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Balance Sheet Interpretation



BALANCE SHEETS 
Financial analysis starting point



Balance Sheets: Financial analysis starting point

• Financial Statement:  Balance Sheet.

• A snapshot of: 
– Assets - Everything owned or payable to the business
– Liabilities - All obligations owed
– Net Worth (Owners Equity) - What’s left – Assets minus Liabilities



Balance Sheet

• The foundation upon which the 
business stands

• How strong is it?



Why start with the Balance Sheet?

• Documents financial position of the business.
– Liquidity – is there enough ‘cash’ available to operate & take advantage of 

opportunities?
– Solvency – if all assets were liquidated, would all liabilities be paid?

• Evaluates credit risk.
• Evaluates strengths and weaknesses of the business financial 

position.
– Provides an overview of collateral (assets) owned by the operation.



Balance Sheet Structure
Assets Liabilities

Current (< 1 year) Current 

Intermediate (1–10 yrs) Intermediate

Long Term (> 10 years) Long Term

Personal Personal

Total Liabilities

Net Worth

Total Assets Total Liabilities + Net Worth



Balance Sheet Overview
Assets Liabilities

Current (< 1 year) Current 

Intermediate (1–10 yrs) Intermediate

Long Term (> 10 years) Long term

Total Liabilities

Net Worth

Total Assets Total Liabilities + Net Worth

Cash accounts
Crop inventories
Livestock held for sale
Prepaid expenses 
Supplies
Accounts receivable



Balance Sheet Overview
Assets Liabilities

Current (< 1 year) Current 

Intermediate (1–10 yrs) Intermediate

Long Term (> 10 years) Long Term

Total Liabilities

Net Worth

Total Assets Total Liabilities + Net Worth

Machinery & Equipment Breeding 
Livestock
Titled Vehicles
Perennial Crops (Fruit, Hay)
Other Intermediate



Balance Sheet Overview
Assets Liabilities

Current (< 1 year) Current 

Intermediate (1–10 yrs) Intermediate

Long Term (> 10 years) Long term

Total Liabilities

Net Worth

Total Assets Total Liabilities + Net Worth

Land
Land Improvements
Buildings
Perennial Crops
Other Long Term



Balance Sheet Overview
Assets Liabilities

Current (< 1 year) Current 

Intermediate (1–10 yrs) Intermediate

Long term (> 10 years) Long Term

Total Liabilities

Net Worth

Total Assets Total Liabilities + Net Worth

Accounts payable
Accrued interest
Accrued expenses
Operating loans
Principal due on term debt



Balance Sheet Overview
Assets Liabilities

Current (< 1 year) Current 

Intermediate (1–10 yrs) Intermediate

Long term (> 10 years) Long Term

Total Liabilities

Net Worth

Total Assets Total Liabilities + Net Worth

Loans with an original term 
of from 1 to 10 years minus 
the CPLTD



Balance Sheet Overview
Assets Liabilities

Current (< 1 year) Current 

Intermediate (1–10 yrs) Intermediate

Long term (> 10 years) Long Term

Total Liabilities

Net Worth

Total Assets Total Liabilities + Net Worth

Loans with an original term 
of greater than 10 years 
minus the CPLTD



Balance Sheet Overview
Assets Liabilities

Current (< 1 year) Current 

Intermediate (1–10 yrs) Intermediate

Long Term (> 10 years) Long Term

Total Liabilities

Net Worth

Total Assets Total Liabilities + Net Worth



Balance Sheet Overview
Assets Liabilities

Current (< 1 year) Current 

Intermediate (1–10 yrs) Intermediate

Long Term (> 10 years) Long Term

Total Liabilities

Net Worth

Total Assets Total Liabilities + Net Worth



Balance Sheet Overview

Assets Liabilities

Current (< 1 year) Current 

Intermediate (1–10 yrs) Intermediate

Long Term (> 10 years) Long Term

Personal Personal

Total Liabilities

Net Worth

Total Assets Total Liabilities + Net Worth



Balance Sheet: Timing

• Best: End of business year
– Closes books for the year
– Minimize cyclical changes in the year
– Measure net worth change over a consistent 

period
– Consistently look at inventory to see if 

changes
• But can be completed at any time.



Case Example: 
Analyzing The Balance Sheet

Jessie Steele - Painted Sky Ranch



Farm Financial 
Scorecard

z.umn.edu/Scorecard

https://z.umn.edu/scorecard
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Case Example – 
Jessie Steele



Balance Sheet Analysis

• Liquidity
• Balance Sheet Structure
• Solvency
• Net Worth Change



Liquidity

• The ability to meet financial obligations as they come due, without 
disrupting business operations.
– Can the operation generate enough cash to pay operation bills, family living 

expenses, taxes, and make debt payments on-time?



Balance Sheet Analysis

• LIQUIDITY
– Working Capital

• Balance Sheet Structure
• Solvency
• Net Worth Change



Working Capital: What is it? 
Current Assets Current Liabilities 



Working Capital

• Your best tool for overall risk 
management.
– Cash and liquid assets (those turned to 

cash quickly) available for:
•Surviving an economic downturn
•Take advantage of opportunities



Jessie Steele: Working Capital Position



Liquidity Measures

• Current Ratio

– Measures the extent to which current assets would pay a business’ 
current liabilities (bills, loans, etc.)

=
Current Assets

Current Liabilities

< 1.0 1.0 – 2.0 > 2.0

Current Ratio 

Vulnerable Strong



Jessie Steele: Current Ratio

Current Ratio = $43,940 ÷ $8,551
= 5.14

< 1.0 1.0 – 2.0 > 2.0

Current Ratio 

Vulnerable Strong



Ways to Build Working Capital

• Make Money
– Business profits drive liquidity

• Don’t spend all of it
– Major drains on liquidity:

• High family living costs
• Purchasing long-term assets with cash

• Refinance / Restructure Debt



How to Build Working Capital

• Decrease purchases of capital items
– Machinery
– Buildings
– Land

• Don’t finance capital purchases with operating credit
– Mismatches assets/liabilities

• Decrease family living expenses



Balance Sheet Analysis

• Liquidity
• BALANCE SHEET STRUCTURE

• Solvency
• Net Worth Change



Balance Sheet Structure

• Where is the equity? 
– More assets than liabilities in a category.

• Does the balance sheet have borrowing capacity for capital 
replacement?

• Are assets financed with appropriately termed loans?



Balance Sheet 
Structure
• There is no correct balance 

sheet structure

– Having equity in each 
category is preferred.  

– Want liquidity to be nimble 
and equity in longer term 
categories as a back up.



Balance Sheet Analysis

• Liquidity
• Balance Sheet Structure
• SOLVENCY

• Net Worth Change



Solvency

• Net Worth
• Financial risk position of the overall business
• Future borrowing capacity

– Collateral values
• Solvency ratios 

– Debt to asset
– Equity to asset
– Debt to equity



Solvency Measures

• Debt to Asset Ratio

– What proportion of total farm assets is owed to creditors  
 (a.k.a, the creditors’ claims against the assets).

= Total Liabilities
Total Assets

> 60% 30 - 60% < 30%

Debt to Asset Ratio

Vulnerable Strong



> 60% 30 - 60% < 30%

Debt to Asset Ratio

Vulnerable Strong

Jessie Steele: Debt to Asset Ratio

Debt to Asset Ratio = $198,130 ÷ $379,440
= 52%



Maintaining & Improving Solvency Position

•Invest in productive, profitable farm assets
– Avoid purchases solely for tax purposes

•Sell unneeded assets and use funds to reduce debt
– Avoid buying “toys”

•Consider which is better: Leasing, buying, or using custom 
services



Balance Sheet Analysis

• Liquidity
• Balance Sheet Structure
• Solvency
• NET WORTH CHANGE



Net Worth Change

• The best measure of overall financial 
performance.

• Net worth growth only happens 2 ways:
– Earning more than spending

– Increase asset values



Net Worth Change

• Multiple year trend: Analyze net 
worth change year over year



Guided Balance Sheet Demonstration



Next Steps: Prepare a Balance Sheet

• Tool available: FINPACK’s Guided Balance Sheet
• Available for DBAN Cooperators at no cost.

– Complete the form provided by SERME
– Provide the following:

•Organization
•Name(s) of team member(s) wanting access
•Address
•Email address(es)

– The FINPACK Team will then initiate your access and provide login information.
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