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various types of property; it will
LY s ’\
Lhe various factors of production;

gotermdning ost o the faclors of production in arriving at

labor snd me income or the per cenbt vate of veburn ova capital.

The fzrm operator is normally interested in the farm operstion

from the siandpoint of meking o living aad recelving the maxismum return

for his labor and amanspgementy therefore, il is essentisl vhal he Tirst

[

meet The cosls of the varicus fachtors of production. In the business

the coots which the farper nuet seet are delernined

of what the i iscone is,

hy the nature of the

at the farm operator

It is after these cogis of production are aet

P e P e UM e 24t N
residusl value for nis syearts

%lly concedced that

there nust be a normal return Lo Lhe factors of production to hold

them in the business. What these conasal reluras sre to be is fairly

well determined by the compebilive cosis of the region, and they must

s

be calculated with a reascuable degres of accuracy if s famer is fo

know whebher ut is really paying.

study is Lo celermine

TR JR s b = 3 4 h
Lhat presents itsell

The yu()b}

1

at the noiw

the method of arriving 11 revurn for land from ithe operatorts

)

:3% single faclors ihat

o

wint of view. Since land 1s one of the laxs

rake up bthe capital investument of wost famm busiuesses, the anount of

return to loand resulblagp from the accounting procedure can well make

WHBUCC

the difference belbween successiul

8 rebturn o land will tend to iafluence the

An error sh

uider~

wovard bhe



pposite. Therefore, successful farn managenent may well rest upon the

accounting procedure used in

operatlions, he has

Whenever s fammer beugln

ctors of production,

a coneceived cost of what he is

and Ly welghing the resuvlis of uacervainties he atbenpts to

his business operations to wmeel bhese costs and still lesve a residual

from the gross {arm iacoae for his labor and pen

Recause of the controversial methods outliued by different famm
mansgenent workers for evaluating land for secouatling purposes and

deterniniug retulvs 2% a

isions, Lids study

was conducted to analyze the effect of land luvestory valuss on land

costs and net returns of a zroup of
The data for this analyeils were provided by 162 dlfferent Cardicld

fECOrds

county farms with o tobal of 912 cor

accountt books have heen sumarized asd kept on {ile for study and re-
search as needs arise,

Garfield county (Figure I) is located in the north central portion

of Cklahoma,

The Isbor and monapsonent income leit alter meebing all other farm-

ins costs iz used as one of the ladicsters of 0t sueccess.  [Jow-

Ly

ever, onc pust bear in mind that ine major objectlive of fam

is to secure the st continuous profit., In order Lo measure faiw
ma. at success it is essentiasl that the land resources remaln as

productive ot the end of the year as at the beglnaniug. With this in

wind the purpose sel forth 1n the Lollowlng is to demonstrate
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given time, showiiz bthe value of each iton.s IL is the conplete finan-

an invenbory is to discover the

A very lmgortant object of taki

worth of each particular Lype of resource or asset which is esseatial
for successful fam record analysis. Au asset way be defined as any-
thing of value possessed L the business or any claim to values in the
possession of others.

The converse of an asset is a liability, which moy be defined as a

vihich some person cutside the business hes agalnest it or ihe

operator. The net worth, ov capital of ithe business, may be found by
subtracting total liabilities from bthe total resources or assets. 1t
evpresses the farmer's equily or ownership in tine business, and its
growth is a direct measure of the growth of his investment.®

The nel worth figure also indicoles the solvency of the business.

When the Lotal llabilitiss are not covered by the tolal ossets or

resources, i

"_: " £ a. . o g
size of the e

2 4

distanece from insc lqnﬁcy.? In the emalysis of the fam records it is

(/‘!

wise 10 make a couparison of the totzal asseis wilh the oporator's
eguity in the business, or the act worth. Tue net worth of the fammer
in the business should be large enough in comparison wo the total

resources so that sudden price declines will not desiroy his owaership

aof the busiﬂess.g

3Jona A. Hopkins end Earl O. Hesdy, Farm kecords (Ames, Iowa, 1951),
De V=Vi,
AEff”rsam Farm Heecords and Accounis. p. 306.
Hopkins end Heady, Fars hecords. p. 55.
Oluld., pe 55.

7Ihlu_, . 85,
O“fxcra n, Farn Lecords aad Accounbs. p. 58=59.




A fammer also wisih bo make comparotive Iinsucial stotonents,
whlch are statements showing the resources, liabilities, and net worth
- R 1egs Ffor tw ST EOTR Yo rs T eSS TG  such slbatonenis t b
of = business WO O 2O Jed oy BEAAS O BuUCH SLooomgnis, The

farm operator can observe the itrends taken by esach classification of
aspebs and llabilities. 1If cerinln Lronds are in an unfcvorable
direction, positive action can often be taken before investment rela-
tionships et teo far out of lime. If & {farmer uwows what these

relationships should be for his size aund type of fars, he is thus

o

gnabled bo work more effectively thes he otherwize could for a well

I

balanced farm investment,?

There are several sbtapes to which one may g0 in keeping farm

records 18 the inventory takon once a

farm investory is the

year, ususlly

7 e le s e ywn o T G g b o o g £ & &
all obher ferm records. Fov the tine spent, the in-

whe wost valuasle

. BN N st e
VIR L PR

hled and used un

< T G m oy wee vy o Tned
comples are xepb. Iv is & rocord That
. -, P}
work and must be

seful .t

every farm. JIb ig the basis for sll ocher accouutl

o

oy other kind of record can bho made

Bome of the Tunctioas of the form iaventory can be briefly sum~
marized as follows:

1. To establish a bvasis for « pot worth at recurrent

periods, thus reflecting increases 3 1u net worlh.

3

distrivution of capital, that is, the swmownt

2.

of money tied up in each byge of assel.

I1pid., p. 110,
Hopking and Heady, Fams Jiccords. p. b.
llﬂifvrsam, Farm Records zud Accounts. ©.

Y3
(o))
.




.

3. To serve a5 o basls for caleulabiug deprecistlion and interest
3y oy Wt o by s e e e ey 1:3
charges on the investuent.

At the end of the year or sccounting period, the finzncisl informge

tion neesded to cogpleve the basic records is the ending lnventory. 3o

after closing Jear, ohle operavor mush

tion to ths business of valuation., The endlug in

>
1 bhe same Wa, as wes Lhe beglaning invannory.lﬂ

B succession of

are vital to : aplete accounting

syabem. IL we abs to accepb as an oblestive of ferw accountiny the

secering of suiflcient date to messure the success ol the famn operator

sment Lhe

through & net income Iisure, and Lo demonstrate Lo aw

strength and weskness of preseat meihods, the luvenlory record alome is

not adequabe.t? onjuncéion with inventories
can be combined with the 1mveutar1cs in developing operating ratios or

«

efficiency factors, and on ihe basis of

2ge recerds, the general

<

budzet or plan of operztion will be modified Lo incy veburns in the

g

coming year.lé This sualysis should serve 25 o means of delerw
the strong and Heak polints of the farem busliess aad iudicate ways of

improving the wesk polnts in order to obtain higher net camudngs in the

tehell, Fam ACCOﬁﬂtLL: (Fow
"@&m Accounts. p.

lLLiluTSOu, R hoeords and Acgouﬂau.

lﬁﬁitc”éll Farm &ccou;t;n*

1~DOW“l& Lie
Suray and Dawe, £

75 e ¥ A
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i1

future 7 A well=developed farm plan, or budget, combined wiih complete

and aceurate {arm recoids and used with good judgment, will aid the

farmer in adjusting bis farm busicess more accursiely and rapidly teo

2

=

meet changing economic conditions, and it will assist in the nore ef-

ficieal wmanagemenit of Lhe faming euterpriss. A farn budeet or plan,

the best inforomilon obtalnable, will help Lo prevent

ny wistakes belfore they occur aud will aicd in

waxinmum income possible with the ziven rescurecos of the fazm.lg

Aethods of Ve 1u3310a of Farm Land

Accurats valuations ave not alwa:s easy, bul are necessary if one

is to determiae financial progress and calculate charges to the faclors

[l

of production., In establisbing values for most types of farm property,

absolute sccuracy is practicolly impossible, and it may be useless to

abttempt to achieve 1t in the farm inventory, bubt thils is no excuse for

) 5

Yo determine 2 reusonahble d

careless work., gree of necuracy in a farm
nveatory reguires prest care to come within the limits of accuracy

Necessa for farm accountling purtoses. 19

s

The mojor reasons for establishing values are for accounting pur-

» E ) i %)

Lion PUIpoBses e agju tnient and

poses, basis for oblaining loang,

gettling of estates, snd for cond

v

inventory bhe oblect is to establizh 211 values es to sive the mosd

accurate pleture of the true vwalucs of cech item st that particular
time. If the object of Lhe farm inventory 1s to show the true net
J o

nees in net werth from year to year,

worth of the business 2 the cha

7 3 5 -~
lfﬁfferuen, Form liecoros and Accounts. p. 112,
181pid., p. 14h-145. |
lflhla. e 40,




iz
an inaccurate valuation in the inventory al either the beglaning or

the end of the year will distort the picture and result in misleading

Tt is likely thet the velue for different types of property may

be arrived at by cifferent wmethods. In the following discussion are

listed some of the mosl coumon methods used for establishing land values

with some advaniares and dissdvantapes of each wethod as pointed oul by
diiemmikuﬂmrsxuismaammmﬁima
1. Valuation at cost. Famm values often are placed according to

at ¢

the original cost of the article. This means enlteriug in the inventory
the amount that was invested in the assel when it was acquired. Under
this method the inventories will show the tota 1 of sums actually put
irto the business.<l The application of this principle of valuation
makes the farm accounts essentially a record of historical costs. This

Justified on the belief thal the individual fzrm operator is inter-
ested in the cosis actually incurred and the relationship between such
costs and the incomes realized from his farm operations. <2

An objection to this is that imformation on original lnvestment

ceases to be useful or significant after the business has been iu opera-
tion for some time., The information in the records should be useful as’

el dnsl lovest-

far as possible in current mana

ment afford no gulds to business declisions afber conditions have changed,

The records should show the Lruc net wordth of the business abl the present

time. If original cost is used as & basis of valustion, the figures will

fVRWE

seldom conform to the true net worth., If a farser bousht a farm thirey

3

{':‘. g De /.a.*ffl-
Obklﬂo and leady, Farm Hecords. p. 69.
,LuuualL, Fara Accounting. pe lh.
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M--l




12

a bosls of prosens nol 2~4‘<>rt‘;';.“"‘—3

o sy,
HSeIVati

= -.'f~.
WA

L oeouid actually e ovlained if the assel

wonld b

too

HED FOpres

it ciceeds 1 cost, the labtier

Lhe aanper of oversbalis nEh Worbie®

s
oo - X s K o~ i
tion abt tue ovicinel cost would e 25 & il

2o g Y
I many

.
COoSeS .

it is least need for conservatism, bub

Q_n

PR TS P 5 et a~ .'i,'}

i BCCOTGES8. Te Qe
and Accounts. ©. 47,
decords. p. 7.




14

when prices arve falling, wmarket price may be the lower of the two.

Here an even sreater deorse of conservatisn ma

farner,

e
T I L e R y Y
establishing valucs operty.<!
) E 3 o e TR s mad s iy e IV L e cm by g e By Ten,
Er niusbion bassed on coplinllized earndnss. This mesns ostab-

sraings of the fars over g

lishing valuss a
period of time.?® This is based on the bireory that the purchase of su
asseb is in vealiby ithe purchase of future income, 4 farmer purchases

3 to vealice & cervtain iscome from it over

upon bthe probable

Some people rofer io this method a2s the

pod
jast
poe
oF
[

"irue? value or "real' value of land, o

=

. s Sy o gt g W o mgmey ity o . Ty 27 g0 £ N b Ton Oh e T i 2 P
Yirue esrning powert. This means g value besed on the zsswumpblion that

5

a porticular net income ls the true net income, This may mean a et

income at the time, or instead tlhe

9

concoived as normal, It shovld be

[N
for)
o
E

1ittle merid

vy,

cower to be the brue earndog powser, Iven if one chooses sone peviod

e 7,
a8 oL

21 and bases bis valualions apon 1t, series of years of wmsu-

il would develop from tlac vo tive. fven

though these are only bauporary, Lhey do saifect the current value of

How sound are values placed on zssels by the capiializstion

mebhod? Does this melbod when applied to vresources of variable and

e L7=48,

Accounting
b oal, e

fe T35-735.




N

uneertain income as land provide a dependable and objactive

or does it merely provide a weans of ratioualising the markel price and

perhaps testing the closeacss of il of present market prices to present

o
)

y

net income and present interest mte,aS?Bl

values obtained by thils

:

method depend on the rate of interest selected and the amount of the

average earnings, vebh of which are unitown, 1t would be practically

AT

impossible 1o delermine the fulure contribution. to net income of par-

rance would thoere be that the

o
!

ticular assets., EBven 1f doue, what ass
>

income 50 determined would remain a coustant throughout the life of

the asset? SJuch assurance would presuppose 2 kuowledye of future

costs and prices Lhat we do not have, Fiunally, whal assurance have we

! -
that the interest rale chosen would remalsnt cons ta;'it‘.?s"“

farmers and othor business men do fomm feirly o

§

s and future interest ratce

about fubure inco

prices of such jacome serics vary

cause farmers Lo bake sach jud
Because of the difficully in obtainin

Lhe fams and because of the {luctuatlons in interest rates from year
to year, in seneral this method is not desirable for establishing
values for fam inveatory purposss. Small errors in the estimnted

income or the interest rate will resull in large errors in the estab-

8

o

lished land value. As 2 vesull, tuds melhod is satisfactory a

‘opkins snd Heady, Form Rocords. p. The
ditel o e Pa 15
Hopkins and Heady, Farn Hecords. p. The




chuel on suime other vaiue bub not as 2o orizinsl nethod to

solute price,-

rige. A fourth possible besis

ilon accordi

for walustion the svalloble warkel price. Thils is the price
thal could be obtudiaed for the ienc if morkeved, less the cost of

marketing, his valae has the werdlt of couforzing most closely to tLhe

-
441

ek in veluation wmuch nore

£ - 3 Y

s s s S T N 5 .
than ettner of the melhods just descrived,2s f fair market price ime

rlios that there was s willing buyer and a williug seller.-@

The valus of i

due to flucbustions

must be considesesd 1L accounis
ot elficlency, 37

veen eriticized by some wrlters in Lhat 1t would

S

; prices, This would

eting Lncomis. Lo

>
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considerable number of farms s0ld in the srea within the past few
years. These dale may show the dilfereiices in yields of the farms

sold, in the perceabs; sad which is tilloble, ia the value of

buildings per acre, in the type of road upon which ithe farms are lo-

cated, in the dislance of Lhe faras froa town, zad olher Lhat

may be dmportant., These [acbors need to be conslidered

Pl

the value of the farm., Iudividusl famers are unable Lo eugage in this

ciculturael experimeat stations mey do 80, 4h

Bven this careful procedure may nobt esbablish the Lrue merkeb

U approachas the best valus zvailable for

Y N P A AL T S L S D
i3 Lrue nel Wertin L8 ol Whe sssence.

current acCcounLlily pUrposes

1,

Fara real-esiate volues are nob hased upon |

1 5

any one person, but instesd on the expectotions of all those who have
encugzh laterest in the subject that they can be sald Lo be in the resl-
gstate market. The expectations of these differeut persons arc opdi-

narily spread over a wide r:muv isl buyers

schedule such like the

e

Those who are pOuw

1wwial sellers have

demand schedule for cosmoditlies.

& ronge or schedule much like the couvesntional supply schedule for

commodities. At the polnl where thesc Lwo schedules lnversect, the

prevailing level of land values is csbablished, : marwet value of

fayrsw land represenis & cervaln level of expectations. | Tiuis level
i !

finctuates greably in perliods such as those througn which w#e have peen

L two or three decadse. 1L deos reflect the earnilags

Fat

e Thly= k5.
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Current and supected incomes {rom land do not wholly account for

land prices in all cases. Particular pleves of laud may have values to
certain persoas because of sentiuienial or obher reasons, A san might

pay more for the farm on which he wes reared bthan would a purely disin-
terested person. Sometimes a rapid rise occurs in prices of farm pro-

2ol prxcc& may have

ducts. When poople veslize what effect these
on rents, we ere likely to nave a lard boom. Frospective buyers bid

BT ] U X ,‘,iwv@*»—ﬂ G g e -t N R £ Ty
; land prices in abtempiing to oblain some of the

Consequently,

. J
tive valuge*!

o

The value placed upon fawm land depends largely upon the purpose

to serve, Different from mar-

4]

of the valuaticn or the use which it i:
ket value in many instances are loan value, assessed value, and insured

value, This may differ because the laws of the countyry delermive ithe

basis on which loan values or assessed values are determined; or regu-

lations of c¢redit spencies: or of Lax or insurance authorities; or Lhe

est@b]jsh ed practice or custon One freguently hears reference to
values for farmn land os if there can bé bul one value and this can be
determined, If there is auy such value, it =must be the nmarkel value,
or the price at which the farm land would sell if placed upon the
market,hd

An error in the wvaluation of an lnventory may nake the accounting

o »,
k

results quite misleading, therefore valuatlon of the assets is one of
the most important aond perplexding problems with which the accountant

has to deal. An efTory has been made bto point oul whal seems Lo be

sound snd satislectory principles with sone

tares. As can be seen, bhere are variocus methods and theoriss of

A7{opx;;s and Heady, Farn Records. p. 79-30.
Llack, et al, Form dangpesent. p. 736,




vaiuabion, bul consi of the proulem, the best we can

g0 here is to presc rigtion of relavively sisgle proce—

dures which can penerally be depended on to yleld resulis which are

satisfacbory for practical purposes., This weans that tae valustions
must he as sccurste and basically sound os the nature of the case pape

which could lead

bhe yriters quoted presented assentially

Lhe subjects discussed. Thoie is cous

sent, however, as Lo the

~

land. It is nob uncomsion for

book "that ax accurate luventony

not worth of the businessY, as @

a it comes bo the valusbtion

preably distort toe aob worih

valuntion

the wethod of lead ins

writers, and appraise bhe mothod most

worth figare on #hich dhe fapwer can b

5 s
has recomnendeds

Bfferson in hig

Ox’ﬁ.é J«:xul
W value

P T e pdor Ty e e wagd 3 Ay
and Heady, Fam Lecords. pe. %,




confuse the record of that belns earned or lost on the farm as an oper=—
tli.;& .\lt OJCF}. :;’G&%,I‘{
One may ask what is meant by establishing an ordiginal long time

value, Would it be a value when the laud was {irst purchased, or some

other velue? 1t is

o

;088ible that this value may be absurd. Huch of
the land in this arca was purchased for the price of three cenls per
acre when we made the Loulsiana Purchas That was an oviginal long
tine value. Economists {rejuently maintain thel land, unlike many types
of farm property, was nol produced by man and has no originel cost of
production, so we may need to look for someluing olher than original
cost to explain its value. ok

If the iaventory is bto be used in showing the Lrus net worth of
the business al & glven ltlme, all assetls and liabilities should be

hased on markel price or valus. Bifferson hss defended his view with

value of the land inventory bheltween

the argument that c¢h

the begluing end end of the year serve o8 a credit or receipi. True,

- L

A
Lhe maner .L

the resulis of financial accounting will

depend upon
which inventories are valued and applied especially when prices are
fluctuating.

Musiness profits may arisc from two sources., They may arise from
operating the business in the production process, or simply by holding
fixed capital such as land while lhe market prices are swlnging upward.
Most farmers operate their farms in order to realize profits of the

. R~ T .
first sort.”< In farm accounting an atiempt is made Lo keep receipts

of the latter type oubt of the records insciar as possible, The reason

f--‘ “t’
<.+
0]
P
§ot
[
[¢]
‘,.Ka
[
£y
[
[
)
[4)]
[N
o

is that receipts of this kind do not properly refle

BOEaIi Hecords &nd Accounis. p. 49.
ﬁliopklus and Heady, Faim Hecords. p. 79.
/"Ibldu 2 }’». wlc
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Iy

production man way, in some instunces, hide gross ineffi-

cieacies, Lhug winhal purposes of the record
1tself.o3

If the valus of {ixed or working capital is varied upward with the
price level between the beginalng and closiag invewtory, part of the
aet income compubed at the end of the accounting year may be purely s
tis is true where tihe farmer has no expeclations of
selling his farm. The inevease in inventory vslue of land witida the
yesr Will aet the same as o ssle or credit if neb income is computed
on the invenbory or acerual method, Belt incowme will iucrssse by a cor-
responding amount, Yet this profii is ot available for withdresal i
the operator and may be offsel by é decline in inventory valuss ab a
later time, In order to avoid this discrepancy, land values should be
held constant bhetween the begloning ané clesing 1rvemL0?1e" ok

If the value of land is Lo be increased to correspond to the market

value in order to arrive at the true net worth of the business, the

change might well be made bolween the closing inveabtory of one year acd

the bepinning inventory The incrense in inven-—
tory value czn then be considered as a capltal zain rather than as a

cradit abiributable to the production process and normal eperation of
the business,””

Cther writers also follow somewhat the same general line of think-

%

ing as stated by Efferson., Two Eiuglish writers, Dray and Dawe, on

ki)

o

entering land values in the lnventory secuvion

s eesasaet values are mabtlers

o - o

surenent of fave J_Li,{> j¥r SIS v
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Mitchell hes presented a modified version of land value inventories

25 to the orisinal or historical

There wre three basis for valuing lavi L) O ke 2, (B)
present seles velue, and {¢) capivalized reul i

The oririnel cost is the preferred base........ 1In some cases,

where this uylue is badly oubl of liune with pr@a@u% and probably {uture

values of similar land, an adjusiment should ve sade. Althougn such
action wouldé be a depa rtu\c from the recording of historical costs, it
segms justified on the basls that permanest &pp%5011u10n or depreciation

2

of loang-lived assels shoula be recognized on the books. For exanple,
langd purchased prior to 1920 and entered on the books abt cost would have
to have its value adjusted downwerd in view of both present and probable

TSN

future land prices.

In cases where bthe original cost is nob known, or 1s uob now a
satisfactory figure, it way be possible to value leud on the basis of
the presont sales value of similar land in the viciniity. This may be
, sfactory, provided (1) that the besis for such an estimate is JlQC
encug& and (&) that L o presaent value of land appears likely to bear a
reasoizble relationship o probsble future values of land,

Undoubtedly, if we could bub seec inlo the iuuuf e, Lhe most accurate
method of appralsing land would be Lo capitls Lhe rent or income frow
5

talig
it. This is becuase all value, in the last sn lgsj is based on carn-
ing power, actual or potential, Unfortunately, as 1@0 been discussed
previously, the 4eteﬁni tion of such sarniuyg g ower depends on future
costs and prlces, lafcrmmstion concerning 1ieh we do nob have,
We are forgod to bhe conclusion that none of these thrse pousible

basis of value is euntirely satisiactory., HMHaybe 1o Individual cases

o o o
some welght should be ziven to each. It is surrested (1) that the value
fipure used bhe 3 conselva tzxc one aad (2) that, when once eatered on the
books, it remain wnchan for a very good reason, such as a
decidsd and uﬁp?iudvlf more nent change in land values such

as has oceurred since 1920.7

kis book in 1953

It is very likely that i &
iastead of in 1941, he may have btaken o somewhab different view on the
land value situnitdion for invenlory purposes. He has approached the idea
of adopting current value for land inve&toriés, but has lelt the door

open for confusion., He has taken in o grest range for lend inventorxy

s I3 » & 3

may find their way into farm cccounting books, depending

valuss

oly upon the whims of the reader. Ie haes been inconsistent as to

7
Farm Accouﬁtlaﬁ. Te 15-16,
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Fron
geononist studiss tho

whe forces whlch cause

Lhese forees, walch are kaown to exist

are not suscertible to messurcmont. The accountant, on obher haad,

valuntlions on he 253203 wilh whieh he

must place defiuite

basic

works. like the economist, is unable Lo weasurs soze of

avnilable only the practliesl faels and oust use melhods

Ayl

oty
o
+
L¢]
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o
.

[T S NN g " 3o i gn - ¥ L [ y odn ]
wrbitrary A0 wmany respscts. It is ast surpri 0ot all

wnese mebth-

accountants agree oa Lhe best wmebhods of valustion, nor
. . ‘ St ekt e b &
ods are frejquently cyiticised by the sconomist,

stbructure of Liag farm business is

&
o
:ﬁ
o
§
H

A proper balance in the

k¢ e

Just as important as the gapatal used. To have

teo much investod

incore, even thou

n¥ « I
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with the usual for the given size and

proper balancs

true value of the different facltors of production.

CLenCy

Land Cost in Calculzting Labor and Han

3

Parming is a very complicabed bLusiness in which the usual operacor

acts a8 lavestor, menager, and laborer. Under such circumstances,sta-
tisticsl measures to debermdne the financial success or failure of a
NS business are difticulld fto ascertzin., To be cosnsidered a rinsncial

rusiness muse weet bhe followlng requirements: {(a) it

W $ vy o e VN 4 RN .
a1l fam expenses ircurred. (b)) It must pay the preveilins

wach 1 15
Sy 3;?'.:"{‘ ooy s $ g o5 1 1y es S e el L P fx‘ e
pLerest rave o Lng Caplial 1nveduen, i3 &% he lunas
invested in sone other manner would ver ely reburn the prevailing
interest rate. {¢) It must pay fair wages Lo bhe farmer for his labor

ent bocause as a laborer he could carn we

R T
SI0 TR&I

pations. {(d) It swust leave the fare as productive al the close of the

£

[ X4

vear as il was av Lhe begluaing.

iness is very complicated, including

ent, 1 may be

Py

roturas [rom the fardng overation.

Some of the most cosmonly used mcoasures of far@ing reburns are as iol-
lows:

1. Farm income. Farm incose 1s compuled by sublracting the total
farm expenses from the tobal farm receipls.

a farmer receives for his labor and manage

Accounting, p. 184,
Hocords and Accounts. p. 18-20.
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a house and all farm products consumed, after paying all husiness exe

a

pense, Since it measures the ccsbiz ed retura to the farmer for nis

ox

capital, labor, and management, it is of little value as a final measure

*

of farm earnings bub 1z very useful as an intermediate step in the

computation of other, morve important meassures of famm return, 3
2., Labor income. Labor iuncome is the pay which a farmer recelves

Tor his lebor and management in addition to the use of a house and prod-

Lar

v

7"‘;;

uebs furmisbed by the famm alber payling all {fam exXpenses and a

ed. It is the income

c»xN
f,,.i -

deducting a charge [for the use ol capital invest
to the operator for his labor and management, or fams income minus an
interest charge on the average lavesiment al the pz evailing interest

mte.é&P

3. Per cenbt return on capital. The farmer's refurn to capitsl

1

represents the income earned ou the capital investment. The per cent

.

return onn capital indicates the rete of earnlungs preduced by the capital
invested in the form business. This meassure of farm reburn is dirvectly
comparable to the measure of eszrnings most commonly used by other kinds
of business operabions, the per cent return on the investmert. 65

The per cent return on capital is computed by first determining
the farm income, which 1s the coumbined return to the farmer for the use
of his labor and capital. The value of the operatorts labor is sub-

racted from the farm income to obtain the returnu to capital, and the

botal return to capibal finally is divided by the average capital in-

e
T

vesbment for the year to obiain the per cenl voturn to capital,%O

j dibid., p. 20,
6] s 1 5 Ta
*leu s De 20,
Zé bid., Pe 2.
Ivid., p. 23.



he Hanarement retumms. To determipe this figure it 1s necessary
Lo deduct from farm income the going of buin on sach resource
" 67
except managexent,
magenent return, is atlribuled to the grade of wan-

remenbored that the sccuracy and significance of

e depends on whelher the deductlons for operator's and fawily

labor, iuberest, and reat, have been wmade al the proper retes. If one
of these is computed al & rate higher or lower than the markel, then
the managenent return will be too low or too kigh just to that extent .08

1 *

In studying the farm as & business unit the i réh'suep is to obbain
a satisfactory measure of business success. Labor lucome was originally
devised as a messure of the comparative {inancial returs of Fam oper-
ators. It was used in order to determine the more successful farmers
in & regionn so that the causes of tilr success might be anaslyzed. For
the purpose for which it was inteﬁded, labor income seemed to serve very
well., As farm business dﬁ&lJblS studies were carrisd on in various
parts of the United States, difficulities were encountered in adapting
labor income to peculiar local coaditions. Because of the scarcity of
other statistical dala rclating to fermmer's incomes and expenditures,
lﬂuéf income came Lo be used for varlous purposes oltber than that for
which it wes intended. As a result of these difficulties bhers arose

demand for o wmore satlsiactory measure

o
&=
G
£
o
s
&

amonty: fars managesasi
P . A
of financial success in farming.®?
For successiul farning, much lmportance needs to be attached to an
SE.J g4

adeguate arrangement of balance of cosits to secure the most economical

§7ﬁ0211ne and Heady, Famm Becords. p. 181,
%81pid,, p. 181-183.
7. 1. ﬂyers, "Farm Business Analysis," Journal ef Faim Economigs,

VIII (Januvary, 1926), p. 76-77.
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from Ypure" cconomic viples for purposes of expressing

concepts in terms of For cccouwnting technigues.
George J. Stigler, in his book "Froduction and Distribution Theo-

presenting a farther view

ries®, tends to cdiffer somewhal from Head

Yo
ot
6{“
o
o
ot
*¥

ir
Cnce unecertainty is introduced, the the
tered prestly. Anticipations rule ecoaowic and many of Lh
anticipations wmust %e erroneous becouse of 7 fact of u%ccr“wzxty
The entreprensur becopes a residual clals nt, 3id bhe w‘h A=l
product problen Cisappoears. Qﬂtic&”ﬂbﬁ 1 booones
the 05318 for vecuneraliog all praducﬁ;ve aervmcos OaCCDL eﬂLfcvfeﬁe 1

istribution is alw

This view not only plves validity to the sceounting procedure of

irmputaticon of Jond charces and certzain other costs at figures currently

available, because of the wucertainily of accurntely ting other
figures, but alse indicates that 2 measure of return to the operstor is
a valid criterion of the financial result of the venture. The operator

&

bt over, after mesbl

is entitled to claim what is lef , other production
costs, beczuse he hattles the unceriaintiss of outcome.

Of the factors of production or rescurces the farmer uses in pro-
ducing his income, in talking an inventory, we fiid it impossibls teo

crrent becsuse they do nol axist

rlace a money value on lsbor and =z

physiezlly as things which may be transferred from persen Lo person.

. p " AN s i
This leaves only land and capital goods to be entered in our 1ﬁvemtory\'&

It is common in farm management work to see compuiations as a per cent
return to capital., This measure has a disadvantagze in that it involves

s

way be guite ine-

an eshimate of the operator!s labor and mau

rore
an estimate.l”

2

aecurate since {armsgrs have 1ittle bosis for

ryey .
{’ Yroaucbion gnd Distrdbuliion ’ Theories (&
i 8.0

w York, 19h1), p. 386.
John A, Hopicins, Dlements of Farm Man 4

4
rieih (r‘ York, 1SL7),

e 93;:;9‘? .
Shre

ferson, Farm Yecords aud Accounts. p. 23.




Fapn man

B ULON & measure or mealures of faim in-

raghbory ror thelr purveses. Under the definilion

& [arser stoives to masd proiits, but it

sabislaciory because it does nob siate

profits?

view the profits snouid be conslidersd. wWhose

The laaclord's? The fens operator's? Or returas on Lie arm lvestient?

A lack of “hiis polat has been respoasible for s lavye pard
of the conilict of oplulon in farm wanagemeut ?@38&?Cho?é
The priuary object of fars wmanagenent should be to show how farm

operalovs can orzanige thelr business operabtions so as o yield ithe

sresbest profits, If this priuciple is accepbed, the selection of a

satlsiacbory neasure ol farwing revurns is sgreatly sluplifiied. I{ the

to detennine the business principles

i
&

) 5t
!

aitectbing W

3,

i@ Jinanclal returns of the farm operator, the hesi measure
of financial success will be the incose accruiup to the farm operator
after deducbing all other expenses, This is whal is generally kuoown &s
labor inﬁome.?7

the comunon measure of core

The rate of

porave proiiis, bul siac and mansagemeny are hired, the regid-

"

wan after paying the cost ropriately expresse

&

L P .
farus, tre fano.

48 & revuyn on the

eperator is laborer, smbager, and capitalist or investor, and any allo-

of returns to any one or more of these factors irwolves ¢siimates.

Farmers differ in their ability as leborers as well as in thelr capacliy

N

Analysis,” Jowrnal of Farmm Heonomics, (Jai-




as sanagers, and it would be difficult to assign & value Lo managenes

as distinet frow lszbor. Farmers do not usually

a3
.i.

cul bow o opersi

and for the purpose of f

eid

3

attenpts to lsolate the relurus for operaiorts

for his labor are gretuibous as well as being d
impossible. The mansperial abllity of Lhe farmer expresses iteolf in
the ergenization and operation of his farm business. The best measure

of managerial ability is the financial success of the business. Even
the total valuc of the operstor's services is more difficult to esti-

mate correctly than is the proper lnlerest charse or his capital. From

the stendpoint of accuracy, labor 2e is likely to be
a petier measure of financizl return ithan ilnterest on his investmsnt,.
Furthermore, a farmer is usuelly more interested in the returns to lator
and manageuient than in i nberest o on his investment.

s usually computed in feorm managzenment studies, return on invest-

is a mixture of retumis on capital and

ment of an owner-operabted fax

returne for the wanarericl ability of the operstor. 12 computing re-

ducted as the mere cost to hirs the labor | pvrfaﬁﬂ“ g pay for
1 ability is drcluoded with legitisete relurns won the famm

The dstermination of -

4y # L P -
2ENT WOIKETS.

come has given rise to

&

The most accurste method ssems Lo be Lo use the interest Ffisure Caloum-

lated at the current rale, plus the eharse for land taxcs. If taxes

.

have been deducted ae an cxpense pald, only the interest must be imputed.

o

Ibid., p. 79.
79T5id. , p. 0.



There can be liltle doubl aboulb the computation of the labor in-
come of cash renters. Their land charse will be the cash rent actually
vaid. If on owner-operated farms, a ceb cash rent be deducted as the

« =

land charpge, the resulting labor income will oot be the lahor lacome of

==l 4
a Tamm operator, Lut will be the labor income that he would have i he
were 4 cash penter on his farm.50
There is some advantase in comguting tne labor. income of the owner-
operator in bobth ways., A comparison of the two results may be nelrpiul

te & tenant in deciding whether to continue reating or to buy a farm,

or to o farm owner in decidiag Lo continue operailng as an owner

g1

or Lo sell and become a reater.

This may also present the guestion as Lo whelher a {amier should

5

se-holders have

[ e o}

iavest In agricullure at all. Both landlords aad morig

the alternabtive of investliog thelr funds in other enlerprises. Farmers

srnings in non-apricul-

cinl operate as

& )
tural enterprises.’ thesa

decide upon the allerinlbives
4 sound permanent arsriculture should return feir ioterest on the
fara investmenl aand going wages to the famm operator. The value of the

labor income concept as a return Lo the operator above interest and

ey

taxes is worthy of cousideration, A betler understaending of farm man-

i

agement may be helpful in discourasing the building up of farm values

by farmers bto prices thot do not permit a going rete of return for the
» s s s A, 83
investment and a2 going wace for Lhe cperelorts labor and management,

Egiblﬂ., e Bl

f«f«.lﬁpnld" p' 82'
“<rlack, et al, Farn Mansceuent. p. 731.
Hyers, "Eaxﬁx&usiness Analysis," Jouraal of Farm Economics,

(danuary, 1926), p. 82-83.
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TORY VALUES [d TUE GAEFILLD COUNYY FAAL ACCOUNTIHG PuOdICT

LAGD IHV

o

In view of the mecd for accurate land iavenbory wvaluss Lo arrive at

4 .
2 tove e d ey

the current net worth and income of bhe farm business as a bellter bagis

of

migiih decdsions, it is appropriasie to welgh s

3y
.’-\.,e.

wmecurate values.

B %S s embgpine Yo p [ S
de in this stuty has beecn supplicd

w1 for the analysis m

b ]

b vhe Depariment of Agrieultural Lecon #. Colleze.

vdes, Oklahona Al &

o

Tue data were exiracled [rom a Iamw account project in Garfield county,

Amning in 1929,

Oklahona, extendluy through

The project originated from

1928, when the fam account

. Garfield county is locabed in the north cenbral part of Oklahoma,

v

mainly in type-of-farming arca 3 (Fipure I and II). The agriculture is

described ss cash-grain and gseneral farming. The soubthwest coraer of

23 a8 wooded area of

Loty 3 2
AL A Gascris

LN Y, wivorr 14 e E
LiE CoUnvy Lie3s

he naln source of incone,

sendy soll end zeneral lavmiag.

The mihor of accounl keepers varied from 21 to 72 =ach year. The

vooks were bturnied in Lo the experisment statlon for swmwary and use ia

farm manas ant ressarch., Hach individual record book was surmarized

on {iling forms for &

and meturned Lo the famser, a copy

nt record by the department of agricultursl cconowmics.

Lend Invenbtory Practices of Account Respers

Iedivicusl aceount keevpsrs used Aistorical
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Figure II.

TYPE-OF - FARMING MAP OF

OKL'AHOMA

2A
2

38

ORLAWOMA A AW COLLEGE

Area Description of Counties by Type-of-Farming

Area 1:
Beaver
Cimarron
Texas

Area 2:
Ellis
Harper
Woods
Woodward

Area 3:
Alfalfa
Canadian
Garfield
Grant
Kay
Kingfisher
Major
Noble

Area 4:
Osage

Area 5:
Craig
Mayes
Nowata
Ottawa
Rogers
Tulsa
Washington

L

Cash grain and
Livestock.

1A.—Largely range

o

livestock.

Somewhat broken
topography—
some small
grains, feed crops,
livestock.

2A.—Cash wheat

primarily.

2B.—Cash wheat

primarily.

2C.—Sandy area, gen-

5

eral farming.

Cash grain, gen-
eral farming.

3A.—A wooded area of

sandy soil, general
farming, some cot-
ton produced on
this strip.

Range livestock—
some general farm-
ing.

General farming,
livestock, dairy,
poultry and self-
sufficing.

Area G:
Blaine
Custer
Dewey
Roger Mills

Area T:
Cleveland
Lincoln
Logan
Oklahoma
Pawnee
Payne
Pottawatomie

Area 8:
Creek
Hughes
Okfuskee
Pontotoc
Seminole

Area 9:
Haskell
LeFlore
Mclntosh
Muskogee
Okmulgee
Sequoyah
Wagoner

Area 10:
Adair
Cherokee
Delaware

6.

Areas in Oklahoma

Cash grain, gen-
eral farming, cot-
ton, livestock.

6A.—Rough, sandy

area, scarcely any
farming, some
range livestock.

6B.—Wooded area,

~F

10.

general farming,
and cotton.

General farming,
cotton, livestock,
dairy, and poul-

try.

Cotton, general

farming, self-suf-
ficing, dairy, (An
area of generally
poor soil, except

on small bottoms).

Cotton, some
dairy, potatoes,
commercial vege-
tables, self-suffic-

ing.

Some fruit, gen-
eral farming,
dairy and poultry,
self-sufficing
(rough wooded
land).

Area 11:
Beckham
Greer
Harmon
Jackson
Tillman

Area 12:
Caddo
Comanche
Cotton
Grady
Kiowa
Stephens
Washita

Area 13:
Garvin
McClain

Area 14:
Atoka
Coal
Latimer
Pittsburg
Pushmataha

Area 15:
Carter
Jefferson
Johnston
Love
Murray

Area 16:
Bryan
Choctaw
Marshall
McCurtain

N—National Forest.

11.

Cotton, supple-
mented with
cash grain, live-
stock, dairy,
and poultry,

Cotton, cash
grain, livestock,
saome dairy and
poultry.

12A.—Range livestock.
12B.—Sandy, wooded

15.

section, cotton,
general farming.

Cotton, livestock,
general farming,
broomcorn.

Cotton, self-suf-
ficing, livestock
(rough, mountain
and wooded
area).

Rang livestock,
general farming,
self-sufficing.

15A.—Cotton.

16.

Cotton, general
farming.
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cost busis for land inventory valuation of amnual laud cost,
Among 17 contintous record kecpers who eatered the project ab dif-
ferent dates in the 22-year period used in this study, one for each year

in which such new cooperators were enrolled, a strong teadency was ex-

constant bhro

wara
o

plece of land in thelr coniirmious records for the lence

2l method uscd in i

~well illustrazte the
Ounce a tract of land was invenboried, subscguent recomis ususlly retained
this value except for an occasional deviation in price elther wup or down,

(9

win followed by o scories of

»

prices in the area probably inf.

valus or historicsl cost bssis,.

al

tory values by verious ifarmers purpose of origi

cost, and result 7 land cost snd efficieney

measures on some ket price

Of these 17 farms, among those who joined the project in the period

1930 to 1950, 10 held Lhelr values coastant as loug as they kept records

nanged Lhelir price contrary to the direc—

varying from 2 to 10 years; 2
tion in which regional land prices moved (Figures IIT and IV); and only

L chanzed in the sawe direction as the land price index. In all cases
the land value was held constant beflore and adter ihe changs.

From the information avallable it was impossible Lo deteraine ihe
basis for the original entry -of land values. Nany factors indluence

time normal apricul-

each Fammer's opending value as: a coucclived long

tural value; the purchase price; the level of lsnd prices wheir he






entered the project; the date wnen he purchased the landj how he became

possessor of the land; the land rental; and perosps may more. These

Comparison of Fluctuations in Values for Oklahoma,
Garfield Couniy Census, and Account Keepers,

For comparalive purposes in this sbudy of the land cost wnder an
alberastive land veluztion of markel price instecd of the original cost
or obher basis used for the initial entry, the problem arises of adjust~
ing the record values to the wmarkel price. Several ways are possible

sted mparket value, yebt none may be entirely accu-

partly because of incoumplele ¢ata on each farm,

value of farn lend is affectoed by

Ay 1acuors it

v, elevation, soll fertil-

water supply, condition of improvements on the land, size

eral rignus, roads, utilities, availabvle u

I3

those factors must be considered in the value

* farm land,
Hy, Parcher haes wmade a sbudy of land prices in Oklahoma as alffected

by various factors mentloned sbove, which may well poiat out vhe weight

applied to each:

Good roads 1 neariess bo town are ‘ vdgher famn
lznd prices. These ore conclusions ¢ resulbing Crom o Ludy of more bthan
20600 land sales iavolviayg 330,000 acres even countles of the stale
for the pariod 1941~1%45. In view of the fact Limt the counties sbud-—
ied are fairly well distributed over the state, it 1s believed thatibe
esulbs will be Uotiul WO erv a sors, appraisers and olhers
in all parts in the influcnce of
location on

P i
o C"'
"2

J. siomman Efferson, Farm Hecords and Sccounts (Uew York, 1949),
e 48,




P
3

Farms on pavement, on Lhe avera s0ld for 50 cant wmore than.
farms located on improved dirt roads. Fams on uniunproved dirt roads
gold for about A3 per cent less than faryms on all-wenther roads., Farms
within a half mile of an sll-weather vozd sold for rou 50 per cent
more bhan those two to four uwiles frou such 8 road. Farms within a mile
sold for asboub one-third more oun the averare than thoss
e,wllkﬂ i g it i i ie { 1ol e

of the factors

valuation.

above wgy nou be obloinsble, most of it ean be wade avsilable
through further reseavch.
& very good index of soil fertility be obltalned Trom a sbudy of

o

the ¥ield index of the various forms, This may be baken into account

along with the relative proportions of c¢rop and pasture land in arriving

et
o
)
3
L.,
=\.

at an approprialte valuatior entory purposes.

The above considerations are essential in the correct appraisal of

value of an ind For the purposes of 1lllustration in

ok
o5

this study, nowever, 1l was felt bhat sccuracy in bhe original computa-

»

tion of land values for individual famms was not essential. The main

objactive was to determine the effect

land for farmir
at simple procedure was used.

2

v dem YT ey bypmrn £y i . g
1 the Oxlshoma farvs resl esbtate price

v oprepared by bhe federwl DBurezu of Azricultural Eeonomics zad upon

empserated for Gurfield County every [ive

years. Lhese series laclude fams bulldings, whereas the sccounting

figupres represent land only. This was nccessary because values of famm

ive Title: Iailuence of Location own Land
igL Humber: 285, Auruat l?,a, Oklahoma A. & H.
sex :albod for publ

")

L. A. Pavcher, onbzt
vices in Oklahoma, Hanuscr
College, Stillwater. dam
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wellings were owithed from the accounts.
The Cklaboms index was adjustsd to a Lase of 193540 < 100. Like-

real-estate valaes per acre for

VRO a8 8

(Table I, Apreadix). Tris provided an indew for Garfield Counly svery

e the fluc—

five years) ihe remalnlng years were Interpolated sccordd
tuations in the Oklahoma index. From the Gerfileld County index it was

uossible bto calculate the

3

N RS § . PR
ariield real-eslate value ver &

re for the

&

30 L Garfield indes

lven by the ilcultural Census,

o]

3%

23
]

per cent of the precesding year (with 1§ 100) which wes useiul

2

1]
[+)]
pY

4,

land invencory valuss for Lhe sccount keep-

Feid
o
o)

process of adjusting

From 1

(Table I,
base (bigure IV).

(351

fhe trend laken ia Garf{ield land values

et b i wr A lacs e smen b e A AT et T e
lel;’?i.{:‘ .v‘rul.’:ild;\,z(;;,ih:fg LG Sang ags t,-u,!}/ .{OI‘ -:.1‘:: t:;"us;},t/@, WAL LEe Lae

3

Garfield farmm account values differea prestly fron that for the county,

This furine icates the reluclance of ULhe fam account keepers Lo

level of land,

decrsase ther in proportiove Lo

G~

land prices soared Lo an almost all lime hish in the lates 1940t's the

ey

account keepers adlusted thelr values upward only siighily. muss, the

entire group of accounts followed Lie

oy
\A 43

stable lnventory valucs as shown in Figjure L;I for

records. Ths composition of the group may

in the average value, rabhsy thar

factor for char

on the part of Lﬁdividuala Lo reflsct the marke

ot
O
ey
o
o
oy
o
n
*
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Adjustuoeat of Account-fock Land Values

With the use of the calculated Garfield Couunty index as a per cenb

vear, adjustments were wade for each individual inven-

v

ﬁf the preceeding

tory value following the criginal entry in the fsrm account books.

i....é

z on the assuaption toat the oria entiy

~

: farmer's best estimate of proper laad value for his ac~

SR Ay e - T o] Sy & e e PR A TN T T P = - i’
counting purpesss, since later luvenbory valuus o st by the

zb the firet value enbered in ohe books may not algays have been

EN

s0il productlvibty or obher facleor

o

%3]

- g A 4 ¥ o
an accurabe reflection of

3

arm land value is indicabed by o somewhat weal sand Luconsistent rela-

tionship of harvested wheat yields and progortion of total farm in

,

cropland to the zverage vslue per acre of total farm (Table I). For

this analysis ields were cXpressed s per cents of county aver—

-
e
<
Jony
oy
®
ol
ot

apes for the year in guestion so that the diiferent years could be

o

While luncreased whcabt ylelds and increascd proportions of
crovland among these Farmss were senerally assoclabed wilh increased

land volusg, the relstionship for oue of thwse factors within resbtricited

raage of the oblner was nol ln every case couslstenl,

It mipght be sugpested that since different years were combioed in

33

this analysis, the Lrend in genersl land prices was responsible for

differenices in sverase land values between the groups. This would tend

values showd

in which all or -

FPurthemore, analyses wil

most of the categorics were represented faiied to reveal any closer or



Table 1.
Total Farm Oce
¥ield Fer beys
For Accounts,.

a8 c»i’ 141 o L*u @ as Related vo Fer Cent of
» GCont of County Aver wWheab
fecord, 162 Garfield Lomﬁo*r

H :
rer Cen : rer Cor : ALl Farus
Totael Farm H s
in Cropland : 25 125

. L0 ay :

: 124 Hore

mbher of Farms

o
EN
N
A
=
i
0
[
2

Less Lhan & :
66 vo 79 2l 19 19
20 or wmore 13
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|
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e
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more coasistent pabttercs of relationsidp then 41d the general suwsmary

of the entire group.
praisal of lndividual properties at tuoe boegioming, 1o was necessary to
use firgt-enbry figures as ibe best avallable sterticg point for adjust-
ment Lo currsent land warket price fluctuaiions.

A weakness may cieep inbto this method of adjustment whenever a
continuous account keeper changes [avas. Ib was nol known to what eXe
tent his previous inveubory values may have influencsd the invealtory
value recorded for the new farm,

For consistency in calculations it has been assumed in the case of

sed farms the anew ilaventory

the full renter that whencver o fermer char

value was tled to the value shown for the previcus Famm. 1I{ the value
per acre differed it was assumed that the land was proportionately
better or poorer.

For those that purchased land during tie time that they were in

the project it was RSSO d thalt the purchase i

u

"]

rice was enbered, although

oY

this mey not always have been the case., The valus abt whic

3,

h & part owner

carried his rented Jland was assumed Lo be Lied closely bo the value st

‘! B .
j.é $10 .

e renbed laad the

which he carried bhis owae
o o

adjustuent was nade proporvionste to the ook value of owned land as

r account boox land values Lo con~-

adjusted. The resulis of adlus
form to changes la land prices are given in Pigure V for the group of
continuous vecord keepers as a whole.

In all cases the adjusted values approximated those for the
county. The amount of adjustment necessary bebween 1932 and 1936 was
much less than that regquired after 1940. This probably resulted from
the fact that the wmejority of the record keepsrs throush Lhe 1940's

£

enbered the project bhefore 1938, The changing composition of the

&
res

e
]
£
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For the years 1931-37, adjusted values per acre (Table II, Appendixn)

and per farm (Table III, Appendix) were less than those used in the ac-

t.’l"v
&)

count bouvks, the greatest differcnce occurriang iwn 1933 duriag the depths
of the ueffﬁ s810¥ Although the account kecpers had reduced their land
inventory valuations markedly in the peried 1929 to 1933 and many of the

new cooperators whno entered the py

prices than those forwerly prevaill

28 occurred 1n the land marzet.,

to reflcetd adeyustely the chang
After 1933, farm land values in the area rose somewhat gradually to
the period 1939-1941 (Figure IV, and Table I, Appencix), but the values
from the account books failed to reflect any such tendeacy (Tables II
aud III, Appendix, and Figure IV). Following 1941, regional lané wvalue
ter. o7 tend=

continued upward atl an accelerating rate to 1949 but only

ency in this direction was reflected in the occoundt books. Owing to the

pronounced bendency on the part of account keepors to hold luveavory

vajues counstant (Ficure II1), the greatest opportunity for

changes Lo be incorporated into the average ﬁccount~moow value occurr&d

from the satry of new coopersbors ianto the project. As these were less
numerous during this period (except for 1938, which included 20 new men,

8 of whom kepl records wore than one year) than in the earlier years,

de

little change was o be expected. The fact that entrance of new coop-

3 -

rators into the project Tailed to iuflucnce the averaze valuess upward

£

sl

noy reflect the policy of the project leaders to aveid "inflated" values

o

it could heve been possi-

in the asccouanl book land i: tories, althow
hle that land of much lower grades operated by the newcomers. The
belated rise thabt occurred afler 1947 was insulficient to keep pace with

the trend of the land market.
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Tubterpst Haoles

In order to ohserve the effect of differences in land valuations

upon the computation of measures of net fam: income, bhe account book

land values were compared with values adjusted to conforn with Fluctua—

tions in ithe county average land price index, snd an annusl land cosb

3

per farm was calculated for cach set of values (Appendix, Tsble 1I1).

o X Y

The annual charge for the use of lazud included 2 share of the total

-

wpportioned on the basis of the capital investment as repre-

= by the value of land coumpared Lo other ilems, and an inlerest

interest thob had been

chargze on the value of the land,
uged for this celoulation in swmoerizing the farm secount books was held

PO

constant

For sound faorm mansgonent decisions snd for ressarch purposes 1t
may be of velue to use the current retce of interest rather than the

straight line % per cent rate., A false land chapge nay lead to unwise

decisions, therefors it is well Lo consider the effect of

the interest rate upon the land charge.

The current interest rates used {Table IV, Apg eaalx, and Figure ¥1)
were u%ome revorted by bthe United States Department of Agriculiure,

a

Burean of Agriculturzl Heonomics for Oklshoma.

interest rates chare
those years. These averspe interest rales were hased oa a percentage
of the total leaas in the stote, and pay be somewhal mislesding. Nony

lending agencies such s commercial baunks and private individusls moke

short berm loans with farm norbzages as securily. Those loans often

hear a short-tenr vale of dnterest wiich is that for normal

. Siunce these lozas are not sctusl fors mortgage

tne use of land or







and purchase, 1t moy be questioned whelher they should bs included iy
land 1 , it may be questioned whelnher they should be included in
the aversge. 1f they are, there is 1litile question that t-@y raise the

However, ao better serles for this purpose is kuown to

e avallsable.

Effect of Interest Hates and Land Values Upon
Computed Yearly Cost of Land Use
Interest charges and total amnual land costs including interest and
taxes were csleoulaled by both the 5 per cent and équeﬁt rates fer orig-
inal book values aad adjusted land values (Appcudix,'Tablé ¥ end Figure
Y1I). The difference ia land cost usiég either § per cent or the cur-

rﬁ-rﬁwwmsummmﬁffsmﬁlcmwwwmw as compared to the difference

._‘. x.

betwsen wiadjusted and adi

isbed land valuss, except for i

%)

o @4 s
gears of Lhe study.

<

From the beglming of Lhe accounting projsct through the year 1937,

when ealeulated at current inlterest rates than when the 5 psr cent rale

wos used (Table II). After 1937, tne reverse was true (see also Figuve

«j

I and Teble V, Appendix)., The averagcs of the entire period 1929-1950

differed by only $18 per fayvm on the wnadjusted valucs and only ¥2 per

Tamm on adjusbed values aversge results for the 2R years

Jere about the same either
somebimes pgreatly affecled by using the alternative rate of initsrest.
In view of the 1act Lfit the luberest rates for form mortgoges
have Laken a downward ﬁram@ in recent years aad may possibly remaln
somewhat below 5 per cent for a while, are uwe Jjustiiied in wsing a

]

gtraight 5 per cent rate for either y@ﬂrly cost or loug tlme aversges!

.*"\3

Since ferywm management is interested in curreat conditions to a great

z

woent, a dilstorted land cost nay resull in unwise
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forence in L rated
il of
P oo T g e ECT Gxd o men g ey 57 g : S . B
L Yalue ab 55 Isterest Charge ls Used &

Adjusted Value

Year

3

Iatersst at Intersst at
5% Current Hat

e

5% Cuvrent Rate e

1=
Ea . gl , s S o e gme b e b
Interest at 1 Iaterest at
*
13
»
:

¢ am ve fye
“t ey ek

Lles ve 1e aw

% 312 5 0 4 312
291 34 339
R59 -7 251
229 -78 129
106 ~153 Lk
155 -93 b3
119 -101 I
50 ~137 -2
1 -11 4
~34 Th 37
-51 79 23
-91 103 2
=30 94 ~l
~119 142 6
~125 198 50
~160 139 ~5L0
-128 , 151 5
-115 ‘ 478 316
23 563 L2
=7k 778 653
~79 1133 ?36
O

1929
1930
1931
1932
1933
1934
1935
1936
193

1938
1839
1940
1941
1942
1943
1944,
1545
1946
1947
1948
1949

1950 18 819 22
Total & Zee 9 4217 & L2364

< QQOQOOODOODOOOOOOQOQOOQO

518 51 & 193

Aversge




for the current year,

rate may cncourazge

ploﬂ' lc"b{)r s Q‘fl {LY

A¥l Oper

AW

ted on a too high luterest

by

A land cost caleoulat

ator bo uncercapltalize his famm and overem-—

%

ATt POCY MANa sEneliv.

Considerable difference occurred between the amnual laand charge
caleulsated on the basis of the uwaadjusted or "“historical® land value and

that caleulated from
A differe

sonetines be

AR

<
o
@

the adjus

for accuraie

tod tie land,

value of

a:

of $191 or $193 may

grice in land cost of

a yearly aversge

oo .
(s} SNy

proportion of the farm income, not Lo meniion

rard Lo £1000 or more. I practically

value was above thal used
guestion of the facht Lhetb

aent decisions

the

a misleading land value end land interest charpe?
oupelled to wmake m et declsions under alter-

The £

arm operator is o

conditions

for land cost resultied

were inflated unrealis

was making more money

decisions, deluded by

)’

(917

4
w5

Why, then should he not prefer use current

st mates in arriving at estimates of current oper—
are be aske sufficlent deductiong from farm income
in everagze labor and menagement c@rnlutu Lthat
tically. This tends to make the favecr think he
than he really was, and to lead him into unwise

the misuse of ithe very tool Lhalt was designed to

keep him informed and to &ugﬂwqt his wisdom.

individuslts 1

-

amm accownus show & food relurn to capital

or land he 1s inclined to bring wore of that Taclor inte his production
schedule, & Larer nay overcapitelize if he is using e distorted land
|

volue and cost that is

o
2N

in on unboslanece of lazbor

far too low,

£
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CHAPTLR IV

¥ AND GCJCLUSIONS

The usefulness of accurate farm accounts is unguestlioned as an aid
to successful farm management. Huch emphasis has been placed on the
nceessity of aceursbe fams invenltory values to arrive at the true net

ts and relturns.

/]

worth of the fammn business, and in calculating various co
Absolube accuraey in inventory values 1is very difficult if nobt practi-
cally impossible for some faclors of production, but this is no cxeuse
for careless work.

Conflicting views in the liternture on the subject of fam account-
ing methods and techaigues indicete possible woaknesses in the procedure
employed, for obviously not all views can be equally correct. Perhaps
the greatest confliclt, and possibly the greatest resullting wealmess,
lies in ihe realsm of land ioventory values. UHost suthors apparently

v

prefer an Yoriginal cost! or historical wvalue without

&
e
@
<
0
e
o)
&
o]
ks
o)
&
i

ment as Lo how far back into b
Yoriginal cost", elther as a general principle or in specific cases.

A few aubthors have recopnized lhe need Tor nmore modern valuabions owing
to long time changes in agricultural land valuss, but even the majority
of these appear reluctant to permit changes for fear capital gains or

losses will confuse the operating stabement and obscure the financial

results of operating efficiency

» 4

In order to avoid paper profits and losses in the accounting stale-

ments resulling frowm a chaaging land inventory value, it has besn sug-

gested that these adjustments be made bebtween the ending inventory of

58
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Table III. Average Acres and Unadjusted and Adjusted Per Fams Land

Year : Acres Per : Land Values Per Famm (Dollars) : Difference
' : Farm : : Adjusted -
3 : : s Unadjusted

: : Unadjusted ¢ Adjusted :

1929 5326,.5 23934 2398l 020

1930 310.0 24398 23154 756
193 348.0 15952 19429 -123
o 1932 35645 17568 15990 ~1578
1933 208.9 15115 12064 ~-3051
1934 321.1 15426 13565 -1860
1935 337.1 16945 14527 O -2018
1936 323.8 16315 15822 ~593
1937 337.1 16851, 14649 -205
1938 349.6 16891 18358 1467

1939 337.6 16918 18497 1561
1940 379.9 16822 20287 2067
1941 363.9 17563 15673 1910
1942 39144 19791 22631 2340
1943 410.0 20850 24,809 3959

1944 hal St 22821 2773
1945 353.2 21253 3027
1946 407.8 22870 9566

1947 LE16.1 22029 33271 1iz242
1948 L0% .1 24601 40165 15564
1949 h1b6.7 26348 L3000 22652
1950 LOS 4 ' 29215 L5591 16576
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Table IV. Fam Mort
for Oklshoms and the Uni

avs from 1909-1950

Year : Ot abons : United Btates
H Per Cont ‘ Per Cent
: 1/ : 1/
1929 6.3 5.0
1930 6.3 6.0
1931 6.3 6.0
1522 6.3 6.0
1933 6.3 6.0
1934 6.0 58
1935 5.7 Se5
1936 5.3 5.1
lﬁ?“ 5.1 LG
1938 4.8 et
‘93? o7 Lob
l(;}}() 1+0f? j*oé
3 ii—.} Z& . 5 L’li— . 5
1 o i @./f s !’.; . ;4.4 &{ - f,i,
1943 Liady Lol
:}-‘l’@zv "4- 03 i’ﬁ— .}4.
1945 Ledy LoD
1646 o5 PN
19L7 vels 4.6
1_%14,8 s{f - 7 Z{- . 6
1949 Lo 7% heb
1950 Lo7% Leb

1/ 1929-39: laven D. Umstott, a : fevised
Arnual Estimates of Jnterest Charges and I 11t“ on Farm
vortgane Debts, 1330-44, United States Depariment of ﬁ”flbulﬁuré
“ufc@u of Agricultural Heonomics. Washingbon, D. ¢. October, l?AL.
. 30.

s

1940-48:  Sarah L. ¥Yarnall. Taw dorteore Intervest Charses

=nd Interest Hates, 1940-48. United States Departnent of Agriculture,
ircular Mo, 821. Washington, D. C¢: United Btates fouvernment Priuling
Office, October, 1%4%9. p. 29=30.

1949=50: Asriculiurel Finance bheview. United States
Departuent 'of Apriculturz, jwreau of Agriculiural Hconomics
Cington, . €., Volume 15, lovember, 1952. p. 57.
*Estimated in velation to oo United States fipures.
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