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Financial Analysis

Curriculum Supported
Related Competency

Agribusiness Sales, Marketing, and Management
I. 5. Prepare a balance sheet.

Curriculum Reference:

Agribusiness Sales, Marketing, and Management. University of Missouri-Columbia: Instructional Materials Laboratory, 1997.

Overview:

With the advent of many financial analysis computer programs, it is becoming increasingly important to be familiar with their use. Conducting a financial analysis on a computer has the advantages of ease, accuracy, and efficiency. This activity provides experience in using a spreadsheet to calculate ratios that determine the solvency and liquidity of a business.

Activity Objective:

Use a computer to analyze a given financial situation.

Activity Sheet: [image: image4.png](Actty &





AS 7.1  Financial Analysis

Instructor Preparation/Directions:

1.
All activities and associated files are provided on the Computer Lab Activities in Agriculture instructor CD-ROM. Items followed by the CD-ROM icon [image: image2.png]


  INCLUDEPICTURE "\\\\Imlnt1\\projects\\Agriculture\\CompApps\\CLAA Instructor Guide\\Art\\CD-icon.tif" \* MERGEFORMAT 

 INCLUDEPICTURE "\\\\Imlnt1\\projects\\Agriculture\\CompApps\\CLAA Instructor Guide\\Art\\CD-icon.tif" \* MERGEFORMAT  INCLUDEPICTURE "\\\\Imlnt1\\projects\\Agriculture\\CompApps\\CLAA Instructor Guide\\Art\\CD-icon.tif" \* MERGEFORMAT 

 INCLUDEPICTURE "\\\\Imlnt1\\projects\\Agriculture\\CompApps\\CLAA Instructor Guide\\Art\\CD-icon.tif" \* MERGEFORMAT are provided on the Computer Lab Activities in Agriculture student CD-ROM.

2.
Familiarize yourself with the spreadsheet software the students will be using for this activity, specifically the procedures for entering data and creating formulas.  Have a user’s manual for the software available for reference. In addition, it is helpful to pair computer-literate students with those who are not.

3.
Review AS 7.1 with students and ensure they understand the activity.

Activity Length: 100 min.


Discussion Question:

What are the benefits of using a computer to analyze a financial situation? 
· A computer provides a means of providing quick comparisons between different financial situations. These comparisons can provide the business operator/owner valuable information for decisions that will positively affect the operation. 
· Computer analysis is very accurate and reliable.
· Using a computer to analyze financial situations develops computer skills that are highly valued in today’s job market. 
Assessment:


Answers to AS 7.1 are as follows: 

1. 
a. 
Ace AgriChemical Company - .39



b. 
Silo Technologies - .14



c.
Miller’s Floral Design - .43


Miller’s Floral Design is the most solvent.
2.
a. 
Ace AgriChemical Company - .65



b. 
Silo Technologies - .17



c.
Miller’s Floral Design - .75


Miller’s Floral Design is better able to survive a crisis.
3.
a. 
Ace AgriChemical Company - 3.10



b. 
Silo Technologies - .45



c.
Miller’s Floral Design - 2.67


Silo Technologies has the worst liquidity.
4.
a. 
Ace AgriChemical Company - 1.53



b. 
Silo Technologies - .27



c.
Miller’s Floral Design - 1.33


Silo Technologies would be less able to withstand an unexpected loss.
Additional Activities:

1. Have students reformat the ratio results to 3 or 4 decimal places, change the cell category so that accounting figures appear without the dollar sign, and add shading to the major headings. 
2. Download the Finsim program, a financial analysis application, available free at  <http://agebb.missouri.edu/download/index.htm>. Have the students enter information from their SAE project into the Finsim program and determine what changes can be made to increase profitability.
Credit:

Agribusiness Sales, Marketing, and Management (Student Reference).  University of Missouri-Columbia: Instructional Materials Laboratory, 1997.
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AS 7.1

Student Activity Sheet

Financial Analysis
Name ________________________

Student Objective:


Use a computer to analyze a given financial situation.

Equipment and Materials:

· Computer

· Spreadsheet software (e.g., Excel, Lotus 1-2-3)

· Financial analysis_template (Excel file) [image: image3.png]



Procedure:

1.  
Open the financial analysis_template file that has ratios and formulas already entered. See Figure 7.1 for a copy of the spreadsheet. If you can use this file, skip step 2 and proceed to step 3. If you cannot use this file, go to step 2.

2.
Open a spreadsheet file and complete steps a through d below.

a.
Enter the information in Figure 7.1.

b.
Create the formulas to calculate four ratios: the net worth to total assets ratio, net worth to total debt ratio, current ratio, and acid-test ratio.  

For example, to find the ratio between the figure entered in cell C8 and cell C10 below, initiate the formula function in your software and enter the following formula in cell C12: C8/C10. The ratio will be calculated and the result will appear in cell C12.


A
B
C
D
E

6
1. Net Worth to Total Assets Ratio =

Net Worth/Total Assets




7






8
Net Worth =

 $ 274,000.00 



9






10
Total Assets =

 $ 698,000.00 



11






12
Net Worth to Total Assets Ratio = 

0.39



c.
Format the cell categories for the ratio results (e.g., C12) to numbers with 2 decimal places.

d.
Proceed to step 3 when all formulas are complete.



A
B
C
D
E

1
Financial Analysis Spreadsheet

2
(for comparing balance sheet ratios of businesses)




3






4
Measures in Tests of Solvency:




5


Ace AgriChemical Company
Silo Technologies
Miller's Floral Designs

6
1. Net Worth to Total Assets Ratio =

Net Worth/Total Assets




7






8
Net Worth =

 $ 274,000.00 



9






10
Total Assets =

 $ 698,000.00 



11






12
Net Worth to Total Assets Ratio = 

0.39



13






14
2. Net Worth to Total Debt Ratio =

Net Worth/Total Debts




15






16
Net Worth =





17






18
Total Debt =





19






20
Net Worth to Total Debt Ratio =





21






22
Measures in Tests of Liquidity:




23






24
1. Current Ratio=Current Assets/Current Liabilities




25






26
Current Assets =





27






28
Current Liabilities =





29






30
Current Ratio =





31






32
2. Acid-test Ratio = Current Monetary Assets/Current Liabilities




33






34
Current Monetary Assets =





35






36
Current Liabilities =





37






38
Acid-test Ratio =





Figure 7.1 – Example of financial analysis spreadsheet
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     AS 7.1 (continued)

3.
Review the balance sheet for three agricultural companies below. Each is   for the same time period. Assume that net income for each company is $100,000 for 2001 year-end.

Ace AgriChemical Company

Balance Sheet as of  31 December 2001

Current Assets
Current Liabilities

Cash
$35,000
Accounts payable
$25,000

Accounts receivable
$17,000
Accrued interest payable
$9,000

Inventory 12/31
$56,000








Total current assets
$108,000
Total current liabilities
$34,000

Noncurrent Assets
Noncurrent Liabilities

Land
$140,000
Land loan
$90,000

Buildings
$300,000
Mortgage
$200,000

Delivery trucks
$100,000
Truck loans
$70,000

Cars
$50,000
Car loans
$30,000






Total noncurrent assets
$590,000
Total noncurrent liabilities
$390,000



Total liabilities
$424,000



Net worth
$274,000

Total Assets
$698,000
Total Liabilities and Net Worth
$698,000

Silo Technologies

Balance Sheet as of  31 December 2001

Current Assets
Current Liabilities

Cash
$10,000
Accounts payable
$325,000

Accounts receivable
$80,000
Accrued interest payable
$10,000

Inventory 12/31
$60,000








Total current assets
$150,000
Total current liabilities
$335,000

Noncurrent Assets
Noncurrent Liabilities

Land
$140,000
Land loan
$65,000

Buildings
$260,000
Mortgage
$200,000

Delivery trucks
$100,000
Truck loans
$0

Cars
$50,000
Car loans
$0






Total noncurrent assets
$550,000
Total noncurrent liabilities
$265,000



Total liabilities
$600,000



Net worth
$100,000

Total Assets
$700,000
Total Liabilities and Net Worth
$700,000

Miller’s Floral Design

Balance Sheet as of  31 December 2001

Current Assets
Current Liabilities

Cash
$50,000
Accounts payable
$50,000

Accounts receivable
$50,000
Accrued interest payable
$25,000

Inventory 12/31
$100,000








Total current assets
$200,000
Total current liabilities
$75,000

Noncurrent Assets
Noncurrent Liabilities

Land
$300,000
Land loan
$75,000

Buildings
$50,000
Mortgage
$200,000

Delivery trucks
$100,000
Truck loans
$50,000

Cars
$50,000
Car loans
$0






Total noncurrent assets
$500,000
Total noncurrent liabilities
$325,000



Total liabilities
$400,000



Net worth
$300,000

Total Assets
$700,000
Total Liabilities and Net Worth
$700,000

4.
Enter figures from Ace AgriChemical Company’s balance sheet in the appropriate column of the spreadsheet to calculate the four ratios. 

5.
Repeat step 4 for Silo Technologies and Miller’s Floral Design. 

6.
Compare the ratio results for each of the businesses and answer the following questions.
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     AS 7.1 (continued)

Questions:

1. 
What are the results for the net worth to total assets ratio for each business?



a. 
Ace AgriChemical Company - 

b. 
Silo Technologies - 

c.
Miller’s Floral Design -



Which business is the most solvent?

2.
What are the results for the net worth to total debt ratio?



a. 
Ace AgriChemical Company –



b. 
Silo Technologies – 



c.
Miller’s Floral Design -



Which business would be better able to survive a crisis?

3.
What are the results for the current ratio?




a. 
Ace AgriChemical Company –



b. 
Silo Technologies – 



c.
Miller’s Floral Design -



Which business has the worst liquidity?

4.
What are the results of the acid-test ratio?



a. 
Ace AgriChemical Company –



b. 
Silo Technologies – 



c.
Miller’s Floral Design -



Which business would be less able to withstand an unexpected loss?

Cell C10





Cell C12


Enter 


C8/C10 formula here





Figure 1. Example of financial analysis spreadsheet
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