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                      - -   AGRICULTURAL CORE CURRICULUM  - -

(CLF400)  Core Area:  AGRICULTURAL BUSINESS MANAGEMENT

  (CLF410)  Unit Title:  RECORD KEEPING

______________________________________________________________________________

  (CLF417)   Topic: RECORD BOOK:                  time      taught in year

                    INVENTORIES                 2.5 hours          1

______________________________________________________________________________

         Topic objectives:  Upon completion of this lesson the student will be

         able to:

         Learning

         outcome #

          (A-3f)  -  Maintain and complete the Depreciable Property Inventory

                     section of the California Vocational Agriculture

                     Record Book.

          (A-3g)  -  Maintain and complete the Non-Depreciable Property

                     Inventory section of the California Vocational

                     Agriculture Record Book.

         Special Materials and Equipment: California Vocational Agriculture

                     Record Book, Record Book Manual and blank copies of the

                     Depreciable and Non-Depreciable Property Inventory pages

         Evaluation: Quiz by instructor and Supplemental Worksheet #1

TOPIC PRESENTATION:  RECORD BOOK: PROPERTY INVENTORY

I. Inventories

     A. Definition: An inventory is a listing of items that are owned,

        generally organized in some logical fashion and then valued.

     B. Why Do We Maintain Inventories?

        1. They are a required part of reporting income to the government.

        2. They are part of the accrual accounting system (which is a method

           of figuring net income that uses inventories and apportions or

           assigns parts of interest to the year it was actually charged,

           rather than when payment was made or received).

        3. They provide managerial information for items such as asset

           control and business growth.

        4. Depreciation - is a form of expense used to offset income,

           thus reducing taxes by lowering taxable income (depreciation

           subtracted from the income BEFORE figuring taxes).
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        5. They form a record for insurance purposes.

     C. Inventory Valuation Methods:

        1. Cost Method - Items are valued at cost of production or purchase.

        2. Market Price Method - Items are valued at market price less cost

           of marketing.

        3. Unit Livestock Method - Livestock are grouped according to age

           and kind; Value for each group is calculated by averaging price

           for the last three to five years.

        4. Depreciated Cost Method - The value of an asset is reduced as

           it is used up in a predetermined time period. (NOTE: Once you

           determine the time period of useful life, it CANNOT BE CHANGED.)

        5. Replacement Cost Method - Used in appraisals; calculates the

           cost of replacing a structure with one of equal utility.

        6. Capitalization Method - Also used in appraisals; used to get

           the value of income producing property.

        7. Comparative Value Method - Used by tax assessors.

     D. Be conservative with your valuation policy.

        1. Do not overstate your assets to your banker - you could become

           insolvent or bankrupt as a result.

        2. Use the actual cost of purchased feed and supplies.

        3. Use current net farm price for produced feed and supplies.

        4. Use a simple per unit livestock price for raised livestock based

           on the market value.

II. Depreciable Property Inventory

     A. Purpose: The method used to spread the value of a capital item over

        a number of years.

     B. General Considerations:

        1. Complete in pencil.

        2. Depreciation is a non-cash expense to the business or enterprise.

        3. Include items that are used up in the production process and that

           have a useful life of over one year (depreciable assets).

        4. Items normally included in the depreciable property inventory are:

           a. purchased breeding livestock.

           b. perennial crops.
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           c. trees.

           d. vines.

           e. buildings.

           f. machinery.

           g. equipment.

        5. Purchase of these items MUST NOT BE RECORDED IN THE JOURNAL.

        6. A common method of calculating depreciation is the Accelerated

           Cost Recovery System (ACRS) and Straight Line (or "Alternate

           Method").

        7. Utilize the IRS's Farmer's Tax Guide to become familiar with the

           methods of depreciation being used (available from your friendly

           IRS service).

        8. Complete this page in pencil.

        9. Make entries at the BEGINNING OF THE YEAR and the END OF THE YEAR

           ONLY.

     C. Accelerated Cost Recovery System:

        1. Useful life of items:

           a. Three year property:

              1) pickups;

              2) automobiles;

              3) breeding hogs and

              4) race horses over two years of age when placed in service

                 or any other horses that are more than twelve years old

                 when placed into service.

           b. Five year property:

              1) machinery;

              2) equipment;

              3) single purpose livestock and horticultural structures; and

              4) all livestock not listed as three year property.

           c. Ten year property:

              1) Certain real property such as manufactured homes.

           d. Fifteen year property:

              1) all real property (except for item c above);

              2) buildings; and

              3) land improvements
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        2. No matter when you purchase an item, ACRS is takenfor the full

           year. Only on fifteen year property do you take depreciation

           according to the month placed into service.

        3. Always round off depreciation to the nearest whole dollar.

        4. When using straight line (alternate method), you may take the half

           year option. No matter when you purchase the item, you take only

           half of the normal yearly depreciation the first year (the calendar

           year it was purchased in).

        5. You do not take depreciation the year that an item is disposed of

           (sold).

III. Non-Depreciable Property Inventory

     A. Purpose: A listing of all items owned at a point in time, USUALLY

        COMPLETED AT THE BEGINNING AND END OF THE YEAR.

     B. General Considerations:

        1. Items should be listed that are directly related to your

           enterprise.

        2. Complete this page in pencil.

        3. Entries are made at the beginning and end of the year.

        4. BE REALISTIC in determining the value of items.

     C. Items listed on this page include:

        1. market animals;

        2. feed;

        3. seed;

        4. fertilizer; and

        5. land.

              ___________________________________________________________

              ACTIVITY:

              1. Provide copies of the unit on depreciation from the

              instruction manual and discuss the example contained in

              that unit.

              2. Provide the students with a copy of pages 9b and 10b

              and Supplemental Worksheet #1. Do part of the worksheet in

              class as a group, doing the opening and closing of certain

              items; then assign the balance of the worksheet for in-

              class individualized work (don't assign as homework; they

              will need your help).

              ___________________________________________________________

417.4

Supplemental Worksheet #1: Property Inventory

          NON-DEPRECIABLE AND DEPRECIABLE PROPERTY INVENTORIES

PROBLEM:

417. Opening Inventories: January 1, 2000

417. Non-Depreciable

      Greenhouse Production:

         - 5 flats of African Daisies              $ 7.00/flat

         - 1 50# bag of fertilizer (Osmocote)      $46.80

      Swine Production:

         - 5 50# pigs                              $45.00 each

         - 6 bags of pig grower                    $10.50 each

   b. Depreciable

      Greenhouse Production:

417. None

      Swine Production:

417. Farrowing crate: value $150.00 new, purchased on September 15,

           2000. Depreciated by straight line, 5 years. Value 1/1/00, $135.00.

           If this item is purchased during the year, in this case, September

           1999, the depreciation calculated for the first year is multiplied

           by 1/2:

           $150 * .20 * 1/2 = $15 straight line depreciation for 1999

           $150 - $15 = $135 (the value of the crate on 1/1/00)

2. August 12, 2000 - I purchased a registered 2-year-old duroc sow for

   $300.00. Useful life 3 years, I will use ACRS. (Enter the information

   now, at the time of purchase; do all the calculations at the end of the

   year. See #4, this exercise).

3. October 12, 2000 - I purchased new feeding equipment for my swine

   enterprise. Total value $100.00. Will be depreciated by straight line for

   five years of useful life. (Enter the information now, at the time of

   purchase; do all calculations at the end of the year. See #4, this

   exercise.)
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4. Closing Inventories, December 28, 2000

   a. Non-Depreciable

      Greenhouse Production:

         - 12 1 gal. Agapanthus africans (Lily of the Nile)   $3.50 each

      Swine Production:

         - 3 bags of hog feed                                 $8.50 each

   b. Depreciable

      Greenhouse Production:

         - None

      Swine Production:

         - Farrowing crate: value $150.00 new, on September 15, 1999.

           Depreciated by straight line, 5 years. (Value 1/1/00, $135.00.)

         - 2-year-old registered Duroc sow; value $300.00 when purchased on

           8/12/00. ACRS, useful life, 3 years (See also #2, this exercise).

         - Feeding equipment: value $100.00 when purchased on 10/12/00.

           Will be depreciated by straight line for 5 years of useful life

           (See also #3, this exercise).
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