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Balance Sheet Format

Assets Liabilities

Current Assets $100 Current Liabilities $50

Non-Current Assets $150 Non-Current Liabilities $100

Owner Equity $100

Total Assets $250 Total Liability and Equity $250



Oklahoma State University Example Farm Balance Sheet
http://factsheets.okstate.edu/documents/agec-752-developing-a-balance-sheet/

http://factsheets.okstate.edu/documents/agec-752-developing-a-balance-sheet/


University of Minnesota 
FinPack example

https://extension.umn.edu/farm-
finance/balance-sheet

https://extension.umn.edu/farm-finance/balance-sheet


Iowa State University example
https://www.extension.iastate.edu/ag
dm/wholefarm/html/c3-20.html

https://www.extension.iastate.edu/agdm/wholefarm/html/c3-20.html


Asset Valuation Problem

• Asset Value for Cost Basis balance sheet
= purchase cost minus depreciation, or = farm production cost
• More accurate measure of financial status and collateral for loans
• Can hide management problems, asset values fluctuate

• Asset Value for Market Basis balance sheet
= current market value minus any selling costs
• Follows accepted accounting practices
• Equity changes only from retained earnings (profits), so evaluate 

ability as a farm manager
• Can misrepresent true value of business



Market vs Cost Basis

• Three hats that farmers wear
• Labor, Manager and Investor
• Texas “ranchers” and oil wells

• Farm Financial Standard Committee says use them both
• Practically only matters for breeding livestock, machinery, 

equipment, buildings and land
• When depreciation gets out of whack
• Long-term gains in land values over time



Thought Question

Suppose you have been a sole proprietor for several years. A 
potential investor wants to evaluate your business skills before 
investing a lot of money to expand your farm as a partner.  She 
wants to see your balance sheets and income statements from 
the last few years.  
• Would you use a cost or market basis balance sheet, or both?  

• Ceres Partners, Luke Drachenberg
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Straight Line Depreciation Example 1

• $80,000 machine, use for 4 years with $20,000 salvage value
• Annual Depreciation = (Cost – Salvage Value)/Useful Life

= ($80,000 – $20,000)/4 = $15,000

Year Beginning Basis Depreciation Ending Basis
1 80,000 15,000 65,000
2 65,000 15,000 50,000
3 50,000 15,000 35,000
4 35,000 15,000 20,000



Declining Balance

• Depreciation = constant percentage of the asset’s current basis
• Depreciation = Current Basis x RDB

• RDB = Declining Balance Depreciation Rate
• RDB = 2 x RSL, 1.75 x RSL, 1.5 x RSL

• 200%, 175%, 150% declining balance
• Never hits salvage value or $0

• Have to make adjustments or switch to straight line along the way



Declining Balance Depreciation Example 2

• $80,000 machine, use for 4 years with $20,000 salvage value
• 200% Declining balance: RDB = 2 x 1/Useful Life = 50%

Year Beginning Basis Depreciation Ending Basis
1 80,000 50% x 80,000 = 40,000 40,000
2 40,000 50% x 40,000 = 20,000 20,000
3 20,000 50% x 20,000 = 10,000 10,000
4 10,000 50% x 10,000 = 5,000 5,000

• Hits the $20,000 salvage value at the end of year 2 by accident



Depreciation and Taxes

• Depreciation a cost of business that deduct from income to 
reduce amount of taxable income

• Calculate depreciation as a % of initial tax basis, which usually 
equals initial purchase price
 % taken from a depreciation table
 Tax tables assume zero salvage value
 Tax basis ≠ true value or your book value





Year Depreciation Rate Depreciation Remaining Basis
1 33.33% $3,333 $6,667
2 44.45% $4,445 $2,222
3 14.81% $1,481 $741
4 7.41% $741 $0

IRS Table A-1 Half-Year Convention: 200% DB
• Why are there 4 entries for 3-year property, 

6 entries for 5-year property, etc.?
• When does it switch to straight-line 

depreciation? 
• Depreciation each year is the Purchase 

Price times the Rate from the table.  Notice 
rates add to 100%, which implies take full 
value over “tax life” of the asset. 



Depreciation and Taxes

• Section 179 of tax code allows you to take 100% of the purchase of some
assets in first year
• Limits on types of assets & total $ amounts that can be claimed

• Tax deprecation rarely lines up with actual depreciation, so when sell asset 
for different value than remaining tax basis, file Form 4797

• Form 4797: Depreciation Recapture
• If sale price > remaining tax basis: claim extra as ordinary income and 

pay income taxes
• If sale price < remaining tax basis: claim extra depreciation and 

reduce ordinary income and income taxes





Learning Goals

• How to create and read a balance sheet for farm operations
• The difference between a Market Basis and a Cost Basis 

balance sheet for asset valuation and when to use each one
• Methods used to depreciate assets
 Straight line and declining balance

• How to depreciate farm assets for tax purposes
 How to use depreciation tables
 Section 179 depreciation
 Depreciation recapture (Form 4797)
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