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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




Name: James and Dolly Madison

BALANCE  gHEET

Date: 8/21/20120

R nl Bl cl § coowe (g D E F
Personal Market Based
March 1, 2019  Feb. 29, 2020 March 1, 2019 Feb. 29, 2020
Beginning Ending Net Beginning Ending Net
Balance Balance Change Balance Balance Change
CURRENT ASSETS ICURRENT LIABILITIES
1. Cash & Checking 3,421 37815 34,394 30. Accounts Payable -
2. Accounts Receivable 900 - (900) 31 Line of Credit and Operating Notes 153,552 85,000 (68,552)
3. Prepaid Expenses - - - 32. Current Portion of Term Debt 33,630 60,776 27146
4. Cash Investment Growing Crops 54,669 54,669 - 33. Accrued Interest 10,035 15,660 5,625
Inventories: Taxes Payable:
5. Marketable Livestock 241,992 241,992 - 34. Ad Valorem 1,647 1,647
6. Stored Crops and Feed 4,860 5,060 200 35. Employee Payroll Withholding -
7. Purchased Feed - - - 36. Income Taxes 10,350 10,350 0
8. Supplies 2,000 2,000 - 37 Deferred Taxes 63,696 63,817 121
9. Other Current Assets - - - 38. Other Accrued Expenses -
10. TOTAL CURRENT FARM ASSETS 307,842 341,536 33,604 39. Other Current Liabilities - -
Non-Farm Assets: 40. TOTAL CURRENT FARM LIABILITIES 272,910 237,250 (35,660)
11. Savings 28,394 32,590 4,196 Non-farm Liabilities:
12. Marketable Securities - - - 41, Non-Farm Notes & Interest 15,279 15,167 (112)
13. Other Non-Farm Assets - - - 42.  Other Non-Farm Liabilities - -
14. TOTAL CURRENT ASSETS 336,236 374,126 37,890 43. TOTAL CURRENT LIABILITIES 288,189 252,417 (35,772)
NON-CURRENT ASSETS NON-GURRENT LIABILITIES
15. Breeding Livestock 116,850 116,850 - 44. Notes Payable, non-Real Estate 31,862 116,407 84,545
16. Vehicles 133,908 120,518 (13,320) 45. Notes Payable Real Estate 45,344 32,142 (13,202)
17. Machinery, Equipment 646,682 704,680 57,998 46. Deferred Taxes 442,042 449,757 7715
18. Investment in Capital Leases - - - 47, Other Non-Current Liabilities -
19. Contracts & Notes Receivable - - - 48. TOTAL NON-CURRENT FARM LIABILITIES 519,248 598,306 79,058
20. Investment in Cooperatives 18,000 18,350 350 Non-Farm Liabilities:
21. Real Estate, Land 1,776,000 1,776,000 - 49. Non-Farm Notes 93,860 85,533 (8.327)
22. Buildings & Improvements 47,000 46,161 (839) 50. Other Non-Farm Liabilities -
23. Other Non-Current Assets - - - 51. TOTAL NON-CURRENT LIABILITIES 613,108 683,839 70,731
24, TOTAL NON-CURRENT FARM ASSETS 2,738,440 2,782,559 44,119 52. TOTAL LIABILITIES 901,297 936,256 34,959
Non-Farm Assets:
25. Cash Value, Life Insurance 14,056 14,914 858 OWNER EQUITY
26. Investment in Other Entities 15,000 16,000 1,000 53. Contributed Capital 93,500 93,500
27. Other Non-Farm Assets: House 125,000 123,839 (1,161) 54. Retained Earnings 958,633 1,006,380 47747
28. TOTAL NON-CURRENT ASSETS 2,892,496 2,937312 44,816 55. Total Valuation Equity 1,275,302 1,275,302
56. TOTAL EQUITY 2,327435 2,375,182 47747
29. TOTAL ASSETS 3,228,732 3,311,438 82,706 57 TOTAL LIABILITIES & EQUFHI 3,228,732 3,311,438 82,706

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/

17172017 - Cost & Market Balance Sheet
I Current Asseis I Value Current Liabilities Baance

Cash and chacking (Schd A) 76,500 fcoruad mterest B ese
Prepad axp. & suppl. (Schd B) 114,438 Accounts payable and other sccrued expenses
Growing crops -
Accounts receivable : - Pal Frapa
Hedging accounts {Schd E) 5,850 Current loans (Schd L) Fams e Balance
Other current assets . SehNB-Operating 8.00 I §7.883
S Carde 8.375 2 364,051
Crops (Schd G)  Quansty  Value/Unit
Com D0A41 326bu 320040 Principal dus within 12 months on term iabilses 00,288
Com Silage 959 2500Mon 23,975
Alfalta Hay 40 S000Mon 3,800 . . .
opwrs a0 s University of Minnesota
Mkt hest (Schd H) Mo ValuedUnit .
FmBe %m0 ie00ow 700 FinPack example
Total Current Assets 1,513,237 Total Current Liabilities 554,760
Intermediate Assets | | tntermediate Liabilities rs;nd Vi J,.
Cost Markst inczal P&l  Prncpsl  eemed
Vale  Value Loan Rase  Balance Due Due Balance .
e P | ecease 1w e vm rme | [ S
Machinery (Schd J) TIEGTS 1,000,004 SehiNB-Mach 450 020 23348 18,400 ga.821 .
Tited vencles (3che K| Bloe 11215 finance/balance-sheet
Crher intermediate assets - -
Total Intermediate Assets 807,919 1212143 Total Intermediate Liabilities 84016
|| Long Term Assets | | Long Term Liabilities (Schd W) J
st Market = Frinczal P&l  Prngpal  LgTem
Land (Schd M) Acres  Vale  Value Loan Ree  Balane Due De Baiance
Home 32 15 5000  37.500 SehhE-Bam 780 21657 32778 15,002 190,884
SW D Az B0 560000 560,000 SthNE-SW B0 Ac 550 278450 28,118 11825 288528
MNew B0 Ac 80 £A0800 960,800 SHrME-Mew B0 Ac 495 451767 30831 18188 435500
Bidgs & improve. (Schd M) B/1.7TE 514,278
Cther long term (Schd O 2401 2.4m
Total Long Term Assets 1,588,927 1,774,579 Total Long Term Liabilities 202,008
Total Farm Assets 2911,083 4,500,359 Total Farm Liabilities 1,540,784
Personal Assets (Schd F) 172584 17aE2 Personal Lisbilities (Schd X) 28,534
Cost Market
Deferred Liabilties (c) 462450
Total Liabiities (die) 1567318 2000788
Retained Eamings Cortrituted Capital [ad] 2516340
Mlarket valuation equity [b-a-c] 128,055
Total Assets (a)b) 4083667 4,674,172 Net Warth el 2,644,404



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

Net Worth Statement Example

Nams__ Cyelone Farm Data December 31, 2017
Farm Assets .Eﬁ'e ﬂ:m:t Farm Liabilities 'ﬂ:ﬁ:‘
Current Assets (cost and market values are the zame) Current Liabilities
Checking, savings accts. $16,665 £16,665 | Accounts payable $1,8549
Hedging accounts 47 909 47909 | Farm taxes due 4750
Crops held for sale/feed 489,105 489,105 | Current notes and cradit lines 340,200
Investmant in annual crops 8,680 8,680 | Accrued interest - curmant 3,049
Commercial feed on hand 10,940 10,940 - fixed 19,435
Prapaid expenses Principal due on notes and contracts
Markat livestock 329,403 329,403 | Due in 12 months - fixed | 28,670
Supplies on hand 2000 2,000
Accounts receivable (thar current iabilitios
Othar current assets (thar current iabilitios
| a. Total Current Assets $904,702 $904,702 | d. Total Current Liabilities $3297,963 |
Fixed Assets (cost and market values may differ) Fixed Liabilities
Unpaid co-op. distributions $28,861 £28,861 | Notes and contracts, principal due beyond 12 months
Invast. in parannial crops 157 500 157 500 - Machinary £168,673
Breeding livestock 222 600 222 600 - Land 269,100 . .
Machinary & equipment 255,240 275,000 - Mher fixad assets I Owa State U n |Ve r'S |ty exa m p I e
Buildings/improvemants 138,510 171,000
Farmland 200,000 1,050,000 ||Other fixed liabilities . E E
Farm sacuries, carthcates 13,000 3,000 | Other fixed iabilities htt pS.//WWW.eXtenS|On .lastate.ed U/ag
Othar fixed assots
b. Total Fixed Assets $1.615,7111 $1,917.961 | e. Total Fixed Liabilities $431.173 / / / -
c. Total Farm Assets (a + b) 52520413 52,822 663 | . Total Farm Liabilities (d + e) $835,73%6 dm Wh0|efarm html C3 zo'html
g. Farm Net Worth (c - f) $1.684,677 §1,986,927
h. Farm Nat Worth Last Yoar £1,665,962 £1,820,062 | Working Caprtal ia - d) 506,739
i. Change in Farm Met Warth (g - h) £18.715 £166,865 | Current Assat-to-Daebt Ratio {a / d] 2.7
Percant Changa in Mat Warth i/ h) 1% 9% | Total Debt-to-Asset Ratio if/ c) 30%
Personal Assets (optional) Personal Liabilities (optional)
Bank accounts, cash, savings Credit card, charge accts., atc. $4 562
Automobiles, boats, atc. $40,000 | Automobile loans 15,000
Household goods, clothing 25,000 | Accounts payable, taxes dus
Stocks, bonds, efc. 8,500 | Other loans
Reoal astata Real astate, other long-term loans
Othar parsonal assets (ther personal liabilitias
j- Total Personal Assets %£73.500 | k. Total Personal Liabilities £19,562
I. Total Personal Net Worth (] - k) 553,938 | Personal Debt-to-Asset Ratio [k / j) 271%
m. Total Assets, Farm & Personal (c + j) 52,896,163 | m. Total Liabilities, Farm & Personal (f + k) 5855298
Total Net Worth, Market Value (g + 1) 52,040,865 | Overall Debt-to-Asset Ratio (n / m) 3%



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

Asset Valuation Problem

e 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
e 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

e Equity changes only from retained earnings (profits), so evaluate
ability as a farm manager

e Can misrepresent true value of business




Market vs Cost Basis

* Three hats that farmers wear
* Labor, Manager and Investor
e 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



Value (S)

Graphics of Depreciation

Total
> Depreciation
to Allocate

Time

Useful Life



Straight Line Depreciation Example 1

* $80,000 machine, use for 4 years with $20,000 salvage value
* Annual Depreciation = (Cost — Salvage Value)/Useful Life
= (580,000 — $20,000)/4 = S15,000

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 Ryg

Rpe = Declining Balance Depreciation Rate
* Rpg =2 X Rg, 1.75 X R, 1.5 X R¢,

e 200%, 175%, 150% declining balance
Never hits salvage value or SO

* 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: Ryz = 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




1. 3-year property. after 2017. The original use of the property must

begin with you after 2017.
a. Tractor units for over-the-road use. 9 y

. 3. 7-year property.

b. Any race horse over 2 years old when placed in . : ) .
service before January 1, 2009. (Any race horse a. Office furniture and fixtures (Such as desks, files,
placed in service after December 31, 2008, and and safes).
before January 1, 2021, is treated as 3-year prop- b. Used agricultural machinery and equipment
erty regardless of the age of the race horse.) placed in service after 2017, grain bins, cotton gin-

ning assets, or fences used in a farming business

(but no other land improvements).

c. Any other horse (other than a race horse) over 12
years old when placed in service.

- . c. Railroad track.
d. Qualified rent-to-own property (defined later). .
d. Any property that does not have a class life and

2. 5-year property. has not been designated by law as being in any
a. Automobiles, taxis, buses, and trucks. other class.
b. Anv qualified technological equipment. e. Certain motorsports entenginmer_'ﬂ complex prop-
va 9 quip erty (defined later) placed in service before Janu-
c. Office machinery (such as typewriters, calculators, ary 1,2021.
and copiers). f. Any natural gas gathering line placed in service af-
d. Any property used in research and experimenta- ter April 11, 2005. See Natural gas gathering line
tion. and electric transmission property, later.
e. Breeding cattle and dairy cattle. 4. 10-year property.
f. Appliances, carpets, furniture, etc., used in a resi- a. Vessels, barges, tugs, and similar water transpor- Appendix A
dential rental real estate activity. tation equipment. MACRS Percentage Table Guide
g. Certain geothermal, solar, and wind energy prop- b. Any single-purpose agricultural or horticultural General Depreciation System (GDS)
ortv structure, Alternative Depreciation System (ADS)
. . . ._Any tree or vine bearing fruits or nuts.
h. Any machinery equipment (other than any grain e L . . ) R
bin, cotton ginning asset, fence, or other land im d. Qualified small electric meter and qualified smart Shart 1. Use this chart to find the correct percentage table to use for any property other than residential rental
provement) used in a farming business and electric grid system (defined later) placed in serv- and nonresidential real property. Use Chart 2 for residential rental and nonresidential real property.
placed in service after 2017, in tax years ending ice on or after October 3, 2008. Month or
Quarter
MACRS Depreciation Placed
System Method Recovery Period Convention Class in Service Table
GDS 200% GDS/3, 5, 7, 10 (Nonfarm) Half-Year 3,57 10 Any A-1
GDS 200% GDS/3, 5, 7, 10 (Nonfarm) | Mid-Quarter | 3, 5,7, 10 1st Qtr A-2
2nd Qtr A-3
3rd Qtr A4
4th Qtr A-5
GDS 150% GDS/3, 5, 7, 10 Half-Year 3,57, 10 Any A-14
GDS 150% GDS/3, 5, 7, 10 Mid-Quarter | 3,5, 7, 10 1st Qtr A-15
2nd Qtr A-16
3rd Qtr A-17
4th Qtr A-18
GDS 150% GDS/15, 20 Half-Year 15 & 20 Any A-1
GDS 150% GDS/15, 20 Mid-Quarter | 15 & 20 1st Qtr A-2
2nd Qtr A-3
3rd Qtr A-4
4th Qtr A-5




Table A-1.  3-, 5-, 7-, 10-, 15-, and 20-Y. P .
e e e ek B SRGED-Senr Froperty IRS Table A-1 Half-Year Convention: 200% DB

vear Deprectafion rate Tor recovery period * Why are there 4 entries for 3-year property,

3-year 5-year T-year 10-year 15-year 20-year . ?
1 33.33% 20.00% 14.29% 10.00% 5.00% 3.750% 6 entrles for 5-year propertyl etc' .
2 44.45 32.00 24.49 18.00 9.50 7.219 . . . .
ol el us | ws | ss g |+ When does it switch to straight-line
5 11.52 8.93 9.22 6.93 5713 depreCIatlon?
6 5.76 8.92 7.37 6.23 5.285 . . .
! ot 590 wess | e« Depreciation each year is the Purchase
0 e s00 | 4461 Price times the Rate from the table. Notice
1; 3.28 591 4462 rates add to 100%, which implies take full

' ' 7 cC
13 oot h.a62 value over “tax life” of the asset.
15 .
16
17
18
19 1 33.33% $3,333 $6,667
2 44 .459%, 4 445 2,222
4 4

14.81% $1,481 $741
7.41% $741 $0

S WIN




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 S 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



o &TYT

Depariment of the Treasury

Internal Revenue Service

(Also Involuntary Conversions and Recapture Amounts

Sales of Business Property

Under Sections 179 and 280F(b)(2))

» Attach to your tax return.

OMB Mo. 1545-0184

2019

Attachment

» Go to www.irs.gov/Formd4797 for instructions and the latest information. Sequence No. 27

Mame(s) shown on return

Identifying number

1 Enter the gross proceeds from sales or exchanges reported to you for 2019 on me{s.} 1099-B or 1098-S (or
substitute statement) that you are including on line 2, 10, or 20. See instructions .

1

Sales or Exchanges of Property Used in a Trade or Business and Invuluntary Cunuarsmns From Other

Than Casualty or Theft—Most Property Held More Than 1 Year (see instructions)

(e) Depreciation

{f) Cost or other () Gain or floss)

o {a) Description (b) Date acquired () Date sold (d) Gross allowed or basis, plus Subtract (f) from the
of property (mo., day, yr.) {mo., day, yr.) sales price allowable since improvements and sum of (d) and ()
acquisition expense of sale
3 Gain, if any, from Form 4684, line 39 . e e e 3
4 Section 1231 gain from installment sales from Form 6252, line 26 or 37 . 4
5§ Section 1231 gain or (loss) from like-kind exchanges from Form 8824 5
6 Gain, if any, from line 32, from other than casualty or theft . . 6
7 Combine lines 2 through 6. Enter the gain or (loss) here and on the appmpnate line as fnllﬂws . 7
Partnerships and S corporations. Report the gain or (loss) following the instructions for Form 1085, Schedule K,
line 10, or Form 1120-5, Schedule K, line 9. Skip lines 8, 9, 11, and 12 below.
Individuals, partners, S corporation shareholders, and all others. If line 7 is zero or a loss, enter the amount from
line 7 on line 11 below and skip lines 8 and 9. If line 7 is a gain and you didn't have any prior year section 1231
losses, or they were recaptured in an earlier year, enter the gain from line 7 as a long-term capital gain on the
Schedule D filed with your return and skip lines 8, 9, 11, and 12 below.
8 MNonrecaptured net section 1231 losses from prior years. See instructions . 8
9 Subtract line 8 from line 7. If zero or less, enter -0-. If line 9 is zero, enter the gain from line 7 on line 12 below. If line
9 is more than zero, enter the amount from line 8 on line 12 below and enter the gain from line 9 as a long-term
caeital gain on the Schedule D filed with your return. See instructions 9



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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