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This guide is designed to help service business owners correctly understand and record 
land on their financial statements. It explains where land belongs on the balance sheet, 
what costs should be included, what should never be depreciated, and how land 
ownership impacts liquidity, lending, and long-term planning.  

Use this document as a quick reference when reviewing your books, talking with your 
bookkeeper or CPA, or evaluating a land purchase decision. 

  “Is Land a Current Asset?” Quick Answer 

     Land is NOT a current asset.  

    Land is a fixed,  long- term,  non- depreciable asset recorded under Property,  Plant,  and 
Equipment (PP&E). 

  Where Land Belongs on the Balance Sheet 

Asset Type Does Land Belong Here?  Why?  

Current Assets     No It’s not expected to turn into cash within a year 

Fixed Assets (PP&E)      Yes It’s held for long-term use 

Inventory     No It’s not purchased for resale 

Expenses     No It’s a capital investment 

  What Costs Get Included in Land? 

When you buy land, record it at historical cost, including and excluding the following: 

  Land vs. Building: Know the Difference 

     Purchase price 

     Legal and closing fees 

     Title insurance 

     Surveying and zoning costs 

     Clearing, grading, or site prep 

     Financing costs 

     Loan interest 

     Ongoing property taxes 



   Land on the Balance Sheet: Quick-Reference Guide  

2 of 3 

 

 

 

Item Depreciated?  

Land     Never 

Building      Yes 

Improvements      Yes 

Parking lots / fencing      Usually 

     Only the building portion is depreciated.  

Improper allocation is a common audit trigger. 

  Simple Journal Entry Example 

Purchase:  $100,000 land 

Down payment:  $20,000 

Loan:  $80,000 

Account Debit Credit 

Land (Fixed Asset) 100,000  

Cash  20,000 

Notes Payable 
 

80,000 

  What Buying Land Really Changes 

    Increases long-term equity  
     Reduces current assets (cash) 

     Impacts liquidity ratios lenders watch 

     Strengthens collateral position 

     Does NOT improve short-term cash flow  

  Owner Pro Tip: Always Separate the Two Values 

→ Accounting value:  Historical cost (what’s on the books) 

→ Decision value:  Market value (what you use for strategy) 

Track both but,  never mix them!  
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  Before You Buy Land, Ask Yourself: 

→ Can the business support the cash flow impact? 

→ Have I stress-tested liquidity after the down payment? 

→ Is this operational land or speculative? 

→ Do I understand how this affects lending ratios? 

→ Does this align with my long-term exit strategy? 

  Common Mistakes to Avoid 

      Treating land like a current asset 

      Depreciating land 

      Misallocating land vs. building value 

      Panicking over liquidity without understanding equity 

      Buying land without modeling cash flow first 

 


