[image: image1.png]




Depreciation

Curriculum Supported
Related Competencies

Agricultural Management and Economics
A. 2. Determine the fixed and variable costs of production and use the fixed/variable concepts in making business decisions.

B. 14. Calculate the depreciation of an investment.

Curriculum Reference:

Agricultural Management and Economics. University of Missouri-Columbia: Instructional Materials Laboratory, 1988.
Overview:

Creating spreadsheets on computer is increasingly becoming the accepted method for calculating financial information such as depreciation, income, and profit. In this activity, a spreadsheet is created to calculate depreciation for an individual’s financial situation. 
Activity Objectives:

1. 
Develop a spreadsheet that calculates depreciation.
2. Customize a spreadsheet to use in given situations.
Activity Sheet: [image: image6.png]


 


AS 13.1  Depreciation
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SG 13.1  Depreciation 
Instructor Preparation/Directions:

1.
All activities and associated files are provided on the Computer Lab Activities in Agriculture instructor CD-ROM. Items followed by the CD-ROM icon [image: image3.png]
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 INCLUDEPICTURE "\\\\Imlnt1\\projects\\Agriculture\\CompApps\\CLAA Instructor Guide\\Art\\CD-icon.tif" \* MERGEFORMAT are provided on the Computer Lab Activities in Agriculture student CD-ROM.
2.
Familiarize yourself with the spreadsheet software the students will be using for this activity, specifically the procedures for entering data and creating formulas.  Have a user’s manual for the software available for reference. In addition, it is helpful to pair computer-literate students with those who are not.
3.
Review the procedures of the activity with the students and the specific requirements for the criteria included in SG 13.1. If available, provide related examples of exemplary work.
4.
The depreciation method and formulas in this activity are based on information in the 2000 Farmer’s Tax Guide. Be sure to check the current Farmer’s Tax Guide for the most up-to-date information.

Discussion Questions:

1. What are the benefits of using a spreadsheet to calculate depreciation?

· Spreadsheets ensure accurate and efficient calculation of numbers.

· Spreadsheets are valuable for record keeping because they are easy to store and can be revised or customized each year.

2. How is the ability to create and use a spreadsheet valuable to students? 

· Computer skills are becoming increasingly important to employers in the modern workplace. Having the necessary knowledge to use spreadsheets increases the marketability of an individual seeking employment.

Assessment:

Grade the students’ depreciation spreadsheets based on SG 13.1 located at the end of AS 13.1. To increase the number of points for the project, assign more points to the criteria that you want to emphasize. For example, apply a scale multiplier that makes one or more criteria worth two times as much as the other criteria. See the table below for the answers. A depreciation spreadsheet with the formulas entered, depreciation_template 2, is available on the CD-ROM.

Depreciation Spreadsheet


3-Year
5-Year
7-Year
10-Year
15-Year
20-Year

BASIS
$2,500.00
$1,500.00
$0.00
$25,000.00
$0.00
$12,000.00

Year







1
$625.00
$225.00
$0.00
$1,875.00
$0.00
$450.00

2
$937.50
$382.50
$0.00
$3,468.75
$0.00
$866.25

3
$468.75
$267.75
$0.00
$2,948.44
$0.00
$801.28

4
$234.38
$187.43
$0.00
$2,506.17
$0.00
$741.19

5

$93.71
$0.00
$2,130.25
$0.00
$685.60

6

$73.63
$0.00
$1,810.71
$0.00
$634.18

7


$0.00
$1,539.10
$0.00
$586.61

8


$0.00
$1,308.24
$0.00
$542.62

9



$1,112.00
$0.00
$501.92

10



$945.20
$0.00
$464.28

11



$803.42
$0.00
$429.46

12




$0.00
$397.25

13




$0.00
$367.45

14




$0.00
$339.89

15




$0.00
$314.40

16




$0.00
$290.82

17





$269.01

18





$248.83

19





$230.17

20





$212.91

21





$196.94

Additional Activities:

1. Have the students enter information from their own SAE project or a list of depreciable items their family owns into the spreadsheet. This gives the students additional experience as to how depreciation affects real-world situations.

2.
To familiarize students with the naming function in the spreadsheet program, have them name each cell that will contain the basis figure. Have students click on the 3-year basis cell (B3), select the naming function, and name the cell “Basis3.” Then click on the 5-year basis cell (C3) and name it “Basis5.” Have students name the remaining basis cells in this fashion. Then have students insert the appropriate name in each formula rather than the cell reference for the basis.

3.
Have students calculate straight-line depreciation.  Instruct them to use common agricultural items such as lawn mowers, breeding cattle, show hogs, farm trucks, etc.  The chart below contains percentages for the straight-line mid-year method of depreciation.

Year
3-Year
5-Year
7-Year
10-Year
20-Year

1
16.67%
10%
7.14%
5%
2.5%

2
33.33%
20%
14.29%
10%
5%

3
33.33%
20%
14.29%
10%
5%

4
16.67%
20%
14.28%
10%
5%

5

20%
14.29%
10%
5%

6

10%
14.28%
10%
5%

7


14.29%
10%
5%

8


7.14%
10%
5%


Sources: Publication 225, Farmer’s Tax Guide and Publication 946, How to Depreciate Property, Department of the Treasury, Internal Revenue Service, 2000.

Credits:

Agricultural Management and Economics (Student Reference). University of Missouri-Columbia: Instructional Materials Laboratory, 1988.

Publication 225, Farmer’s Tax Guide, Department of the Treasury, Internal Revenue Service, 2000.

Publication 946, How to Depreciate Property, Department of the Treasury, Internal Revenue Service. http://www.irs.ustreas.gov/prod/forms_pubs/pubs/p946toc.htm, May 30, 2001.
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Student Activity Sheet

Depreciation
Name ________________________
Student Objectives:

1. 
Develop a spreadsheet that calculates depreciation.
2. Customize a spreadsheet to use in given situations.
Equipment and Materials:

· Computer

· Spreadsheet software (e.g., Excel, Lotus 1-2-3)

· SG 13.1 Depreciation Spreadsheet Scoring Guide [image: image4.png]



· Depreciation_template (Excel file) [image: image5.png]



· Floppy disk

· Printer
Procedure:

1.
Refer to SG 13.1 for the criteria you will be graded on.
2.
Open the depreciation_template provided or create a depreciation spreadsheet like the example in Figure 13.1. 

Tip: To quickly enter the years in column A, try the following. Enter “1” in cell A5 and “2” in cell A6, select both cells, click on the fill handle (cross in lower right corner), and drag it the number of rows you want to fill. The years will appear in sequence.
3.
Enter the following formula for MACRS classes 3 through 20 in the annual depreciation rows to calculate annual depreciation. 
Note: Use regular MACRS and the midyear convention. 
· Year 1 - (150%/property class)*undepreciated value*midyear convention 

· Year 2 and subsequent years - (150%/property class)*undepreciated value, which is the basis minus the previous year’s or years’ cumulative depreciation
See example formulas for the 7-year class in the table below.


A
B
C
D
E
F
G

1
Depreciation Spreadsheet

2

3-Year
5-Year
7-Year
10-Year
15-Year
20-Year

3
BASIS
$0.00
$0.00
$12,000.00




4
Year







5
1
$0.00
$0.00
$1,285.71




6
2
$0.00
$0.00
$2,295.92
.00
$0.00
$0.00

7
3
$0.00
$0.00
$1,803.94





A
B
C
D
E
F
G

1
Depreciation Spreadsheet

2

3-Year
5-Year
7-Year
10-Year
15-Year
20-Year

3
BASIS
$0.00
$0.00
$12,000.00
$0.00
$0.00
$0.00

4
Year







5
1
$0.00
$0.00
$1,285.71
$0.00
$0.00
$0.00

6
2
$0.00
$0.00
$2,295.92
$0.00
$0.00
$0.00

7
3
$0.00
$0.00
$1,803.94
$0.00
$0.00
$0.00

8
4
$0.00
$0.00
$1,417.38
$0.00
$0.00
$0.00

9
5

$0.00
$1,113.65
$0.00
$0.00
$0.00

10
6

$0.00
$875.01
$0.00
$0.00
$0.00

11
7


$687.51
$0.00
$0.00
$0.00

12
8


$540.19
$0.00
$0.00
$0.00

13
9



$0.00
$0.00
$0.00

14
10



$0.00
$0.00
$0.00

15
11



$0.00
$0.00
$0.00

16
12




$0.00
$0.00

17
13




$0.00
$0.00

18
14




$0.00
$0.00

19
15




$0.00
$0.00

20
16




$0.00
$0.00

21
17





$0.00

22
18





$0.00

23
19





$0.00

24
20





$0.00

25
21





$0.00

      Figure 13.1- Example depreciation spreadsheet with a 7-year item entered

4.
Save the depreciation spreadsheet often to a floppy disk or location your instructor specifies.


5.  
When the formulas are complete, assign the correct MACRS property classification to the list of depreciable items below. The classification of each item determines the depreciation rates. 

· Sows (10) 

Basis: $2,500 

· Computer

Basis: $1,500

· Greenhouse
Basis: $25,000

· Pole barn

Basis: $12,000                                      

6. 
Enter the basis figure for each item in the appropriate column. Totals for annual depreciation are calculated. Review the results for accuracy.

7. 
Print the spreadsheet and write your name on the sheet.
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Depreciation Scoring Guide







Name _________________________

Exemplary 

2 pts.
Acceptable

1 pt.
Needs Work 

0 pts.
Pts.

Overall Organization

Meets all of the following

criteria:

1. Headers provide appropriate

    labeling 

2. Columns are in logical order

3. Logical flow of calculations
Meets two of the criteria
Meets one or none of the criteria


Property Classification

All property is correctly classified
One property is incorrectly classified
Two or more properties are incorrectly classified


Formulas

All formulas are entered correctly and calculate the data when entered
One formula is entered incorrectly
Two or more formulas are entered incorrectly


Content Completeness

All necessary information is entered
***
Information is missing




 Total points out of 8 _____

***No middle-ground criteria (either exemplary or needs work)

Enter (1.5/7)*(D3-(D5+D6)) in cell D7





Activity Length: 100 min.





Enter (1.5/7)*(D3-D5) in cell D6





Enter (1.5/7)*D3*0.5 in cell D5
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