Unit: 4

Lesson: 4.3

Lceslaprrant

Balance Sheet

Precepts:

National
Standards:

Student
Learning
Objectives:

C. Vision
C1. Contemplate the future
J. Mental Growth
J1. Think critically
J3. Practice sound decision making
N. Decision Making
N1. Demonstrate the decision making process
P. Technical/Function Skills in Agriculture

NSS-EC.9-12.13 Income and earning
NM-NUM.9-12.3 Compute fluently and make reasonasiemates

As a result of this lesson, the student will...
1. Review an accurate balance sheet for a given
entrepreneurship.
2. Analyze a balance sheet to determine a busineegidial
health.
3. Create an appropriate balance sheet for an
entrepreneurship.

Instruction time for this lesson: 60 minutes
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Writing surface
Writing utensil
TM.1 (Electronic version for projection or one tsparency
copy)
Copies or AS.1 for each student
» Overhead and/or projector

The following terms are presented in this lessahappear in bold
italics:
Balance Sheet

The following interest approach works best if lessare taught in
sequence 4.1 through 4.3. The introduction incdualeeview of the
previous lesson with a connection to today’s budiegston.

Today is an exciting day! We are extremely claseverything we
will need to get our new businesses off the grouvidsterday, we left
with a completed cash flow statement. Let’'s usedhalogy to get a
better perspective as to where we are on our jguma successful
business. Imagine we are building a car. We llaedrame and the
body. We have narrowed down what our car mighk ldee when it

is completed, though we haven't yet applied a gomat of paint.
Yesterday, we installed an engine; let’s say thggrenwas our cash
flow sheets. They will really provide the power ne&ed to set up our
business and get funding lined up. Today, we wdtall a great
transmission into our car. What does the transamsso for the car?

Allow student responses. Lead discussion thatrémsmission serves
as a way to maximize the power from the engineddyze a desired
speed or amount of power/torque.

Great! So as we can see, without a transmissiamgars would only
travel at one speed efficiently, like a bike with gears vs. a bike with
speeds. Which would you want ride up a hill?

So, today we will install the “transmission” forofinancial plan. We
will install our “balance sheet.” Essentially, dalance sheet is a
statement that shows all assets, liabilities, atduorth of a business.
We can use this information as a tool to see haitinea business is.



Review an accurate budget for a given entrepreneuinsp.

Obviously, similar to installing a transmissioneté is a technique to
building ourbalance sheet. Not allbalance sheets are created equal.
Your balance sheet will be specific to your enterprise, just like a
transmission in a tractor-trailer is different thame in a Geo Metro!
Let’'s take a look at an example obaance sheet.

Use the italicized examples on thedance sheet (TM.1) to explain
each number. Provide a discussion about eachdfpalance sheet.

Let's start by noting that there are a few typebab&nce sheets.
There are monthlipalance sheets showing a financial summary from
the start to the end of the month. “Wow we mad®@a this month”
or “I can't believe we lost that much in only a niofi would be some
things we might hear after reading a monttdiance sheet. There is
also a point-in-timdvalance sheet that simply shows what the
financial health of a given business is at a gpeint in time. Today,
we will be looking at a yearlgalance sheet. We will estimate what
we plan to make (doing our best at forecastingy awear of our
business. Now, let’s have a closer look at a ydaalgnce sheet and
conduct an analysis.

Students will analyze abalance sheet to determine a business’s
financial health.

Descartes Moment

Use the Descartes e-Moment to solicit questionsfacis before
moving on to analyzing tHmlance sheet. The Descartes Moment
poses three questions prior to introducing a nencept, idea, or
process: What do you know about this topic? Whatadothink you
know? What don’t you know? Students respond inngrand then
share. The Descartes e-Moment works from thicjpie--accessing
prior knowledge and experience allows studentaiitibridges into
the new content.

This example probably leads us to a few questiGnsating aalance
sheet when you have not started your business yet regjsome
thought. What do you project? What do you forgtast’s take
stock of what we know so far and what we might glam the
balance sheet we just viewed.

In a moment we will have the opportunity to writkede questions on
a sheet of paper. After writing each questionagdepause and wait
for further direction. You will have one minutevgite the questions
down. Here they are--“What do | know about thismpany from
looking at thebalance sheet?” “What do | think | know?” and “What
don’t | know?”



Allow time for writing the questions.

Great. When | say, “@ance sheet,” take three minutes to answer
these questions on your paper using the best aflymwledge.
Remember, the first question is what you know,sdngond is what
you think you know, and lastly, what you don’t knbwy analyzing the
balance sheet. What can | clarify? Balance sheet!

Allow time for students to write. Then allow titbeshare a few
responses.

Those are some great facts and questions. Letksdbthebalance
sheet again to clarify a few points.

e The company has less cash on hand after a yedmatgyodue
to purchasing more equipment.

e The company has $1,000 more inventory after a (yelay
might this be?).

Maybe selling more, so the company needs more i@erials, or
sales may be declining due to seasonal or salesi$rdeading to
less materials being made into DVDs.

e The company has more capital equipment (is thiscal @r
bad thing?)

Company could be upgrading to increase efficienay ability to
sell more, so this would be positive.

e Why might the company have had no short-term liadsl at
the beginning of the year, and $2,500 at the end?

It could be the first year, so at the beginning¢éheas no short
term debt yet, or it could be that the companysiagimore short
term credit after a year, which could be a bad ¢hin

e Isit good that the long-term liabilities went frdss,000 to
$4,000?

Yes, this means that payments are being made doahend that
the balance is lower, compare this to the fact thate is more
inventory and equipment and things look positive.

¢ Would you say this business is getting by, loosmaney, or
making good money? Why?

Allow students to discuss this idea. While thenea absolute way
to know with just dalance sheet, make the point that similarly, a



car cannot run on just a transmission. This is wigyneed both
financial statements. It appears from just thss, lthat the
company is doing ok, but not super good or supekr ba

Good discussion. As you can sebakance sheet doesn’'t have
enough information to make an accurate assessrhant o
company'’s finances. We can get an idea, but god@ady to the car
idea from the beginning of the lesson, baéance sheet represents
the transmission; we still need the engine (cash fheet) and
frame, body and paint (marketing) to have a corepleseful
automobile.

Create an appropriate balance sheet for an entrepresurship.
Distribute AS.1.

We have a pretty good set of tools to create ourlmlance sheets.
Remember, we will need to do some forecasting esige
entrepreneurial ventures are not in operation yet.

You have received a copy of a blamkance sheet. When | say,
“Go,” do your best to estimate what will happenrote first year of
your business. Be realistic and try to use all Yl know about your
industry to forecast what will happen. During thiee, use the
worksheet to create your ovimalance sheet. Use a pencil as it will
work best just in case you need to make changesxr&ared to
share youbalance sheet with the rest of the class. What questions
are there? Go!

Circulate around the room to assist students agessary. After most
of the students have completed thogitance sheets, allow time for a
few students to share thdialance sheets with the class, giving others
ideas. Students should finish and improve thaliance sheets for
homework based on feedback on the students wherpeelsto the
class.

Who will share theibalance sheet with the class?

Allow several students to share.

Let's capture a few notes from our discussion aleagh student’s
balance sheet.

Discuss tips from the presentations and encouraiggests to make
the necessary changes to their dvahance sheets.

Let’s thank all of the students who shared for lmemefit today.



Show What You Know e-Moment

Using this engaging moment, students show whatkihey in a brief
mini-quiz during a lesson. “During” is the key coonent. It's in this
moment of learning that students demonstrate theel of
understanding. This is not about mastery, but alstarifying their
emerging understanding.

Thanks for all the effort you all put in today oowy business. Let’s
take a moment to see how well we mastered ourdemtoday.
Please turn your handout over. When | say, “Giightdy, and
without looking at any of your notes, try to creatsalance sheet for
a fast food restaurant. Do your best to remembberf the parts of a
balance sheet and make sure your math is accurate. What can |
clarify? Go!

Allow a few minutes for students to create tibalance sheets. Then
allow them to look at their notes to see if theyehall of the
necessary parts, or students may share with a padnd have them
help grade it using their notes.

Great discussion. Thanks for all of your work tpd&@Ve have taken a
long journey and have some great financial docusienshow for it.
We have mastered one of the most difficult, yetangnt aspects of
our new business.

» Extended classroom activity:
Have students make changes improvements tolikasince
sheets using the suggestions from the class presentations
Students could also put thémlance sheets in Excel or Word.
Students could also ask a local agricultural bissrfer a copy
of abalance sheet, analyze it, and turn in a brief report.

» FFA activity:
Create dalance sheet for one of your FFA activities or
fundraisers to show a real life example.

» SAE activity:
Students create/updatda ance sheet for their
Entrepreneurship SAE project and share it withclaes for
analysis.




Evaluation:

Use the rubric below to evaluate studebtdance sheet statements. Make any necessary
comments and pass the worksheets back to studentsvisions.

Rubric
CATEGORY 0-1 Point (below basic) |2 points (basic) 3 points (Good)
Assets Asset list incomplete or Asset list not reasonable  |[Complete asset list free
numerous mathematical errors. |or includes mathematical |from mathematical errors.
errors. List reasonable for given
entrepreneurship.
Liabilities Liabilities list incomplete or Liabilities list not Complete liabilities list free

numerous mathematical errors.

reasonable or includes
mathematical errors.

from mathematical errors.
List reasonable for given
entrepreneurship.

Owners Equity

Math is incorrect.

N/A

Math is accurate.

Total Assets

Math is incorrect.

N/A

Math is accurate.




T™.1

Before We Beqin...

There are monthlipalance sheets, showing a financial summary from the start toehd of the month. “Wow
we made $4,000 this month” or “I can't believe wstlthat much in only a month,” would be some thing
might hear after reading a montligl ance sheet.

There is also a point-in-timt@alance sheet that simply shows what the financial health ofvaeg business is at
a given point in time.

A yearlybalance sheet has a summary of finances over a period of a year.

Sample Balance Sheet (one year of time)

Agri-Know DVD Company Dec. 31, 2006 Dec. 31, 290
Assets

Cash(what the company has in the bank) $10,000 $12,000

Inventory:(Blank DVDs, labels) 5,000 4,000

Capital EQuipmentDVD burner, computer, etd2,000 10,000

Other Assetstanythingelse) == -
Total Assets: (add all lines) $27,000 $26,000
Liabilities

Short Term Liabilities{lines of credit, bills) 2,500 0

Long Term Liabilities:(loans, money owed) 4,000 5,000
Owner’s Equity: (total assets liabilities) $20,500 $21,000
Total Liabilities + Owners Equity: $27,000 $26,00
(Total Assets)

Some things to think about:

Creating aalance sheet when you have not started your business yet regjsome thought. What do you
project? What do you forecast? Let’s look atgsheet above to highlight a few points.

e The company has less cash on hand after a yedalgyodue to more equipment

e The company has $1,000 more inventory after a (yglay might this be?)

e The company has more capital equipment (is thiscal @r bad thing?)

e Why might the company have had no short-term li@dsl at the beginning of the year, and $2,500at t
end?
Is it good that the long-term liabilities went frdgs,000 to $4,000?
¢ Would you say this business is getting by, loosmaney, or making good money? Why?



AS.1

Name of your company here:

Balance Sheet (one year of time)

Agri-Know DVD Company Dec. 31, 2007 Dec. 31, 260
Assets
Cash $ $
Inventory:

Capital Equipment:

Other Assets:
Total Assets: $ $

Liabilities
Short Term Liabilities:

Long Term Liabilities:

Owner’s Equity: $ $
Total Liabilities + Owners Equity: $ $
1. How did you forecast your numbers?

2. What was most difficult to forecast?

3. What have you learned about your numbers?

N

. What would help you create your balance sheee mfficiently?




