Course:
01.411 Agricultural Business and Management

Unit 9:
Tax
Lesson 2:
Depreciation

QCC:
61, 64, 65, 71, 72, 73
Objectives: 

1.
Recognize the effect of depreciation on taxes.

2.
Differentiate between the methods of depreciation.

3.
Develop a depreciation schedule.

Teaching Time:

5 Hours

References:
Deere and Company.  Farm and Ranch Business Management. Moline, IL. ISBN: 0-86691-135-9.  
Deere and Company.  Farm and Ranch Business Management Student Guide.  Moline, IL. 
Materials and Equipment:
Current copy of IRS Tax Guide, issued by IRS.

Teaching Procedure

Introduction and Mental Set

Recognize the effect of depreciation on taxes.  Why must property be depreciated rather than the full cost deducted in the year the property is bought?
Discussion

1.
Define depreciation.
A procedure that spreads out the value of an asset over the period of its useful life.

2.
Lead students to determine the causes for loss of value of an asset.
A.
Wear and tear due to use.

B.
Obsolescence due to new technology.

C.
Deterioration due to the elements of nature.

3.
Read the sections in the Farmers Tax Guide to determine what can and what cannot be depreciated under the current law.   

Assign students to make a list of items that can and cannot be depreciated.

4.
Discuss the three factors of depreciation.
A.
Basis - Cash paid or the cash difference paid plus the depreciable amount of the trade-in.

B.
Service Date - The date that an item is ready and available to be placed in service for a specific use. 

C.
Method -Modified Accelerated Cost Recovery System (MACRS)

5.
Differentiate between the methods of depreciation.
Categories of farm property to be depreciated.

6.
Have students read the Supplement #1 to Chapter 9 in the Student Guide.
Discuss the difference in the 150% Declining Balance Method and the Straight Line Method.

7.
Work an example using both methods.
A.
Use the tables in the Farmers Tax Guide to figure the depreciation of an item costing $10,000 
B.
Ask the students how the amount of depreciation differs by using the two methods. 

8.
Complete Assignment sheet #1 on page 9-17 of the Student Guide.

9.
Develop a depreciation schedule.

10.
Have students read and discuss the different depreciation schedules on pages 9-8 and 9-9 of the text. 
11.
Complete Assignment Sheet #2 in the Student Guide.
12.
Using the information provided on page 9-19 of the Student Guide complete the estimated tax sheet on page 9-20. 

13.
Take a field trip to a local CPA office to observe how they use computer programs to compute taxes and depreciation of farm businesses. 

Have the accountant discuss the procedures he would follow in setting up a depreciation schedule.

Summary
Ask students how they would depreciate items used in a farm business. Lead them to discuss the three components of depreciation as well as the types of items that can be depreciated.

Ask students how depreciation helps an agribusiness to increase or decrease its profit during a particular year.

Ask students how the different methods of depreciation can be used to speed up or slow down depreciation of an item, and how that affects income.
Evaluation

Written test

Student assignments

Course: 01.411   Agricultural Business and Management

Unit 9, Lesson 2

Revised May 2007
Page 1


