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FOREWORD

EEPING reliable farm accounts is not only desirable, but

obligatory for an ever expanding proportion of Britain’s
farming population. In particular, the provisions of the Finance
Act 1948 will, in practice, entail the keeping of such accounts by
many farmers who may never have considered them necessary
‘before. The publication of this useful work is therefore particularly
timely. ‘

The process of preparing farm accounts for the sole purpose of
assisting His Majesty’s Collectors of T'axes would, however, be a
lugubrious task. Fortunately these accounts have other and more
attractive uses. Well-kept accounts are the best and indeed the
only possible yardstick by which the individual farmer can measure
his efficiency from one year to another. The farmer without
accounts 1s like a mariner without instruments. He may arrive at
the desired destination, but he will rarely know how he got there,
and he will certainly find 1t difficult to get there again by exactly
the same route,

"T'he present volume will provide the modern farmer with all the
guidance he requires in preparing clear and simple accounts of all
his operations. It is intended for the farmer rather than the
accountant, yet it omits nothing which is essential to sound account-
ing practice. It will prove of immense assistance to those who are
keeping full accounts for the first time, and will scarcely be less
helpful in improving the general standard prevailing at present.

Mr. Bray and Dr. Dawe are to be congratulated on producing so
valuable and comprehensive a work. British agriculture has made
great technical progress in recent years, and this book will help
farmers in assessing the value and taking full advantage of new
techniques.

S, J. LEE

Economics Department
National Farmers’ Union



INTRODUCTION

HE literature of farm accounts has ancient origins but it is
still developing. Practices of accounting in agriculture largely
arose from two sources, absentee ownership and division of interests
between owners of land and various types of operators on shares.
In this country monastic houses, absentee lords, and later the
political- or commercial-minded aristocracy who superseded the
monasteries gave their stewards instructions on accounting and
scrutinized the results of estate and farming enterprises shown in
the accounts which were rendered. The movements of thought
which caused the agricultural revolution of the eighteenth century
and grew with it included some cogitations on accounts and their
uses. Before the opening of the last century there were books
which treated of the capitalization of farms and of their separate
enterprises, and of costs of producing crops as well as of general
financial results. Just over a century ago one author of a treatise
on agriculture introduced the subject ‘of the general management
of a farm’ with a section ‘of the keeping of accounts’ which itself
began with the statement ‘no one is ever ruined who keeps good
accounts’. At that time stationers were printing and selling special
forms of farmers’ account books, some at least of which had features
which would now be associated with costing processes.
Nevertheless, in the early part of this century the general public
impression of agriculture was of an industry whose finances were
controlled by rule-of-thumb methods, with only occasional formal
accounting. It was often said that farmers were not interested in
accounts and, in spite of the study which had been given to the
subject, that accounts had little of practical value to offer to farmers
and farming. From more intimate experience it was said that in the
farming community there were different views of their uses and
values. There have been farmers who have not wished to know
exactly what were their net financial positions or their annual profits
for the reason that, so long as these were not formally ascertained,
no other person could know them and the farmer himself would
have the closest knowledge however vague that might be. Dealing
with this position, the present authors say that frankness of the
farmer with himself is the first essential of accounting, but that
frankness need not be extended to others unless he so chooses.
There have been other farmers who had some desire to know their
net worth and their profits but who believed that the means of
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finding out were so troublesome and difficult as to be beyond their
powers. There are still a few farmers and other people who will
say that, because some of the effects of agricultural processes are not
exactly measurablc their final economic results cannot be known
and the intermediate accounting results are of relatively little value,
On the other hand, there have always been farmers who have
valued the accounts they have kept both as general financial checks
and as guides to future management. And the effects of processes
which are least subject to direct measurement always eventually
appear in results of accounts.

A very considerable change began when provisions for the formal
study of agricultural economics were made just before World War I.
Ideas of the value of accounting have been continually presented
to the farming community since that time, and experience has proved
that these ideas had sound foundations. The development and
extension of forms of accounting have been stimulated by economic
conditions arising in war periods. As a result of experiments in
agricultural costing and of the need of regulating prices the Govern-
ment of 1918 set up a national costing organization. This was short-
lived, but when it disappeared the system of providing economic
advisory services for farmers began. Between 1920 and 1939 the
Institute for Research in Agricultural Economics and the Provincial
Departments of Agricultural Economics at the Universities of Cam-
bridge, Reading, Bristol, Leeds, Manchester, Wales, and Durham,
and the Wye, Harper Adams, Seale Hayne, and Midland Colleges
of Agriculture, had proved to a large number of farmers the practi-
cal value of financial recording and accounting in many forms.
Records have been made in the form of general financial accounts,
cost accounts of all enterprises within the farm, and in the form of
records of costs of single enterprises, with that known as the farm
management survey. Individual and collective resuits of these sys-
tems of financial recording have been analysed and returned to
farmers both individually and collectively. The enterprise of the
Milk Marketing Board, for instance, has been responsible for the
provision of continuous records of costs of milk production for a
period of over twelve years. Some information is available on the
costs of production of nearly all farm crops and other chief products.
No other ‘infant industry’ was ever developed in this country
with the assistance of so much financial information and economic
analysis as was provided for the producers of sugar-beet.

The principles of accounting are fundamental to all these forms
of financial and economic recording and analysis. Under pressure of
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taxation during World War I many farmers sought the assistance of
professional accountants. When taxation was eased the mterests
of farmers in the ascertainment of carnings Hagged, but the interest
of professional accountants was sustained. They have made valu-
able contributions to the special theories and practices of farm
accountancy. And gradually during the inter-war period an ap-
preciable number of accountants in private practice were extending
their clientele amongst farmers. Some of these were associated
with the Provincial Agricultural Economists in the processes of
developing the uses of accounts for economic advisory purposes.

The change in the bases of taxation of farming profits in 1941
again stimulated extensive and keen interest in farm accounting.
Many accountants have vastly increased their agricultural practices
and everyvone who was capable of offering advice or assistance to
farmers has been called upon for service. On the whole it appears
that the farming community has been excellently served in respect
of the use of accounts for taxation purposes. There is, however,
danger of wastage of effort in accounting processes if the results are
treated merely as histories of profits or losses, of value chiefly in
relation to individual taxation. While they are of immediate value
and importance as records of results of past activities, their greater
value should be realized as sources of information on causes of
profits or losses and as guides to future uses of economic resources
and to principles of management,

Altogether, many agencies and conditions have contributed to
the current interest in methods and uses of farm accounting. Books
on the subject have been written by agriculturists, agricultural eco-
nomists, and professionally trained accountants. The present study
is unique in that it has been prepared jointly by a Chartered Ac-
countant and an Agricultural Economist who have not only studied
the subject in all its theoretical aspects but have wide experience
of the practical processes of accounting in all their many variations.
Here are treated the principles and processes of valuation, of record-
ing, of summarization, and of interpretation. Doubtless, as in every
other case of the kind, other views may be possible at some points.
The purposes for which records and accounts are kept and sum-
maries are prepared will always influence to some extent the prin-
ciples followed and the methods used. 'The chief considerations are
that the principles and methods advocated shall be as simple as may
be practical; shall be fully consistent; and shall yield such results
as may be legally, rationally, and fairly dependable, but in particular
such as will yield the individual farmer reliable information about
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the structure, operation, and results of his own business. In rela-
tion to the objects set, the systems advocated here will successfully
meet these tests.

While great progress has been made and highly valuable results
have already been achieved, there is still much to be done in
developing knowledge and practice 1n this field of farm accounting.
This book may be welcomed by farmers, accountants, and agricul-
tural economists, and by all those who are concerned with the
establishment of an efficient and prosperous agricultural industry.

A, W. ASHBY
Agricultural Economics Research Institute

University of Oxford
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CHAPTER 1
THE FARM ACCOUNTS

T is no exaggeration to say that farming is an exacting occupa-
tion which requires the continuous exercise of both physical
and mental capacities throughout the best part of a man’s waking
life. The working farmer is a busy man, and because of this he is
a little apt to resent the time and trouble which are necessary to the
keeping of proper accounts; nevertheless, there are good reasons
why he should attempt a reasonable and simple method of keeping
accounts of his farming transactions. Farming, like any other busi-
ness enterprise, must be efficient if it is to be successful, and this is
only really possible where the farmer knows with some show of
accuracy the elements of strength or weakness in the management
of his farm. Moreover, this kind of knowledge should be con-
tinuously before his notice, and for that reason 1t is a good thing
that he should regularly consult accounting records which give him
a clear and orderly picture of his farming operations.

Every farmer must have the means of knowing within fairly close
limits the amount of profit which his efforts are yielding, not only
in relation to the farm as a whole, but for each department of his
activities. He should also know with some precision the amount of
capital which he is employing in his farming business, how it is
represented by net assets, and whether or not his profit result
constitutes a proper return from the use of that capital. Neither
can he afford to neglect the correct ascertainment of the claims
of the Inland Revenue, since taxation assessments on farming
operations are now based on the profits earned.

Yet again, it seems that if farming in this country is to be carried
on at a reasonably remunerative level there must be some form of
control which, if it is effective, must resort to the statistical account-
ing information brought together by central organizations like the
Agricultural Economics Departments of our universities, or the
National Farmers’ Union, organizations which in their turn must
rely upon the contribution of the individual farmer. It is therefore
plain that in these days farm accounts are a necessity not to be
lightly put on one side as subsidiary to the real purposes of farming,
and it is the main object of this book to show a farmer quite simply
how to keep farm accounts and how to arrive at his costs of

B
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farming operations in a manner consistent with accepted account-
ing principles.

At the toundation of the recommended system of account keep-
ing is the Farm Account Book, devised by the Department of
Agricultural Economics of the University of Bristol, which is set
out in detail as Appendix I of this book. A qmcL perusal will
show that this Farm Account Book has been mainly designed to
classify those transactions which relate to the profit or loss of a
farming vear in a manner consistent with the statistical require-
ments of the department, From an accounting point of view the
most important statement in the book is the form of profit and loss
account in which the opening valuations, the farm expenditure, the
closing valuations, and the farm income are brought together in
order to reveal the profit or loss on the working of the farm for the
year. Itisintended that there shall be a separate Farm Account Book
for each year. In addition there are two permanent books of record
which a farmer should keep. The first 1s the Cash Book and the
second the Private Ledger. When instituting both of these books
it will be found to save a great deal of trouble if well-bound, dur-
able, and sufficiently large books are bought in the first instance.
Adequate account-keeping entries cannot be made in either small
books or in exercise-books; this has sometimes been attempted in
the past with the result that it has not been long before they have
had to be replaced by more substantial books, The means must
be adequate to justify the ends, and in the case of farming the
means are properly kept account books, while the ends are the ready
preparation of accurate accounts which will enable the farmer to
have a clear idea of the financial effect of what he is doing. It is
probable that the keeping of a cash book will come quite naturally
and easily to most farmers, for it 1s nothing more than a plain
enunciation of the day-to-day farm receipts and farm payments;
or, looked at another way, it is a simple statement in date order of
the cash transactions to be classified in either the Farm Account
Book, which as we have seen is concerned with profit formulation,
or the Private Ledger, which is concerned with proprietorship
matters.

We pass on to the Farm Cash Book, but before explaining the
daily routine of recording receipts and payments there are one or
two preliminary considerations to which we should wish to draw
attention. In the first place all receipts and payments which in any
way refer to the business of farming should be passed through a
separate farm banking account. This means that a farm banking
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account should be opened quite apart from the farmer’s private
banking account. If this is done at the start of a farming venture
the farmer will make a proper beginning so far as his business
records are concerned. For one thing there will be less danger of
confusing his personal affairs with those of his business, and, for
another, such adjustments as are necessary to give effect to the
economic implications resulting from the intimate and personal
association of a farmer with his business will be reduced to a
minimum. Clearly it 1s easier to build up reliable farm accounts
from a plain statement of bank credits and charges which have their
origin 1n farming operations rather than from a mixed account. It
has also to be remembered that personal receipts and payments do
not ordinarily assume quite the same degree of importance in the
mind of the farmer as his business receipts and payments, with the
consequence that he is less likely to recognize them for what they
are when it comes to making up accounts. In all that follows we
shall assume the institution of a separate farm banking account.

As a second point we recommend that all farm receipts, whether
in the form of cash or cheque, should be banked promptly and
intact. If this recommendation is conscientiously adhered to it
will put an end to the undesirable practice of making cash pay-
ments out of cash receipts and only paying the balance into the
farm banking account, a practice which creates more trouble than
enough for accountants who must have in front of them every
originating detail influencing the periodical statement of accounts.
Where this recommendation has not been observed, as has been,
alas, only too often the case, it has become at a later stage quite a
difficult matter to conjure up just what were the amounts in fact
received and just what were the amounts paid away mn cash out of
those receipts before arriving at the balance of cash banked. Again,
the desirability of depositing all farm receipts, whether in the form
of cash or cheque, into the bank as soon as possible after they have
come in should not need emphasizing. We suggest it 1s well to
form the habit of attending and paying into the bank at frequent
and regular intervals, more especially in the case of a large farm
where cash items are likely to be numerous. There is no particular
merit in retaining a float of unbanked receipts.

From what has been said it will be apparent that the farmer who
superficially thinks that it is to his advantage to receive cash and
to use it without banking it never has any complete and effective
check on his incomings and outgoings. His knowledge of the sources
of the one and the uses of the other is bound to be defective.
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Moreover, he will never have any very complete check on either his
business or his private transactions; he will know neither what his
business vields nor what he really spends on living. The value of
a complete knowledge of business transactions, and a general know-
ledge of the amount available to be used and disposed of for personal
purposes, 1s far greater than any relatively minor saving in time.
We should here observe that complete trankness and openness,
primarily with one’s self, is at the very basis of accurate accounting,
and we would add the comment that, although farm and private
transactions are separated, thisfrankness need not necessarily extend
to any other person.

A third consideration has to do with the expenditure side of the
farm administration. All bills for goods delivered and services
rendered to the farmer should be paid, as promptly as possible,
by cheque for the amount of the bill after deducting trade and
cash discounts or other permissible allowances, so as to reduce
the accounting for creditors. "T'o secure a cash discount it is more
often than not essential to pay an account promptly, a point which
the farmer should not overlook since cash discounts when taken
up in this way cane constitute quite an appreciable reduction of
expenditure over the farming year.

Payments in cash should be reduced to a minimum, and so far
as ever possible the farmer should see to it that he gets a receipt
voucher or a receipted bill for every payment he makes whether by
cheque or in cash. These vouchers should be carefully filed away,
preferably in the order in which the payments have been made,
since later on they may have to be consulted either by the farmer
himself in connexion with his costings or by a professional accoun-
tant who has been asked to audit the farm accounts.

It is not altogether unusual, when working capital resources are
low, to find that a farmer instead of paying a bill in full will some-
times pay a round sum on account. Accounting experience suggests
that this practice is to be avoided because it tends to provoke an
accumulation of unpaid balances, a situation which requires a carc-
ful system of accounting for creditors imposing extra office work
which hardly seems justified in the case of farmers. Moreover,
unpaid balances, not recorded in a creditors’ ledger, are very apt
to be overlooked in determining the real expenditure assignable to
the farming year, and there is the added difficulty of deciding the
allocation of payments on account to specific expenditure classifica-
tions, particularly where a bill covers a whole number of diverse
1tems.
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The Farm Cash Book

It should be emphasized at the outset that a Farm Cash Book is
quite stmple to keep providing it is done consistently as a matter of
routine. The cash book has two sides, a left-hand page to record
receipts and a right-hand page to record payments. Both pages
should be double-columned for money entries, the one to carry
inset detailed items, and the other to show extended totals equiva-
lent to the amounts of money passing into and out of the farm
banking account. On both pages there should be spaces provided
to enter the date and description of a transaction with a folio
column for reference to the Farm Account Book and Private Ledger.
The place for descriptive narrative should be spacious so as to pro-
vide for full and clear explanatory information. This is important
because in the system we are describing cash receipts and payments
are foundation entries, and as such a source for continual reference.

Where a Farm Cash Book is but newly brought into being, the
starting balance to be taken on to the cash book is that shown by
the bank statement after adjusting for unpresented cheques and
such-like items. If this balance is in credit, the opening entry will
be made on the left-hand side of the cash book. On the other hand,
if the farm is working on an overdraft the opening entry will be
made on the right-hand side of the cash book.

All receipts should be entered on the left-hand side of the cash
book, under as complete a narrative as possible, when they come in.
The money entry will be made in the detail column and a receipt
form made out for transmission to the person remitting the cash or
cheque. A book of receipt forms suitably counterfoiled and num-
bered is much to be commended; care should be taken to fill in the
counterparts in strict conformity with the receipt forms, and the
appropriate numbers might, with advantage, be noted in the cash
book. Incorrectly drawn or spoiled receipt forms should be can-
celled and retained in the receipt book, attached to the counterpart.

As sooh as it is convenient to make payment into the bank, the
detail column is ruled off and the total extended into the bank
column. The Bank Paying-in Book is completed to conform with
the cash book receipt entries and the total agreed with the amount
extended into the bank column of the cash book. In this way the
extended totals appearing in the second column on the left-hand
side of the cash book are plainly reconcilable with the credit entries
recorded by the bank in the statement of the farm banking account
when the time comes for this to be called for.
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As we have recommended earlier in this chapter, farm payments
should ordinarily be made by cheque, unless there are special
circumstances precluding this course. Reasonable details should
be carefully noted on the counterfoil when writing the cheque,
since it is this information which constitutes the source for the
entries to be made on the right-hand or payments side of the cash
book. Each counterfoil cheque should then be entered in date
order on the right-hand side of the cash book under as complete a
narrative as possible, with the detail money entries for the make-up
of the cheque placed in the inset column and the amount for which
the cheque was drawn extended into the bank column. It will be
seen that the amounts entered in the second or bank column are
plainly identifiable with the charges recorded on the bank statement.

Most farmers will find it useful to fasten together the documents
supporting each pavment, e.g. delivery note, supplier’s invoice or
bill, and receipt, and to file them away in the cash-book order of
payment. It will be helpful both for reference and for subsequent
production to the auditors.

At this stage we temporarily interrupt the discussion on the Farm
Cash Book to deal with a special point concerning cash payments.
Although cash payments are best reduced to a minimum, neverthe-
less there may be occasions when they are essential. It is a good
practice to have a cash float available, and for this purpose a bearer
cheque should be drawn on the farm banking account for a suitable
amount and cashed. This will necessitate an entry on the right-
hand side of the cash book for the amount of the cheque, and a
corresponding entry on the left-hand side of an account to be
instituted for cash. This subsidiary account may be kept either in
a separate book, specially maintained for the purpose, or recorded
in a separate part of the main Farm Cash Book. Such cask pay-
ments as are made must be carefully recorded on the right-hand
side of this account with full and clear descriptions to explain their
nature. This account will follow the same lines as the Farm Cash
Book, except that its balance will be equivalent to the farmer’s cash
in hand, whereas the balance on the Farm Cash Book will constitute
either his bank credit or overdrawn balance as the case may be. The
cash float will be kept up by the cashing of cheques drawn on the
farm banking account. In point of fact the cash account is nothing
more than an extension of the cash book and as such requires much
the same account-keeping treatment. We shall not, therefore,

deal with it further and will resume the discussion on the Farm
Cash Book.
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It seems well at this point to make the comment that wages
cheques should be drawn for the exact amount of net cash required
to be paid to the farm employees. This will mean that the Farm
Wages Book will require to be written up before the cheque is
drawn. Thus, so far as possible, the amount to be entered on the
right-hand side of the cash book in the bank column for wages
should agree with the item for net cash paid at column 12 in the
Farm Wages Book, a specimen of which is included in the second
appendix of this book. The Farm Cash Book should be balanced
at periodical intervals, preferably monthly. The balance at the close
of this period should then be reconciled with the balance noted on
the statement to be obtained from the bank. Invariably it will be
found that there are small differences. These arise in respect of
unpresented cheques and amounts not yet paid into the bank, A
reconciliation statement should be prepared, starting with the
balance shown in the Farm Cash Book and adding unpresented
cheques, with a subsequent deduction for amounts not paid into
the bank; the resulting total should then be equivalent to the balance
noted in the bank statement. It is sometimes found that charges for
cheque books and bank interest are noted inthe pass book without
having been entered in the cash book. When the bank statement is
received it 1s desirable to check each item credited and each item
charged with the Farm Cash Book. This will then reveal the
unpresented cheques, amounts not credited, and items charged by
the bank but not recorded in the cash book. These charges for
cheque books and bank interest should be immediately entered on
the right-hand side of the cash book and not treated as items for
reconciliation with the statement to which we have referred. Every
cash-book entry on both sides, except the balancing figures and
those transferred to the Cash Account, must be posted somewhere
into either the Farm Account Book or the Private Ledger. Similarly
the payments made out of the Cash Account mustalso be posted into
either one or other of these books, although in this case it is more
likely that the main entries will refer to the Farm Account Book.

Under the system we are describing the main sources for the
entries to be made in both the Farm Account Book and the Private
Ledger are the Farm Cash Book and the Farm Cash Account. In
effect the functions of the Farm Account Book and the Private
Ledger are to sort out into their most significant classifications all
the happenings giving rise to income and expenditure of the farm,
either on operational or capital account.

All entries on the left-hand side of the cash book thus find their
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place either on the right-hand side of accounts in the Private
Ledger or in credit accounts in the Farm Account Book. As a
simple illustration wholesale milk sales noted as receipts on the
left-hand side of the cash book will be referenced to Account No.
12 1in the Farm Account Book: that is, a clear statement of the sales
under the same narrative as appears in the cash book has now to
be placed under the classification for Wholesale Milk Sold in the
Farm Account Book. Other entries will be dealt with in a similar
wayv. For example, Hayv Sold will be posted to Account No. z4 in
the Farm Account Book, Straw Sold to Account No. 25, Imple-
ments Sold to Account No. 37, and so on. In this way like items
affecting either farm operations or the proprietorship record will be
brought together in either the Farm Account Book or the Private
Ledger. Items on the right-hand side of the cash book will be
similarly treated; thus an entry for the purchase of seeds on the
right-hand side of the cash book will be recorded in Account No.
33 of the Farm Account Book—Seeds Bought. Fertilizers pur-
chased will be referenced to Account No. 34, Implements Bought
to Account No. 36, Payments for Ironmongery in Account No. 38,
and so on. A specimen page of a Farm Cash Book is set out on
pages 1oand 11, from which it will be noticed that care must be taken
to see that every item in the Farm Cash Book 1s referenced some-
where. No item must be missed, and it must be seen that they are all
entered under their appropriate headingsin either the Farm Account
Book or the Private Ledger. The Farm Account Book or Private
Ledger reference should be noted in the folio column of the Farm
Cash Book, and in the Farm Account Book or Private Ledger the
cash-book folio should be recorded.

The posted entries from either the Farm Cash Book or Cash
Account to the Farm Account Book or Private Ledger should be
recorded in as complete a manner as possible, so that both the
Farm Account Book and the Private Ledger may together con-
stitute a permanent and comprehensive monetary record of all the
farming transactions. This will prove a great help should any
question arise on the annual statement of accounts, for it can then
be answered by reference to the detail in those books.

Any tendency to make entries from the Farm Cash Book into the
Farm Account Book or Private Ledger under the caption ‘Sundrics’
should be resisted because eventually this only necessitates further
reference to the Farm Cash Book, and very possibly the vouchers
supporting receipts and payments, to discover what the ‘Sundries’
are. The necessity for entries which are fully descriptive will be
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better appreciated just as soon as 1t 1s recognized that both the
Farm Account Book and the Private Ledger are a means of classi-
fying like entries within significant categories. For one thing it can
be quickly seen that the entries do have ltke qualities when there
are full narrative explanations to judge them by. In a sense the
Farm Cash Book itself is only a means of bringing together like
items, viz. those which pass through the farm banking account.
Yet again, the advantage of a complete narrative statement of entries
in the Farm Account Book will be better understood when later in
this chapter we come to discuss such matters as provisions for
accrued expenses and unexpired payments.

The Private Ledger

The Private Ledger is the book which gives the farmer some idea
of the value of his proprietorship interest in the farm. It brings
together those accounts which are not included in the Farm Account
Book and it tells the farmer the amount of capital represented by
net assets which he has invested and 1s employing in his farm. It
records the increases or decreases in that capital which have taken
place by reason of his farming operations, by putting in more funds
or by taking them out, and it yields figures which enable him to
judge the operational return which he is earning on his capital. It
is the Private Ledger which contributes the balancing figures
essential to the preparation of a statement of farm assets, liabilities,
and proprietorship, at the conclusion of each farming year—a
balance-sheet as it is called in the language of accountants.

As we shall see later on, asset values are matters which play a
prominent part in the measurement of farming profits and this
seems the place at which to say something about those accounting
principles on which book values depend. The entries which are
made in books of accounts are mainly based on price in terms of
cash or its equivalent at the time the transaction is entered into—
historical cost as it is sometimes called in the more technical language
of accountants. As a result of this, accounting or book values such
as those which find their way into the Private Ledger accounts, are
generally restricted to the statement of items at cost or at modifica-
tions of cost. Accountants feel that if they record items at cost then
there is less chance of elements of uncertainty in the form of mere
opinion creeping into the statement of accounts. When it comes to
attempting a reasonable measurement of profit we shall see that a
great deal depends upon the consistency with which opening and
closing farm valuations are kept on a ‘like’ basis, a principle which
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Specimen form of Farm Cash Book

Forio 1. FARM CASH
RECEIPTS
Date Description Folio Details Bank
1945 £ s d L s d
Sept. 1. Bank Balance 579 1 2
2. Capital Introduced Private Lr. 1 500 0 0
5. Smuth & Co.
Sale of Potatoes Farm Account Bk. 21 45 0 0
Sale of Cabbages v " . 27 21 0 0
———— 866 0 0
6. 'The County Memorial
Hospital, Milk Sale ” . n 10 31 2 6
7. Jones Lid.
Balances payable on
Sale of Wheat » " ., 17 40 0 0
Sale of Barley ’ ' , 18 30 0 0
70 ¢ 0
8. T. Brown
Sale of 3 pigs ' " w7 32 0 0
9. X.Y. Garage Ltd.
Sale of ‘Austin’ Car " . . 37 143 0 0
10.  A.B.C. Sale of eggs o " . 11 2 50
20. E. May. 1year’s rent of
Kitchener’s field due
29.9.45
In advance » ' s 37 29 0 0
Bank Reconciliation at 30th September 1945
Farm Cash Book Balance Cr. 540 0 3
Add: Unpresented Cheques 1945 [ s. d.
Sept. 24. T'. Robinson 5 5 0
27. AB. 77 0 0
82 5 0
Balance recorded on Bank Statement £622 5 3
£1452 8 8
Oct. 1 Balance, Brought forward £540 0 3



and spectimen entries

BOOK Fouio 1.
PAYMENTS
Date Description Folio Details Bank
1945 L os. od £ s d
Sept. 7. Net Wages Farm Account Bk. 48 16 12 6
14. Net Wages . " ,, 48 i6 12 6
16, ‘Wages—Inland Revenue
Income Tax (P.A.Y.E) . 5 38 6 1 0
17. A. Brown & Co.—Print-
ing and Stationery » " ;s 55 14 3 4
18. Local Motors Ltd. Petrol +e ' ., 39 10 2 1
T.V.0. . ' ., 39 19 4 o6
_— 29 6 7
19. The Farmers’ Co-opera-
tive Society Ltd.
Seeds »s ’ ,, 33 70 0 0O
Fertilizers ' »s , 34 33 0 0
Foodstuffs v »s . 28 8 0 0
187 0 O
20. Mutual Insurance Ltd,
1 Year's Fire Insur-
ance Premium on
Farm Buildings due
29.9.45
In advance . ' b, 30 5 0 0
21. Net Wages " ' . 48 16 12 6
24. T. Robinson—Veteri-
nary Fees » ” s 42 550
25. Cash Cash Account 1 10 0 O
26. Farm Contractors Ltd.
2 Farm Cottages—
2nd payment per
Certificate Private Lr. 20 500 0 0
27. A.B.Purchaseof2 Horses
‘Beauty’ Farm Account Bk. 3 44 0 0
‘Punch’ " . . 3 33 0 0
_ — 77 0 0
28. Net Wages . . ,, 48 16 12 6
30. Bank Loan Interest ” . 58 12 2 6
912 8 5
30. Balance, forward 540 0 3
f£1,452 8 8
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is the real idea behind the conception of standard livestock values
discussed later in this book.

The frst entries to be made in the Private Ledger must be
related to a statement of the farmer's Net Worth—-that 1s, his pro-
prietorship capital—on the date he starts keeping more complete
accounts, and this date should ordinarily coincide with the begin-
ning of a farm accounting year. This means that the farmer must
set about making an inv entory of all his assets and Habilities at the
beginning of his accounting year. It must include !/ his farming
assets and all the liabilities which are related to his farming
operations.

The following is a specimen statement of Net Worth at the
beginning of a farming year:

£

Frechold land, at cost . . . . . 10,200
Farm buxIdmgs at cost less deprecntlon . . . . 5,095
Implements, at cost less depreciation . . . . 3,201
Deadstock, at cost . . . . . 3,052
Livestock, at standard values ; . 4,005
Farm debts owing to the farmer and Unexplred Payments . 106
Bank Balance . . . . . . . 1,095
Cash Balance . . . . . . . 7
26,761

Deduct
Farm debts owing by the farmer and Accrued Expenses . 764
Fanning capital . . . . . . . £25,997

In compiling a statement of this type the first question which
presents itself is concerned with the method to be adopted in
arriving at the book values of the farm assets, bearing in mind the
fact that accounting technique generally adopts ‘cost’ as the start-
ing-off point. Well, if the farmer is the freehold owner of his land
it should not be too difficult to ascertain what he paid for it, treating
the conveyancing costs as part of the purchase price. If by any
chance the farmer has taken a long-term lease of the farm, the
figure to bring in to the statement of Net Worth is the amount paid
for the lease, multiplied by a fraction which may be conveniently
represented in the form—

unexpired portion of lease
original term of lease

When we come to farm buildings we enter upon a thorny question
of depreciation, but for the sake of simplicity we are ordinarily
recommending throughout this work a control of depreciation rates
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in line with those allowed by the Inland Revenue authorities. In
other words, the Income T'ax rates are looked upon as standards
to be followed throughout the process of account-keeping. Section
33 of the Income Tax Act, 1945, makes a special reference to agri-
cultural buildings inasmuch as it provides that where the owner or
tenant of any agricultural or forestry land incurs any capital expendi-
ture on the construction of farm-houses, farm or forestry buildings,
cottages, fences, or other works, he shall be entitled to an allowance
of one-tenth of the capital cost for the year of assessment following
the year in which the expenditure was incurred, and the same
fraction for the succeeding nine years.!

The clear intention is to encourage new capital expenditure and
give relief for the full amount of the expenditure over a period of
ten years which is tantamount to an accounting write-off on a
straight-line basis over a like period.? It is understood that the
expression ‘other works’ include the cost of electricity and water.
We think it should also be made clear that expenditure on a farm
dwelling-house is ordinarily allowable for the purposes of taxation
only to the extent of one-third for the reason that it combines
private residence with business premises. Moreover, if the amenity
value of the farm-house is considerable, the allowance of one-third
expenditure may be reduced.

As a general rule then we may look upon relatively new farm
buildings as having a standard life of ten years so far as account
keeping is concerned. Accordingly the accounting valuation of
such buildings in the opening statement of Net Worth should be
based on original cost multiplied by the fraction—

remaining life in relation to a standard life of 10 years
standard life of 10 years

Where a standard life of ten years is clearly inaccurate some
attempt must be made to estimate a more reasonable term, based
on the assumption that the building will be kept up in a proper
state of repair. Thus, with some show of reason, a sturdy brick
building might be expected to have an approximate life of fifty
years. lf such a wide disparity is the truth of the matter, then the
cost allocation for depreciation should be adjusted to accord with
the farmer’s own estimate of useful life. Thus farm buildings of

' Cf. N.F.U. Information Service Supplement No. 1, January 1946, entitled The
Income Tax Act I1945--Summary of the main provisions affecting agriculture (p. 4).

* A nice piece of conservative accounting, which tacitly admits the principle that
conservative valuations should go hand in hand with consistency in the use of account-
ing conventions.
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durable tvpe which cannot readily be assigned a standard hte of
ten vears without senously distorting the truth, and which have
been kept up in a proper state of repair and are efficient for their
purposc, should be dealt with on the basis of a time allocation
which 1s related to a conservative estimate of their useful lives. We
should add that in the case of such buildings it may prove desir-
able to resort to a professional valuer for an opinion on the unex-
pired going concern valuation of the buildings for inclusion in the
opening statement of Net Worth.

Implement valuations to be carried into the statement of Net
Worth can present difhcult problems, but it seems desirable to
keep the basis of ascertainment as simple as possible, and again we
turn to the latest taxation principles for our standards. At the
beginning of the Farm Account Book® will be found a reasonably
detailed Implement Valuation Schedule. It will be noticed that
following the principles of the Income Tax Act, 1945, columns
have been provided for an initial write-off on each new implement
purchased at 20 per cent. of its cost, and for a wear-and-tear allow-
ance at the standard rate (increased by an additional quarter)
operative for different implement classifications. Thus boilers
and engines carry a rate of § per cent., binders, reapers, and com-
bine harvesters 15 per cent., tractors 22} per cent., sprayers 25 per
cent., most other types of farm machinery 10 per cent., and so on,

We have now three elements by which to set the implements
valuation to be included in the opening statement of Net Worth.
First there is the original cost. Secondly there is the allowance of
one-fifth which initially reduces the original cost to four-fifths, and
thirdly there 1s the particular standard rate of wear and tear (plus
one-quarter)?® to be calculated in the first year on the original cost,
and in subsequent years on the falling written-down value for each
of these years (computed on the original cost less the amount of
the initial allowance and wear-and-tear allowances previously
granted).?

! See Appendix 1.

2 This is equivalent to five-fourths of the standard rate of wear and tear.

? It should be emphasized that the principles of the Income Tax Act, 1945, are
followed here in the interests of simplicity and conformity. Many accountants would be
unwilling to concede any financial accounting validity to provisions for initial allowances,
particularly in so far as concerns the measurement of operating profit, and would
prefer to follow normal depreciation accounting practice.

In the context of this discussion we have not thought it necessary to refer to the
safeguarding provisions of the Income Tax Act, 1945, whereby, for the purposes
of taxation, a balancing allowance will be made where plant is sold at less than
the ‘expenditure unallowed’ and where the price realized exceeds the ‘expenditure
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We have now to consider the opening deadstock valuation, and
at the beginning of the Farm Account Book! there are two schedules
detailing representative items under the headings of Produce Valua-
tion and Other Deadstock Valuation. Again it seems reasonable
to look at methods of valuation countenanced for taxation purposes.
It is unlikely that a farmer who is starting out on a strict system of
account-keeping will know the cost figure of home-grown grain,
straw, hay, roots, and other produce. The thing to do, therefore,
is to act on the Inland Revenue direction and treat the cost valua-
tion figures for home-grown produce as equivalent to market prices
less 15 per cent. Purchased foods, seeds, fertilizers, oil, and such-
like items should be conveniently valued at the price paid for them,
that is, at original cost. The valuation of tillages, unexhausted
manures, and growing crops is still something of a problematic
affair, and for this reason the Inland Revenue 1s willing to con-
cede the following arrangement which resulted from discussions
between the Inland Revenue, the Ministry of Agrlculture and the
Farmers’ Union: ;

‘Where the normal value of tillages, unexhausted manures and growing
crops does not exceed £700, and a detailed valuation is not available, a certifi-
cate that the value at the beginning of the year did not differ materially from
that at the end of the year will usually be accepted, and even where the normal
value exceeds f£700 a valuation will not be pressed for in every case and a
similar certificate may be accepted, after any enquiry necessary to establish
its reasonable accuracy. The object of this arrangement is to assist farmers
by enabling a detailed valuation to be dispensed with in such cases. There is,
however, nothing in the arrangement (which is in terms limited to cases where
detailed valuations are not available) precluding the farmer, who so desires,
from bringing into his accounts a full detailed valuation of tenant right or
waygoing rights and liabilities at the beginning and end of the year; any
farmer who makes a detailed valuation is at liberty to put in that valuation
and should in fact do so. The valuation should be made on precisely the same
basis as if valuing an outgoing tenant. In other words, the valuation would in
the case of a tenant, be based upon the actual tenancy agreement and, in the
case of an owner-occupier, be based on the custom of the country which would,
in the absence of a written agreement, be applicable if 2 tenancy existed.’?

So much for the Inland Revenue considerations to be thought of
as standards to be applied in highting upon an accounting valuation
for tillages, unexhausted manures, and growing crops to be carried
on to the deadstock valuation entering into the opening statement

unallewed' a balancing charge (restricted to the total of allowances for Income Tax
purposes) will be made. I See Appendix I.

* Ministry of Agriculture and Fisheries, Farmer’s Income Tax (H.M. Stationery
Office), p. 7.
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of farm capital. Perhaps we should add that the general principle
to be kept to in the case of assets valued in the farmer’s tenant
right should be thought of in terms of residual unexpired cost,
that 1s, the farmer’s original expenditure less the proportion of that
expenditure which may be judged to be used up. Thus expenditure
on a quantity of fertilizer spread over a particular area of land is
ultimately taken up as one of the costs of the crop grown in that
area. Valuations of this order are inevitably marred by some degree
of arbitrary allocation, but the farmer must do the best he can and
there 1s no doubt that he will be materially assisted in exercising
his judgement if he makes a determined effort to master the prin-
ciples of farm costs which are put forward in the second chapter of
this book.

We have now to put a value on the livestock which are part of
the farm capital at the beginning of the farming year. At the com-
mencement of the Farm Account Book! there is a detailed Live-
stock Valuation Schedule brought down to main classifications for
cattle, sheep, pigs, poultry, and horses. If we follow the concep-
tions which we have so far applied to our opening accounting valua-
tions, we shall first look at the taxation rules. Here we find the
somewhat broad statement that the basis of valuation of livestock
should be cost or market value, whichever is the lower. Lower
market values are not likely to have entered into the question during
the past few years in face of an upward trend in prices; nevertheless,
so far as tax considerations are concerned they may have to be
watched in the future.

It is not such an easy matter to find the cost of livestock, more
particularly livestock bred on the farm, but there is an Inland
Revenue arrangement which allows cost to be estimated at 85 per
cent. of the current market value of each animal, at the date of
valuation, where the farmer i1s unable to discover the cost.? To
ascertain cost valuations on a proper basis with any degree of
accuracy 1t is essential to attempt some kind of farm costings, and
the reader is once again referred to the discussion at Chapter II of
this work. We should add that a cost valuation in the case of a pur-
chased animal is not quite such a simple matter as might be com-
monly supposed at first sight, for although the cost figure must

I Appendix [.

2 It is understood that an arrangement has just been agreed between the National
Farmers’ Union and the Inland Revenue that on the first closing valuation after the
3oth September 1947 the percentage shall be reduced to 75 per cent. provided that the

final valuation is not lower than the preceding valuation. This applies to cattle, sheep,
and pigs.
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take in the original purchase price, there is also an amount to be
included which will cover the cost of keeping the purchased animal
on the farm before it reaches maturity. Thus it is reasonably clear
that some method of cost allocation such as is put forward in Chap-
ter II must be instituted if reliable financial accounts are to be
prepared.

At this point we may notice that the question of maturity has
crept into the discussion, and it should be made quite clear that
if an animal i1s bought mature, then its proper cost valuation 1s its
purchase price. This question of grading to maturity is at the basis
of the conception of standard livestock values, which is developed
later in this book. We shall not therefore obscure the account-
keeping principles, which are the subject of this first chapter, by
going into the question here, except to add the general comment
that livestock valuations controlled either at cost or standard values
are to be preferred on the score of consistency when it comes to the
preparation of a profit-and-loss account for farming operations. As
will be seen later, valuations so pegged do enable more reliable
margins on particular operations to be discerned, a circumstance of
some importance if farm accounts are to throw up those activities
which have been profitably pursued. Perhaps we should add that
this is not necessarily to ignore the taxation advantage which might
accrue by the anticipation of losses implicit in the adoption of lower
market values, but in our view this is better regarded as a matter of
policy and not of strict accounting measurement. We should also
wish to remark that there are many farmers who employ an
agricultural valuer to make professional valuations of the order
we have been discussing and in these cases such valuations are
the ones which will ordinarily fall to be carried into the farm
accounts.

The next item we are called upon to consider in our opening
statement of farm capital is that described as ‘Farm Debts Owing
to the Farmer and Unexpired Payments’. The expression ‘Unex-
pired Payments’ calls for some explanation. It is intended to apply
to those payments in respect of which the benefit is spread over the
immediate future period. Thus, if an annual insurance premium
has been paid in advance at the end of June 1945, then on the
assumption that the farm accounting date is taken at the 1st October
1945, only an allocation representing three months of the premium
has expired—the months of July, August, and September—and the
remaining nine months of the premium is unexpired. In such
circumstances nine-twelfths of the amount of the annual payment

c
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is treated as an unexpired payment. As with insurance premiums,
so with other advance payments which yield a benefit over a period
of time.

If no accounts of any description have been kept before the date
of ascertaining the opening farm capital, then the farmer must
make the best estimate he can from such information as is available
of the debts owing to him. He should do his best to prepare as
accurate and detailed a list as possible, and he may find that notes
jotted down in his diary will assist him. 1t is just possible that he
may have kept copies of the bills which he has delivered. His list
of unpaid accounts should give in each case the name of the debtor,
the kind and quantity of goods which the farmer delivered, or a
short description of the nature of the services which he rendered,
and the amount of money which is thereby owing to him.

The statement of the farmer’s opening assets will be completed
normally by the inclusion of the amounts of his bank and cash
balances at the date decided upon for the calculation of his capital.
Neither of these figures should cause him much difficulty, except
that care should be taken to adjust the balance shown in the farm
bank statement for unpresented cheques and any items received
but not credited at the bank. This will be done much in the manner
we discussed when considering the reconciliation of the Farm Cash
Book with the Bank Pass Book or statement.

With the amounts of his several assets ascertained the farmer is
now in a position to arrive at a total from which he can then deduct
his liabilities, to arrive at his Net Worth as proprictor. In the
specimen statement which we set out earlier in this chapter we
described this liability deduction in the words ‘Farm Debts Owing
by the Farmer and Accrued Expenses’. Here again the expression
‘Accrued Expenses’ may need some explanation. It is clear that
every farmer has to incur a number of standing payments for
such expenses as rent, lighting, heating, telephone, and such-like
itemns and the payments are normally made after the benefit has
been received. Nevertheless part of the benefit will have been used
up before the payment is made, and it is this part which we describe
as an accrued expense. Thus, if the accounting date is set at the
1st October 1945 and a payment for electricity for the three months
ended the 30th September 1945 is not made until the 1st November
1945, then the whole of that three months’ bill 1s an accrued expense
at the 1st October 1945. The farmer should prepare a detailed list
of the farm debts owing by him for goods delivered or services
rendered to him, and in most cases he should be able to get this
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information from his unpaid bills, but he should be careful to bring
in those claims on him for which he has not yet received a bill for
~ payment. Such claims will arise either when the ownership in
goods has passed to him or on the completion of a service which is
being rendered to him.

With the figure-work necessary to calculate the opening farm
capital done, the next step is to make the starting entries in the
books of account. An account should be opened in the Private
Ledger under the heading of Capital. The accounts in the Private
Ledger are double-sided affairs like the Farm Cash Book, and at
this stage it seems desirable to comment on the convention of
double-entry account-keeping. Historically it rests on the theory
that every business transaction implies the relationship of debtor
to creditor, but for our purpose it seems plainer to think of it in
terms of parallel records of the incomings and outgoings connected
with business enterprise. So far as the Private Ledger is concerned
it is a convention to regard balances for liabilities and proprietor-
ship capital as belonging to the right-hand side of ledger accounts,
while asset balances are associated with theleft-hand side. Similarly
additions to proprietorship resources appear on the right-hand side
while withdrawals fall on the left-hand side. We propose to leave
our comment at this point in order not to obscure the plain business
of writing up the accounts.

If we turn to the specimen statement of Net Worth at the begin-
ning of a farming year set out in detail earlier in this chapter and
use it as an illustration, we find that there i1s a calculated balance
for farm capital of £25,9¢97 which falls to be entered on the right-
hand or credit side (denoted by the letters CRr.) of the capital
account in the Private Ledger, but since those opening entries
constitute the foundation of the account-keeping structure, we
think it as well to set out the account in detail as in the illustration
on page 21I.

We have now to open the reciprocal accounts for assets and lia-
bilities, and to make the proper references in both the folio columns
of the capital and reciprocal accounts. Freehold land is the first
asset to be dealt with, and it follows that a separate account should
be opened in the Private Ledger under that heading. An entry
should be made on the leff-hand or debit side (denoted by the
letters DR.) of that account for the starting ‘cost’ balance of [10,200.
A useful note to that entry is one which adds a short farming
description of the land with an indication of its acreage.

As with the land so with the buildings. A distinct account is
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begun in the Private Ledger under the caption ‘Farm Buildings’
with an opening entry on the /eft-hand side thus:

Dr.

945
October 1. Capital.

Farm Buildings, at cost less depreciation  P.L, 1 £5.095

The reference ‘P.L.. 1’ is to the opening entry in the Private Ledger
account for capital. The method of arriving at this written-down
cost valuation was described earlier in this chapter and, as we then
noticed, it had to be calculated in detail building by building. Most
farmers will find 1t useful to keep a separate register in which to
keep a clear record of their farm buildings in terms of those details
which in the aggregate constitute the written-down balance carried
into the Private Ledger account. One advantage of the register
will show itself when we come to discuss the question of deferred
repairs.! Another advantage will be touched upon a little later in
this chapter when we mention the entries which provide for the
annual depreciation allocation.

The reciprocal accounts for the next four assets materially affect
the assessment of the results from the farming operations of the
year which is about to begin, so that their place is to be found not
in the Private Ledger but at the beginning of the Farm Account
Book.? The details making up the opening Implements Valuation
will be inserted in the first column of the page in the Farm Account
Book set for that valuation, and totalled to agree with the amount
carried into the calculation of farm capital. Similarly the items
constituting the valuation of deadstock will be entered in the places
where they apply on the pages headed ‘Produce Valuation’ and
‘Other Deadstock Valuation’ in the beginning of the Farm Account
Book, the total opening deadstock figure agreeing with that included
in the farm capital as credited in the Private Ledger account. Simi-
larly the livestock values will be written in the left half of the pages
headed ‘Livestock Valuation’ in the Farm Account Book, the final
total agreeing with the opening valuation carried into the Farm
Capital account. Perhaps we should add that when writing up
these pages care should be taken not to overlook the number
column since the intention is to control and reconcile the number
of animals—under each classification—on the farm throughout the
farming year; a reconciliation which is brought about by bringing

! See Chapter IV, * See Appendix I.



Private Ledger:

I I
Dr. FARM CAPITAL Cr.
1945 £ 1945 | £
Oct. 1. Farm Debts owing by the farmer Oct. 1. Freehold Land, at cost P.L. 10 10,200
and Accrued Expenses FAB 764 Farm Buildings, at cost less de- | P.L., 20 5,095
preciation 5‘
Opening Balance of Capital cD 25,997 i
Implements, at cost less deprecia-
tion FAB 3,201
Deadstock, at cost FAB | 3,052
Livestock, at standard values FAB | 4,005
Farm Debts owing to the farmer
and Unexpired Payments FAB 106
Bank Balance FCB 1,095
Cash Balance CA 7
£26,761 £26,761
1945 |
Oct. 1. Opening Balance of Farm Capital | BD 25,997

Abbreviations in Folio colunms

FAB = Farm Account Book
PL. = Private Ledger

IFCB = Farm Cash Book
CA = Cash Account
CD = Carried down
BD = Brought down

SLNAODODV WHVd dHL
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together the numbers in the Stock Record® with those noted in the
opening and closing valuations,

Of the four items we have been considering we are now left with
the asset which was described in the words 'Farm Debts Owing to
the Farmer and Unexpired Payments’. This too falls to be entered
in detail on the left-hand side of the page headed ‘Farm Debts
Owing’ at the beginning of the Farm Account Book. If the reader
will turn to this page in the specimen of the Farm Account Book
set out in Appendix I, he will see that there is an important foot-
note which reminds the farmer that in order to calculate the income
earned, and expenditure incurred, he must be careful to see that at
the end of his farming yvear cach item making up the opening debtors
1s deducted from the actual receipts in the appropriate receipt (CRr.)
account, and that each item making up the opening total of unex-
pired payments is added to the proper expense (DR.) account. At
first sight this may appear confusing, but a little thought will show
the reason. An unexpired payment is nothing more than an expense
carried over to a following period, therefore it has to be added to
the expenses borne in the next period. Ordinarily the money owing
to a farmer at the beginning of a year will be received during that
year, and since the debt was taken into account as an asset in the
previous period, the amount so received is nothing more than a
realization of that asset and forms no part of the income of the
current year. Hence it has to be taken out of the amounts received
in order to get at the real income of the farming year.

If we now turn back to the Farm Capital account in the Private
Ledger we see that we have still to find a home for the Bank and
Cash balances. This is not a difficult matter. The opening bank
balance will be entered on the left-hand side at the start of the Farm
Cash Book with an appropriate folio reference to the Private Ledger
capital account. The opening cash balance will be similarly dealt
with in the Cash Account to which we referred at an early stage in
this chapter.

With the assets disposed of we are left with the liability item
described as ‘Farm Debts Owing by the Farmer and Accrued
Expenses’ on the left-hand side of the specimen capital account in
the Private Ledger. The reciprocal place for this is to be found in
the Farm Account Book,? on the page at the beginning for ‘Farm
Debts Owing’. This time the entry will appear on the right-hand
half of the page, since creditors and accrued expenses constitute
debts owing by the farmer. Again there is a note of caution to the

' At the beginning of the Farm Account Book. 2 See Appendix L
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effect that at the end of the farming year these opening creditors
and accrued expenses are to be deducted in the appropriate expense
(Dr.) accounts, but here there is no question of confusion between
the method of treating creditors and that of accrued expenses, since
both of these types of farm debts (owing by the farmer) are deducted
according to their expense classification in the appropriate (DR.)
accounts.

This completes the starting entries to be made in the farm books
of account, and with the explanations which have been given it
should not be difficult to see that the farm books begin in a state of
balance, and from now on it is important to see that they are kept
in balance; that is to say, every originating entry in whichever book
it is made must have a reciprocating entry somewhere. The opening
state of balance may be demonstrated quite simply in the following
way by listing the individual balances which now appear in each

book thus:

Balance Statement at 1 October 1945
Left-hand  Right-hand

or Dr. or CR.
balances balances
Private Ledger £ £
Folioc 1, Farm Capital . . . . 25,997
10. Freehold Land . . . . 10,200
20. Farm Buildings . . . . 5,095
Farm Account Book
Implements . . . . . 3,201
Deadstock . ; . ; . 3,052
Livestock . 4,005
Farm Debts owing to the farmer and Unexplred
Payments . 106
Farm Debts owing by the farmer and Accrued
Expenses . . . ; . 764
Farm Cash Book :
Folio 1. Bank Balance . . . . 1,095
Cash Account )
Folio 1. Cash Balance . . . . 7

£26,761  £26,761

As will be seen later, this system of balancing has the advantage
of at least establishing the prima-facie arithmetical accuracy of the
book entries; 1t is also a convenient arrangement when it comes to
the preparation of the farm balance-sheet, an accounting document
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which 1llustrates how the proprictorship interest in the farm is
represented by net assets (farm assets less farm liabilities).

The reader will remember that the source book for the Private
Ledger and Farm Account Book entries is the Farm Cash Book,
and if we turn back to this book we shall find that there are receipts
and payments arising in the farming year which require to be made
to the Private Ledger direct. Cash capital introduced will appear
among the receipts on the left-hand (DRr.) side of the Farm Cash
Book. This item will be posted from the Farm Cash Book to the
right-hand (CR.) side of the Farm Capital account in the Private
Ledger under the description of cash capital introduced. A pay-
ment made to a contractor for the building of a new Dutch barn
will show among the payments on the right-hand (CRr.) side of
the Farm Cash Book and will need to be reciprocally entered
(that 1s, posted) to the left-hand {DRr.) side of the Farm Buildings
account in the Private Ledger. From what has been said it will
become apparent that every receipt and every payment written
down in either the Farm Cash Book or Cash Account must be
reciprocally entered in, or posted to, the account classification to
which it relates either in the Private Ledger or in the Farm Account
Book. To the reader who has persevered so far it will no doubt be
clear that the cash transactions requiring to be posted to the Private
Ledger are those which relate to the farmer’s proprietorship affairs
and those assets and liabilities which are not specifically dealt with
in the Farm Account Book.

The Farm Account Book

The Farm Account Book is at the very heart of the farm account-
ing system put forward in this book. It was originally designed by
the Department of Agricultural Economics of the University of
Bristol to constitute an annual record of the financial results achieved
by the working of afarm. Accordinglyitisin the Farm Account Book
that we find those account classifications which materially affect the
measurement of a farmer’s profit or loss. At this stage the reader is
recommended to take a glance at the specimen of the Farm Account
Book included as Appendix I in order that he may gain a clear
impression of the nature of those accounts.

By far the majority of the receipts and payments which appear
in the Farm Cash Book will fall to be reciprocally entcred (posted)
in the Farm Account Book. Thus to take accounts at random, a
receipt for the sale of horses entered on the left-hand side of the
Farm Cash Book would fall to be posted in detail in {CR.) Account
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No. 10—~Horses Sold—in the Farm Account Book. Similarly
receipts noted in the Farm Cash Book in respect of wholesale milk
sales must be reciprocally entered in (CR.) Account No. 12—
Wholesale Milk Sold—in the Farm Account Book. Again, a pay-
ment made for feeding straw and appearing on the right-hand side
of the Farm Cash Book will be reciprocally enteredin (Dr.) Account
No. 30—Feeding Straw Bought—-in the Farm Account Book. Yet
again, payments for fertilizers will be posted to (DR.) Account No.
34—Fertilizers Bought—in the Farm Account Book. Every Cash
Book receipt and payment and every Cash Account item which has
not been dealt with by way of reciprocal entry in the Private Ledger
must find a place somewhere in the Farm Account Book. At the
beginning of this book the farmer will find both an index of
accounts and an indication of ‘where to enter miscellancous
items’.

When the Farm Account Book was originally designed it was
intended that whenever a monetary claim arose, either debtor or
creditor, on the delivery of goods or the completion of a service,
then an entry should be immediately put through the relevant
account in the I'arm Account Book to be completed by inserting
the date of settlement when the cash was either received or paid.
The idea behind this intention was the marking down of the
amounts owing either to, or by, the farmer at the end of the farming
year. There is merit in this suggestion, and it is one which may
still be followed in the more complete account-keeping system now
put forward in this work, but care must be taken to insert the cash
book reference in the appropriate account in the Farm Account
Book after the cash book receipt or payment entry has been made.
If this idea is followed the farm diary should prove a fruitful source
for the originating entries in the Farm Account Book.

There are one or two features affecting certain of the accounts
in the Farm Account Book which deserve special mention. For
example, a page is provided for ‘Produce and Stores Consumed’.
Unlike most of the other accounts, none of the entries to be made
on this page will come direct from the Farm Cash Book., The first
point to be noticed is the classification as between produce and
stores consumed ‘In Farmhouse’ and “T'o Workers’. It is clear that
the farm-house consumption of farm produce lessens the private
" cash needs of the farmer so that it virtually constitutes private
drawings in kind. In other words, the household expenses of the
farmer and his family are not part of his farming expenses. Accord-
ingly the ‘cost’ value of supplies to the farm-house during the farm
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year must be calculated for each of the items noted on the page for
‘Produce and Stores Consumed—In Farm-house’. If it is dithcult
for the farmer to assess this cost with any reasonable accuracy he
must make the best estimate he can of the quantities of produce
consumed and then put a value on them by taking market price
less 15 per cent,, as representing cost. The total of the farm-house
consumption of produce and stores at the end of the farming year
must be entered on the left-hand (Dr.) side of an account to be
opened in the Private Ledger under the heading ‘Private Drawings’.
At the same time a reciprocal entry must be made on the right-hand
side of the profit and loss account in the Farm Account Book' in
the space provided, in order that the total farm costs of production
may be reduced by that part which is not specifically related to the
business of farming.

The second section of the page in the Farm Account Book we
have been discussing deals, among other things, with supplies to
farm-workers. Thus the ‘cost’ value of free milk allowed to farm-
workers must be calculated and eventually credited in total to the
farm profit and loss account at the end of the farming year. Corre-
sponding entries for the ‘cost’ value of free milk must be made in
one or other of the (Dr.) accounts for wages (see accounts numbered
48 and 49 under the column headed ‘Wages in Kind’).2 Similar
adjustments, which in principle fall into the same class, will require
to be made for the annual value (that is, the net annual value for
the purposes of assessment to income tax under Schedule ‘A’} of
cottages occupied by farm-workers rent free, and for any other
free perquisites associated with farm employment. An example of
the latter type arises where employees are boarded in the farm-
house; the cost of boarding them is in effect an addition to their
money wages in determining the labour costs of working the
farm.

We should also wish to add the comment that those accounts
which relate to Corn Sold (Nos. 17, 18, 19, and 20) and that which
refers to Potatoes Sold (INo. 21) include the amounts received as
‘acreage payments’.

Account No. 38 is a comprehensive one dealing with ‘Repairs,
Tools, Ironmongery, and Blacksmith’, and this seems the place to
observe that for income-tax purposes there is no question of a wear-
and-tear allowance on tools, since the cost of replacing them is

! See Appendix L.

2 At the end of the farming year these accounts find their way to the debit side of
the profit and loss account as labour costs.
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allowed as an expense when incurred. The cost of such tools will
appear 1n the Farm Cash Book as a payment to be posted to Account
No. 38 in the Farm Account Book.

At the close of the farming year it will be necessary for the
farmer to calculate the annual allocation for depreciation of farm
buildings, according to the principles which we enunciated when
considering the method of arriving at the opening valuation for
this asset. The total amount of this provision for depreciation of
buildings will fall to be entered as a cost in Account No. 47 and
reciprocally entered on the right-hand (Cr.) side of the account for
farm buildings in the Private L.edger. The balance on this latter
account will then represent the unexpired outlay on farm buildings
to be carried on to the statement of farm assets and liabilities, or
balance-sheet as it is called technically, prepared at the close of the
financial year.

Account numbers 53 and 54 deal with such private receipts (CRr.)
and payments (DR.) of the farmer as may have become intermixed
with those of his farm. Thus the payment of a farm account for
ironmongery may have included household utensils. At the end
of the year both these accounts will be totalled, and the one for
private payments (No. 53) will be entered on the left-hand (Dr.)
side of the ‘Drawings’ account in the Private Ledger proprietorship
record, while the other for private receipts (No. 54) will be entered
on the right-hand (CRr.) side of the same account.

As a conclusion to this discussion on the Farm Account Book we
should like to add the following comments which, although not
strictly relevant to the account-keeping system we are now putting
forward, may become matters of considerable importance in the
case of large farms. Thus where credit transactions are numerous
it may be found desirable to institute either Income and Expendi-
ture Journals or Purchases and Sales Day Books, with Personal
Ledgers for Debtors and Creditors. This will then obviate any
necessity for a careful scrutiny of innumerable bills to assess the
debtors and creditors at the end of the accounting period. As a
general rule, however, credit transactions are not numerous in the
average-size farming venture except possibly in the case of a
developed retail milk-round, and even here much will depend upon
the selling policy of the farmer. Nevertheless, without needlessly
complicating the general discussion at this point or obscuring the
general principles of farm accounting, it is well to note that 1t may
be necessary to introduce a subsidiary system for recording milk
sales, designed to control deliveries by roundsmen with assessment
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of responsibility for payment, to record milk debtors, and to control
unpaid accounts.

The Annual Financial Accounts

At the close of the farming vear the farmer will balance the Farm
Cash Book and reconcile the bank balance with the statement or
pass book received from the bank. In a similar way he will balance
the account kept for purely cash transactions and will agree it with
his cash in hand. This is the first step.

The next move is to make sure that every item written into these
books of original entry has been reciprocally entered (posted) some-
where in either the Farm Account Book or the Private Ledger.
Thereafter he must again turn his attention to the ‘tricky’ business
of valuation. The closing valuations will be done in the same ways
as we recommended for the calculation of opening valuations at an
earlier stage in this chapter. When ascertained, the closing valua-
tton for livestock will be entered on the right-hand half of the page
in the Farm Account Book headed ‘Livestock Valuation’, care being
taken to see that the numbers and prices appropriate to each animal
classification are properly recorded. The numbers of animals taken
on to the closing valuation should be reconciled with the numbers
recorded in the opening valuation and in the Stock Record." The
produce valuation at the close of the year will be similarly entered
on the right half of the page provided in the Farm Account Book
as will also the other deadstock valuation. The page headed ‘Imple-~
ments Valuation’ will be completed for initial allowances on new
purchases, and for wear and tear on al/l implements according to
the principles we have already enunciated to arrive at the closing
valuation.

With the valuations taken and calculated the farmer will deter-
mine the amounts of his debtors and creditors and of his accrued
expenses and unexpired payments at the date of the close of the
year. He will follow the procedure which we outlined for the
calculation of the opening debtor-creditor position. In the case of
the account-keeping system which we are putting forward in this
book, we think it would be as well if the farmer had a filing system
working which kept all unpaid creditor accounts together in one
place and all unpaid debtor accounts together in another place.
Such a course would materially assist the ascertainment of his
debtors and creditors at accounting dates.

I See Appendix I, at the beginning of the Farm Account Book.
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With his debtor-creditor position ascertained at the close of the
year, the farmer should turn to the page headed ‘Farm Debts
Owing’ in the Farm Account Book and insert the details in the
spaces provided under the caption ‘At the end of the year’. The
debtors and unexpired payments, separately classified, will be
entered on the left-hand half of the page and the creditors and
accrued expenses on the right-hand half of the page. Having
settled this piece of account-keeping, the farmer must see to it that
the closing debtors have been properly taken in to the appropriate
receipt (Cr.) accounts and that the closing unexpired payments
have been correctly deducted in the appropriate expense (DRr.)
accounts. Similarly the closing creditors and accrued expenses
must be properly taken in to the appropriate expense (DR.) accounts.
We have already seen that this procedure is necessary if the farmer
is to determine his input and output in terms of expense and income
attributable to his year of farming operations.

With the entries for the debtors and creditors correctly disposed
of, the remaining duty before setting the financial accounts is to
complete those transfers, such as depreciation of buildings and
private drawings, which have to be made from the Farm Account
Book to the Private Ledger, and which we have already touched
upon. The farm books are then ready for the assessment of profit
or loss and the book value of the farmer’s proprietorship interest.
All the open accounts in the Farm Account Book will affect the
measurement of farm profit. Accordingly each one should be
totalled and carried to its proper place as provided in the profit and
loss account in the Farm Account Book. The totals of expense
(DRr.) accounts will be entered against the relevant account number
on the left-hand (Dg.) side of the Profit and Loss Statement, while
the totals of income (CR.) accounts will be similarly entered on
the right-hand side. All that remains to determine the operating
result is to insert the opening and closing valuations in the places
provided, that is, the opening valuations for livestock, deadstock,
and implements on the top left-hand side of the profit and loss
account with the same closing valuations on the top right-hand side.
If the final total of the opening valuations and the expense (DR.)
accounts is less than the final total for the closing valuations and
the income (CR.) accounts, the result is a profit. If misfortune
should prevail and the final total on the left-hand page of the
account for profit and loss is greater than the final total on the
right-hand page, the result is a loss.

An account for profit and loss should now be opened in the
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Private Ledger. If the result of the vear’s working! is a profit it
should be carried to the right-hand (CR ) side of the Private Ledger
account; if a loss it will fall to be entered on the left-hand (Dr.) side.
The farmer should now turn to his drawings account in the Private
Ledger and strike the balance, so as to determine the amount he has
withdrawn from the farm resources during the vear. He should
then close his drawings account by transferring the balance to the
left-hand (DRr.) side of the profit-and-loss account in the Private
Ledger. After the farmer has made that entry he has then to strike
the final balance on the profit and loss account.? If the right-hand
(CRr.) total exceeds the left-hand (Dr.) total, then the (CRr.) balance
represents the amount of profit which he has retained in the farm,
If the opposite is the case, then it means that the farmer has
encroached upon the capital contributed to the farm to the extent
of the amount of the (Dr.) balance.

It should now prove a simple matter to establish the prima-facie
arithmetical accuracy of the Farm Account Books by the prepara-
tion of a closing Balance Statement put together in precisely the
same way as the opening Balance Statement. An example of a
closing Balance Statement is set out below:

Left-hand  Right-hand

Balance Statement at the (Dr.) (Cr.)
close of the farming year balances balances
Private Ledger L £
Folio 1. Farm Capital . . . 25,997
10. Freehold Land . . . 10,200
20. Farm Buildings . . . 4,586
30. Profit and Loss . . . 1,581

14,786 27,578
Farm Account Book

Implements . . . . 2,881
Deadstock . . . . . 3,512
Livestock . \ 3,951
Farm Debts owing to the farmer and Unexptrcd
Payments . 204
Farm Debts owing by the farmer and Accrued
Expenses . . . . . 591
Farm Cash Book '
Folio 19. Bank Balance . . . 2,825
Cash Account
Folio 3. Cash Balance . . . 10

£28,169 £28,169

I As assessed In the Profit and Loss Statement in the Farm Account Book. .
2 In the Private Ledger.
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It is now but a simple matter to prepare a farm balance-sheet in
the following narrative form:

Balance-sheet at 19  (close of farmung year)
£ £ £

I. THE Fixep AsseTs comprised—
1. Freehold Land, at cost. . . 10,200
2. Farm Buildings, at cost less depreciation?! 4,586
3. Implements, at cost less depreciation! , 2,881

17,667

II. THE VALUATIONS were—

1. Livestock . . . . 3,951
2. Deadstock . . . . 3,512

7,463
1I1. T'HE CURRENT ASSETS were—
1. Farm Debts owing to the farmer and
Unexpired Payments . . 204
2. Bank Balance . . . . 2,825
3. Cash Balance . . . . 10

3,029

IV. Tue Current LiaBiLiTiES were for Farm
Debts owing by the farmer and Accrued
Expenses . . . . 591

Excess of Current Assets over Current
Liabilities . . . . 2,448

£27,578

ToTtaL NET ASSETS.

The Net Assets were represented by:

I. Proprietor’s Contributed Capital . . 25,997
il. Retained Profits . . . . 1,581

£27,578

In this chapter we have sought to put forward the statement of
a complete farm account-keeping system in simple form. That
there are refinements and developments, familiar enough to pro-
fessional accountants, is not to be denied, and so far as we have’
thought them relevant to our work the reader will find them dis-

cussed in Chapter IV.

I Professional accounting thought now inclines to the view that there is an advantage
in disclosing, as an inset item, the original cost of a fixed asset with a stated deduction
for the depreciation allocations accumulated to the date of the balance-sheet.



CHAPTER I1
FARN COSTS

YHE value of the output of the agricultural industry in England
and Wales amounts, at present-day prices, to something over
£500 millions per annum. The number of workers regularly
employed is approximately 500,000 and the number of farmers,
the majority of whom are working farmers, constitutes another
277,000 occupying holdings of not less than 5 acres.! In size,
therefore, agriculture compares very favourably with the other
chief industries such as mining and engineering. While the series
of agricultural statistics, issued annually by the Ministry of Agricul-
ture, give a good deal of information about acreages under the
various crops, numbers of livestock, yields, and total production,
relatively little 1s known concerning what may be termed the
internal finance of farming, such as the main items of expenditure,
which are incurred in producing the output referred to above.
During recent years, however, the universities and agricultural
colleges have been engaged upon a study of this aspect of farming
and more is becoming known on this subject. Apart from the work
of the universities, the National Farmers’ Union is also collecting
and tabulating information of this kind.

Financial accounts, of the type prepared for taxation purposes,
only enable one to assess the general position over a given period,
usually twelve months. They do not necessarily permit of the
calculation of the cost of production of any particular farm product;
for this purpose cost accounts are required. In industry, including
agriculture, cost accounting is a relatively new branch of accoun-
tancy and owes its origin to the beginnings of the study of scientific
management. In essence it consists of ascertaining by more or less
scientific methods the cost of producing a unit of a certain com-
modity, such as a ton of coal or 2 hundredweight of wheat or a unit
of service, such as a passenger-mile.?

! For full discussion on this point see the Report on the National Farm Survey, p. 11,
para. z1 (Ministry of Agriculture—published by H.M. Stationery Office).

? It should be pointed out, however, that sound costing technique places the same
emphasis on cost control as on cost ascertainment. The Report of the Cost Accounting
Sub-Committee of the Taxation and Financial Relations Committee of the Institute
of Chartered Accountants in England and Wales, entitled Developments tn Cost
Accounting, makes the following significant observations: ‘When costing first de-

veloped, the efforts of cost accountants were directed to ascertaining the actual amount
of expense incurred in the making of a given product or the rendering of a particular
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But it must not be assumed that cost accounting is widespread,
or that there exists a large amount of cost data in industry generally.
There are probably only three major industries for which any con-
siderable quantity of cost data exist to-day and are available, not
only to those actually compiling the data but to the public at
large; these are coal- mlnlng, ra1lways and agriculture. The broad
distinction between them is that, since coal-mining and railways
are composed of large-scale units of enterprise, the cost accounting
necessarily relates to these large units and the work of calculating
costs is carried out by the large accounting staffs which these con-
cerns employ. In agriculture, however, the unit of production 1s
small; there is no internal accounting staft and cost accounting has
been done entirely by the agricultural departments of certain uni-
versities and agricultural colleges. Itistruethatanegligible number
of large farmers are now maintaining a small staff for cost-account-
ing purposes, and there is a tendency for this kind of work to grow,
but the considerable volume of farm-cost data now available both to
the general body of farmers and to the public are the results of a
quarter of a century’s pioneering work by the agricultural economists
and their staffs. In this connexion must be mentioned the financial
support of the Ministry of Agriculture and of the Milk Market-
ing Board, and last, but by no means least, the collaboration of the
farmers who made possible the compilation of the necessary records.

With all this, however, and in spite of the fact that probably more
is now known about unit costs in agriculture than in any other
industry, there must be no complacency, for there is a continuous
and growing need for more and more cost datain farming. Elaborate
costing systems are neither possible nor desirable, and it is hoped
that this chapter will show farmers how to keep relatively simple
cost accounts.

Let it be said at the outset that it is not difficult to keep cost

service. The costs so arrived at were merely a record of past performance and therefore
historical in their nature. Such costs reflected the facts of the situation accurately
enough, but suffered from the drawback of having been prepared after the event and
were thus unable to supply vital control information essential to management. Without
some reliable measure with which to compare operating costs, management is working
in the dark. This fact is not often realized and is undoubtedly a source of weakness in
existing costing methods employed in this country. Costs which do not provide a
standard of measurement cannot provide a complete view of the facts to be taken into
account in judging efficiency of production. The actual cost of a product, regarded in
isolation, gives no indication as to whether that cost is or is not an economic cost. Itis
true that historical costs are often compared with the costs of similar products pre-
viously manufactured; but there is here a hidden and serious risk of comparing one
uneconomic cost with another, both of which may reflect varying degrees of inefficiency.’
(Gee and Co, (Publishers) Ltd., 1947, p. 36.)

D
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accounts and there is nothing myvsterious about them. In the days
before farmers had to keep account books for income-tax purposes,
the subject of account-keeping was very unpopular, largely because
it was thought not to form part of the day-to-day work on the farm.
In two or three years the position completely changed and farmers
have now become used to account-keeping and, in fact, are generally
carrying it out reasonably well. The intelligent farmer has been
quick to realize that, while his account books have in the first place
to be kept for tax purposes, these also form a valuable guide to
problems of farm management, and their value increases as the
years pass. Except in very few cases, however, farmers have fought
shy of cost accounts and have used the argument, either that they
do not understand them, or that only a large farmer can keep them.
They are, in fact, repeating in regard to cost accounts the argument
which was previously used in connexion with their farm account
books. It should be clear, however, that if a farm 1s a small one the
task of keeping cost accounts will also be small, so that the second
argument breaks down. Taking the first argument, namely, that
there is something mysterious about cost accounts which an ordinary
farmer cannot be expected to understand, the answer is that if a
farmer can do account-keeping he can also do cost accounting.
Consider for a moment what cost accounting means to the indi-
vidual farmer. In the first place there are the farm account books
previously mentioned. In these books are entered, at different dates
during the year, details of what he buys and sells, and, in addition,
his rent and wages bills and a variety of indirect expenses. At the
end of the year his expenditure and income is ascertained under the
various classifications referred to in Chapter I and the valuations
of stock and crops duly included. Now, since it is proposed to deal
with costs, only the expenditure side need be considered. At the
end of the accounting year the various items of expenditure are
totalled. It is known that these amounts have been incurred in
running the farm during the twelve months, but it 1s not known,
for instance, how much of the wages bill went to the growing of the
corn crops or to the livestock. Still less is it known how much of
the wages bill went to the wheat, as distinct from the oats, or to the
cows as distinct from the sheep. Even in the case of the total bill
for fertilizers it 1s difhicult, if not impossible, tosay offthand how much
went to each individual crop. Cost accounting simply means that
steps are taken during the year to allocate or divide, in a systematic
manner, the bulk costs over those branches of the farm where they
were incurred. It will obviously be too late to think of making these
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allocations once in twelve months for one will have forgotten what
happened. Continuous records must therefore be kept, and, for a
working farmer, these must be as simple as possible so as not to
involve him in too much clerical work, yet they must be good
enough to give him a series of cost statements at the end of the year
that will compare favourably with those kept on a large farm. The
first and simplest record is the diary.

The Diary

Most farmers keep some kind of diary whether it be a small note-
book or something more elaborate. A great deal of useful informa-
tion 1s usually contained in the diary and the farmer often spends
considerable time in writing it up. Nearly always, however, the
information is not given in a systematic manner and the farmer
seems to be more concerned with general statements relating to the
condition of the weather, the crops, and stock. He fails to look at
the farm from an economic aspect, yet this, after all, is ultimately
the only aspect which matters. For instance, the farmer often
writes in his diary that he drilled a certain variety of seed on a
particular field, but rarely does he state the rate per acre at which
he seeded. The point 1s that his diary would give him a great deal
more information if he acquired the habit of giving quantities as
well as the general statement. The same kind of argument applies
to the use of fertilizers and feeding-stuffs. More especially, how-
ever, is the most important aspect nearly always omitted from the
diary, namely, the way in which the labour on the farm has been
used. In the above example of drilling a field, even where a farmer
may have stated the rate of seeding per acre, scarcely ever does he
give any information as to the time taken and the number of men
employed to carry out this operation. Yet if the farmer’s diary
were properly planned, or ruled, all this information could be given
with scarcely any additional effort, and the value of such a diary
would well repay the small amount of extra time involved. More-
over, since one is here discussing the way in which a small farmer
can keep his cost accounts, a properly designed diary constitutes
the foundation of the whole costing system.

The kind of diary which will give the necessary information for
cost accounting is shown on the following page. 'This form is
merely intended to show the type of thing that is required. Any
particular farmer may wish to amend it here and there to suit him-
self, but the main essentials must, of course, be borne in mind. For
instance, a farmer may choose to write up the diary once a week
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instead of daily; the example given here is intended to be a daily
record. It is an attempt to meet the farmer’s need for a general
diary and at the same time to meet the requirements of a costing
system. Even if a farmer decided not to embark upon cost account-
ing, a systematic diary of this type will give him much more informa-
tion than the usual one. Too often farmers have been afraid to
tackle cost accounting because they have envisaged having to fill
up, either daily or weekly, a number of more or less complex forms
in an arbitrary kind of way. With the number of official forms
which already have to be completed, the prospect of adding still
more forms has appeared overwhelming. There is, however, no
need to view a cost-accounting system with dismay. Far from this
being the case, a farmer should look upon it as a necessary part of
his daily work, in the sense that it will give him greater control
over his business. At the same time a working farmer must see
that he does not become involved in any unnecessary clerical
work.

With this object in mind the diary may now be examined. It is
designed in the first place so that a farmer can write down a brief
statement of the work done during the day on any particular field
or class of livestock. Thus, for instance, if he had been ploughing
or drilling a certain field he would merely state this fact in the same
way as he had been used to entering it in his old-type diary. A
moment’s thought will enable him to expand this entry so that the
information necessary for cost accounting can be given. Herequires
to know not merely that he ploughed a certain field but the amount
of labour and power used in doing this ploughing. Now it may be
stated at the outset that neither in the factory, nor on a farm, is a
cost-accounting scheme absolutely accurate. There are always cer-
tain factors in regard to which a policy of give-and-take has to be
used, and all that can be done is to make the costing system as
accurate as is reasonably possible without worrying too much about
the fine theoretical points, which can be left to be debated in the
academic sphere. Further, when considering ploughing, the amount
of work can be stated in hours; certainly nothing less than one-
quarter of an hour need be entered. If a tractor is used for plough-
ing, the tractor time will exactly correspond with the man’s time.
If, however, a pair of horses 1s used, one must be careful in stating
the horse-hours to multiply the man’s time by two so as to give the
number of horse-hours in the diary as though one horse only were
employed. This is necessary because later the hourly cost of work-
ing a horse will have to be calculated. There is one other note
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which must be made in the diary, namely, the quantity of fuel used
by the tractor. Most farmers can usually make a close estimate of
the quantity of fuel used when ploughing a certain acreage, and
again this estimate is quite satistactory for costing purposes.

If one were drilling seed, the entry in the diary would be similar
to that for ploughing, but in this case one must enter the varety
and quantity of seed used. Hedging and ditching too can be
entered just as eastly.

In the old-type diary a farmer has usually not said much about
work in connexion with livestock, but this is obviously a very
important part of the farm and, if one proposes to prepare cost
accounts, it is necessary to know, again as accurately as possible,
what has happened. In the case of the dairy herd, for example, one
must be able to say how many hours of labour are expended on it
in milking, feeding, and general attention. One must also know
how much food the herd is having. If the day-to-day time spent
on the cows is approximately the same, then there is no need to
calculate the hours afresh each day. The amount by which one
day’s time will vary from the next will probably be of little impor-
tance. Similar remarks apply to the feeding. A farmer knows,
within close limits, what quantities and kinds of feeding-stufls he
is giving his cows, and the ration, having been once worked out,
runs for several weeks without much change. As long as this is the
position it is not necessary to enter the details in the diary day after
day. When the ration is changed, another entry should be made in
the diary giving full particulars of the new ration. It is important
that the home-produced feeding-stuffs, such as hay and roots,
should be entered as well as the purchased concentrates.

Continuing along these lines, all the work done on a farm in a
given day, together with all materials used, can be booked to the
field or type of livestock concerned with very little clerical effort.
From time to time a check can be made on the quantities of materials
used and the balance which remains in store. On the labour side
a daily or weekly check can be made by adding up, for instance,
the column for man-hours to ascertain whether there is any time
which has been unaccounted for. On a small farm where a farmer
in effect replaces a paid employee it is desirable to insert in the
diary the hours spent in manual work by the farmer himself in the
special column provided. It will be observed that the term ‘time-
sheets’ has not been used although, in fact, the labour and power
section of the diary may be regarded as a summarized time-sheet.
It usually depends upon the size of the farm and therefore upon the



FARM COSTS 39

number of workers employed whether or not time-sheets are used.’
If they are, and each worker fills in his own time-sheet, then these
can be summarized by the farmer, possibly weekly, and either
passed through the diary or kept in some convenient form for
charging direct to the crop or livestock concerned. Time-sheets
are in use on some farms, usually of the large type, but unfortunately
scarcely anything is done with such records except to help the
farmer calculate the wages to be paid to each man, yet it will be
clear from what has just been said that they can be used as an
important step in building up a cost-accounting system. Some
farmers are under the impression that their workers would object
to keeping time-sheets, but in the great majority of cases where
time-sheets are used the workers, far from raising any objection,
have been quite willing to book down how, where, and when they
have been employed. Time-sheets, however, are not necessary on
any farm where the farmer can satisfy himself that he knows fairly
accurately what work his men have been doing during the day
or week.

We have now dealt with the method of booking the work to crops
and livestock, and, in the case of livestock, the quantities of feeding-
stuffs used. So far, however, no reference has been made to the
most important feeding-stuff, namely, grass, or to any other crops
which are ‘folded oft’. It is of no use finding the cost of a grazing-
field if one does not know how to charge it to the livestock. At the
foot of the diary, therefore, must be entered the numbers of the
different types of livestock and the fields in which they have been
grazing or folded. This, of course, need not be entered every day
as long as any movement of the stock from one field to another is
entered as it occurs. One also requires to know what head of stock
any particular grazing-field has carried during the year, so that a
record of the disposition of livestock is doubly important. Any
births or deaths can be entered at the same time. Space is also
allotted in the diary for the number of galions of milk produced
and the number of eggs collected, for if one wishes to calculate the
cost of production of a gallon of milk or of a dozen eggs, one must
know the quantities produced, and not merely the quantities sold.
At the foot of the diary there is room for the farmer to make any
other notes such as the state of the weather, or goods leaving or
coming on to the farm. The movement of goods, of course, is
shown in the farm account books as purchases and sales, but it
helps to form a check if a note is made at the time.

I A specimen time-sheet is given in Appendix 1L
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Intermediate Cost Records

With the diary running properly and the farm account books
carefully kept, one 1s well on the way to a full costings scheme. The
information in both the diary and the account books naturally
cannot be left as it 1s, but must be analvsed on other forms which
may be called intermediate records. Now although the word
‘record’ 1s used i1t must not be imagined that something elaborate
is required. Sheets of foolscap paper ruled like the examples on
pages 42 and 43 are all that is necessary. One of these will be re-
quired for each field on the farm, and one for each class of livestock.

Field Records

Some farmers who compile cost accounts do not keep a separate
sheet for each field but only for each crop. Thus if wheat is grown
on three fields only one record would be kept, and all the work on
the wheat would be shown in bulk and not separated according to
the fields. If all that the farmer requires is to ascertain the average
cost of a hundredweight of wheat, regardless of field or variety,
then there is little or no point in treating each field separately, but
a great deal of useful information from the farm-management
aspect is lost entirely. This method may indeed save some time in
the first year of costing, but soon becomes complicated and often
breaks down entirely as the rotation is proceeded with. Mareover,
the great advantage of keeping the cost records field by field is that,
in due course, one has a clear record of each field, so that not only
is 1t a cost record, but it is also the history of that field and forms
a valuable reference in later years when making decisions on
management. It enables a close appralsal to be made of certain
rotations or combinations of crops, manurings, and cuitivations on
a given field.

The first thing to do, therefore, is to draw up a correct list of all
the fields on the farm and to enter the name, or Ordnance Survey
number, of each field. The crop, and its variety, which is growing
in the vear being costed, must also be stated on each field sheet,
and the yield should be entered as soon as it is known. One way
of finding the total costs involved on a given field would be to
leave the field sheet blank until the end of the year, then go through
the diary entries which refer to this particular field, and do the
same for the other fields in turn, but this would be tedious.
The better method is to enter up each field sheet at certain times
during the year, as for instance, by making weekly or monthly
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summaries from the diary. 'This second method has the advantage
of spreading the recording over the year so that one is ready to make
the final cost calculations as soon as the accounting year has ended.
It will be appreciated that both methods give a kind of diary-record
for each field, which, in time, becomes the field history already
mentioned. Whichever method is adopted one must not only
enter on the record details of the work done on the field but also
the numbers of livestock grazed or folded. The sales of the crop
can be left until the end of the year as these are being entered in the
farm account book as they occur. |

Livestock Records

In the same way as one requires a separate record for each field,
so is one required for each class of livestock, namely, horses, cows,
cattle, sheep, pigs, and poultry. If a farmer is interested in still
further subdividing the livestock, he can, of course, use additional
record sheets. For instance, he may wish to find the cost of rearing
store cattle as distinct from fattening cattle, or fat lambs as distinct
from ewes. There are a number of such refinements which can
fairly easily be made, always provided that the farmer is careful and
methodical enough to keep the additional information. For the
present purpose, however, it will suffice merely to refer to the
types of livestock mentioned above. The livestock records can be
entered up in either of the two ways used for the field records.
A specimen record is given,!

Final Cost Records

So far one has been considering the kind of record which must
be kept as the year’s farming progresses. These are (a) the diary,
and (&) the intermediate cost records, and (¢) the farm account
books. At the end of the accounting year these three sources of
information have to be brought together in order that the final cost
statements can be made.

The first step is to make sure that the farm account books are
completed; there are usually a number of debts owing to, and owed
by, the farmer. As a matter of policy these should be settled as soon
as possible and the amounts cleared. Care must be taken to see that
amounts outstanding from debtors are appropriately included in
the books of account within the proper income classifications and
carried over as farm assets in the balance-sheet. Similarly, amounts
owing to creditors must be included under the proper expenditure

I pp. 42 and 43.
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FIELD RECORD

Year.. ..
Crop . ... Variety .. Date soren
' Total Hours on Job
I Labour Power Casual or
—— Contract
Week or Women Labour

Month ending | Farmer Men and Bovs | Horses | Tractor £ 5 d

ToTtAL

LIVESTOCK RECORD

Class of Stock
Total Hours on Fob
Casual or
Labour Power Contract
Women Labour
Date Farmer Men and Boys | Horses Tractor £ s d.

ToTtaL

headings and carried over as liabilities in the farm balance-sheet.
Complete valuations for both the opening and the close of the
accounting year must also be available. Not only must these valua-
tions be completed in total, but they must give a considerable
amount of detail. For instance, it often occurs that there is merely
a block figure given for the value of livestock as a whole. This is,
of course, useless if one wishes to cost the dairy herd distinct from
the ewe flock. It is necessary to go even farther, for it is of no use



Name of Field
Ovrdnance No

Rate seeded..................... Acreage.........ccocooveie.
Fertilizer (or F.Y.M.) Grazing or Folded
SUuMMARY OF OOPERATIONS
and Details of Quantity Class of
Livestock Grazing Description used No. | Stock | Days

(e.g. Cows, Sheep, &c.)

Purchases Sales and .
Feeding-stuffs and Trans- Transfers Grazing or Folded
used fers In Out (in- Field
. (including cluding No. of | Name or
Operation | Name | Quantity Births) Deaths) Head Number

grouping the valuations of cows and other cattle together if one
wishes to cost the dairy herd separately from the rest of the cattle.
When making the valuation, the numbers and quantities of every-
thing on the farm are just as important as their money values. There
is no need to value each implement separately, except that the
tractor is always kept apart, and it is advisable to do the same with
any specially large or valuable machines, such as a milking machine,
a milking bail, or a combine harvester.
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Assume all this has been done and that one is now ready to com-
pile the final costs. The next task is to summarize in & convenient
form the details given on the intermediate record sheets which have
been kept during the vear. It is usual to summarize the data under
the following headings: seed; fertilizers; farm-yard manure; labour;
tractor work; horse labour. T'wo further items are required, namely,
the rent of the fields and the general overhead costs; these will
appear in the farm account books.

Costs brought forward from a previous crop or carried forward
to a succeeding crop will be dealt with later. The items referred
to above will now be dealt with in turn.

Seed

The seed used on each field, whether home-grown or purchased,
can be obtained from the appropriate field record which has been
built up during the year. It is, however, desirable to make a check
by finding out from the farm account books how much seed was
purchased altogether during the year. To this must be added the
amount of home-grown seed used. As there may have been some
seed on hand in the opening valuation and some left on hand in
the closing valuation, this must be brought into the reckoning when
making the check. The following form shows the method.

Purchased Seed Account

Description Quantity | £ 5. d. Seed used during Year'
Purchased seed Description
in stock at be- Field No.| of Seed | Quantity | £ s 4.

ginning of year
(give details)®

Seed boughtdur-
ing vyear (give
details)?
In stock
at end
of year?
ToTaL
! See Field Records. z Sece valuations in farm account books.

¥ See purchases in farm account books.
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Home-grown Seed Account

45

Description Quantity | £ s. d. Home-grouwn Seed used during Year®
Home-grown Description
seed in stock at Field No.| of Seed | Quantity | £ 5. d.
beginning  of
year (give de-
tails)?
) In stock
at end
Seed_ produced of year?
during year
(give details)
ToTaL
I See Field Records. % See valuations in farm account books.
Fertilizers
These are dealt with in the same way as seeds.
Fertilizer Account
Fertilizers used during Year®
Name of
Quantity | £ 5. d. | Field No,| Fertilizer | Quantity | £ s. d.
Fertilizers in
stock at begin-
ning of vyear
(give details)®
Fertilizers
bought during
vear (give de-
tails)? In stock
at end
of year®
'T'oTaL

! See Field Records.
3 See purchases in farm account bocks.

2 See valuations in farm account books.
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Farm-yard Manure

This item is somewhat difficult to arrive at, but as it has been
previously agreed that an estimate is better than nothing, it may be
discussed on this basis. From the intermediate records ts known
how many loads, or tons for preference, of manure have been
spread on each field. What 1s not known, however, is the weight
of manure deposited directly by the livestock on the fields folded
or grazed, and there is no satisfactory method of arriving at the
amount or even of the value of the manure so deposited. The most
that can be done is to make an estimate, having regard to the types
of foods consumed by the stock during the time they were on a
particular field.

For the manure which 1s carried from the yard to the fields the
usual method is to calculate as accurately as possible the weight of
manure in the yards over the year as a whole, and to arrive at its
value by making use of the customary tables, such as Voelcker and
Hall’s, of manurial residues of the different types of foods fed. To
this, of course, must be added the value of straw used as litter, and,
since straw is rarely weighed, the only thing to do is to estimate the
total quantity so used. In passing, it should be mentioned that due
credit must be given to the livestock for the manure they produce.
Before leaving this discussion it should be pointed out that the true
value of a ton of manure is very difficult to determine, and a local
customary price per ton can be used if desired. As the farmer will
realize, the value depends not only on the types and quantities of
feeding-stuffs and straw used, but upon the conditions of storage,
which is nearly always in the open air so that considerable wastage
occurs. Manure which has been newly deposited in the yard
possesses more chemical constituents than that which has been
there for some months, but, on the other hand, has not had long
enough to ‘rot down’ sufficiently, and from the point of view of
action in the soil 1s not so valuable. T'o what extent the one cancels
the other is a problem which would require a great deal of research.

The whole problem of manures and manurial residues is, there-
fore, extremely complex and its solution so arbitrary that in certain
circumstances it may be avoided altogether. Thus on farms, prob-
ably the great majority, where a fairly fixed rotation is followed, it
makes little difference to the cost of a unit of produce whether or
not these involved calculations are made. In other words, it is
unnecessary or at least superfluous to construct a farm-yard manure
account by debiting it with the cost of straw and manure, already
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credited to their respective crop and livestock accounts, and then
in turn to credit the farm-yard manure account and debit the
accounts of subsequent crops with the manures applied to them.!

Farmyard Manure Account

Disposal of Farmyard Manure
Quantity | £ s, d. Field No. Quantity || £ s. d.
F.Y.M. in stock
at beginning of
year!
Manure made by
livestock during
year? In stock at end
of year!
ToTAL ToTaL
I See valuations in farm account books. * See livestock records.

Labour

From the intermediate cost records it is known that so much
work on a particular crop has been done by the farmer himself, so
much by the men, and so much by women and boys. This work
has been performed at various times during the year, and the task
now is to collect the hours together and total them for the whole
year, still making the distinction between the time spent by the
farmer in manual work, which is unpaid, and that of his workers.
The usual method 1s to price the farmer’s own time at the rate per
hour which would correspond to the highest paid worker which he
employs. The assumption here is that he is merely replacing a paid
worker, who could, in fact, carry out quite satisfactorily the work
the farmer himself had done. It will be clear that the money value
of the farmer’s own work does not necessarily appear in the farm
account record of financial transactions. This difference must be
borne in mind when making the final check between the various
cost accounts and the aggregate financial figures.

! For further discussion on manurial residues see p. 57 et seq.
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The object of making a charge for the manual work of the farmer
is to ascertain the total cost, not in actual money, but in monetary
terms, of producing a unit of commodity, This is especially impor-
tant for instance on those small farms where no paid labour is
employed. Obviously some manual labour has been used in pro-
ducmg a hundredw eight of wheat, even though no wages were paid,
and 1t is necessary in compllmg and comparing costs on ditterent
sizes and types of farms to price, within close limits, this labour.
On the other hand, the general financial accounts and the cash or
bank-book will not show the money value of the farmer’s own
manual labour because no money has actually passed.!

Yet another class of labour comes under the heading of ‘casual’
or ‘contract’. Casual labour may or may not have been booked in
hours. A lump sum may have been paid and this will have already
been shown in the appropriate intermediate cost record so that it is
a simple matter to write in this value. The amount will also appear
in the farm account-books.

Contract labour became important during the 1939-45 war
through the County War Agricultural Executive Committees under-
taking various operations for farmers. In peace-time, threshing
was the most usual item of contract work. In all these cases the
farmer pays the contractor, so that the amount relating to a parti-
cular department of the farm can be entered in the appropriate
cost record. Naturally, whenever such bills are paid, the amounts
are at once written in the farm account books long before they are
transferred to the particular crop concerned. Contract work for
ditching or draining cannot be charged to a particular crop and
must, therefore, be included in the general overhead account.

The method of pricing the farmer’s unpaid labour has already
been mentioned, so that in this paragraph only the paid regular
workers will be considered. The first step is to take the total
wages bill for the year as shown in the farm account books.
'This should include the total value of National Insurance stamps,
the insurance premium for employers’ liability, and the value of
any free cottages, free milk, &c. There may be a deduction to be
made from this total for some credit amount such as compensation
which has been received during the year, but this, of course, would
again be shown in the account books. Having collected together
all the hours worked by the employees during the year, the simplest
plan is to divide the net labour bill by the total hours, so arriving
at the average cost per hour, Clearly, this method has grouped all

I But see the reference to this item at the conclusion of Chapter IV,
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grades of workers together. If, however, a considerable proportion
of the work is performed by women and boys, their hours and wages
must be allocated separately, on a similar form as for the men. Itis
already known from the intermediate records how many hours have
been used on each crop and each class of livestock, so that it is a
simple matter to calculate the labour cost for any department of
the farm and to enter it in its appropriate final cost record. A
specimen is given below,

Labour Account
(All grades of workers)

Hours' or

L s d Days L s d

Wages paid during year?®
plus Field N‘o.I

Value of free cottages, free
milk, &c.

plus Class of Livestock®

Employer’s share of
National Insurance?®

plus

Premium for Employer’s
Liability Insurance?®

plus

Value of unpaid work of
farmer and family

Total Labour Cost for the
year

I See Intermediate Records. 2 See farm account books.

Tractor Work

So far, the farmer does not yet know what his own costs of run-
ning a tractor amount to, so that all he can do at present is to collect
the hours together for a particular crop and insert them on the
appropriate cost sheet. Some farmers attempt to cost a crop by
multiplying the number of tractor hours by some kind of customary
or average price per hour, but this is not correct. The figure to be
used is the cost per hour of running one’s own tractor or tractors,
and the method of armiving at this figure is shown on page 5o.

E
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The cost of running the tractor is built up from the depreciation,
the cost of repairs and replacements of parts, and the cost of fuel
used during the year. All this is easily ascertainable from the
account books. The method of arriving at the depreciation is to
take the value of the tractor at the beginning of the year and calcu-
late what the appropriate rate of depreciation represents in money.

Tractor Record

Name and Type of Tractor........... ... B Horse-power ...
Date purchased...........cccce Price Lo Imtial Allowance
of 20%. i
Annual Rate of Depreciation ... %
Date
Labour in
Week or Total of Gallons | Care and
Month Hours of Fuel Main-
ending worked Used tenance Details of Repairs’ £ s d
Hours? Gallons? Hours? Description
ToraL
I See farm account books. ? See Diary.

A farmer can use any rate of depreciation he chooses, but since
there are agreed rates between the National Farmers’ Union and
the Inland Revenue authorities it will avoid complications if the
recognized rate is adhered to. All one has to do now is to collect
together, as in the case of man labour, the total number of hours
worked by the tractor on all departments of the farm and to divide
this number of hours into the total cost, thus arriving at the cost
per hour. Itshould be pointed out that care should be taken to see
if there has been any tractor work in connexion with the livestock,
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since tractors are often used, for instance, to haul fodder and roots
to stock. Some tractor work may even be carried out on general or
overhead work, such as cleaning rubbish from ditches or hedges.
It will be clear that the resultant cost per hour is an average one,
which means that the same rate per hour is being charged for the
various types of work upon which the tractor has been engaged.
Thus, for instance, just as much is charged per hour when the
tractor is running light as when it is running up a steep incline in
bottom gear. It would, no doubt, be possible by keeping very
precise records to ascertain how much fuel was used per hour on

Total Yearly Cost of Tractor Work

Allocation of Total Gost

L s, d Hours L s d.
Depreciation! Fields?
Repairs
Livestock?
Fuel. ... Gallons

ToraL Cost

Total No. of Hours worked ............
" Cost per HOUr . oo

I Provision should be made for the Initial Allowance in the computation of this cost,
2 See Intermediate Cost Records.

the various operations, but one would still be left with the difhcult,
if not impossible, task of stating what proportion of the deprecia-
tion costs and what proportion of the repairs and renewals should
be charged to each of these operations. For all practical purposes,
therefore, the average rate per hour is quite suitable. Where there
is more than one tractor, the farmer can decide for himself whether
he wishes to cost each tractor separately or whether he will strike
an average over the tractors.
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In the case of other valuable machines such as a combine harvester
the cost per hour can be calculated similarly to that of the tractor.
In the case of large milking machines, as for example a milking
parlour or open-air bail, the depreciation and the cost of running
them can be calculated fairly easily, and since the whole of this cost
only applies to milk production it can be carried straight to the final
cost record for the dairy herd.

Horse Labour

A dilemma arises when considering the cost of horse labour.
Briefly the position is this. One cannot calculate the cost of horse
labour per hour until one knows the cost of the home-grown foods
which have been fed to the horses, but one does not know the cost
of the home-grown foods until one knows the cost of the horse
labour used in growing them. To overcome this difficulty the
following method is adopted. If cost accounts have been kept for
the previous year one should know, for instance, the cost of produc-
tion of oats, and, knowing the quantity consumed by the horses in
the year now being costed, one can charge the horse account with
their value. Where no previous cost accounts exist, one can, for
the first year, charge home-grown foods to horses at either market
prices or at some estimated value, or at feeding values as quoted
from time to time in the agricultural press.

In addition to oats and fodder crops consumed, which have been
grown in the previous year, horses obtain part of their food by
grazing, and obviously they are eating grass which has not been
produced in the previous year but which is growing in the year
being costed. It is not possible, therefore, to use figures for a
previous year. The farmer could, however, charge to his horse
account a price for grazing which he would have to pay a neigh-
bouring farmer if he put stock out to graze, or he himself may take
in stock to graze and charge a customary local price. Another
method is to charge to each grazing account some average hourly
cost of horse labour such as is sometimes quoted in certain agri-
cultural text-books, or bulletins issued from time to time by the
universities and agricultural colleges. If the year now considered
is the first year of costing, one of these methods must be used, but
if costs exist for the previous year the best plan is to use the rate per
hour of horse labour found in that year. It should be made clear
that whatever figure is used is an arbitrary one and will only be
entered in the grazing account, so that one may close this account
and proceed to calculate this year’s cost of horse labour. It is this
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current cost which will be charged to all the other departments of
the farm.

It must be admitted that there are two sources of error here, but
except for abnormal grazing seasons the error is of little significance.
In the first place, the figure charged to horses for grazing is in turn
credited to the grazing account and may have the effect of leaving
the balance of grazing costs, which have to be debited to the live-
stock, either greater or less than the true figure, if this can indeed
be accurately calculated at all. Secondly, the figure for grazing
charged to the horses will have the effect of tending to raise or
lower the true cost of horse labour, which has in due course to be
charged to those crop and other accounts where horse labour is
used, but once again the true cost of horse labour cannot be
ascertained.

Before completing this section on horse labour, one has to bear
in mind that part of the cost is represented by the difference between

Working Horses Account

L s d L s d.

Valuation of Horses at begin- Valuation of Horses at end

ning of year! of year!
Purchase of Horses during Sales of Horses during year?

year'
Labour in connexion with Allocation of Horse Labour

grooming and feeding® during year:

: 2
Feeding-stuffs Field No. No. (:Af2
. 2 Hours

Grazing ... acres
Oats:

Purchased ............ cwts,”

Home-grown ......... cwts.?
Hay ... tons? )

Class of Live-

Straw? stock®
Sundries

e.g. Shoeing’

Repairs to harness?

Vet. Bill, &c.* .

ToraL ToTaL
Average Cost per Hour of Horse Labour ... pence

I See farm account books. ? See Cost Records.
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the opening and closing valuations of the horses. Usually these
show a fall during the year, and this may be regarded in the same
way as the depreciation of the tractor. Where horses are also kept
mainly for breeding, some attempt should be made to separate their
account from that of the working horses. If only one or two young
horses are sold during the year, as a kind of by-product to the
working horses, the value of such sales can be regarded as lessening
the cost of depreciation and so lowering the cost per hour of the
horse labour. This in turn will help to lower the cost of production
of crops, or even of milk, which surely is what every producer is
endeavouring to do.

Rent (and Rates)

Since the Derating Act of 1928, agriculture, in common with
other productive industries, bears no rates except those for drainage
in certain districts, but if there are any special rates it is usually
convenient to block them with the farm rent. The rent can now be
divided over all the fields on the farm. This is a simple operation,
but a check should be made by setting it out on paper as in the
following example. Unless a farm has some land which is much
poorer than the rest, it usually sufhces to allocate the rent evenly,

Rent Account

Gross Rental of Farm? £ 5. d. | Allocation to Fields: £ s d
deduct Field Name or Acres?
No.?

Two-thirds Rental Value of
Farm-house

deduct

Rental Value of cottages free

to workers
deduct
Cottage rents paid by workers’ Total Acreage |
Total Net Rental i Total Net Rental £

Average Net Rent per acre ... shillings

I See farm account books. 2 See Intermediate Cost Records.
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but there is nothing to prevent a farmer giving his better fields a
higher rent if he wishes, always provided that the sum of the rent
of the individual fields agrees exactly with the total net rent of the
farm, as shown on page 54.

This net rental is the gross rental after certain deductions have
been made. In the first place the rent (and rates) of the farm-house
have to be deducted from the full gross rent of the farm since this
is regarded as a private matter, forming no part of the farm itself.?
Secondly, there must be deducted the rental value of farm cottages
allowed free to workers. The rental of such cottages is an addition
to the labour cost, and is shown in the labour account. Rents
for cottages paid by the workers are simply a cash receipt and
diminish the gross farm rent accordingly.

Cost of Implements

Apart from the cost of the tractor, there remain the costs of the
general implements and machinery to be considered. It is possible,
although extremely difficult, to calculate the depreciation and
repairs for each separate implement during the year and to charge
this cost to the particular department or field concerned, in accord-
ance with the number of hours worked. Besides being difficult,
the calculations when made would give what is sometimes known as
false accuracy. Therefore, the usual method is the much more
simple one of keeping a general implements account, apart from the
special machines mentioned above, and to allocate this cost over
the fields in proportion to the hours worked. These costs consist
of the depreciation plus repairs. The annual rate of wear and tear
agreed between the National Farmers’ Union and the Inland
Revenue authorities is 10 per cent. plus the additional quarter,
which for present purposes amounts to a flat rate of 12} per cent.
There is also the Initial Allowance of 20 per cent. on cost. The
cost of repairs can easily be found from the farm account books.
On some farms there is, in addition to general implements and
machinery, an open-air bail, a combine harvester, or special pig or
poultry equipment, such as movable huts or pens. If this equip-
ment i1s of considerable value it is best to arrive at a special annual
rate of depreciation for such equipment and to charge this, plus the
appropriate repairs, directly to the department concerned and to
keep them out of the general implements account.

I But onc-third of the rent of the farm-house can be charged, as the Inland Revenue
authorities recognize that part of the house 1s used for business purposes as an office.
Hence strictly only two-thirds of the house rental should be deducted.
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General Implements and Machinery Account

Valuation at beginning of Year'

Add
Purchases during Year!

Deduct
Sales during Year®
Adjustments for profits or losses on sales

Balance being —_—
value at end of vear before calculating depreciation £

Depreciation on this figure at 109, +1/4th, 1.e. 124%, per annum to be carried to the
account below (plus initial allowances on purchases).

! See Farm Account Book—a detailed list is not required here.

Cost of Implements

L s d L s d.
Depreciation (as above) Field No.? T'ractor
plus or Horse
Repairs" Hours?
Class of
livestock?
ToraL ToTAL

I See farm account books—a detailed list is not required here.
2 See Intermediate Cost Record Sheets.

Ovwerhead Costs

A further item in compiling the cost of production of a crop or of
a class of hivestock is that of overhead costs. This item should be
kept as small as possible since the method of allocation is arbitrary.
"The usual method is simply to allocate to the fields and livestock in
the same way and in the same proportions as the wages bill. Alter-
natively the overhead cost may simply be allocated to the crops
in proportion to the acreage of each field.

It greatly facilitates matters if a page or a column is set aside in
the farm account book in which to enter all miscellaneous items



FARM COSTS 57

of expenditure and income that cannot be allocated to any other
department. Such items are the telephone bill, market expenses,
general repairs, and maintenance.

An example of miscellaneous items of income are sales of rabbits.

Below is given an outline of the method of dealing with over-
head costs:

Overhead Costs
L s d. L s d
Total of Miscellaneous Ex- Allocation to fields and live-
penses! stock:

Field No.? Man Hours?
Deduct total of Miscellaneous

Income! Class of
livestock®
Net Overhead Costs L £
I See farm account books. 2 See Wages Cost Account.

Tillages and Unexhausted Manurial Residues

One final item remains to be considered in arriving at the cost
of production of a particular crop, namely, that known generally as
the value of unexhausted manurial residues. It is well known that
work and manures applied to a given crop benefit, to some extent,
the succeeding crop. Sometimes this benefit is considerable, as in
the case of a crop following roots. At other times it is almost
negligible, as in the reverse case where roots follow corn. In the
first year of costing one does not know what costs to bring forward
to a particular crop from the previous one. These can be ignored
or one can make an estimate, and an estimate is better than igno-
rance. One should, therefore, endeavour to arrive at a fairly true
figure for the value of unexhausted costs to be carried to the follow-
ing year’s crops on the accepted basis. Sometimes it is argued that,
taking a farm which is running on a steady rotation, the whole
question of unexhausted values can be omitted in calculating costs
of production, and it must be confessed that, although some time
may be spent in allocating such costs between one crop and the
next, the subject-matter of unexhausteds and tillages i1s extremely
problematical. Professional valuers when making farm valuations
almost always use customary figures, which may vary from locality
to locality, and it must be admitted that, for practical purposes, this
is all that can be done.” Even though values had been arrived at
from a complete cost-accounting scheme, there is no guarantee that

I The Central Association of Agricultural Valuers is, however, endeavouring to
bring greater uniformity by issuing a schedule of standard costs.
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this value n fact remains in the ground to the benefit of the suc-
ceeding crop.

With this proviso, however, we may proceed to examine the
position.

The problem falls under two heads: (1) the value of work per-
formed 1n one year whether by men, horses, or tractors (including
the use of other implements), and (2) the value of the residues of
(@) artifical fertilizers, and (b) feeding-stufls given to livestock and
ultimately applied to the land as farmvard manure,.

In the case of labour the problem is fairly simple. "The Diary
and the Field Records will show what operations are performed
solely for the benefit of the succeeding crop, as, for instance,
autumn ploughing, which while actually carried out in one financial
year is wholly chargeable to the crop to be harvested in the follow-
ing financial year. But there are other operations, such as cleaning
and hoeing a root crop, which, although primarily, and of necessity,
performed to obtain as great a yield of roots as possible, neverthe-
less helps to improve the yield of the grain crop that follows. In
these cases of ‘cleaning costs’ it is customary to debit the root crop
with two-thirds and the following crop with one-third of the total
expenditure.

There still remain, however, the twin problems of the evaluation
and apportionment of residual values of fertilizers and feeding-
stuffs. Until recently it had been, for many years, the general
practice to refer to Voelcker and Hall’s Tables or similar data which
gave a list of values per ton of the manurial value of all known
feeding-stufts and fertilizers. This price bore a constant relation-
ship to the respective fertilizer prices. A conference of agricultural
chemists® recently published a memorandum on this question. The
following extract from the section relating to fertilizers will show
how it is proposed to change the basis of assessment.

‘In Voelcker and Hall’s Tables the residual values of fertilisers were
expressed as simple fractions of the cost price of the fertilisers. Owing to the
wide range of materials now available and the unequal residual values of the
various kinds of plant food, the Conference believes that this method of valua-
tion is no longer satisfactory. It recommends that the residual values of
fertilisers should be determined from their actual contents of plant foods, as
shown in the warranties under the Fertilisers and Feeding Stuffs Act, and

! Convened by the Ministry of Agriculture and under the chairmanship of J. A,
Scott Watson, C.B.E., ML.A., to examine the Tables for Residual Manurial Values of
Fertilisers, and for Manurial Values of Feeding-stuffs with the view to suggesting any
necessary revision of such Tables, (Published in Agriculture, the journal of the
Ministry of Agriculture, July 1946, vol. liii, No. 4, pp. 163-70.)
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should be related to the cost of these plant foods in the three principal ferti-
lisers, sulphate of ammonia, superphosphate and muriate of potash. Allow-
ance should also be made for important differences between the various forms
of nitrogen and phosphate fertilisers in their availabilities and residual
effects. . . .

“T'he Conference recommends that the values for fertiliser residues should
be calculated by multiplying the percentages of nitrogen, phosphoric acid,
and /or potash in the original fertiliser by appropriate prices per unit (or one
per cent of a ton) of N, PO, or K,O. ... No residual value should be allowed
for inorganic nitrogen or for nitrogen in dried blood. For organic nitrogen and
potash, allowances should be made after one or two growing seasons only, and
for phosphoric acid after one, two or three growing seasons, suitable adjust-
ments being made for the relative values of the different forms of phosphoric
acid in fertilisers. The allowance after two growing seasons should be one-half
and after three growing seasons one-quarter of those after one growing season.
It is recommended that the allowances should be the same on grassland,
including all permanent and temporary pasture, as on arable land, and that
no differentiation be made according to the number and kinds of crops
grown.’

In the section dealing with residual values of feeding-stuffs the
conference stated: ‘

‘“The Voelcker and Hall Tables were calculated by first estimating the
amounts of nitrogen, phosphoric acid and potash from feedingstuffs con-
sumed by fattening bullocks likely to reach the manure heap or the land under
good conditions and then valuing these amounts at unit prices somewhat
loosely related to the current prices of fertilisers. It was suggested that
appropriate reductions should be made for various farming conditions likely
to lead to greater loss of plant foods. There were considerable variations in
the unit prices ascribed to the plant foods in the several revisions of Voelcker
and Hall’s Tables made at different times by various authorities. There was
also little consistency among valuers in the methods for making the reductions.

“T'hese residual unit prices must be related to the current rounded unit
prices for fertilisers and should be chosen to represent the estimated values
of the manurial residues under average conditions of farm management,

‘The conditions may be regarded as average where the foodstuffs are fed
to dairy cattle in cow-houses or to other stock in open yards, provided that in
either case the urine is conserved, the dung well made and both urine and
dung are used effectively. This requires also that there should be sufficient
land to allow adequate returns in extra crops from the dung made.

‘It must be remembered that by far the greater part of the plant foods in
feedingstuffs passes into the urine and that the manurial value therefore
depends very closely on the way the urine 1s conserved and used. Large
amounts of plant foods, especially nitrogen and potash, may be irretrievably
lost to the farm in the drainage from cowhouses. In addition appreciable
amounts of plant food are removed in the milk sold off the farm.’



6o FARM ACCOUNTS

The report from which these extracts have been made is con-
cerned with the calculation of compensation values at the time of a
change of farm tenancy, and sets forth examples of methods and
prices which shall be regarded as guides to valuers in such circum-
stances. It admits that a considerable amount of latitude and
discretion must be given to valuers in making their decisions.

Where there 1s no change of tenancy and the farmer is main-
taining cost accounts over a period of vears, he may either ignore
all these problems of manurial residues and labour restdues carried
from crop to crop or he may decide to follow the principles laid
down in the above report, and make the best assessments possible,
knowing that he is grappling with an elusive problem but that he
1s, at any rate, not avoiding it completely.

Final Cost Accounts for Crops

With the allocations and analyses that have been discussed in
the previous pages one is now able to construct the final cost
account of any crop. The following is an outline of the cost
account of an oat crop.

This pro forma crop cost is compiled on the basis of ‘factor costs’
and is the usual type of final cost record. Thus it brings together
in one sum all the manual labour performed on this crop on one
particular field, then all the tractor work, and then all the horse
labour, together with a total figure for the share of wear and tear
and depreciation of implements.

It is possible, however, and may in some circumstances be desir-
able to subdivide the costs into ‘process costs’ so that instead of
having the totals of man, horse, or tractor labour, the various pro-
cesses that have occurred on this field during the year may be
shown.! Thus the cost of ploughing the field could be easily
extracted from the diary and either the horse labour or tractor
records. Similarly, the cost of harrowing, discing, cutting, stook-
ing, and carting to rick could all be shown as separate process costs.
These alternative arrangements of the final crop cost record are a
matter for the farmer himself to decide.

Although the cost only need be considered, it is useful to give
particulars of the production on the right-hand half of the cost
sheet, as in the example. This method enables one to insert the
quantities of grain and straw fed to the various classes of livestock
and so enable a check to be made with the similar quantitics shown
on the livestock cost sheets. The picture is then completed if the

! As an illustration see Cereals Record form in Appendix.
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quantities left on hand at the end of the year, and those sold during
the year, are also included, since the grand total should then agree
with the total production of the crop. The value of quantities sold
must, of course, be entered at their actual selling price. Quantities
fed are fed at the cost of production, which is found by dividing the
total cost of the crop by the total weight produced, so arriving at an

average cost per cwt. Quantities on hand should also be valued
at cost.

Oats
Acreage ..o Field oo
Total Yield oo Gragm oo CWEL
Yield per Acre{
Straw .o CWLL
Average Cost per Acre oo Grain
s ? Awverage Cost per cwt. of {
Straw i
CosTs PrODUCTION
) L s 4 Quantity | £ 5. d.
Rent, see allocation p. 54 Grain—
Seed, see allocation p. 44 —Sold?
Fertilizers, see allocation p. 45 —on hand at
Farmyard Manure, see alloca- end of year!
tion p. 47
labour, including Casual,? —TFed to stock
Contract,* see allocation p. 49 as follows?
Tractor work, see allocation p. Horses
51 Cows
Horse Labour, see allocation Cattle, &c.
P- 53 —used for seed
Implements, see allocation p.
56
Overheads, see allocation p. 57 Total Grain
Straw—
Plus Costs brought forward —Sold*
from previous crop?* —onhandatend
of year?
Less Costs carried forward to —fed to ftOCk as
succeeding crop? follows
: - Horses
Cows
Cattle, &c.
Torar Costs Total Straw

I See farm account books—Sales and Valuations.
2 See Intermediate Field Records.
3 See corresponding Livestock Records.
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In the above discussion it has been assumed that the whole of
the costs are charged against the graimn, so that the straw has been
produced entirely free of cost. This, obviously, is not true and
some part of the total cost should be borne by the straw, thus lower-
ing the cost per cwt. of grain. If, on the contrary, it is decided to
charge no cost to the straw, then when giving livestock straw either
for feeding or as litter, such straw must be supplied free, thereby
reducing the costs in the livestock accounts and to that extent, the
cost of the farm-yard manure, which, in turn, lowers the cost of
manuring the following year’s crops.

From a strict cost-accounting point of view one has no option
but to divide the total costs between the grain and the straw, and
this is usually done by the arbitrary method of dividing the costs
in proportion to their respective feeding values as given by, for
instance, the journal of the Ministry of Agriculture. If the straw
is used only for litter some customary value may be used. On the
other hand, the beginner in farm cost-accounting may consider this
to be a refinement with which he will not at present concern him-
self. He may decide that since he grew corn solely for the value of
the grain, no costs need be charged to the straw, and provided he
makes this clear, no harm is done.

Catch crops and undersown crops give rise to similar problems.
There is no hard-and-fast rule of allocating the costs, the use of
common sense 18 generally sufhicient.

The allocation of total costs between sugar-beet roots and tops
is another problem of the same nature. If it should be decided to
charge no costs to the tops, but all to the roots, then when the tops
are fed to stock they must be fed free, and not at so much per acre
or per ton.

One final point before leaving crop accounts. Where a crop is
entirely utilized on the farm and no part of it is sold, the question
of profit or loss does not arise. Where, however, part or all of the
crop is sold, a profit or loss will arise according to whether or not
the selling price was higher or lower per ton or cwt. than the cost
of production.

Final Cost Accounts for Livestock

The next task in farm costing is to ascertain the costs incurred
in connexion with the livestock. It was mentioned earlier that the
main livestock branches or departments can be subdivided if
desired. For instance, one can divide the dairy section into the
costs of cows, of heifers, and of calves, and similarly in regard to
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sheep, pigs, and even poultry. If the general principles are under-
stood, such refinements are easily adopted later. As a first step,
however, 1t will suffice to find the costs incurred for each of the-
main classes of livestock. In the case of all livestock the main items
of cost are those under the heads of feeding-stuffs, labour, veterinary
services, and overheads. The following outline account for the
dairy herd will serve as an illustration,

The first difficulty in costing the dairy herd, or any class of live-
stock, arises in connexion with the valuation of the stock. Where a
dairy herd 1s entirely bred on the farm, and no purchases are made,
the best plan from the point of view of cost-accounting is to main-
tain a steady level of values. It will be realized that to write down
values in an arbitrary manner causes a fictitious depreciation to be
shown, and this has to be included in the costs. On the other hand,
a writing up of values, merely because market prices have risen,
introduces an appreciation which has the effect of lowering the
costs. T'here is no guarantee that when particular animals are sold
they will fetch the price at which they are valued. It is best in cost-
accounting not to anticipate either profits or losses, but to wait
until an actual sale takes place when the realized profit or loss can
be shown in the accounts at the proper time. It is possible to use
this method of steady, or standard, values as they are sometimes
called, for various classes of livestock, according to age, and not
only for the dairy herd, but for other stock as well. A better method
still, but one that can only be used when the cost accounts are
sufficiently detailed, or refined, is to value the various classes of
stock at their cost of production figure. This method, however, is
rarely possible on the ordinary commercial farm because of the
elaboration of records that is required, and it becomes still further
complicated when stock of different ages are purchased from time
to time,

Where purchases are made, and the livestock is approximately
of the same value and quality as stock already on the farm, the
standard-value method may be employed. Where a farmer is
grading up his livestock, however, there is little alternative but
to let the higher purchase prices influence the valuations. One
way is to value the stock on hand at the end of the year at the
average of the opening valuations plus the purchase prices during
the year.

The sales and deaths of livestock are brought into the question of
depreciation (or appreciation) only when they relate to the breeding
herd or flock. Thus in a milking herd the sales or deaths of anything
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Dairy Herd
CosTs ProbucTION
Quantity | £ 5. d. ‘ Quantity

Opening Valuation' Closing Valuation’
Livestock Purchases’ Livestock Sales’
Labour—see p. 49. Other Sales'

Including Casual® Cheese

and Contract? Milk:

, 1. Wholesale

Tractor Work 2. Retail

See p. 51 3. Consumed in

Farmhouse?

Horse Labour 4. Perquisite to

See p. 53 Workers?®
5. Fed to Live-
Foods stock?®
Purchased
See p. 67 F.Y.M. to Crops
Home-grown, see See crop accounts
various ¢rop ac- and F.Y.M. ac-
counts count

Grazing, see graz-
ing account

Veterinary Bill

See p. 70
Implement Cost
See p. 56
Querkieads
See p. 57
ToTtaL TotaL
Total Yield of Milk .ccoomiecnrcrerenenn.. Gallons
Average Yield per Cow .owerrverrrcnvrnnnn. Gallons
Cost per gallon ...
Cost per Cow per annum ... : I
T See farm account books,  ? See Intermediate Cost Records.

? These quantities are available monthly on the M.M.B. return.
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apart from the cows and heifers would not affect this depreciation
figure. The bull is the only exception, for the difference between
its opening and closing valuation would enter as a depreciation cost,
and so would the difference between the actual sale price of the old
bull and the purchase price of a new bull,

Sales of other stock, as for example, calves, are regarded not as
affecting the depreciation or appreciation of the dairy herd, but
merely as a necessary by-product in the production of milk. Such
sales are therefore shown as a deduction, or credit, from total
costs. The value of the farm-yard manure from the herd is treated
similarly.

Reverting now to the final cost form for the dairy herd, there is
nothing to be said on the items of cost such as labour, tractor work
and horse labour, implement cost, and overheads beyond what has
already been said in dealing with crop costs. The food bill, how-
ever, 1s an important cost special to livestock.

Feeding-stuffs

Feeding-stuffs may be produced on the farm or purchased.
In either case the quantities consumed by the dairy herd should be
able to be totalled from the intermediate cost sheet which, in turn,
has been compiled from the diary. Purchased foods are charged at
purchase price. Home-grown foods are charged at the cost of pro-
duction on the farm. The cost of grazing must also be included,
but this 1s discussed later.

There appears to be a certain amount of confusion among farmers
concerning home-grown foods. Some argue that these should be
fed to livestock, either at market price, or at their feeding value as
quoted in the agricultural press. In other words, if the market
price or feeding value of hay is £8 per ton it should be fed to live-
stock at that price regardless of the fact that the cost of production
on the farm may have amounted to only £4 per ton. They then
proceed to show a profit on the hay crop when in fact none of it has
been sold. It should be emphasized that the livestock are not being
costed to ascertain what the food bill would amount to if one
charged home-grown foods at market prices, but what it does in
fact amount to when the foods are charged at their actual cost of
production on the farm. In other words, all home-grown foods are
in the nature of intermediate products which are only used to pro-
duce the final sale product, such, for example, as milk in the case
of the dairy herd. One cannot logically show a profit on hay or

F
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fodder crops if no part of it has been sold. T'here is nothing, how-
ever, to prevent a note being made, either mental or otherwise, that
the cost of producing hay was in fact less or possibly more than
market price, After all, the whole object of cost-accounting is to
find out what is happening on the farm in its various branches, and
at the same time to find out where, under its present system of
management, one can produce sale products such as milk, beef,
wheat, sugar-beet, and potatoes at a cost which will leave a profit
when they are sold. If one or two of the departments show
a loss on sale, steps should be taken to remedy the position in
future.

The correct method of charging the cost of production of hay
to any particular class of livestock, as for instance the milking cows,
is to know from what fields the cows’ hay was obtained and, having
kept the hay costs field by field, to charge the actual cost of such
hay to them according to the tonnage concerned. If separate field
records have not been kept and the costs on all the different hay
fields have been aggregated, then it is only possible to calculate the
average cost of hay over the farm as a whole and this average cost
must be charged to the cows although it may be higher or lower
than the specific hay cost.

One method of allocating purchased feeding-stuffs to livestock is
to take each food in turn, find out how much was on hand at the
beginning of the year, how much was purchased during the year
and, from the Diary and Intermediate Cost Record, how much went
to each class of livestock, paying due regard to whatever quantity
remains in stock at the end of the year. The quantities so fed must
be priced out to each class of stock so that both quantities and
money balance with the farm account books. On some farms,
where a definite food is purchased for a certain type of stock only,
it can be said at once that the whole of this particular food is charge-
able to that particular stock. Where, however, a feeding-stuff is
purchased for various classes of stock, an allocation has to be
made.

Since it is desirable to satisfy oneself that the total of the alloca-
tions match the total of purchases, including stocks on hand, as
shown in the farm account books, 1t is advisable to make a final
check on the following lines.
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Purchased Feeding-stuffs

Quantity| £ s. d. Quantity| £ s. d.
Stocks on hand' at Stocks on hand! at
beginning of year end of vear (give
{give details) details)

Allocation to Live-
stock? during year:

Purchases! during Horses
vear (give details) Cows
Cattle
Sheep
Pigs
Poultry
ToTaL ToTtaL

1 See farm account books.
2 See respective Livestock Intermediate Cost Records,

Cost of Grazing

Allocations of home-grown foods are obtained from the field
records and are usually simple except in the case of grazing. The
difficulty here is not in the ascertainment of the cost of grazing a
field but in the allocation of the cost. During the year several types
of livestock move over the same fields, so that some plan must be
evolved to spread the grazing costs over these different classes of
livestock. The method is to work in terms of livestock units, and
these are usually calculated in the following manner. One grazing
unit 1s regarded as being the equivalent of one cow, horse, or head
of dairy cattle; six sheep or lambs; six pigs (strong stores or older);
and 100 head of poultry. These factors are, of course, arbitrary and
do not pretend to be based on accurate data but have been built up
from general impressions. Obviously, this 1s again a question for
research, but even when a solution is found it will probably be of
very limited application. If a farmer feels that the above units need
modification to suit his own farm there is nothing to prevent him
making the necessary adjustments. On some farms it is possible to
say with a'fair degree of precision how many acres of grazing can
be charged direct to the cows, sheep, and even to poultry, so that
the problem of working out livestock units is entirely avoided.
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Where, however, livestock units are emploved, the number of units
must be multiplied in each case by the number of days a particular
class of stock was grazing. Thus 20 cows grazing for 180 days will
give a total of 3,600 grazing units. On the other hand, 6o sheep
grazing for the same length of time will give 60/6 = 10 livestock
units, which multiplied by 180 days gives 1,800 grazing units. The
numbers of livestock and the length of time thev have been grazing
is easily obtained from the field records, if they have been kept
properly.

Where a field has been grazed, and not cut for hay, all the costs
can be charged to the livestock in the manner just described, but
one knows that some fields are either laid up entirely for the hay
crop, so that no grazing occurs except on the aftermath, or are
lightly grazed in the spring and then shut up for hay. This is more
true of rotation grass than permanent grass. If a hay crop is taken,
one has to consider not merely the cost of growing hay but the value
of the aftermath which is grazed by livestock in the autumn. In
this case one proceeds to ascertain the total costs which have been
incurred during the year on this hay field, noting in the diary the
work done solely in connexion with haymaking. The special hay-
making costs are naturally a direct charge to the weight of hay
lifted. The remaining items of cost such as rent and general cultiva-
tions are usually divided as to two-thirds to the hay and one-third
to the aftermath. One should be able to say from the intermediate
field records what stock grazed the aftermath and can therefore
charge its value to that stock. If several classes of livestock have
been over the aftermath, the value can be carried to the grazing
account and allocated among all the livestock units. An acre of
aftermath is usually regarded as being equivalent to one-third of
an acre of full grazing, but here again a farmer can use his own
judgement. e

Where a field has been lightly grazed before the hay crop is taken,
some calculation must be made of the value of this grazing; the hay
and the aftermath will, of course, be dealt with as discussed above.,
Once more the best estimate possible has to be made, and one
method 1s to compare this early grazing with the full grazing or
with the aftermath grazing. One is still faced with the problem that
the value of grazing in certain months on any field varies from that
of other months. This, however, is a refinement which is usually
ignored in cost-accounting, In the first place, little is known of the
feeding value of grass at different stages of growth. Secondly, grass
has what may be termed a time value as well as a feeding value. For
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instance, a bite of grass in a dry August or September, although not
possessing the same feeding value as in the spring, may be worth
far more from the point of view of milk production. One can, how-
ever, bear these points in mind since they will help to interpret the
costs when they have been calculated.

Having ascertained the total cost of the grass field, all one has to
do is to divide that cost by the total number of livestock units already
referred to. Since it is known how many livestock units belong to
the cows and how many to the sheep, &c., one can, by a simple
multiplication, ascertain what the cost of grazing amounts to for
each class of livestock. This task can further be simplified, if
desired, by putting all the permanent grass fields together, adding
up all their costs and dividing by the total number of livestock units.
This method of grouping fields together should not, however, be
followed for any other crops except permanent grass.

If some permanent grass fields are cut for hay and the after-
math grazed, one can proceed along similar lines, except that
care must be taken to divide the costs between the hay and the
aftermath.

In the case of rotation grass the problem is similar although
somewhat more complicated, but as long as a diary has been care-
fully kept during the year, and as long as common sense is used,
there is nothing to fear. It is safer here to cost each field separately.
A rotation grass or ley field, as the name implies, will remain under
grass for a certain number of years and will then be ploughed up to
recetve an entirely different crop. Obvicusly, if the field 1s intended
to be a one-year ley all the costs will be chargeable to that year,
although it may be advisable to bring forward certain unexhausted
costs from the previous year and to carry forward some to the suc-
ceeding crop. 'Thus, if the one-year ley is grazed, the procedure is
to divide the total costs by the number of livestock units. If the
ley 1s intended to last for more than one year, say for example three
years, one proceeds by calculating the total costs of seeds, cultiva-
tions, and fertilizers incurred in laying down this ley and then to
divide this total cost by three. The rent of the field is, of course,
charged in full each year. Any additional cultivations in the second
or third year would be added to the costs carried forward from the
first year, It will be clear that to charge livestock, which are grazing
the first year of the three-year ley, with the total cost of laying down
the field would unduly burden the livestock and would, in fact,
mean that any grazing or hay obtained from the second and third
years would have cost practically nothing at all.
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Vetertnary Buill
The only remaining item of hvestock cost is the veterinary bill.

Veterinary Bill

Cost during vear! £ 5. d. | Allocated to Live- £ os
stock Accounts

as follows:

Horses

Cows

Cattle

Sheep

Pigs

Poultry

£ £

I See farm account books.

This has already been referred to in the introduction. Not much
difficulty 1s involved in allocating it to the various livestock accounts,
but it 1s as well to make the simple check with the farm account
books indicated above. Under this head would also come the
expenditure on medicines, drenches, and such-like items.

Final Calculations
Dairy Herd

On the sales side of the dairy herd account there are four items
to be mentioned. Under ‘Other Sales’ will appear the sales of milk,
both wholesale and retail. Next must appear the quantity of milk
consumed in the farm-house. This is not a cash sale, but it may be
considered to be sold at cost of production or at the usual wholesale
price. Milk fed to livestock should be priced at the cost of produc-
tion. Finally milk given free to workers must be shown, and this
can be treated as though sold, and the customary price shown.
Milk actually sold to workers will appear among the ‘Other Sales’
and form part of the total retail sales.

The object of keeping a dairy herd is the production of milk.
From what has just been said it is clear that the total production of
milk i1s now shown on the sales side of the accounts. This produc-
tion figure is greater than the sales figure by the gallonage utilized
on the farm. In order to find the cost of production of the milk it
is assumed that the cost is made up as follows. The costs as shown
on the left side of the form are added, together with the herd
depreciation figure as already explained. The sales of calves and
other very young stock are deducted from this total, as, in the same
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way, is the value of the farm-yard manure produced. Any small
sundry sales should also be deducted.

Sales of milk whether real or not are, of course, not deducted
since it is the cost of the milk that is being calculated.

The net result is a sum of money which represents the cost of
producing so many gallons of milk during the year, and obviously
the cost of one gallon is merely the result of a simple division.

Cattle

Where a herd is kept mainly to produce stock for sale, so that
little milk is sold, the position is similar to that of a herd of cattle
kept for beef production. In both cases one is now concerned with
the cost of producing so many animals for sale per year. The items
of cost are similar to those for the milking herd, with the exception
that a more careful analysis must be made of the valuations, pur-
chases, and sales of stock. If, for example, a farmer is keeping a
beef herd, and out of this sells, say, twenty fat beasts a year, the
cost of production of one fat animal will be one-twentieth of all the
costs involved in keeping the whole herd. In such cases one adds
to the usual costs, labour and feeding-stuffs, the difference between
the opening and closing valuation, plus the purchase of livestock
during the year. The value of the animals sold cannot, of course,
be included in this calculation, since it is the cost of these animals
that one is endeavouring to obtain. In the milking herd the sales
of livestock were included because one was not then calculating the
cost of producing an animal but the cost of producing milk.

Sheep

A flock of breeding ewes kept for the production of fat lambs
would be dealt with similarly to the above cattle herd, although in
this case two answers may be required. On the one hand, one may
wish to obtain the cost of keeping a breeding ewe, or, on the other
_hand, the cost of producing a fat lamb. In either case the total
cost of labour, feeding, &c., will be the same, but in the former case
all the costs must be placed against the ewes and in the latter case
against the number of fat lambs sold. Whichever alternative is
chosen, one must be careful in dealing with the valuations, pur-
chases, and sales of the livestock. In English farming wool produc-
tion is usually regarded as of secondary importance, so that, in
general, sales of wool can be regarded as offsetting some of the
costs of producing the livestock.
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Pips

The pig section can be dealt with similarly to the sheep. One
can either calculate the cost of keeping a breeding sow or the cost
of producing a baconer or pork pig. If pigs are kept ‘on range’ so
that movable pig pens are used, one must include in the cost the
depreciation and repairs on these pens during the year.

Poultry

If poultry, too, are kept in movable arks, the depreciation and
repairs to the arks must also be included in their costs. If egg
production is the main object of the poultry department all the
costs can be regarded as being incurred for egg production in spite
of the fact that a certain number of birds may be sold during the
year. Thus 1t is a stmple matter to find the cost of production of a
dozen eggs. Another useful fact to calculate is the cost of main-
taining a laying hen.

General

Some farmers engaged in the production of fat beef do not breed
their own animals but purchase stores and fatten them for sale.
Likewise some farmers do not keep a breeding herd of pigs nor a
breeding flock of sheep. In such cases there may or may not be
opening or closing valuations. Where there are valuations one pro-
ceeds as alreadv indicated, and where there are no valuations the
purchases of stores are merely added to the other costs involved
during the year, thus arriving at the total cost of producing so
many fat animals,

Reconciliation with the Farm Account Book

With the completion of the accounts for the livestock the work
of cost accounting is finished for the year.

Upon reflection it will be clear that the costs allocated to the
various fields and classes of livestock should, when added together,
equal the total costs or expenses incurred during the year for the
farm as a whole, with certain reservations. For instance, the costs
of labour on the fields and stock will add up to the total wages bill
for the year except that the farmer’s own time will not appear there,
neither will the value of free cottages and free milk allowed to
the workers. 'This, however, is a simple adjustment and one can
easily satisfy oneself that the total labour bill has, in fact, been
allocated to the various departments of the farm. Similarly all
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other costs should agree in total with those shown in the farm
account books. In the case of valuations, adjustments will have to
be made where crops or stock remaining on hand are valued on a
different basis in the cost accounts compared with that employed
in the financial accounts.

If, for example, hay on hand is valued in the financial accounts
at market prices, and in the cost accounts at cost of production,
then it is extremely unlikely that the two sets of figures will balance,
but this does not matter as long as one knows the reason for the
difference. The customary valuation of tillages and unexhausted
manurial residues often differs considerably from the valuation
at cost.

Since too, for the sake of completeness, the sales of the various
crops and stock have been included in the cost accounts, these
should also be checked with the sales shown in the farm account
books.

The final task, although it is, strictlv speaking, no part of cost
accounting, is to draw up a profit and loss account. The farm
accounts will show a profit or loss for the farm as a whole. The
various crop and stock cost-accounts will show a profit or loss in
all those cases where actual sales have occurred. The sum total of
these departmental profits or losses should agree with the total
profit or loss after making the reservations referred to above.

This chapter has been written with the object of assisting those
farmers who wish to embark upon a simple system of cost account-
ing. The principles enunciated are those that have been accepted
for many years in certain universities and colleges. There are, how-
ever, minor differences in method, consequently no attempt has
been made to dogmatize, and a farmer can make his own variations
in the scheme as he considers necessary.



CHAPTER 111

THE AGRICULTURAL ECONOMIST
AND THE FARMER

HE first chapter has been concerned with methods of keeping

accounts, often known as financial accounts, and the second
chapter with the method of extending and analysing these into cost
accounts. It has already been shown, and needs no further elabora-
tion, that financial accounts have to be kept for certain statutory
purposes, chiefly, of course, for the assessment of Income Tax.
The present chapter, however, is a discussion of the purposes to
which financial and cost account data can be put for economic
purposes. The first point to remember is that agriculture is an
industry, an economic organism, and is subject to the influences and
forces to which any important industry is subject in an advanced
state of civilization. Thus we find that the study of agricultural
economics has been developed only in the more advanced countries
of the world and 1s almost unknown in those countries where agri-
culture is still in a primitive state.

For several centuries farming in this country has been on a com-
mercial basis; the days of subsistence farming were disappearing in
the Middle Ages. It would, however, take too long to enter upon
the history of the development of agriculture in England. This has
already been done in many text-books, and, in fact, the early
economic history of this country is in many ways merely the story
of the growth and development of English farming. It may be well,
however, to remind ourselves that the farm as we know 1t to-day,
that is as a more or less compact area of land, dates in this country
only from the fifteenth century. Before then, most of the available
farm-land was held directly from the king, chiefly by nobles, who,
in return for their large estates, held themselves bound to furnish
the king with men and arms in the event of war. This system of
land holding 1s comprised in the term feudal or manorial system.
In fact the word ‘farm’ itself is derived from the alternatives ‘feu’,
‘fee’, ‘fief’, and ‘ferm’, all of which simply indicate that the ecarly
method of holding land was through an obligation on the part of the
holder to some other holder higher up in the social scale eventually
terminating in the king. These estates were generally called manors,
but side by side with these manors were a relatively few areas of
land held by still surviving free village communities. In passing it
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may be mentioned that this system of holding land was not confined
to England but had been in existence for a long period on the
Continent. For hundreds, if not thousands, of years subsistence
and not commercial farming was the normal system. Trade in
agricultural products was unknown except for a minute quantity of
spices and indirect produce such as silk. As long as people could
feed and indeed clothe themselves, although in a very poor way,
they were content. Problems of estate or farm management were
naturally ever-present although they did not assume the complexi-
ties which are found in modern agriculture. 1n this sense there were,
therefore, certain economic problems to be considered, although
probably no one concerned with agriculture realized that he was
an economist, and we do notin fact generally use the term ‘economics’
unless the monetary factor enters largely into our calculations.

There were considerable differences between the size and type of
manors in this country in those early days, but for the sake of
simplicity it is generally assumed that a typical manor farmed its
arable land under the three-field system, allotting scattered strips
annually to those villagers who, according to their obligations and
soclal status, were entitled to hold such strips. Under this system
crop yields were poor, weeds were rife, and famine was not unknown.
No villager could be expected to take much interest in his strips of
land, scattered and intermingled with those of his neighbours, when
he would in all probability receive completely different strips in the
following year. His chief, if not sole, object was to harvest suf-
ficient to feed himself and his family according to the local standard
then prevailing.

This deadening of initiative and enterprise was extended to the
management of livestock, for although each villager possessed a
certain number of cattle, sheep, and pigs, they ran with the others
of the village or manor, and disease was very prevalent. Moreover,
until the introduction of roots in the eighteenth century, few live-
stock could be carried through the winter, and it was usual each
autumn to slaughter a large proportion of the herds. This depress-
ing and unimaginative, albeit customary, farming routine had lasted
for centuries and would have continued for many more centuries
but for two major economic factors. The first of these was the
Black Death of 1348-9, which was more or less a culmination of a
series of such plagues, and by reducing the population by one-half
had the effect of emphasizing the importance of the manual workers
of those days, or, more correctly, the serfs and villeins.

The second factor was the beginning of that secular development
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generally known as the growth of towns, which, taken the world
over, has not yet finished. Recourse must be had to history books
to tell the full story of this movement and the expansion and intensi-
fication of agriculture that was a necessary concomitant of it. All
that can be attempted here is a very brief outline of the intcraction
between agriculture seeking markets for a gradually expanding
production, surplus to the subsistence of the growers, and, on the
other hand, the gradually expanding demand for food supplies in
order to carry larger urban populations to engage in industry, trade,
and commerce.

Thus we can say that the beginning of agricultural economics
occurred with the dawn of trading between local villages or towns
and the surrounding country-side. This trading slowly increased
in tempo with the progress of trade and commerce betwcen neigh-
bouring countries, such as between England and Flanders, and later
with the growth of international trade between countries farther
apart such as England and India, America and Australia.

During the whole period, one which has by no means ended,
there were three other developments of the greatest significance.
The first was the replacement of a barter economy by a money
economy, a term which embraces also the development and growth
of banking and foreign exchanges. The second was the growth and
improvement of roads, canals, railways, shipping, and other means
of transport and communication. And the third was the growth
and strengthening of local and central government.

The present pattern of farming in this country is therefore the
outcome of innumerable factors, some operating in one direction
and some in others. The two great landmarks in this long period
of evolution are the two enclosure movements. The first was for
the purpose of sheep farming, and took place in the fifteenth and
sixteenth centuries, when England greatly expanded its sheep flock
in order to supply the Continent with large quantities of raw wool
for manufacture into cloth, and concurrently began to develop her
own cloth-making industry. The Wool Sack in the House of Lords
at the present day is a constant reminder of England’s greatness in
those early days of international trade.

Lords of the manor saw the possibilities of enlarging their stan-
dard of living by converting their lands from the agelong subsistence
farming to wool production for export, and by purchasing hitherto
unknown products or products of a higher type of manufacture,
such as silk and woollen cloths. Town merchants who were actively
engaged in this commerce also saw the potentialities in this type of
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farming, and bought manorial and other estates from the less
enterprising landowners.

In this movement large areas were enclosed from the open fields
of the manorial system and converted into sheep ranches in the sole
occupation of large landholders. History tells of the widespread
suffering caused to the ordinary people in agriculture who were by
various means dispossessed of their holdings, and forced to wander
through the country-side as half-starved beggars. A perusal of the
contemporary Acts of Parliament shows clearly that the authorities
were puzzled with the position thus created, and the legislation
framed to cope with this large-scale unemployment can only be
regarded as severely repressive. The second enclosure movement
was the opposite to the first in that, far from depopulating the
country-side, it called for more and more workers to plough up
the grassland, and greatly extended the area of arable land for the
production of wheat and meat for the manufacturing towns then
developing rapidly. It is during this second period of enclosures
that we find those great pioneers of agricultural science and farm
management, whe, through their enlightened interest in the appli-
cation of scientific methods to both crops and livestock, did much
to enable farmers to supply the ever increasing demand for food,
and at the same time placed English agriculture on a plane higher
than ever before.

By this time England had become firmly placed on the road
towards an urban, as distinct from a rural, economy. The total
population which at the time of the Domesday Survey was a little
over 2 millions, and was comprised almost entirely of people either
on the land or in small neighbouring towns and villages closely
connected with their rural surroundings, had risen to something
around 7 millions, but the proportion of rural to urban population
had undergone a considerable change and was becoming weighted
in favour of the town-dwellers, At the time of the first official
population census of 1801 the total population of England and
Wales was about ¢ millions, of whom 1% million were engaged in
agriculture.

When we look back we find that of these many centuries all
except one saw a good deal of protective legislation for industry
including agriculture. Possibly to-day a large amount of this would
fall under the head of planning. Unrestricted free trade in agricul-
tural products was unknown until the middle of the last century,
and ceased again a little over a decade ago. Itis not often realized,
for instance, that the Corn Laws repealed in 1846 were typical of
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the regulations affecting agriculture since the Middle Ages. Indeed,
this country encouraged corn-growing to such an extent that it was
once known as “The Granary of Europe’.

From the sixteenth century, industry, commerce, and agriculture
entered upon an era of rapid expansion which extended to the
beginning of the twentieth century. Owing to the exploitation of
the uses of coal and iron, England became more and more an
exporting country for manufactured products, both engineering and
textile. The foundation of the Bank of England in 1694 led to the
growth of a national and, later, an international banking and
financial system. The net result was that this country obtained a
favourable trade balance which rapidly increased during the nine-
teenth and early twentieth centuries, and the policy of long-term
foreign investment greatly assisted in maintaining this advantage
over countries near and far, which, for various political and economic
reasons, were unable to keep pace with England.

As far as agriculture itself was concerned it was, until the latter
part of the nineteenth century, a sheltered industry, not only because
of the production afforded by the Corn Laws, but because the
nearby European countries had little or no surplus agricultural
produce to send us, and more especially because the transport of
such produce from distant countries like America, New Zealand,
and Australia was impossible, partly because these countries were
themselves only just developing, and partly because the method of
transporting agricultural produce over such long distances was un-
known. But to-day English agriculture is an unsheltered industry,
except for the moderate amount of protection afforded it since the
1930’s, when the short period of free trade in food supplies was
abandoned, and except for special legislation in war. It will prob-
ably never be possible, however, nor desirable, to give English
agriculture the protection which it had throughout the centuries,
when England was not only able to feed herself but able to export
even wheat to other countries. Thissimply means thatif the English
farmer continues to produce commodities which can be produced
abroad under better natural and climatic conditions, he must be
prepared to overcome this natural handicap by a more efficient
system of production on his farm. If, on the other hand, he con-
centrates upon production of commodities of a quickly perishable
nature of high quality, and especiall} those in which he has natural
and climatic advantages, he will not then be faced with direct com-
petition from his fellow farmers in other parts of the world, but he
will need to have regard to the competition of his fellow farmers
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inside his own country. He will also have to become more and
more efficient from the very fact that the position of the exporting
industries of this country in world markets depends upon the unit
cost of production in our factories compared with that obtaining in
the factories of other countries. Clearly, our manufacturers will also
have to become more and more efficient and make large use of the
latest mechanical and scientific equipment.

Wages form an important item of cost in almost all industries,
but the level of wages is also affected by the cost of food consumed
by the worker. 'This is especially clear when it is remembered that
in many industries to-day wages are calculated in part according to
the cost-of-living index, and while it is true that this index is com-
prised of other items besides that of food, they are all being derived
from costs in some other industries, which also indirectly link to
the cost of food. It may be argued that the cost of food can and
should be kept down, or prevented from rising, by a continuation
of subsidies. This is a matter of social and economic policy decided
by the Government of the day. These subsidies may be paid either
by direct payment to producers, as in the case of acreage payments
on potatoes, or by giving the producer a selling price higher than
that paid by the final consumer, as in the case of eggs, or by rebates
off certain items of cost, as in the case of drainage grants. However
they are paid they have to be budgeted for in our taxation system
so that their cost 1s rightly to be regarded as a social cost in the
policy of keeping the cost of food to the final consumer at a lower
level than would otherwise be the case.!

At the present day the subsidies on food total something approach-
ing £400 millions per annum, and, on account of their magnitude,
they are not likely to become a permanent feature of our national
economy. This does not mean that no regard will be had to the
problem of what are generally, but somewhat loosely, termed
adequate prices for agricultural products. We are now moving
rapidly towards the medieval idea of just or fair prices and shall
probably no longer tolerate what, for lack of a better term, may be
called world chaos in agricultural production and prices. Whether
it be called planning or regulation, there will in future be some
definite control over marketing and prices. There will, of course, be
changes in prices from time to time, but these will be foreseeable for
a sufficiently long period ahead so that farmers will be able to
modify their cropping accordingly. In February 1944 there was

! This argument applies equally to any similar arrangement in non-agricultural
goods and services.
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held at the Ministry of Agriculture the first of what will probably
be a long series of conferences to fix prices of agricultural produce
with some regard to cost of production on farms in this country.
Prices thus fixed are guaranteed to the farmers for twelve or eigh-
teen months ahead, with the possibility of modification if unavoid-
able circumstances, such as a general crop failure, or partial failure,
should materialize.

Economic progress consists, in essence, of a rise in real wages.
That is to say, with a long-period stable monetary unit, cost of
living must fall in terms of money. This is brought about by a
smaller unit of time and of physu:al energy which is employed to
produce a unit of product. This is the general tendency in all the
highly industralized countries of the world, but it is often hidden,
or becomes at least partly obscured, by the fact that the monetary
unit is not stable over a long period, at any rate since 1914.

Briefly, however, it means that mankind is constantly striving
to lower its real cost of living, that is, in terms of physical labour,
and the term ‘cost of living’ naturally includes not merely the
cost of food but the cost of all other goods and services which are
regarded as more or less essential to a civilized and comfortable
life.

As far as agriculture is concerned, this does not mean that the
non-farming community shall be permitted to raise its standard of
living at the expense of the agricultural community. For clearly it
is possible to do both, that is to say, to reduce steadily the cost of
production per unit of agricultural produce and yet at the same
time to maintain, or even raise, the income or standard of living
of the farmer and the agricultural worker. This is possible, firstly
by the continuous application of science to agricultural processes,
secondly by the spread of mechanization, and thirdly by the attrac-
tion to agriculture, through an enlightened wages policy, of workers
who, appreciating their increased social status, will, through the
exercise of energy and initiative, and with the aid of power-equip-
ment, produce a greater output per man.

Although one of the most recent and important problems in
agriculture concerns the level of wages, it is also one of the oldest.
An Act was passed in 1338, in Richard II's reign, which to-day
would be called an Essential Work Order. It attempted to prevent
agricultural workers from leaving the land, or indeed from seeking
employment on a neighbouring farm without a licence. It also
attempted to check an inflationary movement in wages by laying
down for the first time in our history the maximum rates of wages
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payable to various classes of workers. Possibly it will not be irrele-
vant to quote this Act at some length.

‘... that no servant or labourer, be it man or woman, depart at the end of his
term out of the hundred, rape or wapentake where he is dwelling, to serve or
dwell elsewhere . . . unless he carry a letter patent . . . under the King’s seal.

‘And furthermore, because servants and labourers will not and for a long
time have not been willing to serve and labour without outrageous and exces-
sive hire and much greater than has been given to such servants and labourers
in any time past, so that for dearth of the said labourers and servants, hus-
bandmen and tenants of land cannot pay their rents or hardly live on their
lands to the exceeding great damage and loss as well of the lords as of the
whole commons; and also because the wages of the said labourers and ser-
vants have not been put in certainty before these times; it is agreed and
assented that the bailiff for husbandry take 13/4 a year and his clothing and
once a year at most; the master hind 10/-; the carter 10/-; the oxherd 6/8d;
the swineherd 6/-; the woman labourer 6/-; the dairymaid 6/-; the plough-
man 7/~ at most, and every other labourer and servant according to lus degree,
and less in the country where less is wont to be given. . . .

‘Further it is ordained and assented that he or she who is employed in
labouring at the plough and cart or other service of husbandry until they be
of the age of 12 years shall remain thenceforward at that labour without being
put to @ mistery or craft; and if any convenant or bond of apprentice be made
henceforth to that contrary it shall be holden for nought.’

It is interesting to note that sixty years later a further Act was
passed raising these rates by approximately 100 per cent. This
increase was not due to the shortage of labour nor to the demand
for agricultural produce, but chiefly because trade had so expanded,
and with it the greater use of money, that the general level of prices
and wages was rising all round. It is, of course, very necessary to
bear 1n mind the periodic changes in the value of money that have
occurred throughout history, and in quite recent times, as, for
example, during the first and second world wars. Some of these
changes have been due to expansion in trade and industry, others
to discoveries of new supplies of gold and silver, and in recent
years to the change from a metallic to a paper currency, and espe-
cially to the need for financing wars on an international scale. Even
a comparison of agricultural wages in 1914 with present-day wages
1s difficult because of this monetary factor. In 1914 the weekly wage
for an agricultural worker, including the value of payments in kind,
was not more than 18s. per week and the hours were often as many
as 70. 'T'o-day the wage rate is gos. and the hours 48 per week. The
effect of changes in price levels, due mainly or solely to the changes
in the value of money, upon all agricultural economic problems,

G
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including wages, is important and disturbing, but the subject is so
vast and complex that there is no space to discuss it here. Monetary
influences are of much greater importance in the long run than in
a short period, but they must always be borne in mind, otherwise
it is possible to draw erroneous conclusions.

With this proviso we can now turn to a constderation, although
extremely brief, of the present-day work in agricultural economics.
In the first place 1t should be remembered that this work is be-
coming of increasing importance in all the major countries of the
world. There are many aspects, the chief of which are the study of
markets and marketing processes, including methods of agricultural
co-operation. Problems in land economics and utilization, and of
taxation, form other aspects. In addition there is the growing
social and economic problem associated with agricultural labour
and wages. Above all, there is the general study of prices and price
variations.

Running through the whole is the question known as farm
managemerit, for clearly the production of agricultural commodities
necessarily affects and is affected by the above problems.

It is with this aspect that the present book 1s chiefly concerned;
the others, as will be readily appreciated, cover such wide and
varied fields of investigation and research that no more can be
usefully said here. Even the many problems arising from the study
of farm management cannot be adequately dealt with, but the basis
of this side of agricultural economics is concerned with data ascer-
tainable from farm accounts. The collection, tabulation, and inter-
pretation of such data enable the economist to advise farmers both
individually and in the mass upon farm management problems,
and also enable him to construct series of economic and financial
statistics of value to the government when questions of national
policy are under consideration. Individual farmers are assisted in
the appraising and solving of their problems directly by the
economist visiting their farms and discussing and analysing the
particular problem with them, and indirectly by means of published
reports and bulletins, by lectures to local groups of farmers, and by
talks and discussions through the medium of the radio.

Finally, farmers-to-be who are attending universities, agricul-
tural colleges, and farm institutes are given courses of lectures, not
merely in farm management, but in the wider aspects of agricul-
tural economics.

However, to revert to the uses of farm accounts. It i1s true to
say that, under the guidance of the economist, more and more
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farmers, from the smallest to the largest, are appreciating the value
of their accounts in their day-to-day problems of farm management.
For instance, the financial account, as compiled for tax purposes,
will, without further analysis, show many points of interest, such as
the total monetary output per acre, the wage bill per acre, the
feeding-stuffs bill in relation to the output of livestock and milk,
and the rate of turnover on the farm capital invested. In isolation
such figures possibly mean little to the individual farmer concerned,
but if he compares his figures with those of a group of farms, for
preference in his own area, he will quickly be in a position to judge
whether or not his standard of management is satisfactory.

If the farmer is sufficiently interested to embark upon a system
of cost accounting so that he knows the unit cost of production of
each one of his different crops and of each class of livestock, he
will stmilarly be able to compare his unit costs with those of other
farmers who are also keeping cost accounts. It is true that many
things affect the final unit cost. The cost of producing a gallon of
milk, for example, depends firstly upon the managerial ability of
the farmer, then on the quality of his cows, which in turn affects
the yield of milk per cow. Finally, the incidence of disease or
weather conditions will also affect the cost per gallon. The cost of
a unit of crop output depends upon similar factors.

Natural factors such as climatic conditions, soil fertility, topo-
graphy, and the absence or prevalence of pests and diseases, have
much greater influence in farm accounting than inindustrial account-
ing. For this reason comparison and interpretation of farm data
require great care. At first sight it would seem that, because of the
influence of these natural factors, any scheme of detailed economic
inquiry in agriculture is doomed to failure at the outset. These
difficulties, however, exist to be overcome, and it is known from
experience that it is possible to calculate and set up standards of
economic efficiency in farming which are accurate within fairly
narrow limits. The economist is being, and has been helped
indirectly over a long period of years by the work of agricultural
scientists, in the sense that some at least of the natural influences
are now under control. While the scientists cannot control the
weather, nor indeed soil fertility, they can and do advise the farmer
on the best varieties of seed to use in given climatic conditions, and
the best way, by correct manuring and cultivation, to raise the
fertility of large areas of land. The economist often knows more of
the latest developments of this scientific work than the individual
farmer because he is in closer contact with them. If, therefore,
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when analvsing the economic problems of a farm he finds a factor
which is inethicient, it is then often possible to improve this tactor by
calling the particular farmer’s attention to the latest scientific work
relating to his area. This connexion between science and economics
in farming has'been strengthened by the recent establishment of the
National Agricultural Advisory Service by the Ministry of Agn-
culture and by the proposals of the Loveday Committee on Higher
Agricultural Education.

It may be interesting to follow through the work of an agricultural
economist in connexion with a particular farm, bearing in mind that
the economist is trying to do two things: firstly, to help and advise
the farmer to obtain the maximum production from his farm with
a minimum of cost, and, secondly, to obtain from this and other
farms, economic data which, combined with similar data obtained
by other agricultural economists, may enable a true picture to be
drawn of the economic position of agriculture in the country as a
whole. The economist and the farmer may contact each other
either by the farmer wishing to ascertain whether any improvement
can be made upon his farm or because the farmer is interested in
general inquiries. In any case, however, the first thing required is
the production of the farm accounts and, on the basis of the figures
there shown, the necessary deductions can be made. Generally the
analysis proceeds along the lines of comparing the individual farm
figures with those of a local group of more or less similar farms. In
all this analysis and discussion between the farmer and the econo-
mist there must, of necessity, be a good deal of give and take, for
there are so many influences to be reckoned with that too close an
analysis, or too precise a remedy, cannot often bemade. The purpose
of the group figures is to provide a series of standards with which
the data from a particular farm may be compared. These groups
can also be compared with each other, so that, commencing with
a number of individual farms, it is possible to build up a fairly
reliable picture of farming conditions over large areas. Just as it can
be shown how one farm rises above or falls below the average of its
own group in certain factors, so it can be shown that a group of
farms drawn from a particular farming-type area rises or falls in
these factors above or below the average of all groups. If we know,
for instance, that a farm in south Somerset had a productionin 1947
of £16 per acre whereas the average for the south Somerset group
is £24, then there is obviously something wrong on the farm in
question. Even though a farm had a production of more than £24
per acre, such a farm may fall below the average in a certain factor,
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and by paying attention to this factor it may be possible to raise the
production still more.

It should perhaps be pointed out that the comparison of outputs
and inputs per acre of land is only one of the methods of analysing
a farm management problem. There is, to take another instance,
the test of return on capital, and this may be either an increasing or
a diminishing return, since capital itself is only one of the prime
factors in production. There are wide ranges of productivity
between farms even of a similar type and size, and there is nearly
always scope for improvement, To-day, with the increase in the
rates of agricultural wages, more and more attention has to be paid
to the cost of labour in relation to output. In industrial parlance
one speaks of output per man-hour, but in farming it is usual to
speak of production per £100 of wages which, of course, amounts
to the same thing. Thus once again, if it is given that, for a
group of farms in south Somerset, the average production for every
£, 100 of wages amounted to £330 in 1947 and this proportion is not
attained on a particular farm, then three things are possible: either
the production must be raised for the same expenditure on labour,
or the latter must be reduced for the same production, or, of course,
there may be the combination of both. On a group of large down-
land farms in Wiltshire one knows at once from the general type of
farming that the average production per acre on a group of these
farms will not be as high as on a group of smaller and more inten-
sively worked farms in south Somerset. The figure, for example,
is only f275 of output for every [froo spent in wages, and a
Wiltshire farm would, of course, be compared with its group and not
with the south Somerset group. But even without investigating the
question of labour it is possible, merely by knowing the profit per
acre on a particular farm, to say whether or not the farm is at least
up to average. In the south Somerset group, for instance, the
average profit was [5 per acre; on the large Wiltshire Down farms
it averaged 30s. per acre in 1947, but the relationship between total
expenditure and total income is approximately the same, the latter
representing roughly 11 times the former.

The farmer’s total profit may be regarded as synonymous with
his net farm income, and to that extent represents his standard of
living. This profit or income may be calculated as a margin between
money costs and money output per unit of physical produce, multi-
plied by the total number of units so produced. But the output of
nearly all farms consists of a combination or a mixture of physical
units, such as, hundredweights of grain, gallons of milk, dozens of
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eggs. Moreover, except on those extremely few farms where the
monetary cost of production is known separately for each of these
classes of products, so that the difference between unit cost and unit
output is known more or less accurately, it is impossible to compare
farms on the basis of unit sale price minus unit cost price, multiplied
by the total number of units produced.

Even the capitalization of a farm may be at fault. In the depres-
sion years especially, it was known that a large number of farms
were so much under-capitalized that they could not possibly be
worked at full efhciency. Again, the capitalization per acre varies
according to the size and type of farm, but if we see from the farm
accounts for any particular farm that the amount of invested
capital is less than its appropriate group average, we can say almost
at once that it is not likely to show a satisfactory position. On the
other hand, of course, it is sometimes possible to find a farm which
is highly capitalized and at first sight it may seem that such a farm
is handicapped on this account. Usually, however, a farm which is
over-capitalized in relation to its group average is found to be,
upon further analysis, one which is being managed by a very
enterprising farmer, who 1s producing crops, livestock, and live-
stock products in a combination and with a greater intensity than
is found on other farms in the neighbourhood. In such cases it is
sometimes possible to show other farmers what might be done
under similar circumstances. Thus, generally speaking, although
the economist firstly tries to raise the under-average farm to the
level of the average, he is constantly endeavouring to show farmers
how 1t may be possible to raise the average by copying, to some
extent, these pioneering and possibly unorthodox farmers.

It should perhaps be made clear that although, in the foregoing
discussion, the term ‘financial accounts’ has been used, the econo-
mist attaches almost as much importance to the physical as to the
purely financial data, for clearly any proposals for improving the
management of a farm must be considered largely in the light of such
physical data. It may be of no use, for instance, to recommend a
curtailment of the bill paid for feeding-stuffs if one finds that the
consequent greater dependence of the dairy herd upon farm-pro-
duced feeding-stuffs is not practicable, on account of the relative
shortage of crop acreages devoted to such purpose. Similarly it
may also be of no use recommending a greater output of sale crops,
such as wheat, sugar-beet, and potatoes, if all the suitable land
for these crops is already utilized for milk production. It is true
that some adjustment, great or small, may be possible between
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milk and sale crops. Indeed it has occurred to a considerable
extent during recent years, but clearly such recommendations can-
not be made on the basis of finance only and to the exclusion of
phystcal requirements.?

So far we have only been examining data which are obtainable
from the ordinary farm accounts more or less as submitted for
income-tax purposes, and have not required the farmer to furnish
any additional information. These financial accounts can, with the
aid of further records, be expanded into a complete system of cost
accounts, the general principles of which were shown in Chapter I1.

There is no need to repeat any portion of that chapter, but since
we have been discussing the value of farm accounts in connexion
with problems of farm management and the wider aspects of agricul-
tural economics generally, it will perhaps not be amiss to consider
the uses of cost-account data for such purposes.

The first point to bear in mind is that cost accounting in agricul- -
ture, unlike in other industries, has to deal with living factors,
namely, crops and livestock. The calculations are also subject con-
siderably to the influences of natural conditions. Whereas, for
example, it is possible in the factory to say that, within fine limits,
the cost of production of an article in one year will be practically
identical with the cost in the following year, or will follow a definite
trend, this cannot be said of any agricultural product for the
reasons just given. That is to say, if a farmer calculates the cost of
production of milk this year he will not be very surprised if his cost
next year is widely different, due to a variety of causes, some only
temporary. Thus farmers embarking upon a system of costing
must, 1f they wish to obtain reliable data, be prepared to continue
doing so for a long period of years, the shortest of which would be
one which covers the complete rotational cycle of the farm in
question. It must not be supposed, however, that on account of
these difhculties and reservations cost accounting in agriculture
must be abandoned—far from it. The first point is that the mere
fact of keeping cost accounts makes the farmer tighten up his
management and consider more carefully his problems of cost,
not merely for the farm as a whole but for each crop or class of
livestock. In fact, in the case of crops it causes him to investigate
the possible cost involved in growing, say, wheat on one field
compared with wheat on another field. Even if a farmer 1s growing

' The form in Appendix II entitled ‘Farm Management Primary Return’ shows
that in nearly every item the physical as well as the monetary data are required. This
form is in use by the agricultural economists of England and Wales.
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the same crop on three ditferent fields, he will almost certainly find
that the cost per unit varies considerably from field to field. Some
cases are known where farmers having two herds of cows are
interested to find to what extent the cost of production of a gallon
of milk varies between the two herds.

There is, again, as in financial accounts, the comparative aspect.
For instance, if we know the cost of producing a ton of mangolds,
or even the cost of running the tractor on one farm, we can compare
these costs with those on other farms and can proceed to show where
an individual farmer’s costs are above or below the average. On
the basis of these findings, a farmer can make whatever modifica-
tions 1n his management he considers necessary. 'This method of
comparison with a group of farms in the same locality, and at the
same time, cancels out, to a large extent, the factor of weather
conditions. In making such comparisons one is not perturbed if the
differences in unit costs are relatively small, since these are generally
attributable to the fact that close accuracy is not possible, but it is
a matter of concern if the difference between a particular farm cost
and the average is large, since it is clear that such a difference is the
result, not of natural conditions, but of some real fact which is
within the farmer’s control and which consequently can be rectified
in future, or at least modified. The agricultural economist not
merely attempts to assist an individual farmer to reduce his cost
per unit of any product to the average of its group, but is constantly
trying to improve the average and to show how certain of the best
farmers are producing a commodity at a very much lower cost than
himself. Thus, for example, the cost of production of milk per
gallon can vary from 1s. 6d. per gallon on one farm to 2s. 6d. on
another. For many reasons, too numerous to mention here, it may
not be possible for the high-cost producer to reduce his costs to
those of the low-cost producer, but certain steps can be taken to
modify the high costs, by, for example, improving methods of
feeding and general management.

It will, of course, be understood that when speaking of ‘high’ or
‘low’ costs one is making comparisons on a similar basis. Thus
‘high’ or ‘low’ cost of milk production must not only be related to
the unit product, namely, a gallon of milk, but the milk must be of
the same grade or quality. Clearly it may be more profitable for a
farmer to incur higher costs of production, indeed he may be forced
to incur higher costs, if he decides to produce tuberculin tested
milk instead of ordinary ungraded milk. This does not necessarily
hold good over a long period, for a particular farmer may so
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improve his management and general standards of working that he
may sooner or later be able to produce the highest quality milk
at no greater cost than ungraded milk. Similarly, one farmer may
have higher costs per acre for a given crop than another, but these
higher costs may be more than justified if the crop yield is so much
greater so that the unit, namely, the hundredweight or ton of crop
is produced at a low cost.

The same kind of reasoning may be applied to almost any specific
product or to the farm output as a whole. On the basis of previously
ascertained costs it is often possible for a farmer to estimate that by
increasing his aggregate costs his unit cost will be lowered because he
also-estimates that his total number of units of production may be
increased. Even though the difference between selling and cost
price per unit becomes smaller, his total monetary receipts may
become greater.

Finally, cost-account data collected on a fairly uniform basis
from several hundred farms up and down the country, and for
many farm products, enable those responsible for national and
agricultural policy to envisage what effect a particular kind of
policy will have, not merely upon agriculture as a whole, but upon
the balance between the various crops and classes of livestock in
different parts of the country. This question of balance cannot be
discussed here on account of its complexity, but if agriculture is to
maximize its output, not merely for one year but over a long period
of years, this question of proper balance is of paramount importance.



CHAPTER IV

THE PROFESSIONAL ACCOUNTANT
AND THE FARMER

HE professional accountant may be brought into relationship

with the farmer in a number of different ways. He may be
asked to institute the accounting system, to superintend the book-
keeping and prepare the annual accounts, or he may be asked to
audit the accounts so as to confirm that they do portray a reliable
view of the results of the year’s working, that they correctly state
the farm assets within the limits of accounting conventions, and
the proprietorship proportion of those assets, that they properly
disclose the nature of the farm liabilities, and so on. If the farming
venture is carried on within the framework of a limited company,
then the annual accounts must comply with both the accounting
and auditing provisions of the Companies Act. That is to say, there
are directions concerning the statement of accounts presented to
shareholders, the audit of those accounts is compulsory, and the
auditor 1s required to report to the members of the company in the
terms laid down by the Statute,

More commonly, perhaps, the farmer will consult a professional
accountant on the subject of his taxation liabilities, for, as we have
noted elsewhere, he will be assessed to income tax on the basis of
his profits, a situation which requires the production of accounts.
Moreover, a farmer who 1s making substantial profits may find
himself liable to pay profits tax. The calculation of this liability
is not necessarily an easy matter and ordinarily the farmer would
require the assistance of a professional accountant. In fact both
forms of taxation are beset by a number of rules and formalities
with which it is the business of the accountant to be familiar.
And again 1t has to be remembered that changes are always going
on within the structure of the taxation system as each year sees
the appearance of a new Finance Act. It is the duty of the pro-
fessional accountant to keep abreast with these changes and to
advise the farmer of the implications which concern his own farm-
ing profits,

It cannot be doubted that taxation has been a major influence to
prompt the farmer to confer with his accountant, but this is not
necessarily the only end of that relationship. The professional
accountant can advise the farmer in more ways than one on the
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general financial stability of the farming unit, and this advice need
not be limited to the implications arising from the portrayal of total
annual profits or losses and the statement of net assets, important
though these are. Thus he may be called upon to institute a cost-
ing system much on the lines we have recommended in Chapter 11,
and to watch the results while the system is being kept up. The
intention is to keep a close eye on the efficiency—as expressed in
money terms—of primary farming operations, and to ensure, so far
as the accountant reasonably can, that those expenses which do not
vary with changes in output—commonly called overhead standing
charges—are at least covered by the profit margins realized on sales.
If such estimates of operational efhiciencies are to be in any way
reliable, and clearly they are of little consequence otherwise, then
it is essential to turn to the accounting technique which reconciles
the farm costs with the annual financial accounts. In the last resort
it is the accounting mind which will take care to see that all expendi-
ture is taken into the farm costings somewhere, and that inaccurate
assessments of operational efficiencies through a failure to cover all
attachable expenses are avoided.

In case there are some of our readers who would think that we
seek to overemphasize an accounting insistence on money costs,
we take the liberty of quoting some recent observations of an
acknowledged authority on agricultural economics. ‘Efficiency,
whether of motor-cars, of cows, or of crop-acres, 1s always measured
by the ratio output to inputs.” And again:

‘As in the case of Outputs, there is no common measure of the value of inputs
except their money costs. Prices of different requirements change from time
to time, and changes in relative values and costs influence the quantities used.
Outputs are the results of inputs with some factors such as weather which may
be beyond the producer’s control or even influence. Inputs are determined
by the technical knowledge and the capital resources of the farmer, and
according to his judgement of the money costs and the money values of the
expected result in outputs. Every single input may be applied with different
degrees of economy and efliciency.”’

Perhaps we may add the remark that the highly personal relation-
ship which can exist between the farmer and the professional
accountant should assist the individual farming unit to achieve
those standards of economy, efficiency, and output which may be
regarded as both normal and reasonable. This brings us to the

U dgriculture: Today and Tomorrow, edited by Bir E. John Russeil, chapter s,
‘Efficiency and Output in Agricultural Systems’, by Professor A. W. Ashby (Michael

Joseph, 1945), pp. 834
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professional accounting province of financial advice, which if the
farming enterprise is conducted within the form of a limited
liability company is commonly evidenced by the inclusion of an
accountant on the directorate, though this requires, as a matter of
principle, the independent audit of the annual financial accounts.
Economists are accustomed to distinguishing four factors of
production designated by the terms ‘land’, ‘lubour’, ‘capital’, and
‘organization’, though nowadays there isa tendency to brmg organiz-
ing or managerial ablhtv under the labour classification. We have
already noted the importance to be attached to an adequate arrange-
ment or balance of costs-—equilibrium is the technical term—to
secure the most economic outputs, and economic accounting seeks
to apply its tests of efhciency in terms of output per unit of land,
per unit of labour, and per unit of capital. Ashby has also been
careful to point out that ‘we must also test by the best combination
of measures of these inputs that we can find’,* that is to say we
must find so far as is reasonably possible the equilibrium position
for inputs. ‘For this purpose each has to be valued and measured
in money.”t It is therefore not difficult to see the influence which
accounting technique can have on farm management. In the past
agricultural economists have tended to lay the emphasis on output
per unit of land while accountants have looked at results in terms of
units of capital. Now both are seriously regarding results in terms of
units of labour and the equilibrium of all three factors of production.
The calculation of actual outputs in terms of units of factors of
production is not necessarily such a difficult matter. What is difh-
cult 1s the setting up of standard outputs for comparison with
actual outputs as tests of efliciency. This is no light task since it
will take much research to build up reliable standards for classified
farm groupings. Standard costs, so familiar to accountants in their
application to industries other than farming, are not so easily built
up, particularly in the case of small farms. The better course seems
to be that which places reliance upon the statistical averages and
arrays published by central organizations, such as the agricultural
economics departments of the universities and the National Farmers’
Union, from figures gathered together from the largest possible
number of farmers. It is the professional accountant who, with the
assent of the farmer, can supply reliable figures to such central
organizations. We might add the comment that it is in farming
that economic accounting concepts show up the most clearly. Thus
the farmer rust keep his land in good heart by restoring the

! Op. cit., p. 84.
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fertility which he takes out in production, he should keep his output
in terms of labour at an efficient level, and he should keep up his
fixed capital assets, but of this, more later on.

T'o return to matters of accounting technique, the first duty of
the accountant is to set the farm accounts to the farming year. The
intention is to select that year and date which will make for greater
accuracy in the statement of profit. The straightforward principle
which the accountant 1s tempted to apply is that which determines
the farm accounting year in relation to the date on which the busi-
ness was started. Nevertheless, there is much more to be said for
taking the close of a farming year at the point when physical assets
are at their lowest, for then there are fewer uncertainties to be taken
account of in profit measurement. At this point ‘maximum sales
and cash realizations have passed and the risks of valuation® are at
their lowest’.

It is common for accountants to distinguish in a general kind of
way three constitutional forms which depend upon the principle of
ownership for their classification. These forms are usually classified
as—sole traders, partnerships, and limited liability companies.
The expression ‘sole trader’ merely implies that there is one owner,
a situation tacitly assumed in the annual financial accounting state-
ments portrayed in Chapter I. We should add that there is nothing
so very different about the statement of annual accounts in the case
of partnerships, except to observe that each partner’s share of
proprietorship capital and of retained funds is separately identified.?
In both forms accounting technique regards liability for income
tax as the personal responsibility of the owner and includes it with
the amounts withdrawn from profits, before arriving at the retain-
able surplus.

As we might expect, the statement of the financial accounts of
limited liability companies does present one or two differing features.
We have already observed that it necessitates compliance with the
statutory accounting requirements of the Companies Act, although

T As a mere matter of valuation it is easier to deal with a harvested crop than with a
standing crop. In the case of a continuing business the value of cultivations is always
an internal affair. So, too, are the values of consumption and intermediate products, but
the value of sale crops is external.

? 1f theaccountant is to deal properly with the accounts of a sole trader, the principles
which relate to strict accounting for receipts and payments, enunciated in Chapter I,
are absolutely necessary. In the case of other constitutional forms the personal and
unrecorded handling of receipts and payments of money is excluded to avoid suspicion
between the parties concerned. The same principles must be applied to the accounts
of sole traders for the same reason, if such accounts are to be validly used for the general
purposes of the farming industry.
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this would hardly seem the place in which to dwell on these matters
in any great detail. Nevertheless we should observe that the
balance-sheet of a farming company must contain a summary of
the authorized share capital as well as a summary of the issued
capital. Where any lability of the company is secured on any of
the farm assets, the balance-sheet must include a statement that
that liability is so secured. Besides a statement of the basis of
valuation of so-called fixed assets, that is assets which are only used
up productively over a relatively long period, it is necessary to show
separately any loans made to directors or othcers of the company—
ordinarily the people responsible for 1ts management—with a state-
ment of the movements in those loans (that is either advances or
repayments) which have taken place during the financial year. Any
expenses incurred in forming the company must also be stated
separately on the balance-sheet in so far as they have not been
written off as a charge in the profit and loss account. The balance-
sheet must be signed by two directors, and the auditor’s report to
the members of the company must be attached to the balance-sheet
and read before the company in general meeting. There are other
matters, but this should suffice for the more usual form of company
farm balance-sheet.!

! This paragraph was written in terms of the Companies Act, 192¢9. T'he Companies
Act of 1948 has considerably extended the accounting provisions of the 1929 Act. Thus
the aggregated amounts respectively of capital reserves, revenue reserves, and provi-
sions {other than provisions for depreciation, renewals, or diminution in value of assets)
are required to be stated under separate headings. The aggregate amount of bank loans
and overdrafts must also be shown separately, together with the net aggregate amount
which is recommended for distribution by way of dividend. It is required that fixed
assets should be distinguished from current assets and that the method or methods
used to arrive at the amount of the fixed assets under each heading shall be stated. In
general terms the method of arriving at the amount of any fixed asset shall be to take
the difference between its cost and the aggregate amount provided or written off since
the date of acquisition for depreciation and both constituents shall be shown as aggregates
in respect of the assets under each heading. Assets in security investments are to be
classified in terms of subsidiary companies; the aggregate amount of the company’s
trade investments; the aggregate amount of the company’s quoted investments other
than trade investments; the aggregate amount of the company’s unquoted invest-
ments other than trade investments. In the 1947 Act it is not lawful for a company
to make a loan te any person who is a director, but there are certain exceptions to this.
There are a number of essential notes required to be stated on the balance-sheet and the
auditors’ report has been extended. It is required that every profit and loss account
of a company shall give a true and fair view of the profit or loss of the company for the
financial year; in such a profit and less account the amount charged to revenue by way
of provision for depreciation must be stated separately, as must also the following items :

Interest on debentures and other fixed loans,

‘The charge for United Kingdom income tax and other United Kingdom taxation on

profits, together with a note of the basis on which the charge for income tax is
computed.
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We come to the question of farm profits retained within a com-
pany formation. In this case the profit and loss statement is treated
as a continuing account, the balance on which is not merged in with
the issued proprietorship capital, but is shown separately as one of
the items making up the shareholder’s equity in the general fund of
farm assets. This is a principle which might well be followed in
the case of a ‘sole trader’ farmer, since it does keep ever before him
the amount of his profits not withdrawn, but put back into his
farming venture. In the more technical language of accountants it
reveals a surplus account carried along as a separate matter from
the proprietorship capital introduced to run the farming enterprise,

It is becoming customary for limited companies to draw their
profit and loss accounts in three sections, and there are many points
about this method which all farmers would do well to consider for
reasons which will become apparent when we come to deal with
the question of institutional savings as related to individual farms.
The first section of the profit and loss account is so drafted as to
show the amount of operational profit, that is the amount earned
from the productive working of the farm. The second section shows
the manner in which this profit is added to or reduced by such items
as non-operational incomes, extraneous or exceptional credits, and
incomes of a non-current nature, the charge for taxation on opera-
tional profits, reserves (that is earmarked savings) created as a
matter of economic policy, together with expenditure of a non-
operational, extraneous, exceptional, or non-current nature., The
balance of this section marks the point of retainable surplus to be
carried to a third section which portrays the proportion of that
surplus which is distributed to shareholders, and the proportion
which is finally saved by investment back into the farming venture.

There are one or two constderations which concern the charge
for taxation on operational profits which we think it well to mention.
The assessment of liability to profits tax is based on the profits of

Amounts provided for redemption of share capital and loans.

Amount set aside or proposed to be set aside to reserves.

Amount set aside to provisions, other than provisions for depreciation, renewals,
or diminution in value of assets.

The aggregate amount of dividends paid and proposed.

The aggregate amount of directors’ emoluments and pensions or any compensation
in respect of loss of office.

The auditors’ remuneration where this is not fixed by the company in general
meeting.

The amount of income from trade investments,

The amount of income from other investments.

The amount withdrawn from reserves and the amount withdrawn from provisions.
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the current accounting period which is coinctdent with the financial
and farming vear, while the assessment of liability to income tax is
related to the fiscal or taxation year ending on the 5th April and is
normally based on the profits of the preceding accounting period.
It is clear that this raises questions concerning the amount to be
provided for income tax on profits in the accounts of farming com-
panies. The minimum or legal amount of income tax to be so pro-
vided is not only based on the results of a preceding financial year,
but is subject to arithmetical apportionment where the fiscal year
ending on the 5th April does not coincide with the farming financial
year. It is not difficult to see that income tax so apportioned does
not take account of the balance of the liability assessable for the
current taxation year. Moreover, it takes no account of the Lability
which ordinarily will arisc on the profits included in the accounts
of the farming year, but which is not assessable until the following
taxation year. If income tax is not provided on the basis of each
year’s results 1t has the effect of distorting the trend of net available
profits. Itisfor reasonssuch as these that the Council of the Institute
of Chartered Accountants has recommended to its members that so
far as concerns the accounts of companies ‘the charge for income
tax should be based on the profits earned during the period covered
by the accounts’, and that ‘where it has been the practice to charge
only the minimum or legal liability, then, until full provision has
been made for income tax on all profits up to the date of the balance-
sheet, it 1s desirable where possible to make provision, in addition,
for (or towards the balance of)) the liability for the current and follow-
ing fiscal years’, a provision which should be shown separately in
the profit and loss account. It may be of interest to add that this
recommendation goes on to say that * any provmon for (or in excess
of) the estimated future liability to income tax in respect of the
fiscal year commencing after the date of the balance-sheet should
not be included with current liabilities but should be grouped with
reserves or separately stated as a deferred liability, and suitably
described’.! We can see from these recommendations that there is
merit in providing for income tax on farming profits as they are
earned, despite the fact that the payment of the tax is deferred to a

! Recommendations on Accounting Principles, The Institute of Chartered Accountants
in England & Wales, p. 10 {(Gee & Co. (Publishers} Ltd. 1g44~5). For reasons which
concern the technical implications of the Companies Act 1948, the Council of the
Institute of Chartered Accountants has now modified its recommendation in regard
to amounts set aside to meet future income tax. Thus, ‘such amounts should in all cases
be grouped with reserves; the alternative of starting them separately as deferred
liabilities ceases to be available.
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date well beyond that at which the farm balance-sheet is drawn,
and we suggest this as a desirable course whatever constitutional
form the farm proprietorship may take.’

While we are on these questions which concern the statement of
profit we should like to bring attention to the particular case of the
owner-occupier. Ordinarily the farmer who owns his farm does not
show a charge in the operational section of his profit and loss
account for rent, although when his accountant comes to settle the
amount of his farm profits assessable to income tax he will make
an adjusting deduction equivalent to the net annual value? We
therefore suggest that in order to bring the profit statement of the
farmer who owns his farm into line with that of the tenant farmer,
a charge should be made for rent equivalent to the net annual value
in the first or operational section, with a corresponding credit for
property-ownership income in the second or non-operational sec-
tion of the profit and loss account. This will enable the owner
farmer to better judge his operational results in relation to the
tenant farmer. _

Earlier in this chapter we just noticed a recommended third
section to the profit statement, the intention of which was to show
the disposition of withdrawable profits. We ask the reader to note
the use of the word ‘withdrawable’. If we think about farming as
an industry we cannot fail to be struck by the wide range in the size
of individual ventures, and in their methods of organization, a
situation which does not make for ease in putting forward general
economic policies. Thus it is very largely the individual farmer
who has to learn to stand on his own feet so far as economic con-
siderations are concerned, and it is here that the professional
accountant can most help him. There is another important con-
sideration which will influence the subject of institutional saving
which we are about to discuss. As most farmers will have been
sharply reminded there is such a happening as a change in price
levels, a happening which has material consequences on the state-
ment of accounts. We think it will be apparent that every farmer
needs to consider some form of saving when he comes to look at

! We should mention that so far as income tax is concerned the individual farmer is
in 2 somewhat different position from that of a company inasmuch as his liability is
affected by various personal considerations. For this reason it is common for accoun-
tants, as we have mentioned, to treat the charge in respect of a farmer’s income tax
liability as part of his drawings. If a farmer’s accounts are to be used for the general
purposes of the farming industry, there must be a clear indication of the operational
profit before taxation, and of the withdrawable income after charging taxation.

2 Net annual value as assessed to income tax under Schedule ‘A’, commonly called
‘property tax’ in everyday parlance.

H
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the more arithmetical prohits disclosed by his accounts. We suggest
that saving should not be made a matter of the private habit of a
farmer, but should be regarded as a farm necessity for the reasons
which we are now going to advance. It is a process which involves
the retention in the farm of otherwise withdrawable funds. In the
past many farmers have found it difhicult to repair their buildings
and maintain their implements; nevertheless each year should have
carried a charge for work of this nature which should have been
done; if it has not been done, then the proper course is for the
farmer to make an estimate of the cost of this work and to raise a
reserve in his accounts for deferred repairs.! He will do this by
charging his estimate for deferred repairs in the second section of
his profit statement and raising a reserve account among the
liabilities on his balance-sheet under the classification for liabilities
deferred. In this classification, as we have seen, he will also show
the amount of his income-tax liability based on the profits of the
farming year which 1s under his consideration.?

We have already touched upon the difficulties which arise by
reason of changing price-levels. It is clear that if the economic
structure of society was not beset by the ‘devil’ of price change,
then there would not be much need to quibble with accounting
statements. Only quite recently it has been said, somewhat graphic-
ally perhaps, ‘that an unstable unit of money plagues the accountant
with a confusion of tongues. This year’s statement is written in a
tongue different fromlast year’s and even perhaps last month’s.”* The
reader will have noticed from the discussions in Chapter I that
accountants tend to write off fixed assets, for example, implements,
on the basis of a pro rata allocation year by year of original cost.
This would be all very well if the replacement cost of the asset
remained steady, but in a period of rising prices such as we have
latterly experienced it becomes necessary to make sure that sufficient
funds are retained in a particular enterprise to enable it to replace
its assets when necessary. It is very probable that many farmers
will find that their replacement costs may be wellnigh up to double
what they were 1n 1938. The amount, therefore, provided for
depreciation in their accounts is not sufhicient to cover replacement,

! In the case of farmers it is probably desirable that such reserves should be separately
invested in some relatively stable forms of investment {e.g. a bank deposit) outside the
business in order that they are not confused with additions to current capital in use.
The detailed accounts for such reserve funds will be maintained in the Private Ledger.

? See footnote 1, p. 96, for the special treatment to be followed in the case of
companies,

* ‘Money is the language of accountancy’, E. C. Reigal, The Journal of Accountancy,
November 1943, p. 358.
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and it 1s suggested that this deficiency should be covered by retain-
ing in the farm sufficient withdrawable profits. Such a reserve in
the nature of things can only be estimated; nevertheless, such an
estimate should be taken into the second section of the profit and
loss account and treated as a replacement reserve fund in the
balance-sheet statement. In this way the farmer will not take out
of his farm profit funds which later on he will require to enable him
to keep up his real capital structure. This may apply to some of
the items in his valuations, and at the end of each year he should
always consider whether or not he should provide further amounts
for replacement policy reserves and so allow for these reserves in
the second section of his accounting statement of profit. Moreover,
the farmer may wish to expand, and even if he does not wish to
expand there is ordinarily the fundamental necessity to retain profits
sufhicient to carry him over at least a four-yearly cycle, since both
weather conditions and disease can impose inevitable impediments
to his profit-earning capacity. He should, therefore, take care to
retain in his farm sufficient funds to see him over at least this
distance of time.! These are all matters in regard to which his
professional accountant can materially assist him, and we will close
this discussion with a quoted comment from the Cambridge Report
issued in April 1945: ‘It must be remembered, however, that as a
result of the war farmers’ costs are rising rapidly, and that unless
they are allowed to make fairly substantial profits they will be
unable to finance the additional burdens in regard to food produc-
tion which have been forced upon them by the war.’? Although
the direct impetus is here ascribed to war, it is not difficult to see
an equal relevance in times of peace.

The professional accountant, as we have seen, 1s intimately
associated with the farmer in the settlement of his liability to
income tax, and although this is largely a technical matter we feel
that we should draw attention to the rather special treatment
in regard to dairy herds, ewe flocks, and such like items which
the Inland Revenue is prepared to concede. Thus although the
Finance Act, 1947, provides that as from the beginning of the
income-tax year 1947-8 livestock kept by farmers will ordinarily
fall to be dealt with in the category of trading stock, this rule will
not apply to production herds if the farmer elects once and for all
that his herds or flocks shall be treated as capital assets. This elec-

! Tt should be clearly understood that these are largely questions of ability to finance
out of retained resources to meet the necessities imposed by changing circumstances.
2 Cambridge Report No. 29, issued April 1945, pp. 14-15.
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tion will apply to all production herds of the same class kept by the
farmer; separate elections must be made for herds of ditferent
classes. A farmer who 1s assessable to income tax under Schedule
D for the year 1947-8 and who maintained a herd at anv time
during the vear ended the 5th April 1947 must choose whether or
not to adopt the ‘herd basis’ before the 6th Apnl 1948. If he does
not state in writing on or before the 6th April 1948 that he wishes
to follow the ‘herd basis’, then his livestock will be treated as trad-
ing stock for the purposes of taxation for the vear 1947-8 and a/l
subsequent years.

In any other case the time limit is twelve months after the end of the first
year of assessment (after 1946—47) for which the farmer’s liability to tax is
computed on the basis of the profits (or losses) of a period during which he
keeps such a production herd. A farmer who is assessed on the conventional
Schedule B basis only and not on his actual profits under Schedule D will
therefore not have to make election until 1t first becomes necessary to compute
the actual amount of his profits—either for the purposc of the claim for relief
under Rule 6 of Schedule B (because the actual amount of his profits has
fallen short of the Schedule B assessment) or for the purpose of a claim for
relief in respect of a loss under Section 34 of the Income Tax Act 1918."

It seems well to point out that if a farmer does elect to the ‘herd
basis’ his choice will be irrevocable so long as he maintains herds
of the same class. On the other hand, ‘if he ceases to kecp any
production herd of that class for a period of at least five years he
will have a new right to make an election for the herd basis if he
subsequently acquires 2 new production herd of the same class’.2

It should be explained that under the ‘herd basis’ the livestock
valuations are not taken into account in arriving at trading profits,
so that the cost of the original herd or flock, or any additions to the
existing herd or flock, is not deductible as an expense in the profit
and loss account. It follows that any profit on the sale of 2 whole
herd or flock, or of any substantial part of a herd or flock, without
replacement, will not fall to be included in the profits of the farm
for taxation purposes. At the same time 1t should be remembered

I Income Tax and Profits Tax. Notes on Treatment of Livestock kept by Farmers and
Other Traders. Issued by the Board of Inland Revenue, No. 271, p. 7. ‘As respects
income tax for the year 1949-50 and all subsequent years of assessment, all farming
in the United Kingdom shall be treated as the carrying on of a trade, or, as the case
may be, of a part of a trade, and the profits or gains thereof charged to tax under
Case I of Schedule D accordingly, and scction eleven of the Finance Act, 1941 (which,
as amended by section twenty-eight of the Finance Act, 1942, exempts from assessment
under Schedule I certain farming carried on by individuals or partnerships on land
of an annual value not exceeding one hundred pounds) shall not have effect.’ (Finance
Act, 1948, section 30 (1) (a).)

# Ibid., p. 8, and Finance Act, 1947, paragraph 4 of the Tenth Schedule,
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that no relief from tax will be given in respect of losses arising from
such sales, and moreover it should not be overlooked that any
profit or loss which arises on the sale of individual animals, or on
the sale of a part of a herd or flock which cannot be regarded as
substantial, without due replacement of the animals included in
such a sale, will require to be brought into the profit and loss
account. If animals originally in the herd are replaced, then the
sale moneys of the old animals are credited as trading receipts, and
the cost of the animals brought in as replacements to the herd or
flock are debited as an expense. It should be made clear that
neither the original cost of the herd, nor the cost of any animals
which are added to the herd by way of an increase in its numbers,
will be dealt with as an expensc in arriving at the profits or losses of
the farm. At the same time if an animal which has not reached
maturity has been dealt with as a part of the farmers trading live-
stock and 1s subsequently added to the herd, then the cost of
breeding or buying it, together with the cost of rearing it to matu-
rity, must be included as a trading credit in the profit and loss
account when such an animal is added to the herd. If an animal is
replaced when 1t either dies or is sold, then the cost of the new
animal brought in by way of replacement will be charged as an
expense in the profit and loss account and the sale price of the old
animal or its carcass will be credited. If it should transpire that
the new animal has been bred on the farm, then it is clear that the
cost of rearing will have been already included as a debit in respect
of labour, feeding-stuffs, and such-like items, and no further charge
will be necessary. If it should so happen that the new animal is of
better grade than the original one, then the extra cost of the new
animal assignable to this element of up-grading will not be treated
as an expense in the profit and loss account, but will be transferred
to the cost of the capital asset.

If a farmer disposes of his herd and then purchases another herd
of the same class, the sale price of the number of animals in the
smaller of the two herds will be brought in as a credit to profit and
loss account and the cost of that number of animals will be debited.
Where the new herd is smaller than the old herd, the profit or loss
arising from the unreplaced animals must be duly credited in the
profit and loss account except where the new herd may be regarded
as substantially smaller than the old herd. It should be remarked
that where a complete herd or a substantial part of it is realized
within a period of twelve months without replacement, then any
profit or loss on such realization will not be required to be credited
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to profit and loss account for the purposes of taxation. 1t s under-
stood that in normal cases the Inland Revenuce would be willing to
regard a reduction of 20 per cent. or more as substantial. If within
five vears of the sale the farmer starts to acquire a new herd, the
new animals will be regarded as replacing the old ones, and the
sale proceeds of the old ones will be credited at the time of acquisi-
tton of the new animals. Where a farmer has been compelled to
sell the old herd or a substantial part of it for reasons wholly bevond
his control, and the new animals are of poorer quality, the sale
proceeds to be credited for the old animals will be limited by the
deduction for the cost of the new animals. Where individual ani-
mals are sold out of a herd and are not replaced, the profit or loss
on the sale must be brought to account for taxation purposes.!
The Tenth Schedule of the Iinance Act, 1947, which deals with
the provistons we have been discussing, is reproduced as an appen-
dix to this book. It will be largely a matter of consultation between
the farmer and his professional accountant to determine whether
or not the farmer is to take advantage of these rather special
provisions.

We have seen something of the influence of shifts 1n unit prices
and costs on the financial results of farmers. There are also
questions which concern alterations in both the quality and quan-
tity of goods sold and bought and the influence of weather condi--
tions. It is factors such as these which tend to prevent any reliable
forecasting or standardization of costs as obtain for other industries.
Nevertheless the accountant can assist the farmer to readjust his
organization by sorting out, through a system of costing (on the
lines suggested in Chapter II), the remunerative and unremunera-
tive operations.

It is probable that in judging his results a farmer should add
some costs for the wages of his own labour. Various scales have
been suggested for this in the Cambridge Report; for example, in
the years 1942 and 1943 it was suggested that a farmer should
charge a sum of £3 per week for manual work and £6 per week
for managerial duties pro rata to the estimated number of weeks
spent on each type of duty. It is difficult to determine this kind of
thing with any real accuracy, although we are inclined to suggest
that at least the charge for manual work should be on the basis of
the highest paid worker on the farm. A farmer is also entitled to

' Cf. op. cit., Inicame Tax and Profits Tax. Notes on Treatment of Livestock kept by
Farmers and Other Traders, Tssued by the Board of Inland Revenue, No. 271.
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expect a reasonable return on the amount of capital which he is
employing in his farming venture. We therefore conclude with the
accounting suggestion that a farming enterprise should yield a fair
return at the point where the annual accounts show a profit margin,
after the recovery of all costs—both actual or deferred—sufhicient
at least to cover a reasonable reward for the manual effort and
administrative ability of the working farmer together with a normal
rate of interest on his proprietorship statement of net worth,
adjusted on a replacement valuation basis.
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Opening Date . ... ... Closing Date
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Cows.

Heirers 18 CALF .

BuLLs
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HEeirFers .

Stores OVEr 2 YEARS
Over 1 YEAR .
6-12 MonTHs .

CaLves UNDER 6 MONTHS

TOTAL CATTLE

Rams . . .

CouprLes: Ewes . . } )
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EweEs .

FaTTENING SHEEP
Fattening LamMBbs

WooL

TOTAL SHEEP
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| No. |{Price| £ ,s.| d. | No. ‘PRICE
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Sows aND IN-PIC GILTS

Sows WitH Pics: Sows } }
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Stores OveER 12 WEEKS.
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TOTAL PIGS
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TOTAL
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Opening Date................... Closing Date...................

QuanTiTY PRICE | £ | 5. | d. [QuaNTITY | PRICE| £
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TRATES
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PURCHASED STRAW .

PURCHASED SEEDS .

PurcHASED FERTI-
LIZERS

CHEESE,

Trrraces aNp UnN- -
EXHAUSTEDS

TOTAL

TOTAL
DEADSTOCK

I
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FARM DEBTS

To Farmer (Debtors
and unexpired pay-
ments)."

Note: Care must be
taken to see that
these opening debt-
ors are deducted
in the appropriate
receipt (Cr.) ac-
counts and that the
opening unexpired
payvments are added
into the appropriate
expense (Dr.) ac-
counts.

! Separate totals for
Debtors and unex-
pired payments.

By Farmer (Credi-
tors and accrued
expenses).

Note: Care must be
taken to see that
these opening
creditors and ac-
crued expenses are
deducted in the
appropriate  ex-
pense (Dr.) ac-
counts.

ACCOUNT ACCOUNT
No. £ |s.|d. No. £
AT THE BEGINNING OF THE YEAR
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To Farmer (Debtors
and unexpired pay-
ments).!

Note: Care must be
taken to see that
these closing debt-
ors are added in
the appropriate re-
ceipt (Cr.) accounts
and that the clos-
ing unexpired pay-
ments are deducted
in the appropriate
expense (Dr.) ac-
counts.

- T Separate totals for
Debtors and unex-
pired pavments.

ACCOUNT ACCOUNT
No. 4 s d. No.
AT THE END OF THE YEAR

By Farmer (Credi-
tors and accrued
expenses).

Note: Caremust be
taken to see that
these closing
creditors and ac-
crued expenses are
added in the ap-
propriate expense
(Dr.) accounts.
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PROFIT AND

£ | s d

I. OPENING VALUATIONS
1. Livestock
2. Deadstock
3. Implements

TOTAL OPENING VALUATION

EXPENDITURE:

Il. ImrrEvENTS BOUGHT DR, Account No. 36
III. Livestock BouGgHT
1. Cows and Cattle " " 1
2. Sheep . " 2
3. HO]’SES 1] T 3
4, PigS i3] » 4
5. Poultry and Hatching Eggs " . 5 ) —-
IV. Dairy
1. Milk and Levies ” " 14
2. Sundry Dairy Requisites . " 52
V. DEeapstock BoucHT
1. Foodstufis " " 28
2. Hav . " 29
3. Feeding Straw ” " 30
4. Keep " ' K3 |
5. Seeds ,, . 33
6. Fertilizers . - 34
VI. Waces
1. Wages for Regular Labour " . 48
2. Wages for Casual Labour " " 49
VII. HavLAace aND HIRE
1. Haulage ’ ’s 35
2. Contract and Hire ’r ” 43
VIII. Rerairs, TooLs, IRONMONGERY,
BLACKSMITH " " 38
IX. FuiL, HEATING, AND LIGHTING
1. Petrol, &c. . . 19
2. Coal and Coke ” " 40
3. Electricity " " H
X. VEer. AND MEDICINES v " 42
XI. PropeErTY
1. Rent v " 45
2. Rates »s " 46

3. Depreciation of Farm Build-
ings, Building Repairs,

Tithe, Land Tax " ’ 47 |———
XII. INSURANCES AND LLICENCES
1. General Insurances . " 50
2. Insurances, Taxes, Licences
for Car, Tractor, Lorry " " 51 |———
XIII. FarM ADMINISTRATION AND
SUNDRIES " . 55
XIV. Finance
Bank Charges, Interest, &c. " ' 58

TOTAL EXPENDITURE

TOTAL
PROFIT




LOSS ACCOUNT

(119)

I. CLosSING VALUATIONS
1. Livestock .
2. Deadstock .
3. Implements

TOTAL CLOSING VALUATION

IvcomE:
I11. IMPLEMENTS SOLD
ITI. LivesToCcK SOLD
1. Cows and Cattle
2. Sheep and Wool
3. Horses
4. Pigs
5. Poultry and Eggs
IV. DAIRY SALES
1. Wholesale Milk
2. Retail Milk
3. Other Milk
4, Cheese
5. Cream
V. CroP SaLEs
Wheat
Barley
QOats
Other Corn
Potatoes
Sugar-beet
Keep
Hay
Straw
10. Fruit and Cider
11. Roots and Other Crops

VI. MisceLLaNEous IncoOME
1. Contract and Hire
2. Rents
3. Farm Sundries
2{3rds Farmhouse Rental
Produce Consumed

Stores Consumed
1/6th Tithe

CR.

Account No. 37
6
8

10
7
9

ER] ” 12
’ " 15
" ” 16
13
bR 3y 15

" " 17
LR} b 18
" " 19
bR » 20
" " 21
" » 22
» LR] 23
" . 24
" " 25
¥ » 26
. > 27

» 3 44
57
56

TOTAL INCOME

TOTAL
LOSS




PRODUCE AND STORES CONSUMED

(120)

IN FARMHOUSE

QuANTITY

£

Mk .

BuTTER

CHEESE, . . .
SHEEP .

Pigs

PouLTRY

Ecacs

PoraToEs

OTHER PrODUCE . . .

Woop . . . . .
CoaL

ELECTRICITY .

PARAFFIN

PETROL

TELEPHONE

PrivaTeE Use Car .

Farm Lapour UseD

TOTAL

TO WORKERS
FRree MILK
ANNUAL VALUE OF RENT-FREE COTTAGES

OTHER PERQUISITES (FREE)




(121)

CATTLE BOUGHT Dr. Account No. 1
CasH
Book
DartE Name ParTIiCcULARS QuanTiTY | £ s. | d. | REFERENCE
SHEEP BOUGHT Dy, Account No. 2
Casu
Boox
DATE NaME PARTICULARS QuanTtITY | £ s. | d. | REFERENCE
HORSES BOUGHT Dr. Account No. 3
Casu
Boox
Date NAME PARTICULARS QuanTITY | [ 5. | d. | REFERENCE
PIGS BOUGHT Dr. Account No. 4
CasH
Boox

Date NaAME PARTICULARS QuaNTITY | £ s. | d. | REFERENCE




(122)
POULTRY AND HATCHING EGGS BOUGHT  Dr. Account No. §

DaTE

INAME

PARTICULARS

QuANTITY

CasH
Booxk
REFERENCE

CATTLE SOLD

Cr. Account No. 6

DaTtE

NamMEe

PARTICULARS

QUANTITY

CasH
Book
REFERENCE

PIGS SOLD

Cr. Account No. 7

Date

NAME

PARTICULARS

QUANTITY

CasH
Book
REFERENCE

SHEEP AND WOOL SOLD

Cr. Account No. 8

DaTE

NAME

PARTICULARS

QUANTITY

Casu
Boox
REFERENCE




(123)

POULTRY SOLD Cr. Account No. 9
| CasH
Book
Dare B NaME ParTicuLars QUANTITY L 5. | d. | REFERENCE
HORSES SOLD Cr. Account No. 10
CasH
Book
DatEe NaME N PARTICULARS QUANTITY L s. | d. | REFERENCE
EGGS SOLD ’ Cr. Account No. 11
CasH
Boox
DATE NAME PARTICULARS QuaNTITY | £ s. | d. | REFERENCE
WHOLESALE MILK SOLD Cr. Account No, 12
CasH
Book

Date NaMmE PARTICULARS QuanTITY | £ s. | d. | REFERENCE




(124)

CHEESE SOLD Cr. Account No. 13
! Casn
] Booxk
DaTE L NAME PARTICULARS QUANTITY i s. | d. | REFERENCE
MILK BOUGHT AND LEVIES PAID Dr. Account No. 14
CasH
Book
DaTE NaMmE PARTICULARS QUANTITY £ 5. | d. | REFERENCE
RETAIL MILK SOLD "~ Cr. Account No. 15
CasH
Book
DaTE NAME PARTICULARS i QUANTITY L 5. | d. | REFERENCE
OTHER MILK SOLD Cr. Account No. 16

DATE'QUANTITY|£]:.Id C.B.Rsp.,Qumans.ld. C.B. ReF. Quammlgls,ld. C.B. RiF.

SEMI-WHOLESALE SCHOQOLS WORKERS




WHEAT SOLD

(125)

Cr. Account No. 17

Date

NaME

PaArTICULARS

QUANTITY

CAsH
Booxk
REFERENCE

BARLEY SOLD

Cr. Account No. 18

CasH
Booxk
Date NamME ParTICULARS QUANTITY 4 REFERENCE
OATS SOLD Cr. Account No. 19
CasH
Book
Datg NAME PARTICULARS QuanTITY | £

REFERENCE

OTHER CORN SOLD

Cr. Account No, 20

DATE

NAME

PARTICULARS

QUANTITY

CasH
Booxk
REFERFNCE




POTATOES SOLD (INCLUDING ACREAGE PAYMENT)

(126)

Cr. Account No, 21

DaTE

NAME

PARTICULARS

QuanTITY

CasH
Boox
REFERENCE

SUGAR-BEET SOLD

Cr. Account No. 22

DaTE

NAME

PARTICULARS

QUANTITY

CasH
Book
REFERENCE

KEEP SOLD (GRAZING OR AGISTMENT)

Cr. Account No. 23

DaTe

INAME

PARTICULARS

QuaNTITY

CasH
Beooxk
REFERENCE

HAY SOLD

Cr. Account No. 24

DatE

NAME

PARTICULARS

QUANTITY

CasH
Book
REFERENCE




(x27)

STRAW SOLD Cr. Account No. 25
CasH
Booxk
Date NAME PARTICULARS QUANTITY REFERENCE

FRUIT AND CIDER SOLD

Cr. Account No. 26

DatE

NAME

ParTICULARS

QUANTITY

Casu
Book
REFERENCE

ROOTS AND OTHER CROPS SOLD

Cr. Account No. 27

Date

NaME

PaArTICULARS

QUANTITY

CasH
Book
REFERENCE

PURCHASED FOODSTUFFS

Dr. Account No. 28

DaATE

NAME

PARTICULARS

QUANTITY

CasH
Book
REFERENCE




HAY BOUGHT

Dr. Account No. 29

DaTEe

NAME

PARTICULARS

QUANTITY

CasH
Boox
REFERENt|

FEEDING STRAW BOUGHT

Dr. Account No. 30

BDATE

NAME

ParTICULARS

QUANTITY

CasH
Book
REFERENCE

KEEP BOUGHT (GRAZING OR AGISTMENT)

Dr. Account No. 31

DaTE

NAME

PARTICULARS

Casu
Book
REFERENCE

REBATES & RESALES OF PURCHASED
FOODS, SEEDS, FERTILIZERS, ETC.

Cr. Account No. 32

DatE

NaME

ParTictULARS

CasH
Book
REFERENCE




SEEDS BOUGHT

(129)

Dr. Account No. 33

DaTE

NaME

ParTICULARS QuanTITY | [

CasH
Book
REFERENCE

FERTILIZERS BOUGHT

Dr. Account No. 34

DatE

NAME

PARTICULARS QUANTITY L

Casu
Booxk
REFERENCE

HAULAGE

Dr. Account No. 35

Date

NaME

PARTICULARS £

Casu
Booxk
REFERENCE

IMPLEMENTS BOUGHT

(Carried to Implements Valuation)

Dy, Account No. 36

DaTE

NaME

PARTICULARS £

CasH
Book
REFERENCE




(130)
IMPLEMENTS SOLD Cr. Account No. 37
(Carried to Implements Valuation)

CasH
Book
DaTE INAME PARTICULARS £ s. | d. | REFERENCE
REPAIRS, TOOLS, IRONMONGERY, Dr. Account No, 38
BLACKSMITH
CasH
Book
DaTE NAME PARTICULARS F s. | d. | REFERENCE
PETROL, T.V.O.,, OIL, ETC. Dr. Account No. 39
CasH
Book
Date NAME PARTICULARS QuanNTITY [ £ 5. | d. | REFERENCE
COAL AND COKE Dr. Account No. 40
Casu
Book

DaTte NAME ParTICULARS £ s. | d. | REFERENCE




" (131)

ELECTRICITY Dr. Account No. 41
Cas
Boox
Dare Name PARTICULARS REFERENCE

VET. AND MEDICINES

Dr. Account No, 42

DatEe

NaME

PARTICULARS

CasH
Book
REFERENCE

CONTRACT WORK AND HIRE OF
TACKLE. PAID

Dr. Account No. 43

DatE

NaME

PARTICULARS

CasH
Booxk
REFERENCE

CONTRACT WORK AND HIRE OF
TACKLE. RECEIVED

Cr. Account No. 44

DATE

NaME

PARTICULARS

CasH
Book
REFERENCE




(132) -

RENT OR NET SCHEDULE ‘A’

Dr. Account No. 45

DaTE

NAME

PARTICULARS

CasH
Book
REFERENCE

RATES

Dr. Account No. 46

DaTE

NaME

PARTICULARS

Casu
Book

REFERENCE

DEPRECIATION OF FARM BUILDINGS,
BUILDING REPAIRS, TITHE, LAND TAX, ETC.

Dr. Account No. 47

DaTtE

Name

PARTICULARS

CasH
Book
REFERENCE

WAGES AND NATIONAL INSURANCES
FOR REGULAR LABOUR

Dr. Account No. 48

‘WEEK
Enping

No. oF
‘WORKERS

IN KIND

IN CASH

PARTICULARS 4

5.

d.

£

5.

d.

Casu
Book
REFERENCE




WAGES OF CASUAL

(133)

LABOUR Dy, Account No. 49
Casa
WEEK | No. OF IN KIND | IN CASH Booxk
ENDING |WORKERS ParTicuLaRs L |s.|d | £ |s | d |REFERENCE
INSURANCES Dr, Account No. 50
CasH
Boox
DATE NaME PARTICULARS s d. | REFERENCE

INSURANCES, TAXES, LICENCES, FOR
CAR, TRACTOR, LORRY

Dy, Account No. 51

DatE

Name

PARTICULARS

Casu
Boork
REFERENCE

SUNDRY DAIRY REQUISITES

Dy, Account No, 52

DaTE

NAME

PARTICULARS

s. | d.

Casu
Boox
REFERENCE




(134)
PRIVATE PAYMENTS Dr. Account No. 33
(Farmer's Drawings carried to Private Ledger record)

CasH

Book
DaTte NAME PARTICULARS Fi s. | d. | REFERENCE

PRIVATE RECEIPTS Cr. Account No. 54
(Carried to Private Ledger record)

CasH

Book
DATE NAME P:\RTIFUL;\RS _ 4 5. | d. !{EFERENCE

FARM ADMINISTRATION EXPENSES AND  Dr, Account No. 55
SUNDRIES PAID

Casu
Book
DaTE INAME PARTICULARS £ s. | d. | REFERENCE

FARM SUNDRIES RECEIVED Cr. Account No. 56

CasH
Book
Date NaME PARTICULARS 4 s. | d. | REFERENCE




RENTS RECEIVED

(135)

Cr. Account No. 57

DaTE

NAME

ParrIicuLars

CasH
Book
4 5. | d. | REFERENCE

BANK CHARGES, INTEREST, ETC.

Dr. Account No, 58

Date

NaME

PARTICULARS

CasH
Book
L 5. | d. | REFERENCE




APPENDIX I1
SPECIMEN FORMS



APPENDIX II
SPECIMEN FORMS



UNIVERSITY OF BRISTOL

DEPARTMENT OF AGRICULTURAL ECONOMICS Farm No......... ...
Name........iini
I. FARM TIME SHEET Week ending Friday..........
Time Work Men only Piecewwork Men only
These Columns must be filled in by every man Total Total Total Wages
No. of | Hours T'otal Hours Rate of | Piecework
Day of Name or Nurmber | Horses [ Time Hours If on Piecework, worked Piece-
Week How Employed of Field and Crop | Worked | Work | Overtime | Amount of Work done | Piecework | work L] s jd Remarks
?é
<
w
5
a
Z
=3
w2
”
o
a
Z
=

TUESDAY

WEDNESDAY

THURSDAY

FRIDAY

Deductions: £ s.

Insurance .

Rent

TotaL DEDUC-
TIONS

Total Hours Time
worked . .

Total Hours Overtime

Piecework Wages

TotaL WAGES .

‘T'oTAL DEDUCTIONS

BALANCE PalD £

Total Wages Piecework [




I1I. SPECIMEN CROP COST FORM
NATIONAL INVESTIGATION INTO THE ECONOMICS OF MILK PRODUCTION
COST OF HOME-GROWN FOOD

Farm Code No.... .. ..
CEREALS RECORD
Province..............—.— County.............iiiiii i (a
Total Yield
Crop......coeceeveee, Variety.....oiie Acres . ... Rent per Acre.. ..o (b
HOURS WORKED COST
No. Tractors
of Gang Labour
QOPERATION Times Men Boys | Females | Horses Type Hours Men Boys Females and Piece Work Horse Tre
s, d $ . , s 8 .
1. Carting and Spreading £ £ L oo d £ s d £ s d 4
Lime .
2. Carting and Spreadmg
F.Y.M.
3. Ploughing
4. Discing .
5. Harrowing
6. Cultivating
7. Rolling .
8.
9,
10.
11. Seed Dressing
12. Carting and Dnllmg Seed
13, Carting and Qpreadmg
Artificials
14, Harrowing
15. Rolling . . . .
16. Weeding . . .
17. Spraying . . .
18.
19.
20. Total . . . .
21. Opening Field
22. Cutting and Tying .
23. Self-binding . .
24, Stooking |
25. Carting and Stacklng :
26. Raking . ;
27, Thatchlng i
28. Threshing ‘
29, Combining ‘
30. Total Harvesting and
Threshing .
31. Hedging and Fencing
32. Upkeep of Ditches and
Drains
33. Total
MANURES AND MANURIAL RESIDUES MISCELLANEOUS EXPENSES SUMMARY O
Manurial L 5 d
T. C. Gross Cost Residues Seeds_ L CWLS,
- Dressing . . . .
. 4 & d 4 5 4 Twine . . . Manual Labour:
A. Purchased Manurcs (specify) . Thatching. . (@) Men . A 3 .
Straw and Pegs . {(b) Youths , . . .
Other items: Please Specdy (¢} Women and Cirls . . .
)\ (d) Gang Labour and Piece \Vork
Horse Labour .
Tractors (a)
gor:it"ract Work* .
eeds . . .
B. F.Y.M. . . . Purchased Manures . . .
F.Y.M. N .
Rent . E
Miscellaneous xpenses
Total Overheads:
ga) Dep. Mach. and Imps. .
Amount o b) Share of Cap Impr .
BlFd. from| be charged C/Fd. to (c) Other
Previous | to Current Subsequent
Year Crops Crop Crops Total .
Manurial Residues
1 2 3 4
C. Manurial Residues . . . —
Total Net Cost
Cost to Grain
Cost to Straw .
Total Yield in cwts, .
Grain .
Straw . .
Cost per cwt,:
Grain .
Total . . - Straw . . . .

Deduct from Col. 3 and add to Col. 4 Manurial Residues
shown in {(A) above.

Balance taken to Summary of Crop Costs +

Summary under manual labour,

farmer on a time basis.

This form is reproduced with acknowledgements to the Conference of Provincial Agricultural Economists

# Piece-workers and gang labour employed

1+ The rate per hour for manual workers will



ITI. SPECIMEN CROP COST FORM
NATIONAL INVESTIGATION INTO THE ECONOMICS OF MILK PRODUCTION

COST OF HOME-GROWN FOOD
CEREALS RECORD

Farm Code No.... ...

Province. .........ioneiimsssenssiiesoon - COUNLY ..ot (a) C
Total Yield
CroP.. .ot Variety. ... ACTreS. ..., Rent per Acre................ (b) S
HOURS WORKED COST
No, Tractors
of Gang Labour
OPERATION Times Men Boys | Females | Horses Type Hours Men Boys Females and Piece Work Horse Tractor
s. d 5. d. s, d. . d. . d,
1, Carting and Spreading £ £ 4 £ s d L s d
Lime .
2. Carting and Spreadmg
F.Y.M.
3. Ploughing
4. Discing .
5. Harrowing
6. Cultivating
7. Rolling .
8.
9,
10,
11. Seed Dressing
12. Carting and Drﬂlmg Seed
13. Carting and "-‘spreadlng
Artificials
14. Harrowing
15. Rolling .
16. Weeding . . .
17. Spraying . . .
18,
19.
20. Total
21, Opening Field .
22. Cutting and V'ying .
23. Self-binding . .
24, Stooking
25, Carting and ‘Gtackmg
26, Raking .
27. Thatching
28. Threshing
29. Combining
30. Total Harvesting and
'Threshing . .
31. Hedging and Fencing
32. Upkeep of I,)xtches and
Drains
33, Total
MANURES AND MANURIAL RESIDUES MISCELLANEOUS EXPENSES SUMMARY OF COS
Manurial L s d.
T.C. Gross Cost Residues Sl;)eeds_ . . . . Cwts, Hou:
R ressing . .
£ s d £ s a Twine & . . . Manual Labour:
A. Purchased Manures (specify) . Thatching. . (@) Men . . . .
Straw and Pegs . (&) Youths . )
Other items: Please speufy (¢) Women and Girls ,
| (d) Gang Labour and Piece \Vork .
Horse Labour .
Tractors (g) . ,
Contract Work® . ) , .
Seeds . \ .
B. F.Y.M. . . Purchased Manures .
F.Y.M. . .
Rent .
Miscellaneous Expenses .
Total Overheads:
{a) Dep. Mach. and Imps. . .
Amount to Eb) Share of Cﬁp Impr . .
BIFd. from| be charged CiFd. to ¢) Other . .
Previous | to Current Subsequent
Year Crops Crap Crops Total .
Manurial Residues =
1 2 3 4 B
C. Manurial Residues . . - &
Total Net Cost . . . . . . . ¥
. -4
Cost to Grain C
Cost to Straw . . . . . 4
Total Yield in cwis, . . . R -
Grain . . . . .
Straw .
Cost per cwt.. -
Grain . . . . . . . o 7
Total . . - Straw . e
Q e
Deduct from Col, 3 and add to Col. 4 Manurial Residues . D
: Piece-workers and gang labour employed on con
shown in (A) above. Summary uncLer m?nual labo]ur ) N l
1 The rate per hour for manual workers will apply L
Balance taken to Summary of Crop Costs t _ fartner on 4 time basis, iy

This form is reproduced with acknorwledgements to the Conference of Provincial Agricultural Ecanomists



III. SPECIMEN CROP COST FORM
NATIONAL INVESTIGATION INTO THE ECONOMICS OF MILK PRODUCTION

COST OF HOME-GROWN FOOD
CEREALS RECORD

Farm Code No.

Provinee ... - Gounty ... a) Grail
Total Yield :
CrOP .. oo e v, Variety.. ..o, Acres ... ... Rent per Acre.........cooooooe. (b) Straw%
{
|
HOURS WORKED COST \
Ig; Tractors G o ]
ang Labour
OFPERATION Times Men Boys | Females | Horses | Twpe Hours Men Boys Females and P%ece Work Horse Tractor
! 5. d £ s d d. . d. o
. Carting and Spreading £ L s L s a L s 4 A o5 d
Lime .
2. Carting and Spreadmg
F.Y.M,
3, Ploughing
4. Discing .
5, Harrowmg
6. Cultivating
g. Rolling .
9,
10.
1. Seed Dressing
12, Carting and DrlIlmg Seed
13, Carting and Spreading
Artificials . .
14, Harrowing
15. Rolling . .
16. Weeding .
17, Spraying
18.
19,
20. Total
21, Opening Field .
22. Cutting and Tying .
23, Self-binding
24, Stooking
25. Carting and ‘%tackmg
26. Raking .
27. Thatching
28, Threshing
29. Combining
30. Total Harvesting and
‘I'hreshing .
31. Hedging and Fencing
32, Upkeep of Ditches and
Drains
313, Total
MANURES AND MANURIAL RESIDUES MISCELLANEOUS EXPENSES SUMMARY OF COST
Manurtal £ s d
T C, Gross Cost Residues Seeds . . .Cwis, Hours
- Dressing .
) £ s d. £ 5 d. Twine . Manual Labour:
A. Purchased Manurcs (specify) . Thatching. (@) Men . . .
Straw and Pegs {b) Youths . . . . .
Other jtems; Please specnfy (¢} Women and Guls . .
4‘ (d) Gang Labour and Piece Work .
Horse Labour . . .
Tractors (g) . . .
Contract Work¥ ’ ’ " " . .
Seeds . .
B. F.Y. M. . . . ]li’?urchased Manures .
]1:\/;ent l; : E .
iscellaneous xpenses
Total Overheads:
a) Dep, Mach. and Imps. .
Amount to b) Share of Cap, Impr .
B/Fd. from| be charged CIFd. to ¢) QOther .
Previous | to Current Subsequent
Year Crops Crop Crops Total . .
" > 3 n Manurial Residues
C. Manurial Residues . . —
Tatal Net Cost
Cost to Grain . .
Cost to Straw . . . .
Total Yield in cwts, . . .
Grain . . .
Straw . . .
Cost per cwt.:
Grain . . . .
Total . - Straw
L%
Deduct from Col. 3 and add to Col. 4 Manurial Residues .
shown in (A) above. Piece-workers and gang labour employed on contra
Summary under manual labour.
Balance taken to Summary of Crop Costs + t The rate per hour for manual workers will apply only
_ - farmer on a time basis,

This form is reproduced with acknowledgements to the Conference of Provincial Agricultural Economists



APPENDIX III

NOTE ON THE POSSIBLE EXPANSION OF THE
PRIMARY RETURN

1. THE form as now printed is evidently designed to measure Operating
Surplus. It should be made plain that it is to be completed on a Receivable—
Payable basis. Although the Summary (G) is headed in terms of ‘Expenses’
and ‘Income’, section (C) refers to ‘Other Purchases and Payments’, while
Section (D) carries the caption ‘Other Sales and Receipts’. To avoid ambiguity
the words payables and reccivables should be substituted for payments and
receipts.

2. Scction (C), at present headed ‘Other Purchases and Payments’, might
with advantage include the following payables:

(a) Professional charges (e.g. audit fees).
(b) Farming subscriptions.

3. A further ‘Outgoings’ section should be added to include the following
items:

(@) Indirect taxes.

(5) Interest on borrowed money (before deduction of income tax).
(¢) Bank interest.

(d) Bank charges.

(¢) Bad debts.

4. Inventories. The basis of valuation should be indicated. It should be
made clear that opening and closing inventories are to be valued on a consis-
tent basis. In the case of livestock, which is virtually regarded as a fixed asset,
e.g. a herd of dairy cows, if the number of classified animals has fallen, some
indication should be given of the provision required to cover the amount of
any rise in the replacement cost over and above the amount of the opening
valuation of such temporarily unreplaced animals. This provision might very
well be treated as a specific debit before the ascertainment of operating surplus.

Machinery depreciation as here based on the difference between opening
and closing machinery valuations, adjusted for purchases and sales, should
include a separate provision to cover any rising replacement costs as related
to the annual user.

Note. In a period of falling prices credit or negative provisions may logi-
cally result. It should not be overlooked that the observance of a conventional
necessity to safeguard contributed moncy capital will set a limit to the accumu-
lating amount of any such credits equivalent to the accumulated amount of
the prior debit provisions.

5. The return should be extended to include a Non-operating Account,
designed to measure income available for appropriation. This account will



138 APPENDIX 111

receive the operating surplus and will be credited with any non-operating
income (e.g. Interest receivable, before deduction of income tax). Items of
the following order should also be credited to this account:

(@) Netrealized capital gains, not treated elsewhere in the return, applicable
as income.

(&) Insurance claims received or receivable in respect of consequential loss
and contingency claims to employees and third partigs.

The following items should appear as debits in the Non-operating Account
before the ascertainment of the disposable income of the farming enterprise:

(a) Charitable subscriptions and donations.
(6) Contingency claims paid or payable to employees and third parties.
(c) Direct taxation, suitably itemized in the following manner:

Direct taxes assessable for the current accounting period.
Income tax paid or payvable on profits.
Income tax paid or payable on the ownership of property
Income tax on interest, &c. . . . .
Less: Income tax recovered from interest and dividends, paid

or payable .
Profits tax for the current chargeable accou.ntmg penod

fx x %

X|x x X

Deduct
Income tax on profits assessable in the current accounting

period—as provided in the previous period X
Profits tax over provided in the previous period . . X %

Add

Income tax on the profits of the current accounting period
assessable in the future period . . . . . e y

6. 'The return should be extended to include an Appropriation Account.
This account will be credited with the amount of disposable income ascer-
tained in the Non-operating Account. Thereafter it will be debited with
proprietorship withdrawals, or dividends in the case of corporate enterprises.
The resulting balance on this account will constitute the measure of income
saved and retained in the farming enterprise.

7. The return might be developed to provide for a Resting Account. The
Resting Account for the given pertod of account should make due provision
for the following credit items:

(@) Depreciation.

(b) Provisions covering rising replacement costs.

(c) Property insurance claims (capital) received or receivable.

{d) Appropriation account balance—Retained income,

(¢) Additional contributed money capital.

(f) New borrowing,

(g) Amounts received by way of redemptions and repayments.
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(h) Movements in Deferred Liabilities : closing deferred liability for income
tax on the profits of the current accounting period assessable in the
future period, less opening deferred liability.

The following are the items which should be debited to the period Resting

Account: .
(@) Gross Fixed Asset Formation, analysed, where possible, to cover:
(1) payables for wages and salaries,
(ii) contributions to Social Security funds, as related to such wages and
salaries,
(iii) purchases of goods and services,
(iv) indirect taxes associated with asset formation, e.g. stamp duties on
land,
(v) net purchases of existing equipment and other assets on capital
account.

(b) Payments or payables for money investments.

(¢) Payments or payables in respect of deferred charges carried over, other
than unexpired payments entering into the assessment of circulating
capital, '

(d) Redemption and repayment of obligations.

(¢) Increase (+) or Decrease (—) in circulating capital funds, stated in
terms of: '

(1) Inventories,

(i1) Net debtors or net creditors,
(1i1) Money resources,

8. The return should be completed by the addition of a closing section
designed in balance-sheet form. On the one side it should record details of:

(@) Fixed asset formation.

(b) Money investments.

{(¢) Current assets, suitably analysed for inventories, debtors, and money
resources.

(d) Deferred charges carried over, other than unexpired payments entering
into the assessment of circulating capital.

On the other side the following items should be recorded, in detail:

(a) Contributed money capital and surplus.
(6) Long-term borrowing.

(¢} Depreciation and replacement fund.

(d) Current liabilities.

(e) Deferred liabilities.

9. Some indication might be given of the manner in which returns for
sample investigations are converted to portray estimated figures appropriate
to the National Farm.
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NOTE

This memorandum was originally prepared by Mr. Y. Sewell Bray at the
request of the Director of the Department of Applied Economics at Cam-
bridge. It was designed with the object of suggesting such an expansion of
the return as would facilitate the measurement of the contribution of the
farming community to the business enterprise sector of the national accounts.
A summary inspection of the points advanced should serve to show their
particular relevance to the general form of farm accounts put forward in
this book.



APPENDIX IV
FINANCE ACT, 1947

TENTH SCHEDULE

TREATMENT OF FARM ANIMALS, ETC., FOR INCOME TAX
AND PROFITS TAX PURPOSES

The general rule

1. (1) Subject to the provisions of this Schedule, animals kept by a farmer
for the purposes of his farming shall be treated for the relevant tax purposes
as trading stock:

Provided that animals forming part of production herds with respect to
which an election made under paragraph z of this Schedule has effect shall not
be treated for the said purposes as trading stock but shall be treated for the
said purposes in accordance with the rules set out in paragraph 3 of this

Schedule.

(2) An election under the said paragraph 2 is hereafter in this Schedule
referred to as ‘an election for the herd basis’.

Elections for the herd basis

2. (1) An election for the herd basis shall apply to all production herds of
a particular class kept by the farmer making the election, including herds
which he has ceased to keep before the making of the election or first begins to
keep after the making thereof.

(2) An election for the herd basis must be made in writing to the surveyor
and must specify the class of herds to which it relates.

(3) An election for the herd basis must be made not later than twelve
months after the end of the first year of assessment after the year 19467 for
which the farmer making the election is chargeable under Case I of Schedule
D to tax in respect of the profits or gains of his farming, or is charged to tax
under Rule 4 of the Rules applicable to Case 1II of Schedule I in respect of
the profits of his farming, or is given relief under Rule 6 of the Rules applicable
to Schedule B or section thirty-four of the Income Tax Act, 1918, in respect
of his farming, being profits or gains, profits, or, as the case may be, relief, the
amount of which 1s computed by reference to the facts of a period during the
whole or some part of which the farmer kept a production herd of the class in
question:

Provided that where that farmer kept a production herd of the class in
question at any time during the year ending with the fifth day of April, nine-
teen hundred and forty-seven, for the purpose of any farming the profits or
gains of which are chargeable to income tax under Case I of Schedule D for



142 APPENDIX IV

the year 1947-8, or the profits of which are charged to tax for that year under
Rule 4 of Case 111 of Schedule D, the election must be made not later than the
fifth day of April, mneteen hundred and forty-eight.

{(4) An election for the herd basis shall be irrevocable and shall have effect
for the purposes of income tax for the said first year of assessment and all
subsequent years of assessment, and for the purposes of the profits tax for all
chargeable accounting periods not falling wholly before the period by refer-
ence to the facts of which the profits or gains are computed for the purposes of
income tax for the said first year of assessment.

3. (1) Where an election for the herd basis has effect, the consequences for
the relevant tax purposes shall be as provided by the subsequent provisions of
this paragraph.

(2) The initial cost of the herd and, subject to the provisions of this para-
graph as to replacements, the cost of any animal added to the herd, shall not be
deducted as an expense, and the value of the herd shall not be brought into
account.

(3) Where an animal which has theretofore been treated as part of the trading
stock of the farmer is added to the herd otherwise than by way of replacement,
there shall be included as a trading receipt—

(a) in the case of an animal bred by the farmer, a sum equal to the cost of
breeding it and rearing it to maturity; and

(6) in any other case, a sum equal to the initial cost to the farmer of acquir-
ing the animal, together with any cost incurred by him in rearing it to
maturity.

(4) Where an animal forming part of the herd dies or ceases to form part
therecof and is replaced therein by another animal, any proceeds of sale of the
animal which dies or ceases to form part of the herd shall be included as a
trading receipt, and the cost of the animal which replaces it, except in so far as
that cost consists of such costs as are allowable apart from the provisions of
this Schedule as deductions in computing profits or gains of farming for the
purposes of assessments under Case I of Schedule D, shall be deducted as an
expense:

Provided that—

(@) where the second-mentioned animal is of better quality than the animal

which it replaces, the amount deducted shall not exceed the amount

which it would have been necessary to expend in order to acquire an
animal of the same quality as the animal which is replaced ; and

(b) where the animal which is replaced was slaughtered by the order of any
Ministry, Government department or local or public authority under
the law relating to diseases of animals, and the animal which replaces it
is of worse quality, the amount included as a trading receipt shall not
exceed the amount allowable as a deduction.

(5) Where the herd is sold as a whole and another production herd of the
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same class is acquired, the preceding provisions of this paragraph shall apply as
though there had been sold from the original herd, and replaced therein, a
number of animals equal to the number in the original herd or in the newly
acquired herd, whichever is the less.

(6) If (cither all at once or over a period not exceeding twelve months) either—

(@) the whole of a herd is sold in circumstances in which the last preceding
sub-paragraph does not apply; or

(b) a part of a herd is sold on a substantial reduction being made in the
number of animals in the herd,

any profit or loss arising from the transaction shall not be taken into account:

Provided that where, within five years of the sale, the seller acquires or
begins to acquire another production herd of the class in question or, as the
case may be, he acquires or begins to acquire animals to replace the part of the
herd in question—

(i) the provisions of the two last preceding sub-paragraphs shall apply to
the acquisition or replacement, except that if the sale was one which the
seller was compelled to effect by causes wholly beyond his control the
amount included as a trading receipt in respect of any animal sold which
is replaced by an animal of worse quality shall not exceed the amount
allowable as a deduction in respect of the said animal of worse quality;
and

(it) for the purposes of the application of those sub-paragraphs, the pro-
ceeds of sale of the animals comprised in the original herd or part of a
herd shall be brought into account as if they had been respectively
received at the times of the corresponding acquisitions.

(7) If an animal forming part of the herd is sold and none of the three last
preceding sub-paragraphs applies, any profit or loss arising from the transac-
tion shall be included or deducted, as the case may be; and for the purposes
of this sub-paragraph the said profit or loss shall be computed by comparing—

(@) in the case of an animal bred by the farmer, the cost of breeding it and
rearing it to maturity; and

(b) in any other case, a sum equal to the initial cost to the farmer of acquir-
ing the animal (or, in the case of an animal acquired otherwise than for
valuable consideration, its market value when it was acquired by the
farmer) together, in both cases, with any cost incurred by him in rearing
it to maturity,

with the proceeds of the sale.

(8) Where the herd is sold as a whole, and another production herd of the
same class is acquired,.and the number of animals in the newly acquired herd
is less than the number in the original herd, and the difference is not sub-
stantial, sub-paragraph (6) of this paragraph shall not apply, and the last pre-
ceding sub-paragraph shall apply to a number of animals in the original herd
equal to the difference.
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(9) The preceding provisions of this paragraph shall apply in relation to the
death or destruction of animals as they apply in relation to the sale of animals,
as if any insurance or compensation moneys received by reason of the death or
destruction thercof were proceeds of sale, and any references in this para-
graph to the proceeds of sale of an animal include references to any proceeds
of sale of its carcase or any part thereof.

Provisions applicable to special cases

4. A farmer who, having kept a production herd of a particular class, ceases
altogether to keep herds of that class for a period of at least five years shall, as
respects production herds kept by him after the end of that period, be treated
as if he had never kept any production herds of that class before the end of
that period.

5. {1) Where a farmer transfers to another person all or any of the animals
which form part of a production herd otherwise than by way of sale, or by way
of sale but for a price other than that which they would have fetched if sold in
the open market, and either—

(a) the transferor is a body of persons over whom the transferee has control,
or the transferee is a body of persons over whom the transferor has con-
trol, or both the transferor and the transferec are bodics of persons and
some other person has control over both of them; or

(b) itappears with respect to the transfer, or with respect to transactions of
_ which the transfer is one, that the sole or main benefit or one of the
main benefits which, apart from the provisions of this paragraph, might
have been expected to accrue to the parties or any of them was a benefit
resulting from the obtaining of a right to make an election for the herd
basis, or from such an election having effect or ceasing to have eflect, or
from such an election having a greater effect or a less effect,

then the like consequences shall ensue for all relevant tax purposes in relation
to all persons concerned as would have ensued if the animals had been sold for
the price which they would have fetched if sold in the open market.

(2) In this paragraph, the expression ‘body of persons’ includes a partner-
ship and the expression ‘control’ has the meaning assigned to it by subsection
(1) of section sixty-eight of the Income Tax Act, 1945.

Savings, interpretation and application to trades other than farming, etc.

6. Nothing in this Schedule applies to any animals kept wholly or mainly
for the work they do in connexion with the carrying on of the farming.

7. (1) In this Schedule, the expression ‘herd’ includes a flock, and any other
collection of animals, however named. '

(2) For the purposes of this Schedule, immature animals kept in a herd shall
not be treated as forming part of the herd unless the following conditions are
fulfilled, that is to say, unless—
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(@) the land on which the herd is kept is such that animals which die or
cease to form part of the herd cannot be replaced except by animals bred
and reared on that land; and

(9) the mmmature animals in question are bred in the herd, are maintained
therein for the purpose of replacement and are necessarily maintained
for that purpose,

and references in this Schedule to herds shall be construed accordingly, and
references therein to an animal being added to a herd include references to an
immature animal which is kept in the herd becoming a mature animal:

Provided that not more immature animals shall in any case be treated as
forming part of a herd than are required to prevent a fall in the numbers of the
herd.

Female animals shall be treated for the purposes of this Schedule as be-
coming mature when they produce their first young.

(3) In this Schedule, the expression ‘a production herd’ means, in relation to
a farmer, a herd of animals of the same species (irrespective of breed) kept by
him wholly or mainly for the sake of the products which they produce for him
to sell, being products obtainable from the living animal.

In this sub-paragraph the expression ‘product obtainable from the living
animal’ means—

(a) the young of the animal; or

(b) any other product obtainable from the animal, not being a product
obtainable only by slaughtering the animal itself,

(4) For the purposes of this Schedule, production herds kept by a farmer
shall be deemed to be of the same class if and only if all the animals kept in the
herds are of the same species (irrespective of breed) and the products pro-
duced for him to sell for the sake of which (either wholly or mainly) the herds
are kept by him are of the same kinds in the case of all the herds; and elections
for the herd basis shall be framed accordingly.

(5) Any reference to profits or gains chargeable to income tax under
Schedule D includes a reference to profits or gains which would be so charge-
able if there were any such profits or gains for the year of assessment in
question.

8. (1) The preceding provisions of this Schedule shall, with the necessary
adaptations, apply in relation to trades other than farming, and trades consist-
ing only in part of farming, as they apply in relation to farming, and references
to farmers shall be construed accordingly.

(2) The said provisions (both in relation to farming and in relation to trades)
shall apply in relation to living creatures other than animals as they apply in

relation to animals.
Laying birds shall be treated for the purposes of this Schedule as becoming

mature when they first lay.
(3) The provisions of this Schedule shall (both in relation to farming and in
L
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relation to trades) apply, with the necessary adaptations, in relation to animals
or other creatures kept singly as they apply in relation to herds.

(4) Nothing in this Schedule shall apply in relation to any animal or other
creature kept wholly or mainly for public exhibition or racing or other com-
petitive purposes,

Supplemental

9. Where an election for the herd basis is made, every person carrying on
any farming or other trade affected by the election shall, if required to do so by
notice from the surveyor, make and deliver to the surveyor, within the time
specified in the notice, such returns as to, and as to the products of, the animals
or other creatures kept by him for the purposes of the trade as may be re-
quired by the notice, and the provisions of section one hundred and scven of
the Income Tax Act, 1918 (which relates to failure to deliver proper lists,
declarations and statements) shall apply in relation to any such return as they
apply in relation to the lists, declarations and statements therein referred to.

10. (1) The provisions of this paragraph shall have effect where, after an
assessment for a year or period has become final and conclusive, an election
for the herd basis has effect for the purposes of incomne tax or, as the case may
be, the profits tax, for that year or period.

(2) All such additional assessments and repayments of tax shall be made as
are necessary to give effect to the election.

(3) Section forty-one of the Finance Act 1927 (which contains provisions
with respect to the making and determination of claims) shall apply in relation
to any claims for relief from income tax by reason of the operation of the
election as it applies in relation to claims for deductions of tax under section
forty of that Act:

Provided that any such claim to which objection is made shall, if the
claimant so elects when he makes the claim, be heard and determined by the
Special Commissioners, and subsection (2) of the said section forty-one shall
have effect accordingly.

(4) Subsection (4) of section forty-two of the said Act (which makes standard
rate tax assessments conclusive for surtax purposes, and prohibits certain
allowances and adjustments being made for surtax purposes unless they have
previously been made for the purposcs of standard rate tax) shall apply to the
rcliefs mentioned in the last preceding sub-paragraph as it applics in relation
to the allowances and adjustments mentioned in that subsection.

(5) Any claim for relief from the profits tax by reason of the operation of the
election shall be made in writing to the Commissioners of Inland Revenue and
the provisions of Part II of the Fifth Schedule to the Finance Act, 1937 (which
relate to appeals against assessments to the profits tax), including the pro-
visions thereof enabling the Commissioners to make regulations, shall, with
the necessary modifications, apply in relation to any determination by the
Commissioners of any such claim.
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