestock Products ..

Government Prog'rams
Change in Value Due to Change in Quantlty of Rmsed Breed St.ock
Gain/Loss from Sale of Culled Breeding Stock ..

Change in Accounts Receivable 5 I

Other Farm Income ........covvvvvvvvvvvvennnnnnns

OB R Y O 08 L Tt e e T T T e S i e e S T e s

Purchased Feed/Grain .. ..c.cieressemssrsossasssssssssmmssnnsonsasensonsesserssbosssose $)

Purchased Market Livestock ...........ccccecveceriresrecrseeseeeressaesnssasssanans
Other Cash Operating EXPenses .......ccccoevvvieessrssiiessssssesssssssesssssnss
+- Accrual AdJuSEMENntS........cccccvevereiereeeessersssnessrsessorsrsssrassassssenres
DeDTECIAEION TEXDOINBE o rrsers srrmareregsres trentrodnesasess ixesanstesonas snsasasrnresans

EotalOper ANy BXPEOEER ooy sininsssisangimmiion i s s s sosit v e

CashiInterest Paid «.c...ocmmmnininiammmmn mnmrasanvihes s $
+/- Change in Interest PAyable ....:......uissmisssmsmsmsmesseansrnisnnmsisss

LT R 7 ol R DV 1 e C L s SRS S gl R Ry s e
LAl ERDOORE - .. st R e e G s s s

Net Farm Income from Operations ..........cccvrnee..e.

Gains/Loss on Sale of Farm Capital ASSets ...........ccccevvuerrveiieesseessesssesersaerssssns

....................................

et ParmiINcome o v b T e s R e sy R T e

Total Non-Farm Income

Income Before Taxes & Extraordinary Items ...

Cash Income Tax Expense ........

....................................

....................................

+/- Change in Income Tax Accruals...

+/- Change in Current Portion of Deferred Taxes

b ) b0 D OO N R . ) SN b e e A T M
Income Before Extradrdinary JUaMIE .......o....ccimriussorsiansssssinsersassnsesnsrosssarosesorase
Extractdinary e ANEE OLTAR) Lo b s aimrssssi s arisia

NGB TRCOIIR . .o ivevswssonsonsssnsmgions b e s e oS s Se eSS awe i e

----------------------------------
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CASH FLOW PLANNING FORM

Date Completed

Name

Address

Quarter 1

Quarter 2

Quarter 3

Quarter 4

Total

CASH FLOW IN

1. Beginning Cash Balance

Operating Sales
Crops

2
3. Livestock & Livestock Products
4

5. Other (Custom Work, Govt. Pmts., etc.)

Capital Sales
Breeding Livestock

Machinery & Equipment

6
7.
8.
9

[ 9. Other

10. Non-farm Income

11. TOTAL CASH AVAILABLE (Add lines 1 thru 10)

CASH FLOW OUT

Operating Ex:pense
12. Labor Hired

13. Repairs & Maintenance

14. Rents & Leases

15. Feed Purchased

16. Seeds & Plants

17. Fertilizer, Lime & Chemicals

18. Machine Hire

19. Supplies

20. Livestock Expense (Breeding, Vet. etc.)

21. Gas, Fuel, Oil

22. Storage, Warehousing

23. Taxes (Real Estate & Pers. Property)

24, Insurance (Property, Liability, Hail)

25. Utilities (Electricity, Telephone)

26. Freight & Trucking

27. Auto (if not included in other items)

28.

29. Feeder Livestock (purchased for resale)

30. Miscellaneous

Capital Expense
31. Breeding Livestock

32. Machinery

33.

34. Other

35. Family Living Expense

36. Income Tax & Social Security

37. Fixed Term Loan Payments Due — Principal

38. — Interest

39. TOTAL CASH REQUIRED (Add lines 12 thru 38)

SUMMARY

(if line 40 is negative)

40. CASH AVAILABLE less CASH REQUIRED (11-39)
41. Money to Be Borrowed

42. Debt Payments
Principal
(if line 40 is positive)

Interest

43.

b — ———

44, Ending Cash Balance

45. OPERATING LOAN BALANCE

(at End of Period)
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Example Statement of Cash Flows

Name For the period through
Cash Received from OpPerations .........cccececveeveeesivvesssssersssesssssssssasessssessssserssasssessesssssessssssssses +
Cash Received - Non-Farm Income I LR RS G +
Cash Paid for Feeder Livestock, Purchased Feed and Other Items for Resale ..................... -
Cash Paid for Operating Expenses W -
Coish Paid Bor InEEreat .. ... .ccccnnnimmmnmniic s a i vimsnimma s -
Net Cash - Incoriie & Social Seturily THEGE .........ccvccciomivasissssssissiessansssssusassasisssisssnsvsasivs -
Net Cash - Other Operating ACIVItIES ..........cccuevieirreerireeiarsisisissessessssesssessesrsasssessessensssesses -

Net Catly IRCOMO o anaanimmminssmrrs R e s s e

Cash Withdrawals for Family Living .........ccccccceiuericrenecreeseceessecine s

Net Cash Provided by Operating ACtiVIties ...........cccocuevieiieerisisiseessesisseesseesssssseessesssnsssns

.............................

Cash Received from Sale of Breeding LIVESLOCK .........ccccveerrrerieerrisreesrissssssessessnsssessesssesses +
(Other than normal culling)
Cash Received from Sale of Machinery & Equipment .............cccooveeieiiiniiieiisiosseessesissesnns -
Cash Received from Sale of Real Estate & Buildings ...........c.cccccverenee.. o+
Cash Received from Sale of Marketable Securities............cccocereeiiieinisiiersesserssssessesssssssssenns +
Cash Received from Sale of Personal Assets/Retirement Account Withdrawals ................... -
Cash Paid to Purchase Breeding LIVESEOCK ...........ccereereerveerersueresssessersesssnsseessessssssssssssssaes -
Cash Paid to Purchase Machinery & Equipment R e e S et -
Cash Paid to Purchase Real Estate & Buildings ...........cccccceververuecreniienseseesercsssesssssesssans -
Cash Paid to Purchase Marketable Securities .............occoeveieniciinensisesssssssessssssssssasssess -
Cash Paid to Purchase Personal Assets/Retirement Account Deposits............ccoeuue.... -
Net Cash Provided by Investing Activities ............ccoverueereiinenns
o e T — B
Procecds Poom Tern DeD FRDBIEINRT «.cxioisssossamsormupsossssssrsss ks ssismsississmaiommios +
Cash Received - Capital Contributions, Gifts, INheritances .........ccccceeeeeveereeereeeeeessererseesans +
Scheduled Principal Payments - Termit Debt ..........ccicuiimimisssisiscatsisssississmsssissssos -
Unscheduled Principal Payments - Term Debt ..........cccvvveeerriereiinesseessecsesssesssssessssssssssssssnes -
Principal Paid on Capital Lease Obligations ...... R s AR W -
Repayment of Operating and COC LOANS ..........c.coceerseesssasscssusssssssssasssssasssrssssssasasssasssssnsss -
Dividends and Capital Distributions ........ N SR T R AR SR PRSP SR SR SR -

Net Cash Provided by Financing Activities ...........cc.ceeerueennenn..

Net Increase (Decrease) in Cash ...............

Cash at Beginning of Year ...........ccccceeeeervenessnesaenns

Cash at End of Year ........ccccceeriveiseesesnrssess

...............................

...............................
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Example Statement of Owner Equity

Name ' For the period through

Owner Equity, Beginning of Period .........ccccovurisesesessssssssessisuiminimisinemmsssissssssss s $

e MO N S
Withdrawals for Family LivINg.......cccooueeriiiemsanssnnsaisesinisnsinisssissmesssssasssssneas
Capital Contributions/Gifts/Inheritances...........coeeriniiininmnmnescensninnens

Capital Distributions/Dividends/Gifts Made ...........ooeersnnininsnssssnsnisisesinanssas
Total Change in Contributed Capital and Retained Earnings .........ccocovimnnieniiisnssssnnnnnnns $

Change in Excess of Market Value over Cost/Basis of Marketable Securities
and Farm Capital ASSetS .........ccvvererieerienrensnrssisieninninissinessssssassssessssssesas $
Change in Value of Personal Assets..........cooeoniminiinnisininiiississieiisnsnnes
Change in Value of Personal Liabilities .........c.cccconeimieniinnniinniiian

Change in Non-Current Portion — Deferred Taxes ..........cooueumeinninneiiisinenns

Total Change in Valuation EQUItY .........cccouuemerrmsmressseseississsssssiissss s ssssesoss $
Owner Equity, End of Period ........ccceiermirermnimnueisinnsssessssieessssnssssassssssssssss s s e 3
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