GLOSSARY
OF BUSINESS
TERMS

ACCOUNTS PAYABLE :

An amount owing to a creditor (i.e. an amount owed someone else), usually
arising from the purchase of goods or services, that is due to be paid within
a 12 month period or within the normal operating cycle (where the cycle is
longer than a year). Examples include amounts owed for property taxes and
interest and amounts owed to a supplier on account for fertilizer, fuel, etc.
These amounts owing are often relatively short term, where payment is
normally required in full within a one or two month period.

ACCOUNTS RECEIVABLE
An amount owed to the business usually arising from the sale of goods or services.
(Examples include uncollected receipts for grain and buestock sales and custorm worl),

ACCRUAL BASIS OF ACCOUNTING/REPORTING

A method of accounting/reporting by which revenue and expenses are
recorded in the period when they are earned or incurred regardless of when
the cash transaction took place. Unlike the cash basis of accounting,
revenues and expenses include changes to inventory, accounts recejvable
and accounts payable.

AMORTIZATION

This term refers to the scheduled or systematic reduction of a balanee in an account
over an appropriate period. Most often this term applies to long-term labilities and
intangible assets. (See also the definition of deprediation and depletion).

ASSETS

Tangible and intangible items of value owned by the business. (Examples
include cash, accounts receivable, inventory, productive assets, equipment,
buildings and land).

CURRENT ASSETS

Unrestricted cash and other assets that in the normal course of operations are
expected to be converted into cash or consumed in the production process
within one year or within the normal operating cycle, where the cycle is longer
than a year. (Examples inchide cash, accounts receivable, feed and other
supply inventories, market livestock, produce and prepaid expenses).

FIXED ASSETS

Tangible assets which are usually involved in the production of goods and
services rather than held for resale. These assets represent relatively long-
term investments that are used for more than one year. (Examples include
land, buildings and equipment).

INTANGIBLE ASSETS

Assets that lack physical substance but like all other assets benefit or add
value to the business. {Examples include goodwill, trademarks, leaseholds,
and mineral rights).

LIQUID ASSETS
Cash and temporary investments that can be readily converted into cash
without disrupting normal operations.

LONG-TERM ASSETS

Assets that have a useful life greater than one year. These assets are not
usually purchased for resale, but are to be used over time to produce
saleable products. Long-term assets are also referred to as capital assets.
{Examples include land, buildings, equipment, productive assets such as
cropping systems).
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BALANCE SHEET
A statement of financial position showing the assets, liabilities and equity of
a business at a specific date.

CAPITAL
The total assets available to a business.

CAPITAL GAIN

This term is used for income tax purposes to define, in most cases, the
amount of proceeds on the disposition of a long-term asset in excess of the
asset’s original cost.

CAPITAL LOSS

This term is used for income tax purposes to define, in most cases, the
deficiency between the amount of the proceeds on the disposition of a long-
term, non-depreciable asset and its original cost.

CASH BASIS OF ACCOUNTING/REPORTING

A method of accounting/reporting by which revenues and expenses are
recorded when cash is actually received or paid regardless of when the
agreement to sell or purchase may have taken place. Unlike the accrual
basis of accounting, revenues and expenses do not include changes to
inventory, accounts receivable or accounts payable.

CHANGE IN INVENTORY

The term used on the Statement of Income to define the adjustment to the
inventory account on the balance sheet that reflects the amount of the increase or
decrease in the total value of inventory from one reporting period to ancther.

CONTINGENT LIABILITY

A potential liability that is, at the date of reporting, not certain as to amount
or likelihood of existence. The realization of these potential liabikties will
depend upon a future event occurring or, alternatively, depend upon a future
event failing to occur. (An example would include the instance where a
business guarantees the loan of a third party. This guarantee would be
considered a contingent liability to the guarantor).

CONTRIBUTION MARGIN
Contribution margin is the excess of total revenue minus variable expenses
that directly relate to the business operation.

COST
This term refers to the purchase price for goods or services consumed in the business.

COST-FIXED COST

Costs that remain relatively unchanged regardless of the volume of
production or activity within a range of volume. (Examples include building
insurance and property taxes).

COST-VARIABLE COST

Costs that vary directly with the volume of production or activity. If no
production or activity takes place, variable costs are zero. (Examples include
fertilizer, pest control supplies.)

COST OF GOODS SOLD
The cost of products (e.g., greenhouse tomatoes} sold during the year. This
cost calculation includes the production and purchase costs of goods.

63



DEBT-CURRENT DEBT

A debt, or a portion of a debt, due within the current year or within the normal
operating cycle, whete the cycle is longer than a year. {An example includes the
porttion of long-term debt [principal onky] due in the upcoming fiscal period).

DEBT-LONG-TERM DEBT

Debts with a maturity date beyond one year from the date of the balance
sheet or beyond the normal operating cycle (where the cycle is longer than
one year]. Long-term debt excludes that portion of the debt principal due
within one year.

DEBT CAPITAL
The total financial resources provided by lenders {usually restricted to long-
term debt) for the use of the business.

DEFERRED INCOME TAXES

The accumulated amount by which income tax expenses reported on the
statement of income has been increased or decreased as a result of timing
differences. Timing differences referred to here are the difference between
accounting and taxable income that arises as a result of including revenues or
expenses in one period in determining net income for accounting purposes,
but including them in another period for determining taxable income. (For
example, reporting depreciation on the financial statements at an amount
different from the capital cost allowance recorded in the tax return would give
rise to deferred income taxes).

DEPRECIATION
A non-cash expense charged periodically to allocate or distribute the cost of a
long-term asset over its estimated usehu life.

DIVIDENDS

An amount of retained earnings declared by the board of directors of a
corporation for distribution teo its shareholders in proportion to their relative
sharehaldings.

EQUITY CAPITAL
The interest of the owner in the assets of a business. This interest is
represented by the excess of the total assets over the total liabilities.

EXPENSE

A cost generally identifiable with the business operations during a fiscal period or
with revenues earned during that period. {Examples include regular operating
cests such as interest and wages as well as depreciation and amartization).

FINANCIAL ACCOUNTING

The development of accounting information in conformity with established
accounting principles in order to summarize the financial position and
operating results of a business.

FISCAL YEAR
A one year period of time for which financial statements are usually prepared
for a business.

GAIN

An increase in equity as a result of a transaction other than an increase that
results from revenues or equity contributions. For example, an armount equal
to the excess of the sale proceeds over the net book value of a fixed asset
would be termed a gain.
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GOING CONCERN CONCEPT

The concept that a business will continue in operation indefinitely and that
assets are therefore valued on the basis of their continued use as distinct
from their market or liquidation value.

GOODWILL

Goodwill is an infangible asset, the value of which is related to the value ofa
business in excess of the sum of the fair market value of the net assets,
Goodwill is generated from such things as high cormmunity standing, good
strategic location, superior management, etc.

GROSS MARGIN

Gross margin is the excess of total revenue minus cost of goods sold.
Indicates funds available to cover unallocated fixed costs, returns to operator
and family labour and returns to owners’ /shareholders’ equity. The term
gross margin is often used synonymously with the term gross profit.

HISTORICAL COST

The total expenditures made by the business to acquire title to or develop an
asset (including any installation or alteration costs incurred to put the asset
into service).

INVENTORY

ltems of tangible property which are held for sale in the ordinaty course of
business, or are in the process of production for such sale, or are to be directly
consumed in the production of goods or services. {Examples inchide feed, seed,
farm supplies and market livestock).

LEASE

An agreement whereby the owner of an asset {lessor) conveys the right to
use this asset to someone else (lessee) usually for a specified pericd of time,
in return for some form of considerafion.

LEASE-CAPITAL LEASE

A lease that, from the point of view of the lessee, transfers substantially all of
the benefits and risks incident to ownership of property to the lessee. The
term of the lease is usually in excess of one year and the lease contract may
provide for transfer of ownership of the asset at the end of the lease term.

LEASE-OPERATING LEASE
A lease in which the lessor retains substantially all the benefits and risks
incidental to ownership of the asset.

LEVERAGE
The relationship between the total habilities and the equity of a business. The
higher the ratio of debt to equity, the greater is the leverage.

LIABILITIES

Liabilties are obligations of a business arising from past transactions that are
to be paid in the future, including the delivery of goods and services in the
future for which consideration has already been received. {(Examples include
accounts payable, long-term debt, etc.)

LIABILITIES-CURRENT LIABILITIES

Liabilities that will be payable within the current year ot within the normal
operating cycle, where the cycle is longer than a year. (Examples include
accounts and notes payable within the year, and the principal portion of
long-term debt due within one year).
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LONG-TERM LIABILITIES

Liabilities with a maturity beyond one year from the date of the balance sheet, or
beyond the normal operating eycle, where the cycle is longer than one year. Long-
term liabilities exclude that portion of the debt principal and any other liabilities due
within one year. (Examples include mortgages and equipment loans).

LIQUIDITY
Liquidity is often measured by the ability of the business to convert assets into
cash or to obtain cash tc meet short term liabilities and other commitments.

LOANS-DEMAND LOAN
A debt for which payment in full could be demanded at any time upon
lender’s notification pursuant to the terms of the loan contract.

LOANS-OPERATING LOAN

Cash advanced to a business to pay for operating costs. These loans usually
provide for repayment within one year of the normal operating cycle
{including the costs of disposition). This value is often based upon
comparison to the latest sales data of similar assets under similar selling
conditions.

MARKET VALUE

Market value is the value which one expects a willing buyer will pay a willing
seller for an asset given an appropriate length of time to sell the asset (inchuding
the costs of disposition). This value is often based upon comparison to the
latest sales data of similar assets under similar selling conditions.

MORTGAGE

A conveyance of a legal interest in property from one person to another as a
security for the payment of a debt or the discharge of some other obligation. The
security is redeemable on the payment or discharge of such debt or obligation.

NET BOOK VALUE
The value of an asset that is determined by subtracting the accurnulated
depreciation {or amortization) from the histarical cost of the asset.

NET INCOME/LOSS
The excess of revenues over expenses for a given period of time. If
expenses exceed revenue, the difference is called net loss.

NET WORTH

The difference between the market value of the assets and the market value
of the liabilities. Net worth represents an estimate of what cash the owner

would receive if all the owner’s assets were disposed of and all the Eabilities
were discharged.

NET WORTH STATEMENT

A staternent summarizing the net worth of an individual and the individual’s
business at a point in time. Assets are valued at estimated fair market value
and liabilities are subtracted from the asset values to provide an estimate of
net worth.

NOTE PAYABLE

A liability in the form of a promissory note which is a formal written promise by
the borrower to pay a certain amount on demand or at a certain future date.
Generally used to distinguish certain liabilities such as a note payable from other
liabilities such as accounts payable.
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NOTE RECEIVABLE

An asset in the form of a promissory note which is a formal written, promise
to be paid a certain amount on demand or at a certain future date,
Generally used to distinguish certain assets such as a promissory note from
other assets such as accounts receivable.

OWNER’S EQUITY

This term refers to the ownership interest in the business. Owner’s equity
equals assets minus liabilities and could be considered to be the owner's
claim against the assets of the business. Owner’s equity is increased by the
owrner's net contribution of assets to the business and the accumnulated net
income of the business,

PREPAID EXPENSE

An operating expenditure other than an outlay for inventory which is
expected to yield its benefits in the future and in the meantime is carried on
the balance sheet as an asset to be charged to expenses when utilized.
(Examples include the unexpired portion of building insurance premiums and
property taxes).

PROJECTED CASH FLOW STATEMENT

This statement shows expected future sources of cash from operations,
capital sales, owner contribution and borrowing. It also shows anticipated
cash utilization for business expenses, loan payments, capital purchases and
owner withdrawals from the business.

SHARE CAPITAL
The ownership interest in an incorporated company that is represented by
the shares of that corporation.

SHAREHOLDERS’ EQUITY
The excess of the net book value of the assets of an incorporated company
over the value of its liabilities.

STATEMENT OF CHANGES IN FINANCIAL POSITION

This statement shows sources of cash from business operations, asset sales,
owner contributions and borrowings over the past fiscal vear. It also shows
cash utilization for business operations, loan payments, asset purchases and
owner withdrawals from the business over the same period.

STATEMENT OF INCOME

A financial statement summarizing the revenue, the expenses, and indicating
the net income (or net loss) for a defined accounting period, usually the fiscal
year of a business.

Reprinted from An Industry Consensus on Agricultural Financial
Accounting Terminology and Reporting Policies, Deloitte and
Touche Management Consultants, Edmonton, Alberta 1991,
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Business
Profile and
Summary

Purpose of the plan

Required Financing and Sources

Business Activities and Targets

Marketing

*
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Projected Income and Net Worth

Item Year One Year Two Year Three

Revenue

Net Income

Net Worth
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Business
Organization

Business Name and Address:

Telephone:

Type of Organization:

Registrations and Licences

Type Date Issued

Numbezr

Business Management

Name Position

% of Business
Owned

Business Advisors

Name and Address Role

% of Business
Owned
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Development of
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and Prices

Industry and Market
Trends

19__
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19__

19

Annual
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Major Trends
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R
Political and
Legal Constraints

O
Competition

Constraint Response
Crop Suppliers Competing Important
Crops Markets
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P ——
Customer Analysis
and Response

L
Delivery Options

Customer Targets Barriers Strategies
Options Delivery Crops Delivery
Point Opportunities
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Pricing Delivery Decision Pricing Pricing Crops
Option Period Factor Options :
I
Target and Future :
Year 1 Year 2 Year 3 |
Returns
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Commeodity Selling
Thresholds and
Targets

Promotion and
Advertising

$/Bushel Crop

Crop

Crop Crop Crop

Method of Promotion

Target Customer

Year One

($'s)

Year Two

($'s)

Year Three

(S's}

Total
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Einployee Plan
(Year 1 - 3)

Job Title

Functions

L
Organization Chart
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Compensation
and Benefits
(Year 1-3)

Labour and
Training Goals

Position

Salary and Benefits

Target Barrier

Planned Response

Measurement

81




|
Land, Buildings and
Facilities

R
Equipment

Location:

Description:

Size:

Owned or leased:

Buildings and improvements:

Land:

Description

Cost

TOTAL
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Materials and

Supplies
Description Annual Total Cost Supplier Order
Requirement (S) Lead
Time
L ]
Production Strategies
Description Target Yields Barriers Response
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Construction/

Production Schedule
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Income Statement

Period from A9

to .19
Year Year
One Two

Income (from sales)

Sales
Dividends
Other

a) Total Income (from sales)

Year
Three

Expenses

b} Total Expenses

¢) Excess Income Over
Cash Expenses (a-b)

d) Less Depreciation

e} Net Farm Income

{c-d)
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Cash Flow Chart
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[ e
Statement of Assets,

Liabilities and
Owner’s Equity

Year Year Year
one two three
Assets
CURRENT ASSETS
Cash

Accounts Receivable
Inventory

a) Total Current Assets

INTERMEDIATE ASSETS

b) Total intermediate

FIXED ASSETS

Buildings and Equipment
¢) Cost
d) (Less depreciation)

e} Total Fixed (c-d)

f) Total Assets
{a+b+e)

Liabilities and Equity

CURRENT LIABILITIES

Operating Loan
Accounts Payable

g) Total Current Liabilities

INTERMEDIATE (1-10 YR)

h) Total Intermediate Liabilities

LonG Term (> 10 YR)

Mortgage

i) Total Long Term Liabilities

j) Total Liabilities {(g+h-+i)

k} Owners' Equity {f-0)

ToTaL LIABILITIES AND EQUITY

{+k)
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R
Capital Sales,

Purchases
Planned Capital Sales and Purchases Year One
Maximum
Item Sales Purchases Cash Down Required Expected Life C.CA.
Trade In Financing Yrs (Depreciation

Intermediate Assets

Equipment
{See production Section)

Total Intermediate

Long term Assets
Land

Buildings

Total Long Term Assets

Total Fixed Assets
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Loan Summary

Loan Schedule Year One

Long Term Intermediate Term‘ Short Term
Land & Buildings Equipment Operating Loan

Amount Owing

Interest Rate

Payment Frequency

Annual Payment

Principle

Interest

Source/Lender

Security Provided

Term
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Financial Performance
Indicators

Financial Ratios (Formula) | Year one Year two Year three Bench-mark -

Profitability Ratios

Return on Equity (%)

net income x 100
total equity

Return con Investment (%)

net income + paid interest x 100
total investment

Risk Ratios

Current Ratio

current assets
current liabilities

Debt to Equity Ratio

total liabilities
owners’ equity

Interest Coverage Ratio

net income + interest
interest expense

Debt Servicing Ratio {%)

annual payments x 100
total revenue

Growth Ratios

Sales Growth (%)

sales increase x 100
previous sales

Equity Growth {%)

equity increase x 100
previous year's equity
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Long-kﬂnge Business Goals and Obijectives
Planning

Major Milestones

Additional Production, Financial and Labour
Management, or Marketing Skills Required

Other Assistance (non financial) Required
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