
Extension shopper article for 11-8-16

End-of-Year Accounting: Just what do you have?

Written by Heather Gessner, South Dakota State University Extension
Submitted by: David Kehler, County Extension Director/Agriculture Agent

Measuring the farm’s economic success can be accomplished by annually comparing the balance
sheet, income statement, statement of cash flows and statement of owners’ equity.
Comparing these financial statements can only be done if they are completed at a similar time of
the year and if they are completed accurately and consistently.

Accuracy & Proper Identification -Accuracy of inventory counts and valuation of all assets and
liabilities are critical components of all financial statements. Taking inventory is usually more of
a time consuming issue than a difficult task.
Proper identification of crops and livestock is important, as a value is assigned to each category.
Identify crops stored for sale compared to crops intended for feed. Classify livestock by type, use,
weight and owned versus purchased. For example, 500 pound purchased feeder steers versus
raised mature cows.
Valuing Inventory - There are different methods available to value inventory assets, and
depending on the asset, more than one may be used. These methods include:

    Historical Cost Method: The cost to purchase the asset, adjusted for depreciation.
    Current Market Value Method: The value of the asset if it was liquidated.
    Net Realizable Value Method: The value, minus direct costs, expected to be received for the
asset.
    Discounted Future Cash Flows Method: Assets: expected cash inflow from an asset minus
present value of direct costs. Liabilities: expected cash outflows required to pay off the liability.

Most agriculture producers can utilize the historical cost and current market value methods. 
There are pros and cons to each method and many times both the cost and market values are
included since the two numbers provide different information about the operation.
Determining Market & Cost Values - Market values are generally easier to determine for many
assets compared to determining the cost to produce the crop or livestock on the balance sheet.
Market also provides a true perspective of the producers’ current asset values if all assets were
liquidated. It provides an accurate picture of the financial position and financial performance of
the operation on the day the balance sheet was created.

Cost values may be preferred for some assets since estimating the asset market value may not be
accurate, and prevents fluctuations in owners’ equity due to unrealized gains or losses when there
is not a sale of the assets. The fluctuation causes inconsistent and often inaccurate information
about the owners’ equity and true financial position.

The Bottom Line - Regardless of the method used to value inventory, the first step is to create the
list. Measuring and monitoring your assets and liabilities will provide information required for
good management of your operation. With accurate accounting information, effective
management decisions can be made.


