Farm Inventory

! The list 0_f all .the Pl1}'5{C;11 property of a business along with their values at a specific
»oint of time is called farm inventory. Inventory for a business is taken at two points

F . : .

of time in a year r.c., at the beginning of the agricultural year and at the end of the
year. It constitutes cash assets, depreciable assets and non-depreciable assets. The
difference In the inventory at the two points of time indicates the changes in the

inventory.
Farm inventory t‘orms the basis for the preparation of income statement, balance
sheet, measurers of income, ¢tc. The loss in the value of the asset due to depreciation

can be worked out from the farm inventory.
As per the sub-items, inventory is presented like cash assets, depreciable assets

and non-depreciable assets as presented in Table 32.1.
(.Zhange in the inventory is.fmmd out by taking the differc e of the value of assets
during the two periods. As evident from the table the items that need to be included in

the farm inventory are, the number of various assets along with their values. As far as
recording the number of items are concerned it can be done by visual verification. The
relevant weights and measurers are also noted for the corresponding items of assets.
The preparation of farm inventory involves physical verification and valuation of
the assets. Physical verification of the items does not pose a problem to the farmer.
problem arises, while valuing the assets, since improper evaluation leads to errone-

ous farm decisions.

METHODS OF VALUATION

To meet this particular objective of valuing the inventory, a look at the common
methods of valuation is necessary. Following are the common methods of valuation.

1. Net selling price.
2. Cost less depreciation.

. Market price.

3
4. Cost.
. Replacement cost less depreciation and

5
6. Income capitalization.

1. Net Selling Price Method

This is a common method that is followed to value the assets that are primarily
meant for sale. From the market price, selling costs are deducted to arrive at the
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1. Cash assels %X %
Cash on hand “x x Xx
Gavings in ['la‘ll‘lk. elc. e ne .
Sub-tota ¥
1. Deprcciable assels x i
Land (ha) xX _— Xx
Farm buildings ‘ o x "y
sachinery and equipment XX XX xx
Impl::nwnh; - e -
Dairy cattle - XX Xx
Bullocks " . XX
Sheep and goal x ~ o
Poultry hirds, etc. . " .
Sub-total .
11 Non-depreciable assels ,
Grains ready for disposal XX XX -
Fodder and feed XX XX &
Livestock products XX XX -
Seeds XX XX o
Fertilizers XX XX 5
Pesticides and fungicides XX XX o
Sub-total XX XX "
Total of all assets XX XX :
i X

——— ——

-

current value of the asset. Examples: All farm products for sale, livestoc
NS for
Sdlg

2. Cost Less Depreciation Method

This is the method applicable in the case of working assets. Sj
- Since ¢

depreciate with every passing year, the depreciation amount is est; Rlese ;|
du'cted from the purchase price. Examples: Machinery, buildings estimated oy,
dairy cattle, carts, etc. 8BS constructed TE“:En;

3. Market Price Method

This i i
N s a common method for valuing purchased farm supplies li
s, pesticides, fuel, feeds, veterinary medicines, etc pplies like seeds,fui

4. Cost Method
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3 5 ceplac ement Cost Less Depreciation Method

b This method 18 confined to estimate the value of

) em resents the cost of constructin Y
ca&imol ogy at present prices. Af
ec as to arrive at the cu

: ery old buildings. Replacement
ter arrigi;he tSame type of building with the present
g at the replacement cost, deduct the depre-

e & irrent value of the building,.
l
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Eitt‘uaﬁ’ cost of construction of very old building = Rs. 10,000
Jseful life - yea:rs
e rent (Replacement.) cost of construction = Rs. 30,000
present age of the _bl?lldmg - 30.yee;rs
ymount Of depreciation s 86000

current value of the building Rs. 30,000 — 6,000 = Rs. 24,000

. Income Capitalization Method

Asset which yields income over an infinite period of time is evaluated using this
method. Example: Land.

The formula is
V= R/I’
y = Income capitalized value
R = Net income from land per annum (assumed to be constant)
¢ = Rate of interest

Besides this method, sale price method is also used to estimate the current value
of land asset.



