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The statement of owner equity reconciles the change in equity from the beginning balance sheet to the ending
balance sheet for the farm business. Also known as the statement of net worth, shows the source of change.

Explanation:

Owner equity, or net worth, is the owner’s share of the
assets of the business and is a basic measure of the financial
strength. The terms “owner equity” and “net worth” mean
the same thing and are interchangeable. The Farm Financial
Standards Council (FFSC) guidance is to use “owner equity”
when referring to the farm business only, and to use “net
worth” when combining business and personal information
in the statement.

Analysis of the statement of owner equity provides
understanding of whether change in total equity was due to
profitability (i.e., net profit or loss), capital gains or losses
from the sale of assets, contributed capital, or a revaluation
of assets. Reconciling also determines if any errors may
have occurred in completing the balance sheet.

A common financial goal is the accumulation of equity.
Changes in equity come from three overall areas - retained
earnings, contributed capital and valuation equity. Positive
equity changes from any source are good for the owners but
increases in equity coming from retained earnings means
the operation itself is creating profits and equity.

Retained Earnings:

The primary motivation for the statement of owner equity is
to identify the amount and source of changes in equity.
Retained earnings shows the accumulation over time of
profits (net income from the income statement). Itis
earnings that have not left the business and provides a
measure of the farm business’ ability to generate profits.

Contributed Capital:

Contributed capital is equity that has been provided to the
business from sources other than the business itself. It may
be contributed by owners from a source other than the
farm, from parents or other investors. Contributed capital

can be further assessed to determine the source of the
contribution.

Valuation Equity:

Valuation equity is the market value of capital assets
compared to the assets cost or book value. For example,
an increase in real estate values compared to the original
cost is additional equity for the owners. However, it was not
equity that came from operations (retained earnings) or
contributed to the business (contributed capital), rather it is
additional owner equity from the increasing value of owned
assets. Valuation equity may also be attributed as
management strength to have invested in appreciating
assets, along with their profitability potential.

Summary:

The statement of owner equity may or may not be limited to
the farm business. Total equity for a combined balance sheet
(farm business and personal) would have an additional
category recognizing non-farm equity. Equity outside the
farm business is different from contributed capital to the
farm business. Non-farm equity sources may be specifically
identified and provide more insight about personal
contributions.

It is important to first identify and understand the changes
in total equity, before making conclusions about financial
position. The statement of owner equity is designed to
provide insight into the financial position of the farm
business.

References: Farm Financial Standards Council. (2021,

January). Financial guidelines for agriculture.
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