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PART T METHODS OF KEEPING FARM RECORDS

-Fhrmingras a_Business

» The farmer of today buys hls 1mplements and machlnery, his spray ﬂaterlals,
binder twine, and general supplies., He uses the materials thus purchased in grow-
ing crops and reising livestocks He sells the products of his farm, Buying; pro-
ducing, selling, these are the thngq which are done by all businessmen whether
one considers the manufacturer of farm implements or the packer of stock products,
The manufacturer and the packer are bu51ness men ¢ Thc farmer who sucoeeds treats
his farm as a business. :

-

How to‘Study the. Fhrm Business .

The success of any business is affected by the skill with which the operator
buys, produces,'and sells. Constant, study is necegsary to learn new methods which
will reduce expenses or.increase yields or receipts. Three well recognized methods
of study have been developed in.,an attempt to find better farming methodss

Exgeriment

luch of our present knowledge concerning the best ways to feed cattle, hogs,
sheep, and other animals is the result of careful experiments with feeds and methods
of feeding, carried on under control of trained men, Crop production has been as
carefully studieds In a broader way, every farm is en experiment station, where
new ways are continually being tried. The experiment method will doubtless remain as
one of the sure weys to improve farming, but it is slow and expen81ve and subject
to meny soil and cllmatlc varlatlon% which change results from year: to year.

EY

Survevs
i s it .

£
»

If each farm is considered as an experiment statlon, it follows thet the
results of many experiments for a single year can be secured provided a large number
of farms are visited and the information which has been ‘mccumulated is brought to-
gether for study, From a business point of view surveys are needad which will show
farm ereas and investments, crops grown, farm expenses, and farm receipts. ‘A farmer
living in an area where such a ‘survey has been made can compare his farm and his
methods dlrectly with the results.on successful farms as shown by the survey and
make adJustments in his business accordingly, which will hormally result in more
profite Or he can compare his farm with results on snmllar farms in another state.
But he will be unable to see for himself just how good or poor some of his methods
are tlll.hevstudle" his own business in some: detail,

Fhrm‘Accounts:

Lo .
H

There ‘dre many forms of accounts avallable for use in recording the sales,
purchases, and day to day happenings on the farm, The farmer who is interested in
meking his business more profitable will find that some kind of farm record is the
most convenient method by which he can study his owm bus1ness, detect ‘losses,  and
secure 1nformatlon to improve hisg bu81ness. ' - :

4

Reasons for Keeping Farm Aocounts

: There are many ‘reasons why a bu31ness farmer should keep farm accountse. A
few of the more 1mportant result° from keeplng ‘accounts ar@ as follows: :

le It gives a record of where feed, materlal labor, snd money are used.
A man may believe that he is feedlng eoonomlcally, or that his labor is
spent wisely, but an actual record of just what i1s done often shows
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unexpected waste,

2, It indicates what it costs to produce farm productss

3¢ It gives the crop yield and the animal productions.

4, It shows that profit or loss will be made by selling at market prices.

5, It is an aid in dealing with other men.,

(a) By recording notes, bllls and debts, it avoids m;stakes and mise-
understandings,
(b) It gives information about the farm that Wlll aid 1n securlng a
. logn from the bank.

6, It .records facts needed to make out an 1ncome tax bleank.

7. It providées a means of studying the ferm business. This is the most
importent reason for keeping farm accounts. Records kept but not
studied are of little velue. Merely keeping records will not increase
~farm profits, but studylng these records will show many places where
improvement can be made in the business, The records will show which
crop pays best. It should give information that will help in selectlng
the combination .of crops that will pay best., The results of one -year's
business can be compared with the previous year to find how changes have
worked oute The records of the farm can be used to compare with those
of other men, nelghbors, or in other regionse. Out of this study will
come changes thet will build up the business, aid in avoiding loss and
‘make it more profitable.

Farm Accounting

The reasons for keeping accounts emphasize the fact that it is the 1nforma-
tion secured and its use which are valuablew Bookkeeplng is usually considered %o
be & mere record of facti it contains no provision for eanalyzing facts, Accounting
begins where bookkeeping ends, that is, accounting studies and analyzes the facts
which are recvorded, and finds the costs of doing businesss Farm accounts really do
both, as the facts of the farm business must be recorded before costs can be found
and before they can- be studied, but the study is the valuable parte.

4

Kinds of Farm Accounts

Mention was pr9v1ou01y made of the fact that there are many forms of
accounts which might be kepte Choice of a kind of farm account will depend upon.
what e farmer wants to know &bout his business, This can be illustrateéd by a brief -
discussion of the various kinds of accountss = ' ‘ '

Simple Inventory Account.--This involves making a list of all livestock,,
feed, seed, tools, and supplies and their value, the value of land and buildings,
the amount of cash on-hand, a list of what othér people owe us, and a list of whabt
we owe other peoples This inventory is taken once a year. By comparing the total
amount of money tied up in the farm business at the end of the year with the amount
at the beginning of the year, one can determine whether there has been an increase
or a decrease during the ysar. DBut if money has been received during the year for
the sale of crops or livestock, and this money has been spent for perscnal use, it
will not show as cash on hand at the end of the year. So the farm might have been
profitable without any increase in the inyentory at the end of the year,

The inventory does not show just which crop or class .of livestock was most
profitable, or which enterprise caused the greatest loss. Yet the inventory if.
carefully taken is a most veluable records 1t shows what one had on hand, end often
suggests that +too much money is tied up in some one branch of the farm buSIHGSSo
The inventory becomes a valuable record of changes in farﬂ stock, and tools from

year to year, : :
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Intermediate Accounts with the Farm as a Whole.=-By adding a cash account,
and a record of important farm happenings Such as dates of last fros st, dates of
beginning work on certain crops, ylelds of crops, etc., to the above 1nventory
account, a farmer may keep a more accurate record of his busire ss progress from
year to year. The combination of an inventory and a cash account which gives all
farm receipts and all farm expenses, will give information from which one can work
out an income tax report., It forms a record of sales and purchases that may help
in avoiding disputes. It shows where money comes from and where it goes. It acts
as & check on’the actual money on hand or in the bank, It can be used as a source
of information for studylng the farm bualness 1n part o

But it 1s hard to study and find the abtual’ receipts or expenses from any
crop because they are scattered through' the’ éash account unless the important crops
and animals heve geparate columns in the- ascount,

Naeither does the cash account show the cost of producing any crop or classg
of livestock; hence it cannot show the profit or loss of any branch of the business,

To a farmer who wishes to get the most good out of keeping farm accounts,
neither the inventory account alone, nor the invenbtory plus the cash account will
give enough information, More is needed to complete the study. ' '

Camplete Farm Accounts.--It is the purpose of .complete farm accounts to
meke @ record of all the necessary and important items connected with the operation
of the farm, and to keep these facts separated in such a way that the operator can
easily learn the costs of any branch of his bu81ness and the returns from ite. This
means that in addition to the inventory there snould be & record of where labor “is
spents There should be & separate account with each important crop end class of
livestock; an account with personal or household expenditures and other accounts,
The items to be entered in these various .accounts and the redsons for keeping them

will be expla1ned._7 ' ~

Types of Account Books ‘ U : .. o

[y <

There are many books-en -the market which are put out to be useéd in keeping
farm accounts. Most,qf them are ruled with Héddings plaoed at the top of every page.
Few of them are adapted to the majority of farmse. -Some of them are unnecessarily
expensive. The important thing for the farmer is first of all to dedilde upam how.
complete a set of accounts he will keep, get a blank book with ¢olumns ruled for
dollars and cents, write in his ovm. headlngs, and begin the:.records. ’ :

4

Methods of Recordlng Work . S ' ,: ‘ A .

The most laborious part of keeping farm aocounts is the keeplng of the labor
work record., Work is done every day, It is done by several.men in severeal fields,
with a changing nuymber of horses. It is sometimes di. ficult to keep the hours &
separates But it is well worth while as the largest source of waste on the typical
farm is the waste of man and horse labor. Much time is lost almost unconsciously.
The very effort needed to keep an approximately correct record of the use of labor,
will tend to help avoid unnecessary waste, Wheh the hay stacker rope breaks and
five men stand an hour While the rope is being fixed, it seems at the time like &
heaven-sent rest, but that night when the hours spent in the hay field are recorded
on the work report for alfalfa hay, the owner is likely to make. the! mental note
that next time he will have a new rope shead of time arrd mot ho]d up’ five men and
eight horses for an,hour without getting something to show for it. And likewise
in the case of time spent in doing chores in unhandy barns and corrals, the simple
recording of actual time required to do the chores will emphasize the needless waste
of time and lead to remedies ; while without the record the time spent will not seem
so important and changes may be postponed indefinitely.


hence.it
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The important things that should be known about work performed are the
date, what was done, the houro or days of man, horse or tractor labor spent,

These can be kept separate quite readlly when sach erop or class of live-
stock has & work report page to.itself, A satisfactory work report will look 5ome=-
thing like this:

work &epoxt with Spr1n5 Wheat ‘
Date, Ten, Horse, | lractor

{1952 - Item of Work Done ‘hours . hours | hours I
!M:aro 15 Plo‘zlng;........-.....noT 9 T 27 i oe i

16 S _0'0'.10!010000--0; 9 ' 27 | os 2
g 17 Harrow1ng...............; 5 1B s |
1 L 17 EPlO“'lngcucnloononogo,n_o‘og i 4 ’ 12 ’ (X E

v

. Secure a'blank book with 5O-to 100 pages that are € to 8 imches wide .and
10 to 12 inches longe Give 2 to 4 pages to each crop, depending on the length of
the pages. Get some cloth tape and put a thumb tab on the page so that it can be
found without hunting through the book. Then enter the work done from day to day
as the season progresses. At the end of the year the total time spent on thls crop
may be found by adding the columms.

With livestock where & fairly constant amount of time is spent each day in
chores caring for them the casiest msthod is to note the time spent one day a month
or one day every two weeks, then multiply this by number of days in month to get the

~ full time spent for the months The chore time if kept this way cén be condensed
somewhat. Special items of work can be recorded separately, for: rexample :

‘ Wor& Report with. Dalry Cattle . :
¢ Date, . Man, Horse, %Truck i

| 1932 i TItem of Work Done 7hoursghour§m hours
i dJan, IChores for month.‘......i 310 T—SI ! -

i

.‘

:? Feb. 4 Tr‘ip for f‘eed.u........' 5i lo }» { -y - ; ’
| Feb. |Hauling milk to stabion.! 28 | ., | 28

| Feb, }Chores for mcnth,.......% 308 28 L v

i ' . g i L“ L '

: Startlng a Complete Set of Férm Accounts

The first step in beglnnlng to keep farm accounts is to take a complete
inventory & all farm propertys. This can be done best during the comparatively slack
time in the winter, Since the income tax year ends December 31st it may be worth
- while to date the inventory January-l, rather than some later month.

The next step is to classify the 1nventory by kind of livestock, feed,
supplies, machlnery, ‘etcs, and find the total velue of each olass of 1nventory.

Next comes the decision as to what 1nd1v¢dual SGCOUntu Wlll be kept, and
planning a book with these account headings.

Then enter the inventory values in the accounts and the year is started.

The Choice of Individual Accounts,=-~This has to be decided by each farmer.
A few accounts are needed in any case in order to meke complete records, but the
choice of how many things shall be studied in detail rests with the man interested,
The list of acecounts on the average farm will look something like thiss
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: * Inventory or Capital Account .
Real Estate or Farm Account (Pasture may be kept in this, account or in a
" separate pasture account.) ' ' ‘ : L
Man Labor Account ' » :
Horse Account (4 separate account’ can be kept with brood mares and colts
- if thev are an important part of the farm business, Likewise with -
- riding horses if several are kept for that purpose only.) .
‘Bquipment or Machinery Account (A separate account should be kept w1th the
tractor or with the farm truck when used, 85 they are not the ususl farm
equipment .)
Accounts with Productive Livestock (These w111 depend upon the farm,
Possible accounts are Dairy, Beef €attle, Sheep, Hogs, Poultry)
Aooounts with Individual Crops (These will again depend upon the farm,
Alfalfa, sugar beets, spring wheat, winter wheat, corn for grain,
‘ Jllage corn, rye, oats, potatoes, beans, etce, may be decided upon.)
Accounts of Convenience (These are general accounts which will help in
keeping the records straight. For example a separate account might be
kept with feeds, and then when any feed is purchased it can be put in
this account and later taken from here to the particular livestock
account where it is fed. Others might be a manure account, supply
acoount, cattle dealing account. ) o
Accounts Receivable
Accounts Payable
Interest Account
"Personal or Househpld Account
Cash Account s K » :
Loss and Gain Account .- | S ' - ' L o
Discussion of What Goes in These Accounts,.--When a bldnk book is secured
for keeping the accounts a convenient size is similar to the one advised for the
labor record, namely, pages 6 to 8 inches wide and 10 to 12 inches’ long with about
75 pages or, more in a books  Thumb tabs should be used on accounts as in the work -

bOO'k.U ) [T . - . 4

A.couple of pages should be left blank in the front of the book for an
index and a general -statement corcerning the farm business, Then two facing pages
should be used for each account, In the case of dairy, personal and cash accounts
several double pages should be left for each, as they contein more éntries then
crop accounts, These double: pages should be headed qompwﬁat as follows.’

]

N _ Sprlng.Wheat e B » " Spring Wheat
Date | Itens Charges i Date ., Items Credits
May 20| 800 lbs.seed ' I Aug, 1l Sold’SOOO 1bs,
@ 4¢ 32,00 . - © 15 75400 |
§ Aug.Zl!Sold lO OOO 1bsgle
{ » ; ‘¢ ’ 125900

o |

_ Charges and Credlts Expla1ned.~~fwo pages are glven to each account 50 that
the charges and expenses connegted with the account ‘can be- put on the left hand page
end all Lhe credits or receipts can be placed on the other right hand page. It ‘is
sometimes & little confu31ng to decide whether a particular item is & charge oy a
credite Part of the confusion is due to the fact that we think of the farm bu31ness
as our business, and think of each item that comes along as %o how it affects us.
This point of view should be avoideds The farm, or that partloular part of the. farm
which we are studylng in some account, is the 1mp0rtant thing in connection with

hat accounts, . . .
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Let us use the deiry account as an illustration., On January 5, 1929, we
buy for ¢50 a ton of cottonsesd meal for the deiry cows. We plan to fed that meal
to the cows, Our hop is that the cows will give enough milk to pay for the meal,
Obviously the cows have received something of value, when they get this cottonseed
meals Xn a way we could say that the cows are now responsible for that meal. We
have put it in their keeping. We don't ask for the cows to give it back to us
again in the form of meal. We want them to give us something else in place of the
meal, something that has a value as great or greater than the mesls This may be
milk, or the growth of a calf that we can sell, or an increase in the growth and
value of the cow herself=--anything Lhat Wlll return the price of the meal purchased.

Now what is the meaning of "charges"? Another Word,sometimes used is
"debit" which is abbreviated to "Dr." An account is charpged with any item that it
receivesy it is charged whenever it becomes responsible for some item; it is charged
whenever velue is put in its hand. An account might, if it could talk, use the
language of the old hymn, and say "A charge to keep I have," whenever it receives

some item of value. '

To return'now to the 50 ton bf}cotfonseea‘meél. The propér entry in the
dairy account will bé on the left hand page as a charge, as follows:

"Jan. 5, 1 ton cottonseed meal, vw50."

What is & credit? The word credit comes.from the Latin and means "he
grants" or "he entrusts." We say that the bank has given us a $50 credit. What we
mean is that the bank has entrusted to our keeping $50« Or we might say that the
bank had turned over the responsibility for 50 to our keeping. The bank has $50
less in its safe. We have $50 more in our pocket. The bank gets credit for the
moneys It has given out thet much value. Later, of course, we will have to return
the $50 teo the bank, i1f we wish to remain in good standing in the community.

Let us return for & minute to the cottonssed meal. We are satisfied that
the dairy should be chargéd for the valte of this meal, because the dairy received
ite But this meal came from somevhere. It did not jus t happenes Our farm accounts
are not quite compl@te if we enter a 50 charge to the dairy end stop., .There must
be some other account that furnished that cottonséed meal, Sore account that is
entitled to credit for giving the dairy the $50, What account will it be?

Did we, as the operator of this farm, pay cash for this meal for the cows?
Let us agsume that we did, It will have to be paid for sometime, Very well, le
peid cash for it. We have WSO less cash tonight than we hed that morning. ¥We have
a cash account in our farm accounts, Let us ‘write in on the right hand or credit

side of the cash account this entry:

V"Jaﬁ; s ‘paid for- one ton- cottonse@d meal:
for dalry, wSO.

Our records are now complete. The cash account has turned over to the
dairy account the responsibility for ¢50. It left the cash account as cash, It
goes into the dairy account as meal, Which is a better feeds The cash account has
given up wallie, ‘The dairy account - has received values = By crediting cash and
charging the dairy we have.a complete hlstory of what took place., It took the two
entrles to give us all the facts. Thls is why such bookkeeping is called "double-

entry,

Any item of value caﬂ be studled in the same mannmr. It will come from .
some account, & credit to that account. It will go into some other account, a charge.
We’can see the need of & comp;gte set of accounts noWe If we had oily a few accounts,
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we would continually find items in them accounts that came from some account that
we did not have, and so our records could not be complete, Therec must be two entries
for each transaction. : :

Lot us take & few illustrations to see how they work out. "Feb, 4 sold
heifer calf for ¢15." What account should be credited? The dairye ¥Why? Because
it has giwen up one heifer calfl worth 15, The value of this calf is no longer
in the dairy sccounts It has bee sold, If we go out and count our calves and
find one less, then open our dairy account snd find & oredit entry "Feb., 4, sold
heifer calf, ¥15," we arc satisfied because the dairy has received’“otedit“_for the
sales ’ . ;

What account shall we charge? The calf was sold for cash., If we count
up our cash that night, we will have ¥15 more than we had in the morning so far as
this one item is concerned. The cash account has received sovie more cash, It is
responsible now for 15 The proper entry in the cash account would be a charge as.
follows: "Feb., 4, received cash from sale of heifer calf, w15.," The history of this
transaction is now complete., The two.necessary entries have been madé.

. "June 25, used five ton alfalfa hey for horses ¢ l0," The account with
alfalfe should be credited with 50, The account with horses should be charged
with #$50 for hay received from the alfalfa account. Here is a case of values going
from one account to another without any charge in the cash accounte An item cannot
be entered in the cash account unless .in the.transaction there has actually been
cash received-=a charge to cash, or cash paid out--a credit to cash.

Charges and Credits to the Various Accounts.--We'can now go through thg ,
accounts and study what should be charged To these accounts and what should be
credited to them, : c o '

1. Inventory or Cépital Account

. Cnarges ' Credits : )
At beginning of year charge the In- . At beginning of year credit the
ventory Account with the velue of all Inventory Account with the value of each
mortgages, notes, bills or accounts - . branch of the farm business and charge

that must be paid (See Accounts Payable) each of these 1tenq to theif proper
accounts. '

At the end of the year charge the At the end of the year credit the
Inventory Account with the values of all Inventory Account with the unpald balances
property returned to it from the various of all mortgages, notes, and accounts
accounts. which must be paida (These will be credi=-

ted. to Accounts Payable to close up the
year's record, ) S

"The Inventory Account has entries made in it only at the beginniﬁg of the
year and at the end of the year. It is a summary account of the investment in the
farm business and the claims against it, If the charge side of the inventory
account has a larger total at the end of the year, .than there is on the oredit
side, the difference 1s the net gain for the year, because more value has come back
into the account than went out from it at the start of the year,. On the other
hand, if less came back than went out, there is = loss for the year._
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2. Real Estate or Farm.Acoount

Charges

At beginning of year with the in=-
ventory value of land and farm buildings
(eredit Inventory Account ),

Repairs to fences,
new improvements or. land purchases,

Taxes, fire insurance on barnse

ifen, horse, equipment labor that
has been spent on general farm upkeep and
which does not belong to some one crop
or class of livestock, =~

- - Interest on inventory valué, .

dltohes, barns,_

.
Credits
At the end of year with the inven-
tory value of land and bulldxngs (return-
ed to the Inventory Account).
' With use of buildings (charge the

‘Individual Livestock Accounts)s :

With use of land (charge the Crog

'Accounts)

The purpose of the_Féfm'Adcount“is,tc.kéep a reoofd of all expenses which
are not directly chargeable to some one accounte At the end of the year these
accumulated expenses should be distributed to the Individual Crop and Livestock

Accounts in proportion to the “use -that each has had of thems
distributed on the basis of a certain rate per acre.

‘Use of land may be
Use of buildings may be

distributed in proportion to the value of the livestock which uses the buildings,
or if it can be done as easily, in proportion to the space which each uses. The

Farm Account should come out practically even if this is properly done,

neither a profit nor a loss.

showing

3., Men Labor Account

~ Charges

Value ‘of all labor hired for farm
worke s

Value of all work done by operator
of farm and his family, (This should '
be credited to Persmmals)

- Value of board furnlshed to labo‘

by Personal, ‘ ‘

Value of all farm products furnished
to Labor.

Value of rent of tenant house furn—.
ished to Labor, :

Value of any special expenses
directly chargeable to Labor,

Value of any exchange lebor done by
neighbors.s

: Credlts :

Cash received from any work done by
men for neighbors,

.Value of work done for. nelghbors in
exchange.,

At the end of the year, the di ffer-
ence betwesn all charges and above credits
should be distributed to the other farm
accounts in proportion to number of hours
of man labor. which was spent on each,
credltlng labor and charglng each other
acoount. - '

.-

The purpose of the Man Labor Account is to keep a record of all labor

eXpensess

At the eund of the year the net cost of labor is divided by the total

hours of man labor as reported in the work report to find the average cost per hour

of man labor, Then for each account find the value of labor furnished,

labor and charge the other accounts,

Credit

4, Horse Account

Charges
At the beginning of year with inven-
tory value of horses and horse feed and
supplies on hand (credit inventory)
Value of all feed purchased for
horses.

Credits
Value of any feed transferred to
other livestocke.
Cash received for outside horse
labor .
Sale of horses,
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Charges (continued) Credits (continued) -

Vaiﬁe of'all feed used by‘horéés'bi ; Manure prodﬁéed and charged to crops.

from other farm aceounts. . - o . InVGntory value of horses and feed
" Value of all horses purchaséd. and supplies at end of year.
Veterinary expenses., Use of horse 1abor by -other farm

Horseshoeing exzpense, breeding fees accounts.
and registration fees, use of buildings,
use of man labor, interest on the aver-
age inventory.

=l

'

. The purpose of the Horse Account is to find the cdst per hour of horse
labor, At the end of the year the difference between all charges and credits is
divided by the total hours of horse labor as shown in the'work record to find the
rate per houre Then credit Horse and charge each othzr decount with the value of
horse labor used on that account . . '

5. Bquipment or. Machinery Adcbunt"”’

Charges ' o _ Credits

At beginning of year with inventory = - -Sale of =ny equipment at end of
value of equipment (Credit Inventory).  year w1th 1nventory value of equlpment on
Cash paid for oil, repairs, . hande :
. .Value of rew machinery purohased. .. .. - Use of equlpﬂent labor by other
Use of buildings. » L accountSc

2,

Men and horse labora .
' Interest on,average 1nventory.,

The bqu;pment Account shows the cost of* equ1pment for the year, The ‘
_easiest method of distribtuting equipment labor to the other farm accounts is on
the basis of the number of hours of horse labor spent on productive crops and
livestock to find the cost of equipment .per hour. Then’ oredit bqulpment with the-
work furnished to eaoh of these accounts..» : SN

Ba Accounts with Produotlve leestook

.. Charges = ° =~ o f: e Crediﬁg

Inventory value of stock and feed Sale of livestock,
at beginning of year. Sale of stock products. .
Value of feed purchased. v Value of stock producks used by
Value of feed- ralsed or supplled by | personal or- labor or by other stock..-
other accountss .-~ Value of manure produced and used
Veterlnary expense. on crops at end of year with inventory
Breading fees. - .. value.of gtock and feed on hand. .

Advertising end selling expense,
use of buildings and pasture.

Purchase of livestock.

Use of men, horse, and equipment
labor, o
Interest on average 1nventory. T
Any other costs due to livestocks

Lf the total credits are greater than the total charges then the differ-
ence is a gain, If the charges are greater the difference is a loss, There will be
as many separate Productive Livestock accounts as there are important classes of
livestock on the farm. Sometimes a few chickens are kept chiefly to supply eggs
for personel use, then it is usually easier to keep such records directly in the
Personal Account and not have a separate account with the poultrys The same will be
true if one cow is kept for milk, or if a couple pf pigs are kept to eat kitchen
garbages There is no need of a separate account for each of these.
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7. Accounts with Individual Crops

Charges Credits
At the beginning of year the inven- Value of crops solds
tory value of work done the previous year Value of crops used by personal or
in anticipation of this crop,. labor,
Value of this crop still on hand Value of crop and straw used by
from previous year, livestock,
Value of seed on hand or purchaseds Inventory of erop on hand at end

Value of manure or fertilizer used. of year,
Spray materials. .

Use of land and buildings.

Man, ‘horse, and equlpment labor.

Any other cost._" :

The number of crop accounts will depend upon the farm. Sometimes it is con=
venient to have two accounts with the same crop in different fields, or when cared
for by different methods. Usually it is easier to have a separate account for
work done in anticipation of next year so that labor so spent can be kept separate
from labor done on this year's crope The value of such labor is then inventoried
at cost and carried over to the next year. These regular accounts should show
either & gain or a loss as with livestock, .

Sometimes when special equipment is uéedbbywonly one erop it is charged
directly to that crop rather than putting it into the general equipment.

8. Accounts of Convenience

After one has kept accounts till he is familiar with the usual methods it
sometimes happens that some special item comes up that one wishes to keep separate
from the other items in the accounts, For example, & cow shed is to be builf. The
cost of this shed properly belongs in the farm or real estate account. But by open-
ing & new account with the shed all expenses and labor connected with building the
shed can be kept separate easier. Then it may be inventoried at cost, crediting
the shed account with this value and charging the total to the farm accounﬁ as one
item.

~ Semetimes feed is,pufchased.by,the carload to-be used by all stocks A
separate feed dcoount will aid in keeping the feed straight, credltlng this feed
account whenever feed is taken for any class of livestocks

Sometimes a farmer buys and sells Iivestock. A trading account with that
. class of livestock will be a convenience in showing just how he has come out in
his trading operstionss

These acoounts of convenience illustrate the point- that acecounts are to be
used as a method of studying the farm business., If no study is desired, no accounts
will be kept, S :

A ‘pasture account mey be kept or it mey be included in the Farm Real Estate

Account, _ o
S 9+ Accounts Receivable
Charges T Credlts
Value of all farm crops or products Credit’ with all cash pald later on
furnished to individual men that were these accounts. B

not paid for at the time.
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This account might be called "Record of What Other Men Owe Me," It
avoids dispute. By entering the date, amount, and value of item sold, person
to whom:seld this record stands till it is paid up, then the account should exactly
close out with neither a loss or gain except where the other fellow fails or skips
out leaving an uncollectable account., Where much business is done with one indivi-
dual it is usually best to keep a separate account with him, But where items occur
only occasionally they may as well be collected in the one' Account Receivable,

10, Accounfs'Payable

Charges | Credlts

With all ?@yments made on outstand— With the value of all méterlal fur-
lnm acoounta.‘n _ . . nished by outside parties for which you

dld not pay at the time of purchase.

This account is Just the Feverse of the previous one, namely, " Record
of Vhat I Owe Other People.Y Some one else has furnished goods to you, maybe feed
to the dairy; if so, this account should glve date, name of party, amount and-
value as & credit which is charged to the dairy. Then when you. pay the bill thls
account’ will be charged with the payment and the cash account will be credited.
'vxhls helps to av01d mistakes und dlsputes. IR

In a oase~where a mortgage or note is given it will usually be begt to open
a new account called "Notes Payable" to distinguish it from’ the 1t§ms whlch are
paid more promptly, and which belong under‘"Accounts Pavabla. g -

11, Interest Account

"Char ges . : ‘ Credits

Cash paid out for interest on notes, Cash received from interest on money
mortgagese loaned out,
AT " o Interest on average inventory values

of farm equipment, livestock.

- The purpose of the Interest Account is %o keep in & separate place all
entries connected with paying or receiving interest, If interest on a -$2,000
mortgage at 6 per cent is paid by the farmer the entry will be a charge of ¥120 to
the Interest Account and a oredit to the Cash. . It is put here rather than in the
_Note Account for two reasas. R

- First, it Would prevent a true ‘balénce of the Notes Payable ‘Account if
1nterest was charged to that account when paid,. as its entry there would seem to
offset the face value of the note which, of course, is not the case. When the
note was paid in full the Notes Payable Account would then show & 'loss' equal to
the amount of interest paid, which may be near the truth at that, but is not good

accountlng.
»

; Second, we pay. interest because custom has made interest the rent which
we pey for the use .of money. By keeping all interest in this one account at the end
of the year there should be a' gain in the account which shows how much our farm has
returned, to us as interest above our inter:st on debts.

12 Personal Account ' »
‘ : - CredltS’

ChargeS' o
All clothlng, food, eto., purohased” Coe Value of labor.of farmer which is
for household or personal usé, = -.- - charged to Labor. Account,
All supplies furnished by farm from - Valtie of labor of wife or children

other accountse which is charged to.labor Accounte
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Taxes on personal property, Value of board furnished to Labor.
Repairs-on house in which one lives. = Any small sales of produce from
Expenses . connected with any animel or animals or crops included in this account.

crop which is grown for personal or house-

hold use, and for which no separate

account is kept,

The Personal Account is a necessary part of the complete set of accounts
because it shows where the money received from the farm business- goes, Very seldom
should there he a gein from the personal account, as the only credits in this
account usually are the value of the labor.-of tne farmer and his family, While as
charges he has access to the money which comes in from the entire business. There
mey be-a fine profit on the farm and it will all be spent in the personal., This
record. shows where the money went and ‘will make the aooounts come out even at the
end of, .the year., : :

As explained under Livestock Accounts, it is usually easier to include any
poultry, pigs, or milk cow kept entirely for personal use, directly in this account.
Also the garden may be kept in with the Personal Account. This réduces the number
of accounts and is sufficiently accurate for- general purposes., Then there will be
an inventory charge of the value of such animals at the beginning of the year and &
similap credit at the end of the years

13, Cash Account -

: . Charges e : g Credits
“Inventory of cash on hand at bee " With all money pald out for any
ginning of year. o S purpose.
All money received from any « Inventory of cash on hand at end
SOUTrCE, © of year,

Thé Cash Account should come out even at the end of the year uhléssisome
entries have been forgotten, It can never have a greater totael of credits than of
charges, because one cannct spend money that he never had.

The Cash Account is sort of a control account over the charges and credits
of cash in the other accounts., As a matter of fact that Cash Account can be elimin-
ated and the other accounts will remain the ssame and the true state of the business
will be shown by taking an inventory of cash on hand at the beginning and end of the
years But the Cash Account brings all these items together in one place and helps
check on the ather entries so- it is usually well worth while to keep it.,

E S ‘14, Loss and Gain fccount - R
Charges™ ~ =~ -~ « 77 oo Credits

"With the -amount of loss on such B With the amount of %ainon such
accounts as show a loss (ecredit the . ' accounts as show a galn charge the
particular account). Individual Account),: e

The Loss and Gain Account is ‘& summery of losses ‘and gains in the bu51ness.
If the total credits are greater then the total charges the difference is the net
gain of the bu51ness,-and this net.gain will be found t¢ be the same as the differ-
ence between ‘the two sides of the Inventory Account,  If & personal account is not
kept, the galn ‘here will be larger than' the one shown in the inventory by as much
as the "loss" in the Personal Account,



Closing a Complete Set of Accounts

In the previous discussion of what should be charged and credited to the
verious accounts a brief explanation has been given of how to close each Individusl
Accounte To sum up the method it will be worth while to quote from Farmers'
Bulletin Noe 572 by C, E. Ladd, the following order of steps which are convenient
in closing up a year's business,

1, The first step is to toke a final inventory in the same'manne} as at the
beginning of the year, This inventory should include all bills that other persons
owe the farmer and all bills which the farmer owes to other personss

2. The 1li'st of bills payable should be inspected and any items that have not
yet been charged should be charged to the propsr accounts. .. For instance, if ¥15
_for-labor is $ill due the hired man at the date of clos;ng, thls 1tem should be
entered as a charge awa1nst labor.v_ L

34 The 1lst of bills receivable should be 1nspected and any items that have
not yet been credited should be credited to the proper accounts,. ' For ins tance, if
the creamery owWes the fapmer $65 for milk end a neighbor owes him for some feed, the
#65 should be entered as a credit to the cow account and the feed item entered as a
eredit to the account from which the feed wes originally taken.

4, The record of all feed transferred tq the livestock should be completed,
charging the various animals and crediting the various crops. FProduce raised and
fed is charged against the animals at what it is worth on the Farme Suppose, for
instance, there were 80 acres of hay with a total yleld of 120 tons (20 tons of
which had. been sold and a credit entered) and that the feed~disposal memorandum
showed 60 tons fed to the cows and 15 tons fed. to-the horses, leaving 25 tons on
hande If hay is worth ¢12 per ton at the barm, the hay should be credited by
entering-on thée right-hand page of tle hay eccount’ "60 tons Lo cows € $l12 - ¢720;
15 tons to horses & ¢l2 - w180. ‘" Now. cherges agalnst the .cows "60 tons of hay ©
w12" and against the horses "15 tons . 12" should be made. When the value of the
hay on hand, 25 tons at wlz as shown in. the reCOrd 1nveqtoty, is entered as a

««««
1t

5y The varlousvclasses~of“livestock should be credited with the portion of
unused feeds which were charged to them. at the time of purchase or harvest. These
farm items will, of course, appear 1n the second. inventory under the group neaded
"Foeds, Produce, and Suppliess" R

¥

'8, The use of pasture should be credlted dlrectly to tne Real ‘Estate or to a
Pasture Account and charged against the dnimels using it. The amount charged for
pasturs ‘should be as nearly as possible the market price; that 1s, the price for
which pasture rents in that region.. - - : o . :

7, The value of produce used in the house, 1f not noted before, should be
entered, The proper crops or animels should be credited and charges made against
the personal account, This item includes estimates of the quantltles of mllk, eggs,
potatoes, and other products used by the famlly. ~ :

8s The entry of value of board produce, or other allowances furnished tp the
laborers should be completed, These charges shoula ‘be made agalnst Labor and the
proper accounts credlted. ‘ : S

The value of: unpald 1abor, such as work by the farmer himself by boys‘,[
in the 1am11y to whoim regular wages are: not pald arid milking or othér farm work
by women of the. family should be entered. Nake these charges: against Labor and
credit the Personal Account. e o : » : e
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10+ The animals should be credited with the value of the manure produced and
this emount charged against the crops to which it was applied, The valuation of the
manure should be made at about the market price at the farme¢ To find the quantity
produced, a record should be kept of the number of loads hauled to the fields,

1ls The proper amounts for the use of the bulldings by crops, anlmalg, the.
farmer, or laborers, should be entered. Each crop, each class of animals,  the
Personal Account,. and the Labor Account should be charged with its proper proportlon
and oredlt of the Real Estate Account. As a general rule, 8 to 10 percent of the -
current value of the buildings may be charged as rent, The proportlon of the whole
sum which each class of animals or each crop should pay will have to be determined
by the farmer in proportion to the amount and value of the space occupled by each,
Charges for the use of the buildings on one farm were made as’ follcws.

Value of Barns, %2,000; Use fqr One Year at
10 Per Cent, %200 '

- S ' Percentage B
Account to be Charged s of $200 Amount
COWSonernrosanensasoscasessassavanas ' D0 $60. .
-Hayﬁtoﬂlco"!000.-aocco..oo.ooo'o.co1‘ 20 40
Oats-.-....-'.'uocc'oc'a‘v-ovooo‘-oa 10 ’ -~ 20
‘. o MaGhineryeessesssaseeasvonnassassose 10 : 20
' ’ HogZSesssesesnorassosneasnssnsnssaasse 5. =10 -
HOrSOSesscersossrsssrssssssssossssses 20 40
Corn....~........-...o.-.-..........-‘ 5" . - 10
Totelesenesaronnsrsonssass 100 © 200

12, Tlaxes and inéurance paid on personal ?roperty should be distributed to the
proper accbunts. All land taxes are charged to the real es tate and distributed-
as part of the ' use of land and. bulldlngs. R

134 ALl the hours and minutes of man labor on each enterprise, including the
chores, should be added up, these totals belng brought together and the sum of the
man hours on all enterprlses found., :

1l4. The total cost of man labor for the year should ‘be found.--

13+ 'The rate per nour should be found by leldlng total GOot of man - labor by
the total hours of man labor, _ . ' :

16+ The total number of hours found against each enterprise in the Work Record
should be transferred to the same accounts  in the Financial Record, multiplying each
total by the rate to obtain the. coste -These items should be credlted to labor in
the Financial Record Books When this is completed,,the Labor Account. should balance
within a few dollars, though if the rate per hour were carried out in full to the
last decimal place the account would balance, A difference of one mill in -the rate
for 6,000 hours Wwould meke a difference. of 46 in the final results, and -a difference
of one~tenth of a& mill would meke a dif:-erence of 60 centss This différence or error
is not importent enough to consider. It may be:carried to the Loss and GainsAccount,
or it may be added to or subtracted from one of the larger 1tems of 1abor in accord-
ance with whether 1t is a loss or a gain. .- o S :



o 17 All the hours ‘and: minutés of "horse labor spent on ea ch enterprlse 'ine
cluding any horse labor on chores, should be added up, these totals belng brought
together and thé sum of the horse hours ‘en all enterprlses found, Just -as . was. done

for man labor,. .

18, To flnd the total oost of horseé labor, first the horse inventories' should
be entered, t#é flrst 1nventory as & charge and the second as g credit to the. .
horses. Then the horses should be' charged with interest on the average of -the two
inventories at the current rate in ‘the section anc the interest .account crédited.
The ordinary rate charged in most perts of the United States is 5 or 6 .per.cent
~on. the . investment. '

194 fhe sum of dach side of the Horse hscount should be found. The sum of the
credits should be subtracted from the sum of the charges and the difference will be
the net cost of horse labor for theé year: No charge is made. -against horges for
the use of the harness and other horse equipment, all thgse oosts. being charged
against the various enterprlses 1n the machlnery charge, as hereafter explained,
on the basis' of horse Hourse.. ‘ L ‘-

20+ Tne vate per hour of Horsé Iabor:should be found by dividing the total
cost by the totel hours. The figure thus obtained is the rafge per: hour, .

21. The total number of hotse hours found against each .enterprise in the work
record should be transferred to the same acdcounts in'the financial record, multi-
plying each total by the rate to obbain’ the cost. - These items. should be credltﬂ

to the Horse Account in the flnan01a1 record book. When this is completed, the Horse
Account should balance within a few d6llars, - The. reason for the failure.- to balanoe
is the.same as thet already given for men labor. To make the account balance, the
difference can be added or, subtracteﬁ from ‘one of ‘the-larger 1tems or. carried to

the Loss and Gain Account, as stated in’ paragraph 16, L :

22‘ To find the use cost of ‘the machinery, the' first machinery inventory
should be entered as & -charge and the second as a credit to the Machinery Account,
then this. account should be charged with interest on the average of the two inven-
tories, as directed for the Horse Account. The Interest Account sheuld be credited

- with the amount of thls 1nterest. o

20. The sum of each side of the’ Wachlnery Account should ‘be: found anﬂ the
credit total subtracted from the charge total, the seme:as for the horse Account.,
The difference is.the total use cost of the maohlnery for the year.

24, In order to distribute this “cost, 1t mey be~assumed that for every hour
horses were worked machinery was also useds« Then each account will have charged
against it the same number of machinery hours as horse hourse To find the rate of
cost per machinery hour, the horse hours already charged to machinery should be
first subtracted from the total hours of horse labor and the total cost of machinery
use divided by this difference. Now the use of machinery for the year should be
charged in the same way that the use of horses was charged, except the charge
against machinery. When this is complete, the machinery account should balance
within a few dollars. The difference may be treated as explained in paragraph 16.

25+ Any other Accounts of Convenience, such as those for fertilizer or manure,
if kept, should be distributed,

26 411 the remaining items should be entered in the inventories. The inventory
values for the beginning of the year should be entered on the left-hand page of the
separate accounts as a charge; that is, the cow inventory should be entered on the
left-hand page of the Cow Account, the hog inventory on the left-hand page of the
Hog Account, and the others distributed in the same manner, The final inventory for



the year is likewise distributed to the separate accounts but the items are enter-
ed on their respective right-hand pages., ‘ :

27« The interest, based on the averagé inventories against all accounts not
already charged, should be charged and the interest credited with the total, using
the same rate as that used in charging interest agalnst the Horse and- Machlnery
Account,

\

.28+ The. proper charge for the use of the 1and should be entered. The rate
should be high enough so that, with the use of the buildings as charged in para=-
graph 11, it will cover interest.on the investuent in lend and bulldlngs taxes on
real estate, and repairs to buildings and fences, for these ‘items were charged to
the Real Estate Accounte Each crop should be charged for the land it occupled
and the Real Estate Account credlted. :

294 Both sides of the accounts not yet closed should be footed upe The
lesser total should be subtracted from the greater in each accounts If the charge
side is greater the difference represents a loss, and if the credit side is greater,
& gaine  The sample Potato.Account given in table 2, page 6, Farmers'! Bulletin
Number 572, will illustrate a completed Crop Account. -

304 A list of the losses and geins should be made and the total of each found
in order to show the net gain or loss on the whole business.

3l anh account and the buszness ‘as a whole should be studied in order to
learn how to 1mprove ite .

Studylngrthe Fhrm Buulness by Means of Ehrm Aocounts

There is little need for keeplny farm accounts unless they are used to
study the bu51nesu.,

Why did one crop show a loss? Was the amount of labor used unusually
high? 1If so, what is the reason, are the ‘fields small, are there ditches that
cut up. the fields so there has-to be much waste time turning around at the ends of
the rows? -Aré the tools in poor shape so that work drags? Are the horses too
sme.ll for “the 51ze of the ‘machinery and the oharacter of the soil?

Was the yield low? If so, why? Was it due to some act of nature, or was’
it due to some act of ourselves? How can 1t be remedied? -
. Wag the price too low? ‘If'so, will it'remain low? Does this crop usually
pay? 1Is there danger of a permenent low price? o S :

These are only suggestive., The main thing is to go through the business
carefully, Strengthen the weak places. Plan to reduce needless waste. The busi-
ness farmer wins most easily by reducing his ‘expenses, showing economy in handling =~
his farm, showing judgment in picking those crops or comblnqtlons of crops which
pay the most for the least expense.v ‘ ‘

Farm accounts are 'a mlghty aid to such & man in planning his bu51ness.
Are you gettlng the most out of your acoounts?
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Part II Some of the Principles and Problems
Involved in Analyzing the Cost of
Produc1ng Farm Products.' o

The. author s eﬁperlment statlon and college classroom experlence with farm
records and accounts, tegether with observation of some commonly accepted views
concerning accounting and ocosts, combine to indicate a need for & rewiew of some of
the principles and problems that are involved if one d851res to. analyze the cost of
producing farm products, ‘Farming under the conditions on general 1rr1gated farms in
- northern Colorado w1ll be used as the basis for the dlSCUSSlOnc',.v-u :

Records of cash received ‘or paid out are a vital part. of.a business.
With them, some aid can be had in keeping things stralght and in meetinpg the criti=-
cal eye of the tax collector. They leave. many questlons unanswered. PR
4 . d
R If reoelpts and expenses ‘are separated 1nto many cla551float10ns they tell
© even more about, the business. But they do not answer the question, What does it cost
to produce & crop? Few who have not worked at it appreciate the problems 1nvolved

in assembling the oosts of produclng either crop° or llvestooko

: In order to emphas1ze the problem, each eocount that experlenoe has shown
to be necessary to a complete analysis of. ocosts will be discussed separately. Farm-
ing is prlmarlly & business of joint costs. Everything done on a farm has direct
and indirect effects. Many expenses are for more than one part of the. business,

The intensive or specialized fermer, with one thing to sell, could consider every
item as part of the cost of this bne product withwa fair degree of accuracys Even
here, he will be: faced with . the’ oh01oe of raising his own or buying feed fér his-
herses, boardlng his men -or.paying a hlgher wage while’ they board themgelves. 1f
his business is the Rroductlon of livestock, he has the problem of ralslng vs.

buylnp feed.

‘A study of the problems of joint . cost developed in the follow1ng dis~--
cussion will illustrate the problems which face a student of farm costs. The "
methods advocated are the ou*growth of trigl and- experlenoe in handling farm
acoounts on drrigated- farms 1n northern Colorados o

This method of analysis indicates the time end care ﬂeoessary for a prOper
study of the details of farm aocounting. It is not recommended for. generel use by
farmers, It is offered’ rather aq e warning to-those who gllbly speak of ! eosts and
1 k3 ’ :

proflts. L e :

The most Workable ‘and satlsfactory acoounts for the ind1v1dual farmer would
include expenses and receipts classified according to the “important crops or live-
stock produceds Where: expenses did not admit of such a classification, a separate
record of each such group of expenses should be kept. The total cash. recelpts and
the total eash expenses would show a cash balance from farm Operatlons.

Then,.one should study depreciatlon and changes in 1nventor1es to see
whether the business was giving a net return for the opérator's time and as a return

on his investment.

Before one can properly speak of costs or profits, most of the items in
the following accounts will need to be analyzed and distributed in order .to place
upon the produotlve enterprases the full burden of meetlng ‘the total expenses of

the farm.
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Land

The greatest wvalue from this account comes from using it to aid in answer-
ing the question of earnings on investments For this reason it is advisable to
keep out of this acoount any item whlch Would confuse, Expenses for the farm as a
whole belong rather in "general farm or overhead.’

It is a question whether buildings should be handled separately or included
in this account, Where buildings are of minor importance they may be left -in vith
the land. ~When buildings are used by several important kinds of llvestock a .
special acoount with bulldlngs 1s preferable. S

Charge this sccount with 1nterost on its flrst 1nventory of land. fhe
rate to use should conform to local practlce and to long time conditions,. For
example, interest on long time loans has been, at various times and in various parts
of the United States, 6 percent, 5 percent, 4 percent or even lesss In small areas,
7.or 8 percént has been the customary rate.

The problems of land value, land valuation and safe investment are all
involved in this question. Rather than to argue needlessly about such controver=-
sial btopics, it is better to recognize their existence and proceeds A workable
‘plan is to'usé market values of land and current interest rates on long time

loansa

Method: of distributing the land charge.— A unlform rate per acre on all

- acres, .of dpproximately uniform value is the easiest ‘and most satisfactory basis,
If land of widely ‘different values exists on the farm, then this account should be
subdivided and a separate record made for each olass of land, such as dryland and
irrigated land on’the: same farms For most farins the one class will be suffieientys

- Usually the ®areas of road, farmstead waste and unused land should be omitted from
the area used ag a basis for dlstrlbutlng the land charge. Productive lands will
support the farm, hence they might logically carry the burden of coste ‘The report-
ed value of 160-acres, with 150 acres’in crops, would be distributed to the 150
acres, The value of farmstead land would then be distributed to the cropped aresa
or kept separate as a livestock corral charge, if that seemed to aid in analysls.

If the entire area is used as 8 basis, the, lO acres in thls case would
have a land charge but no means of earning a return, other. than thru.allocation to
livestock, of which, normally, a’large part has been work horses. The resulting
loss might be 1nterest1ng to note but deceptive in its effect upon productions
. Better to ‘saddle ‘this dead welmht of cost on the productive area, then a profit
will be above all land ‘chargess I1f part of this went to. horses,, it would mean an
iricrease in cost of horse work and & return of the charge to the crops in large -~

P&Pt *

“When~ crops haVe been analyzed 1t w1ll be & s1mple matter to determlne -
the "earning power " of each Crope If a partlcular crop 1is unable to pay -for the
use of land.at the unlform rate per acre, the ‘account .can be analyzed to find what
rate of return the crop can ebrn, : : :

Buildings
“The purpose heré is to find the cost of bulldlﬁgs;.notlpo determine. the
earning power of buildings., Buildings are in the nature of a service agency,
needed but not the most 1mportant cause of gain or lo;s from livestocke

- The items to 1nclude in the bulldlng account should 1nclude depreclatlon,
interest on the buildings, all repairs and maintenance, insurance, labor Qn-repairs,
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and any item of current expense, Ordinarily, the rate of interest should be identi-
cal with that used in the land account, altho some authorities argue for a higher
rate on all improvements and machinery.

The method of distributing this charge must depend upon conditions, Where
& bullding is used exclusively by one class of livestock or by one crop, the entire
cost of that individual building can be charged directly to that enterprise.

Where repairs and insurance and other items are handled for all buildings
together, and this is the usual practice, then all building dosts:should. be assembled
in total before proratinge In this case, the value of the building used by a partl-
cular enterprise is the easiest basis for distributing this total charge,

Where two classes of livestock use the same building, for exemple, horses
and cattle, p0531b1y the number of animasl units of each class- of llvestock'w1ll
prove to be the most satlsfactory basis for distribution. : :

Where several kinds of grain are stored. in one granary, the cubic :space
used by each, i.é., the bin capaclty, mey . prove to be the most satisfactory basis
for distribution, Here, as in meny other .cases, a knowledge of. the farm, the use
to be made’ of the study, and good- Judgment are required to’ avoad useless calcula~

tions,

Il

New bulldlngs.— When & neW‘bulldlng is. constructed, itis a’ convenience to
have & speciel account for all items dealing with this building. This will avoid
confusion between construction costs and the maintenance .of old buildings. When
the bulldlng is completed the total accumulated. costs can-be closed out and trans-
ferred to the regular bulldlng account as the. 1nventory gast -of the new buildlng.

Stock Wﬁter

Wells, pumps &nd troughs represent 8 spec1al form_of bulldlngs orfarm
improvementss If livestock is a major. farm enterprise, it.is desirable to have these
water costs kept separate, Interest should be charged where the well and pump
investment can be separated from. other building investments.  Fuel for pumping, re-
pairs,’ labor, depreciation, eto, should be included. - S L

ir several classes of llvestock use water, the anlmal unlt method may be-
used for dlstrlbutlng the charge,, . : o Lo e

e

LT the' same Well is used by the household and the. llvestock, some more or
less arbltrary division must be made between thems.. The -same applies where the
garden 1s 1rr1gated from the Well. ; _? e e L R S I
Some students have suggested-theu"gallons:per‘heedjper.day"<as a possible -
basis, This is & guess and may be as far from the facts as an arbitrary division.

Irrigation

Thls is = dlfflcult charge to dlstrlhute.-;lt is -composed: of early direct; ~ '
flow river or pump water and late. storage water, - The cost per ascre-foot varies = -
widely for these twoe Sometlmes Jboth run in the ditch together,. Sometimes both are’
used on the same crop. There is a wide varlatlon in the number of ‘times different
crops are irrigated, There ig some variation in the amount: of water applied per
acre during one irrigation as between crops, There is considerable variation in

the amount of water applied per acre. at different. times of the year. . Extra water .
may be purchased. Fbr these reasons, 1t is not: s&tlsfactcry to -divide the. cost = v
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‘of water by .the ascres irrigated. Nor 'is 1t entlrely satlsfaotory to keep a separ-
ate account for early and late water and dlstrmbute sach of these on the acre

basise

. An’ accurate water measurlng devioe would solve the question of the actual
amount of water used on-each erop but it would require a-timekeeper to recérd the
changes, and might not distinguish between sarly and late w1thout careful checklng.

. ‘Faced with these varlables, the method used was to multlply eaoh grop
area by the ‘number of times it weas 1rr1gated and secure a compuced 'ares irrigated
Wonce for the farm, The total water chargé was ‘then distributed on this besis of

"per acre irrigated once.™ If one crop had 6 1rr1gatlons and another only 2, the
cost per acre of crop Was in that ratio, i.e., & to 2. If accurate 1nformatlon is
available, this. could be used as & basis separately for early and for later water,
which would be: an 1mprovement over puttlng all water costs together. ‘

Labor for 1rr1gat10n was charged directly to each crop on an hour basis.

But this again presents a question, i.e., total number of hours that. the water ran -
or actual number of hours setting &nd changlng the water. Some men,with smooth
fields can set & run of water and then cultivete or. do otber work untll time-to
move -the set. ~Others, ¢ more rolllng land, find’ it necessary to stand over the
water with a shovels Agein, men stay with the water in the day time, then "turn

it on the alfalfa" for the night, letting it waste at the lower end .of the. fleld
if 1t happens to come too fast for the land to. .soak it up. S

Here agein, 8 tlmekeeper would be needed %o find the actual use of time.
The farmer is the best judge of ‘the way he uses hlS times Consequently, the basis-
for charging men lsbor for irrigation was the total number of hours reported as
worked by the farmer, regardless of how long the water ran. This indicates the
reason why man hours would not be a safe guide for distributing the cost of water.
1t also lends support to the statement that "statistics are personal s.1lae4, some
persocn has complled thems Costs are very deflnltely personal._Someone must decide .
what to do with the endless joint costs on a farm.. Few farmers have the time or:
patience to puzzlé over the matter,' Our purpose in discussing, the problem is to
emphasize ‘the idea that any summary of farm costs must. of neceSSIty be .2, sunmary’
of someone's more or less arbitrary division of 301nt costs,

.

Man Labor

The rate per hour for the use of man labor may be handled simply or in
as complicated manner &s one may desire, ~The total cost of all man labor divided-
by the total hours worked will give & simple, uniform rate. for distributing men
labor costss Simple - yet the hours may be charged for at some standard rate.
For example, when local rates are 25 cents per hour, all labor can.be. dlstrlbuted
at that rate, regardless of‘the actual cost on the 1nd1v1dual farm, o .

With double entry bookkeeplng and complete costs, there is some advantage
in using this standard or average rate, When all the labor on the farm has been
prorated and the total oompared with the total costs of labor, -a profit in the
labor account’ would mean that thls fﬁrmer secured labor at a lower rate per hour .
than the average, A loss would mean tHat his labor cost was more ,then the average
This calls sttention’ 1mmed1ately to the profit or loss as a. matter of comparative
labor expetises It &lso permits 8 more satlsfactory comparison, between farmers in
regard to crop costs, With a uniform rate per hour for labor,_dlfferenoes between
farmers will be due to differences in amounts of labor and to other differences
and not due to ch&nges 1n the rate used in dlstrlbutlng labore :
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In contrast to these simple methods of prorating labor costs, there are
verying degress of complicatione. Some ‘students favor charging a separate rate .
for each men in order to distinguish between high~priced 'and low-priced labor,.
This may aid in securing a. high degree of‘aoouracy in distributing actual.cash.
costs, but it is -of questlonable virtue in the final study of crop costss Too much
of the varietion ip crop cost will then depend upon the "luck" ‘as to- theruse. of.
“high=priced: or Jow-priced labor on that partlcular crops If high=priced and lov -
priced labor were:a matter of skill, “this would result in’ ircreased accuracy,’o
but wages and - Sklll have small relatlonshlp 1n farmlng, EER : -

Others favor a. neparate rate for man labor for each month or season of the
yeare This also makes a lot of record keeping and confuses the" study of: erop.
costse

Others stress the problem of the operator and his family, clalmlng that
their labor may have little or .no value since there is nothing else for them to do
and consequently they would work for little or no wage.' Tris is in the mature of
admitting defeat, - If farmlng .can not pay wages, why bother to work-at it. The
purpoge of cost accounts should be to find those crops which will pay ‘e man for .

- growing them, not to find at how low a Wage he cen work. -Farmers can find plenty
‘of thlngs to do that .do not brlng in an 1noome W1thout anyone helping them to. find

moree

One advantage of using standard rates should be noted. The actual rate
can ‘be ‘found: enlky at the .end of the period studied, consequently all calculations
must be delayed till the end of the, year, With standard rates,-labor can be cal-
culdted as the work progresses,‘or the labor cost of any  early spring work can be
calculated at once. and-used to. gulde in deolslons durlng the year, thus increasing
the value of the analy31s. PR

Chargés for Ihd1v1dual Qperatlons

*

When labor oosts are charged to crops) the eas1est method is to total all
hours spent on the crop and meke one cherge for the labor or horses or maohlnery.

- At times some. knowledge Bs to the cost of'lndlvidual operatlons is help=
fule Plowing, seedbed preparatiom, seedlng, cultivation, and harvest. can -be
studied as separate operationse. When this is done, the rates to use for labor and
other costs will be either the gobual rate for the previous year or stendard rates.
If much work 'ig done. for. others 80 that the rates are important, the current market
rates for such work may . be. used but care shoﬁld be exer01sed in oheckingwaotual

P

costs to av01d 'worklng at. a; loss., oL

"Horses '_x=3- Co ,H;Jlf:A u“lf'ﬁ;  ,? LR

. A ctandard rate per hour for horse time is an’ advantage because 1t qulokly
shows whether this farm is able to furnish horse lebor at that rates The difference
between all costs and the income from horse work at a uniform rate, if: there is a
dlfference, means -either that, thls farmer has more costs or has handled his horses
more efficiently than. the. average. In these days of- farm tractors and. trucks
: suoh A comparlson may be. mone. valuable than a study of a crop. A »

If actual cost per hour was calculated for thé farm, SR would be oasy to
overlook the high cost of horse work and lay the blame on the orope.- .

Many of the comments as to possible ways of handling men la bor are perti-
nent in connection with horse hours « There is one added point: many items of
horse cost are really farm raised and in the nature of indirect cash expense,
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.rather than direct, out-of-pocket cash cost. Accordingly, there is a tendency to
overlook the equivalent cash value. Pursued to its ultimate conclusion, this
might result in a very low horse rate, since these feeds might waste if not con-
sumed by the horse and hence have not merket value.. A rigid adherence to this

Yopportunity cost" viewpoint would require endless analys1s ‘of items. of horse
expense to discover which could end ‘which could not be marketed,. Agtually, of

-course, if all horses were: removed from farms, few of :these feeds could be marketed
as mén have-learned to thelr sorrow as tractors and trucks have 1ncreased.' Also
these feeds have been produced at increased: losses by fermers,  The vicious cirgcle
is eudless. Therefore, the author prefers & standard horse rate or the use of
market prlces for feeds as best serv1ng a farmer 5 1nterests.

4~3_3p ent
These costs seem easy to assemble but ‘the dlstrlbutlon of them is far

from simple, . At the present time, equlpment is drawn by horses or trectors, it may
‘be special purpose equipment such as & potato digger, .or.a general purpose tool
such as & plow. It may be designed for attachment to some other machine such’ as

a section of harrow following a plow, or it may be built to attach to a truck or
automobile like the recent buck rekes. It may be used by hend (forks and shovels),
1t mey be used for non~farm purposes such, as‘wagons ‘used in monng furniture, Some
equipment is costly, with high repair cherges; other equipment is as simple as a
piece of bent steel,: Some equlpment works for both crops and livestock, ‘

- The one,who'attempts to oonslder all these variables in arriyving-eat an
accurate distribution will soon find that it is taking as much time to prorate =&
few hundred dollars of equipment cost as it would take.to analyze an. entire farm ‘
businesse This is the road to madness, not to sound business polloy. :

Total equlpment costs mlght ‘be assembled and prorated unlformly on an’
eore basis, This is donvenient, but far from satisfactory, especially if much
llvestock 1s produced or speolal erops with special equlpment. - .

Speclal equlpment may be charged directly to she- orop and all other equip~ .
ment charged on an acre basis, This, of course, makes hay lend pay for plows and’
harrows, but it does give a qulckly seoured flgure that can be compared from farm

to farme.

The tractor has added oonfus1on to . the analySLQ, 85- gomé machlnes can be
drawn byseither horses or tractors. Ultlmately, ‘farmers will have two distinet:
groups of equipment$ oné horse-drawn, the other for tractor uses This will. permit
some division of cost but does not rsesuilt in.much. 51mp11f1cat10n of the problem.
With this division; the cost of all tractor equlpment can be prorated on & tractor
hour basis, The horse=-drawn equlpment can be prordted on the.basis of horse hourss
The basis Here assumes that either horses or tractor do haul equlpment when they
are at work. It is not an accurate method but, like the per acre method, it is

convenient,

A desirable method would be to use standard rates for the use of equlpment.
But the problem is to find these standard rates  Naturally, they will vary W th the
cost of machines end with the ares covered.A Probably such rates can be caloulated '
by Experiment Station workers for. state use rather than attempt to wnrk them out”

for 1nd1v1dua1 farms. e
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The original method of distributing mechinery costs was on the basis of
horse hours, In northern Colorado studies, that has been modified to make some
allowance for tractor equipment., .

Automobile

) FeW'automoblles are used dlrectly for any one farm enterprlse. Where such
is the case, & direct charge on a mileage basis should prove. satlsfactory. Most
farmers consider their automobiles as a necessity for. efficient operation of their
farms.' It also has value for purely personal use.' Any ‘division between farm and
personal use is usually arbltrary. If the costs" were hlgh enough to Justify the
time and attention, an accurate division could bé made on a. mileage’ ba51s. "The,.
common practice is to arbltrarlly assume oné half the cost for eaoh use. Thls is
transferred to the general form -account - for dlstrlbutlon.c,- e

¥ . .
Trvick ‘ .
The truck has become a standard piece of farm equipment on many. farmse
Wide variation exists as to the type of truck used. Some buy new trucks. Other.
farmers near the larger cities have found that second—hand trucks: dare’ satlsfaotory.
In recent years, old trucks snd old automobiles have beéen purchased by farmers.and
made over into special purpose farm. equipmerit, esp601ally for use.in haying, These
"trucks" can be .charged direct to the hay crop where that is their use,

The problem of distribuyting truck costs arlqes from the double method
of use,. ise,, the truck mey be used by the hour as, for example, 'inm hauling hey,
where few miles are reglstered but. the truck body is rece1v1ng weear and use
corstantly. Also the truck may be used on & mileage basis, for example, 1n haullng;
feed from town to feedlots or in marletlng crops. o o PR

Early truck models had no speedometer which made ana1y31s on a. mlleage
basis 1mpos31ble, s : S T »

Fhrmers think of their own tlme on an hourly or dally basise It is
seldom that farmers will keep accurate data on truck mlleage for:- ind1v1dqal wa‘k.

Distribution of truck costs resolves 1tself into a oompromlse and ch01ce
of evils, Where the use is general, and hard to isolaste, the general farm account
should be the place to handle the coste Where important work.is dome for a few .
crops, the mileage basis is most desirable, Where speedometers are lacking, the
hourly basis may give a better distribution -than to transfer the truck costs to
the ‘general farm account. ' Some.farmers treat the truck ‘the same: a&s the automoblle,
ise4, they find the total yearly charge -and then arbltrarlly divide this between .
several main enterprlses such as winter feedlng, sugar beets and,potatoes, leav1ng :
a small portion of cost for general farm." T ‘ o . i o

Y

Tractor

The tractor costs are oomparatlvely'81mple to assemble. Thelr dlstributlon
on an hourly bagis i§ fairly easy.  .The.wide ‘choice of type of tractor makes actual .
costs for the individual. farm preferable to:standard rates. When more information
is avallable so. that stendard costs.can Be secured for each important” type of . .
tractor, the use of such rates Wlll have the same advantage as with horses. '

There are minor errors in the use of the hourly basis since fuel consump-~
tion varies s mewhat according to load and speed of operption. With the increased
use of rubber tire tractors for road haullng, this error will increase and the *
mileage basis may be meeded to properly hendle tractor costs,
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There is some question as to the proper method of handling special tractor
equipmente If it is all assembled in one amccount and distributed on a tractor hour
basis some error exists. If not too difficult to handle, special equipment should
be charged directly to the crops That will not dispose of seedbed machinery such
as plows and harrows. The acre basis is more satisfactory than the tractor hour
basis for these machines, unless the hours using these partlcular machines is used
rather than total tractor hourse. In fact, where actual tractor hours'! use of
specific machinery is available, it will prove the most useful basis for prorating.
This, of course, means a rate per hour for every subgroup of tractor eéquipment,

As indicated in the equipment accounts, the possibilities are maddening. Hence,
one tractor equipment account and one rate per tractor hour for its distribution
serves as a compromise between accuracy and. convenience,

Threshing Machines - ' R v : ”‘T R | ot

Some farm equlpment is of such spe01a1 use that a separate record is
needed to properly handle expenses. Threshing machlnes may be used éntirely on one
farm or cooperatively between several farmers, or by one. farmer on a custom basis
for his neighbors. ¢ : : :

To make comparisons valuable, the charge for its use should be on a bushel
basis which is prevalent in the community, When this is done it is easy to cal- .
culate and the profit or loss in the threshing machine account will tell 1ts own
story as to the w1sdom or error of 1ts ownershlp.

Inventory Crop Aocount (for example, potatoes)

The purpose of accounting is to aid in studying the farm business as &
guide to future policies. The division of a potato account into two separate
accounts is an excellent example ‘of the benefits from such a policy.

With onehaccount’ the flnal answer of potato chearges and returns ds spread
over 2 yearg! records, which, in itself,. is confusing. Errors of marketing judgment
are not disclosed, : ' ' N

With two accounts, the field aocount ends with the potatoes in the oellar.
A question will arise as to "storage costs," Ordinarily, a potato cellar is a
necessity. in potato productlon, both for the storage of seed and for the opporfuni-
ty which it gives. for spreading potato sales over a longer period than the few
days of harvest, Harvesting can be done quickly, and the marketing at one's
pleasure. Consequently, most farm storage costs belong on’ the figld adcounts Where.
storage 1s prlmarlly for seed sale ~storage belongs in the "inventory potato
accounte” : S ' s o

.-

This permlts a special acoount Wlth 1nventory potatoes, which W111 open
with the value of potatoes ot hand: the flrst of the year (January 1, for example)
‘Then the labor and equipment expense of sortlng, the trucking costs-and marketing
cen be shown separately for these potatoes. Sales can be'set against the original
inventory value, which should be a, close estimate of preveiling market values at -
harvest or storage time. ' :

A profit or loss from inventory potatoes will show the wisdom or folly
of holding potatoes for the winter markets, (See individual crop account
comments )e . v
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Feed

Where feeds are used for several kinds of livestock it saves confusion to
transfer all feeds produced or purchased to a feed account from which they can be
distributed to each class of livestock as used,

The chief problems in handling the .feed account center around weights and
values for feed, For home-grown feeds, these may require a certain amount of esti-
matinge  If the same method of estimating is used consistently, the errors will
not interfere with prorating the feeds, K But if measured welghts (h&y in stacks,
for example) ere used for transferring feeds to the feed account and scale
welghts are,used,for dlstrlbutlng the feed to livestock, errors. are inevitables

Values, once agreed upon, should go thru the feed account unchangeds  No .
advantage is gained by changing feed prices in order to show the bookkeeping pro-
fits or losses in-the feed accounte  The account should. be used as a cenvenient
method to aid in accountlng for all feed w1bh a- minimum of: confu31on.:

When feeds are charged dlreot to one olass of llvestook, w1thout uswng a -
general feed account, this livestock account will later be credited with some, of
the feed used for a different clags of stocks. When one attempts to study the
feed used by that particular class of livestock, the first step will be to make
adjustments and corrections for these feeds transferred to other accounts and for
feeds left unconsumed at the end of the feeding period or year,- All these chances
of error are-eliminated when ‘an 1ntermed1ary feed account is used. :

*

Feed Grlndlng

ThlS Is.an acoount needed on some farms, especlally where a grlnder is
owned and considerable expense is involvedas ,The charge for use of one's own
grinding. equipment may be made upon a basis of pounds. of.feed run thru the grinder
and at local "custom rates, ; . .

A proflt would 1nd10ate that it was chaaper to own a, grlnder than to pay
local rates, A loss would indicate how much the farmer, was paylng for the privi-
lege of hav1ng his own equlpment to use whenever he needed it,

Thls grlndlng cost may be dlstrlbuted to the llvestock dlreotly or it .
mey be trensferred: to the feed account, and ground feeds. charged to 11vestook at.,
an increased price-per. hundredweight to cover grinding chargese There.is some.
advaptage in meking-a direct charge to livestock which will keep all feeds.at the
same rate and simpllfy any: feed comparlsons wh1ch mlght be mede:in studylng the
busxness. RS . : o e o

Pasture

The distribution of use of pasture is frequently based upon the farmer's
estimate of the acreage or values to be charged to each class of livestock, Where
the aim is to close the mccount .at cost:the.charge may be made on a percentage
basis, or on en animal unit basis, or on a per head per day or m@nth basis, de- .
pendlng upon the oompleteness of avallable records and desire for aocuracy.

Where the aim-is: to flnd the cost and value of pasture, commonly used.
cash rental rates either per-aere or per head per month can be.useds.. The profit
or loss from the pasture account will show. how olosely these. ¢ommon . rates agree.
with the accumulated pasture costs, ,
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Where pasture is important, some &ffort should be made to find the animal
weights which were secured from the pasture, and some study should be made of the
condition of pasture and allowance made for its depreciation. For example, a
special seedlng of a supposedly long time pasture was overgrazed and destroyed in
2.yearse Customary past"“e rates for grezing told only part of the story for this
pasture,

. Where new seeding has kept the land out of use for a year, the year S
gost should elther be treated ds an increase in the land investment charge (where
the pasture is to be permaner@ or these costs may be totalled and prorated over a
period of years to av01d a heavy pasture charge one year and llttle or no costs

the nexto.“

Real Estate Taxes '
At flrst glance this aocount presents little dlfflculty. It has several
phases, however, wwhich are confhs1ng. "~ For exsmple, "what tex" is meant? Is it
the tax paid in the current year? Before assuming this to be the' case, consider
the problem presented by & chahge in asrea owned so that a tax assessed one year on
100 acres is paid the nexf year on 200 acres, because meanwhile 100 acres have

been purchased unter terns that the. seller pays' the tax for that year. Would a
tax on 100 acres, prorated on 200 acres, be & sound basis for, studying costsg?

This dlfflculty may be evaded by using the tax assessed as the one 'to: prorate in
connection with the year's costS, even though the actual payment of that tax may
be during the follow1ng year. Thls is equlvalent to charging for machinery repairs
when they are purchased. rather than when they are P&ld for. It avoids ‘the
question of "charge accounts.," = s ‘

Another problem is the question of land vs. improvement taxes. HAs tax -
bills are rendered the assessed values of land and improvements are assembled and
the %otal -tax bill caleulated._ This is the amount pald. It is not ‘easy to separate
the tex when securing datae from farmers, For this reéagorn; the tendency has been
to use the real estate tax as reported and distribute it to the productive land,
even though it does include a building tax. Where this will result in a largse
error, the better . plan will be to dig into the record and meke a separation so
that building taxes w1ll reach the bulldlng account and land taxes will be pro-

rated to crops, T . _ ' ' R

I

?ersonal Taxes

_ The same guestlons arlse here as With real estate taxes 1n regard to
"what tax is meantV"- ' : ' : :

There is no easy method for dlstrlbutlng this tax, unless one: is satis-
fied with lump sum guesses. The only accurate basis is the assessed valuation. of
each subdivision of personal property, Either that or evade the whole guestion
by transferring the personal tax to the general farm account for final distribu-

ti Ol e
Manure
Eatll A

. The value of manure produoed and’ aocounted for’y, the use of manure,-
preaders or other special manure equipment, and the' cost of .all labor and power.
used in- spreadlng mayure. should be totalled.

The tlme used 1n applylng manure ‘to each crop and the amount of manure
spread should be knowne : : S v .

.
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With all of these facts, the question is, How shall the manure cost be
prorated? The easy answer is to charge it directly to the crop.on which it wes
applieds But a moment's thought will raise some question’‘as to the desirability
or accuracy of this method. Manure affects c¢rop yields over a perlod of years.

It is putting a heavy load on one year's crop to make it carry the full loads
There is one case whers this mlght be & desirable methods For example, sugar beets
require a fairly long rotation of 5 to 7 years. Farmers’ usually apply msnure
direct on sugar beets., Considering the.rotation requirements of the érop, it would
simplify accounting to give the entire charge to sugar beets, Either that or use
the entire rotation as the unit of cost, More w1ll be, sald about this in connec-

~Tion Wlth the costs for 1nd1v1du81 Cropse °

o ) Another method mlght be to estimate what part of the manure charge should
go dlrectly to the érop on which manure was used (for exemple, one half) and hold
the balance of the’ year s cost until the next year and so spread the charge over
3 or 4 years of crops on that particular fields This is somewhat in agreement
-with the beneflts, but it soon runs into & complicated system of accounting with
3 or 4 years! manure records requlrlng special treatment vith each year and some
fine chances for error in handling, or confusion as to a particular crop or field.

. There is enother method of distributing’ manure costs which approaches the
subject from a different angle. Each crop removes plant food from the seil,
Over a period:of years the farmer will find it necessary to make some restoration
of these plant foods if he is to maintain .crop yields, With this idea in mind,
students have caloulated a compdrative weight to show the plant food ‘removed _per
ton by the.commonly grown crops° <Us1ng this es & base, the total plant food ™
.remdved by “the crops on'a farm cén be used as- & basis for ‘distributing the manure
qharge.' Here the cost will be charged, not as to dlrect use but rather as to-
fertlllty losses ffom the ‘individual cropse. +f the farmer manures each field of
his farm, he will réplace & large proportlon of this plant food and the individual-
crops Wwill "pay for this replacement" thru their manure charge based upon the
smount of fertllltJ that that crop removed, PR

(3

This method has the further advantage that’ each year's manure charge is
distributed and ended, with no: oompllcated carryover to folldwing years. ‘Either
this, or the rotatlon basis,. or & full cherge to the’ key crop of’ the rotatlon e
offers the most usable method of dlstrlbutlng manure costse " . '

By-Products.”‘

e e o st

Every farm has crop residuses, sktubble. pasture, straW' beet tops ' besn
straw, weeds along ditch banks -and ‘other” waste and by—product materlals. Whet to
do with them? Some farmerg burn their straw. ‘Others feed it and use it far -
beddings - Same farmers use thelr manure carefully; others let it decay, leach awey.
and vanlsh. : '

These'ﬁy-products are added values from specific crops or they are:- lost.
They permit reduced livestock feed costs{ they are left to die'and blOW‘ away
with winter wind, or they are burned to "clear the fleldluyf T el

A special- account for these items alds i empha3121na their 1mportance
and clearly shows. whether use has been made of théems The items can b analyzéed
and studied in any wey that _appeals to the individual, _Beet tops can be shown
as en added value from’ the crop or merely accumula ted i the by-product accounts
Alfalfa aftermath pasture can be treated in the seme way. . Manure may be. eredited
to the livestock producing it - where that can be done - or shovm as another by-

0

product .



A

These by-products should be distributed to the livestock or other enter-
prize using them. Their total will show a "gain" or income which this farmer
secured by e wise use of these waste products.

"Wise use" needs sPeclal ‘mention, The farmer who feeds waste products
adds. to his income, But the farmer who leans too heavily upon by=products may dis-
cover .that he has put himself in a poor position to survive adversity. For example,
bedt tops and stubble pasture offer & low cost means either of roughing cattle
thru the winter or of supplementing the regular feed for fattening livestocks If
no other feeds are available, however, and heavy snéw covers the feed, the farmer
may discover to his cost that 'he is short of feed and must pay hlgh prices to get
feed for horses or milk cowse . .. a .

A reserve of feed should be é#amlhblé flor such emergenoies; 'Iﬁigbod’
weather, - the by-products carry the llvestock. In stormy weather, other feed is
ready for use., o '

This is not s problem peculiar to & study of a by¢préduof.a609unt. It
deals with the matter of "taking thought”_and béing one jump-ahead of troublé.

Corn stalks can be pastured down, thus roughlng cattle through the winter,
But deep snow may cause & loss of 2ll such feéeds This, if a frequent occurrence,
would justify harvesting the corn fodder rather than pasturing it. In the same
way, farmers have concluded that beet tops are too valuable a feed to leatve to
be trampled into the soil, They are piled’and hauled to the livestock, thus
avolding excess sand that is consumed by cattle as tney dlg the tops out of the
“trampled soils. , ' .

Off Farm

Where considerable work is done for others off the farm, a special record
is desirable, To this dccount may be charged the time' of men, horses and equipment
at aotual cost or standard cost, whichever is selected as a basis of analysis.
Then actual cash recéipts for this off farm work should be credited to the account,
,A loss or gain will be significant as a gulde to continuing the practrce of worklng
For others.,

- Explanatory statements of the conditions under which this work is done,
and of its effect upon one's own bu31ness, should be made. For example, if, in
working for someond elssé, grain is left standlng until it shatters when harvested,
the net result of working for others must include the loss of one s own \grain due
to neglect,

Fall Labor

Wbrklng in the’ autumn, elther spreadlng manuire: or plow1ng, is 8n eXpense
that belongs to next year?s crops .Since the exact crop grown "next year" is a
question finally answered several months after the fall work is ‘done, ‘the logical
thing to do is to keep a separate account of the values of man, “horsé, equipment
‘or-other costs of the work done: in the fall. This total may show’ st the end of the
year &s an 1nventory of work done. ‘ IR

. When the next year 5 crop is declded upon thls 1nventory can be entered
ag.an opening charge t6 the Crope :

Where wlnter wheat' is: grown, a speclal aocount should be used for this
cropy as the qpestlon of "what. crop?’ is settled and there is no need for a fall
labor entry. ' . .
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Intorest

This account for most farmers may include interest payments on notes
and mortgages as charges, and the credits of calculated interest which have been
charged to land, buildings, and other accounts which deal with inventoried items.

If the intersst paid is to be charged at one rate, and the calculated
interest on the farm business is to be credited to interest at a different rate,
thera maey be some advantage in having two interest accounts. One will be all

cost" and will show a 1oss" at .the end of the years .The-other'will be all

N Wlth both of these in the same acoount the balanoe of the interest
aocount will reflect the interest earned by the farmer upon his equity in the
‘business. Even where different interest rates are paid as. compared’ to those used
for calculated interest, the net of the interest account will show whether the
farmer has & "net proflt from interest or whether he is paylng out more 1nterest
than he is dlstrlbutlng to his productlve enterprluesu . v

General Férm'Or-Overhead'

blther name may be used. The essentlal point is.a clear understandlng
of the need for this account rather then some arbltrary opinion as to how it
should be nemed, -Here one should accunulate all oharges and .expenses for operating
the farm,, which:-cannot be charged directly to some particular: enterprise, Items
that would normally be charged to general farm are: - labor in repairing fences,
meking roadweys, clearing irrigation ditches, cash paid for telephone or electric
lights, association dues, farm papers, items of general farm repalr, use of auto-
mobile and truck where it is difficult to meke a direct charge to some account.
No matter how oarefully a farmer Watches hls expenses there will be many - general

farm" 1tem§ .

When they have been totalled for “the year, the next ‘question 1s, How to
distribute them? The method to use will vary somewhat with the circumstances.
So far as possible they should be distributed to the productlve {io ey, 1ncome)
enterprises on the farm, such as crops or: livestoek, IFf the. farm is: prlmarllJ a
cash erop farm, & rate per acre of crops may bé the most useful -basise -If the
farm Is primarily a llvestock farm, & rate per animal unlt Sor: p0331b1y & rate per
head, may: be satisfactory._ Farmers-who have both crops and livestock will" find

thatvneither of these methods are satisfactory.,

The number of man hours on productive enterprises is a fairly satisfactory
basis for distributing general farm charges to‘both‘crops,and_livestock;>as these
are the enterprises which must pay the bill if the farmer: is to show ‘& profit, .

Personal and‘Househoid‘,wg' -» T Y

This may be one account or it may be divided into two aceounts.  Its chief
uses are as a means of accounting for cash spent by the family and for farm pro-
ducts used on the farm, also as a source of operator s and. famlly labor charged to

the farmo

. B - -

It is not strlctly a férm account"., The personal and household expenses .
mey use all the available cash during the year. At the end of the year, “this
account, under those condltlons, would show a large loss and the entire bu51ness

might show a losse

»
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411 the other accounts should be totalled separatcly in order to find the
final farm proflt or losse The personal and household account will show where
these. farm profits were spento At the seme time this account will act as a check
upon all monsy spent during the year, and mey be studied with as much beneflt as
- that derived from the studj of any individual farm account. ' :

Notes and Accounts Payable

Thls is a convenlent account for entering all money borrowed, and all pay-
ments made on notes or mortgages. From year to year this account W1ll serve as a
ready reference to indicate whether one is reduclng his indebtedness or g01ng
deeper. and deeper in debts : -

Whers large‘accounts are run with several merchants, it will aid in checking
upon onel!s debts to keep a separate account with each of such creditors, This
account will then serve as a.summary or control record of all outstanding indebted-
ness, whether long time or as open accounts.

Notes and Accounts Receivable

This is likewise ‘a convénient place to summarize all loans made, or sales
where payment is deferred. Whén a horse is sold, for example, and a note taken .
as payment, the horse record is ‘complete. The future success in collecting the
note should show in this sccount and should nob be reflected as a "loss on bad
accounts oharged to horseS¢ ' : ‘

Dairymen will need separate accounts with each customer or some other
device for keeping an-acourate statement for the individual customer. This "notes
and accounts receivable" will then serve as a condensed summary account of all
these 1nd1v1dual accounts or, as the bookkeeper would say, "it will be a control
accounte” .

Cash Account -

Where one deolres a- complete check upon--cashy this account is necessary..
Tt will be charged with all money received and credited w1th all paymsnts made,
At the end of the year, 'its balance should agree with the "cash on hand either
in the pocket or in the bank. : :

Personal Investments

Where ths income is sufficient to pérmit investments outside the farm
bu31ness, this will be a convenient account to aid in keeping such 1nvestment
records,

Individual Crop Accounts

Bach of these should be analyzed to find the underlying causes of profit
or lossy¢ They can be studied to find what interest rate the crop has earned upon
lend investments, or what rate per hour of men labor has been .earned, or what
income has been realized per dollar of total charges, or what profit or loss shows
per unit of orop, or what sale prlce was needed to: break o¥ven.

Where the same crop is grovn in several separate fields, or by several
different methods, it may be desirable to keep a separate account for each of
these,
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There is occasionally an advantage in closing this account at harvest
time so that the problem of storage or use of the crop may be studied separately
in a crop inventory account or in a feed account. The problems here involved are
largely marketing in nature, while the problems in field production deal with
efficient use of production practices and causes for variation in yield, By
keeping all storage and marketing analysis in & separate aocount, it is easier %o
study field practices relating to .each. crope (See oomments on "Inventory Crop

Aooounts.")

._}hleldual'Livestook"Aboounts‘

A These offer the same. opportunlty for study mentloned in oonnectlon with
cropse The number of head of livestock or the hundredwelght of gain produced is
the basis of comparison which will be most useful - -The method of analysis should
be selected that will tell the farmer most effectively What he needs to know,

'Produotlon Records ot e .
e TR oL . §
A1l the prev1ous aocounts have been handled upor ? money basis. OSome
separate record is usually helpful to shoéw the quantities of livestock .end live=-
stock products producede. Milk per hundredwelght, ‘eggs per hen, pigs per sow,
.aré all necessary 1nformatlon in studying a kind of livestock er in studying the

'1nd1v1dual*an1mals. -

L Similar information is needed about erop. produﬂtlon ~ total production,
waste, grades of orop, quantltles sold and consumed at homc, all Tell part of the

“story of successful crop productlon.

‘Tlme Records

The dlSCUaSlOn of'man, horse, Tractor and other accounts - assumed that
the hours or days oftwork vere a matter of reoord, The 'deteil involved in
- .securing such records maysbe as exaotlng ‘and ‘may result in as. much chance for
error -&nd over31ght as any in connection with cash trangactions., .In fact, most
' farmers Mbogrdovm" when it comes to keeping an accurate record of the hours of
_tlme for all parts of their farm bus1ness.' e

LA

. The faet remalns, however, that such det&ll“ are needed 1f one intends to
. study the bu31ness W1th any degree of aoouracy.» - -

,There is one p0031ble alternatlve Wthh agaln raises the questlon of
stardards, With a récord aveilable . as to Wldth of machine, number of. times this
operation is performed gpeed of power used and other basic data, it is possible
to estimate the hours nérmally. requlred to do the worke This oalonlated figure
.. may 'be used as a standard or:it can be compared Wlth aotual hours as kept from
' day to daj, to. determlne Teasoms,. for varlatlon, T : .

s N
v

’Cautions»ln stng'Fhrm Adoounts':;f"'
One Who has followed the dlscu8310n thls far must be 1mpresoed with the
oonfuﬁlon that, ex1sts i regard to acoumulatlng or dlstrlbutlng sach separate
record of coste »In many 1nstanoes the selection of & basis! for proratlng these
separate charges may appear. to.be purely arbltrary. It is true that accounts are,
'in a wvery real sense, personal. That is, ‘they depend upon ‘some person, both for
decision.and. as to how to handle them, and also for method: of-analysis,

Since this is true, one should hesmtate to accept any statement as to the
cost of producing any farm produot until he has. looked behlnd the scenes and
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discovered the methods used in accumulating these "costs."

Some will conclude that all cost enalysis is a waste of time and abandon
the whole businesse Others will see in cost accounts a picture of the complex
nature of the farm business and use them as one more clue to aid in working out a
balanoed, successful farm busi inesss Obhers will look to their experiment station
for any calculation. of costs and will accept the conclusions which are published
by experlment statlons, 1thout question as to the methods used 1n assembllng these

costse -

Some’ pﬁbllc offlclals have been critical of the findings of experiment
stationss Some farmers also have qucstloned the results, since most studies show
little or no profit from the usual crops and cropping methods on farmse The .ques-
tion is asked, If farming is such a poorly paid business, why, do farmers continue
to operate?

_Thereeis some:argument'on both. sides of this. questione The confusion ’
comes chiefly from that question, Why do farmers continue %o operate eb a loss°
Many fail to consider the problem carefullys

First.- "Cost" and "loss" need careful definition., The discussion of
individual items of cost shows that labor, horses, etc., are usually charged to
crops at customary local .rates or at average cost per hour, 'The work of the
operator dnd his family is charged at the wage paid for hired labor. This results
in a charge that is 51m11ar on 8ll farms-and aids in comparing results on ‘differ-
ent ‘farms. The rdsult on 1nd1v1dua1 crops, if a loss, means that thls orop has
been unable to pay these current rates for labor, :

. Seconde.~Possible. choices that farmer can make,  When the final results are
a loss, the farmer may say "This crop should be eliminated,”’ Or,."Labor should
be put on some other crops' He is more inclined to say, "What élse 'is there for
me to do?" And that is nearer the truth. If there is no better work or no
chance to hire out for wages off the farm, the wise farmer finds that.a ¢rop
which fails to pay customary wages may pay some wage, and this low wage for time
spent increases the total year's income. compgred to.doing nothinge The farmer tries
to find the most profitable use for his time throughout the year. ‘At seasons when
nothing else is avallable, a, 1ow return is better than nothing, Here is an
apparent oonfu31on between costs charged at ‘current ratés, and returns that indi-
cate the need for ‘lower rates. There would be no confusion if people understood
the meaning and use of costse It is correct to show costs on the basis of
current rates, That aids in understanding the normal requirements in crop pro-
ductions The loss from this crop gives a useful measure .of how far below normal
wage rates the farmer is willing ta go before he drops this crop or starts con-
certed action aimed at remedying the situation, This of course assumes that the
cause of the loss is outside the immediate control of the farmer, Losses that e
due to inefficient methods, poor yields, poor-guality’ production, 1nseots, ‘disease,
or shortsasge of. water emphasize the need. for changes in methods of productlon.

There is no real . 1noonslstenoy between reported losses and continued pro-
duction by farmers. There is an ingentive to try and improve conditions ‘and to-
seek other uses of time which will pay better wages.

§ynk Costs

A somewhat similar. 31tuat10n erises from the faot that- after = de0131on
has been made, .and money spent either for equipment, land, or in- “the ‘seeding
and early care of a crop, it is lmpOSSlble to stop or w1thdraw from productlon.-

'
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Time and money have been "sunk" in the crope The farmer knows that the only way
to get back any of this investment is to "keep right on to the end of the road”
as Harry Lauder used to sing it; to "throw good money after bad" as the business
man states it. But in any event, to finish the job that he started and get what
he can from it,

Suppose, for example, that a farmer has his money tied up in potatoes and
the price is 30 cents per hundredweight at digging time. He may know from past
experience that he can buy sacks, pay for digging, picking and hauling potatoes
for 18 cents per hundredweight, That will leave 12 cents per hundredweight to
apply on the "sunk costs" up to harvest time. If he leaves the potatoes in the
field undug, he will lose 12 cents per hundredweight that he could get by digging.
This is an entirely different picture than to say that he has lost 30 cents per
hundredweight on the orop, because it cost 60 cents to produce and the price was
30 centse True enough, but 42 cents were sunk when it came time to dig. By
harvesting the potatoes, 12 cents of this was saved. Not a happy prospect, tut a
real one.

Men act in ways that seem foolish but a closer inspection will show that
they are doing the best they can under the circumstances. Sunk costs are real in
farmings They explain many otherwise baf¥ling decisionse.

Winter Feeding

This presents a situation slightly different from crop production. Winter
feeding is in some ways & separate tusiness, in that a farmer does not have to
feeds He can grow crops for sale, The winter feeding enterprise offers a market
for feeds grown on the farm, It also offers a market for feeds thet have no other
merket. Beet tops, straw, stubble pasture and corn fodder would have 1ittle cash
value if no one fed, They would be valuable for building up soil organic matter
but are bulky to handle and slow to decompose. When fed and reduced to manure
they are easier to handle, Men, horses and machinery have little to do in the
winter time, Feeding offers employment.,

The actual feeding operation might show little or no profit when market
rates are charged for feed, by-products, labor, etc., and yet it would be the
cause of a larger total income, As long as it peid something for the waste pro-
ducts used, it would increase the cash income, The manure would alid in increasing
the yields of all crops, thus adding to the incomes For these reasons, plus the
uncertainty of price, few farmers abandon winter feeding when they have had losses.
"Next year" may bring profits, and every year uses idle time and waste feeds.

Conclusion

A review of the individual accounts as discussed, indicates how cost
accounting differs from simple bookkeeping or cash records. It also illustrates
the amount of more or less arbitrary allocation of expense which is involved,
To some, these are sufficient reasons for discarding all cost calculation,

The writer prefers a different viewpoint, Farmers in the long run should
secure from their products a price sufficient to cover their costs. What farmers
mean or what public officisls meen by "costs" is seldom defineds If e study of
this problem does no more then reduce the assurance of those who discuss it, it
will be time well spent. More then that, in the case of individual parts of the
business such as power, labor or other "service", the use of a cost and return
analysis (even if "standard rates" are used) will help the farmer to decide upon
future action. In the last analysis that is the entire purpose of such a study =
to improve one's judgment and ability to discover flaws in his methods. Cost
analysds is merely one more tool, valuable in the hands of careful workers, but a
tonl that can very easily be misused, (9828 ) ~41



