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A
griculture is the most important sector of the

Indian Economy. It provides us with food and

our animals with fodder. It provides raw mate-

rials to our industries. It has been and continues to be

the main source of livelihood in India because even

today 2/3rd of the Indian population is directly or indi-

rectly engaged in agriculture and allied activities. It

also occupies an important place in the foreign trade of

the country. Nearly one third of the national income of

our country originates from agriculture and allied

activities. It will not be an exaggeration to say that agri-

culture is the real culture of the country and it has

played and is playing an important role in the economy

of  our country.  In spite of its relatively high impor-

tance in the economy of the country and its growing

interrelationship with other sectors, agriculture has not

received much attention from accounting researchers,

practitioners and standard setters. Consequently, cur-

rent accounting principles typically do not respond

very well to the particular characteristics of agriculture

business and the information needs of farmers and their

stakeholders. Together with other reasons, like the illit-

eracy of farmers, the generally low level of managerial

sophistication, decreasing size of holdings and fewer

economic means in the sector, the unavailability of

general accounting principles has led to a situation in

which farmers are more reluctant to prepare account-

ing records and financial reports.  

Agriculture, today, is passing through a critical

phase in the country. It is believed that the enforcement

of World Trade Organisation regime will further aggra-

vate the already miserable condition of the farmers.

The politicians of the country, instead of preparing

them    to face the situation boldly, are creating unnec-

essary panic among the ignorant farming community

about the possible consequences of the WTO policy.

There is no denying the fact that with the entry of WTO

in the agriculture sector and with the opening up of the

economy, there will not be any smooth sailing for the
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The reasons for the low productivity in
agriculture sector may be many but
lack of accounting records by the
farmers may be termed as one of the
important reasons. They do not main-
tain any accounts relating to their
transactions and as a result are not
much aware of the input costs and rev-
enue realized from output. The
records, if kept properly, present the
farmer the true picture of his state of
affairs, sensitize him and compel him
to take corrective measures in order to
attain the desired productivity, effi-
ciency and efficacy in his efforts. It is
also believed that accounting can
improve farm management and lead to
better performance.
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Indian farmer and he has to equip himself with the

global exposure in the field in order to face the stiff

competition. It is in the fitness of things to mention

right here that though we have achieved a green revo-

lution and one more green revolution is being sought

after, yet the status and position of our agriculture is

much lower than it has been in the advanced countries.

The productivity and efficiency of the agriculture sec-

tor is deplorably low in all aspects and factors in com-

parison to the developed countries of the world. We still

live at the mercy of God and the Government whereas

in advanced countries the farmers have started manag-

ing it on the prudent commercial principles. The farm-

ers in those countries have been using highly sophisti-

cated softwares for recording their agriculture transac-

tions whereas we still have to make a beginning to

make records even in the simple books. 

Productivity of Agriculture Sector 
and Agricultural Accounting 

The term productivity, in general, means the total output

per unit of the factor output. The productivity of the agri-

culture sector comprises the productivity of land, the pro-

ductivity of labour and the productivity of real capital.

The productivity of land means the output per hectare of

land. The productivity of labour is taken to be the value

added per person. The marginal productivity of labour

and real capital (Machinery, equipment etc.) measures

how efficiently these production factors contribute in the

production process of the final product. The marginal

productivity of real capital measures the increase in pro-

duction volume associated with a unit increase in real

capital, when all other factors are held constant in the pro-

duction process. The marginal productivity of labour

measures the increase in production volume associated

with a unit increase in the labour, when all other factors

are held constant in the production process. In economic

theory, it is assumed that both the marginal productivity

of labour and real capital is positive, but decreasing. The

trends in the productivity of all the factors reveal that

there has been some increase in productivity of agricul-

ture over the years after independence but it is still very

low as compared to that in other countries. 

The reasons for this low productivity may be

many but lack of accounting records by the farmers may

be termed as one of the important reasons. They do not

maintain any accounts relating to their agriculture trans-

actions and as a result are not much aware of the input

costs and revenue realised from output. It is a fundamen-

tal principle of management that better planning and

control can be ensured if records of inputs and outputs

(both quantity and cost wise) are maintained in black and

white. Indian agricultural sector is always accused of

creating disguised unemployment, unplanned use of

machinery and irrational cultivation of land. The

records, if kept properly, present the farmer the true pic-

ture of his state of affairs, sensitize him and compel him

to take corrective measures in order to attain the desired

productivity, efficiency and efficacy in his efforts. It is

also believed that accounting can improve farm man-

agement and lead to better performance. 

It is evident that in order to match the global econ-

omy, we have to be in the fray and we cannot progress

in isolation. It is altogether a different issue whether

our farmers are in a position to face the competition or

not and whether our government is sincere in giving

them a proper lead in the matter or not. The farmers in

our country are totally indifferent to the agricultural

costs. They neither have any cost benefit analysis nor

do they believe in keeping any accounts. Whatsoever

they get they simply call it their fate and wish that the

lady luck would smile on them next year. As a result of

small land holdings they cannot derive the benefits of

economies of large scale. The cooperative movement

has been unable to get the desired success in its mis-

sion. The false ego and pretensions of the farming

community have also worsened their problems. The

green revolution has turned the farmers lethargic and

sluggish. The easy accessibility to bank loans has

motivated them towards a luxurious life. All these fac-

tors when put together have created a vicious circle of

problems galore for the farming community.

Agriculture Accounting and costing can play a vital

role in ameliorating the plight of the farmers, can call

upon them to improve the productivity and efficiency
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Certain studies conducted in Europe revealed

that the farmers who used agriculture account-

ing performed better in all respects than those

who did not keep any systematic record of their

farm operations. Accounting, thus, brings

rationality in the efforts and endeavours of the

farmers in carrying out their agricultural

activities and enables them to have a cost bene-

fit analysis of what they do. 
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of the agriculture sector and can enable them to run

their farming operations on commercial lines.

Farm Accountancy Data 
Network in Europe

In Europe, the Common Agricultural Policy (CAP) has

been the cornerstone of the economic and political inte-

gration process, and to date the European Union’s

Directorate for Agriculture still is the one with by far the

largest budget. The Farm Accountancy Data Network

(FADN) was created in the context of Common

Agricultural Policy by the European Economic

Community in the year 1965. This network collects

accounting information at the level of individual farms,

and gathers every year data from a rotating sample of

60,000 professional farms across all member states.

FADN data are collected through a questionnaire from a

variety of sources. The field of observation of FADN is

that of commercial farms. The data relates to assets, lia-

bilities, revenues and expenses of the farms in the sam-

ple and is summarized in reports similar to balance sheet

and income statement. FADN uses market prices for val-

uation of non-monetary assets. Revenues are based on

production, valued at the end of period market prices.

FADN distinguishes four broad categories of expenses.

These are called specific costs, overheads, depreciation

and external factors. Depending upon the type of farm,

the specific cost refers to seeds and plants, fertilizers,

crop protection and other crop specific costs, or feed and

other live stock specific costs. Overheads include

machinery and building costs, energy, contract work and

other direct inputs. The external factors include wages,

rent and interest. FADN does not consider the remuner-

ation paid to the farmer and his family. The expenses not

related to the farm activity are also not recorded as farm

expenses.  Both the specific cost and the overheads are

determined on an accrual basis, but the external factors

are valued on cash basis. Depreciation is calculated in

accordance with the valuation of corresponding assets,

that is normally replacement value. Consumption by the

farm itself of livestock and farm output in general is val-

ued at net realizable value. FADN has also given a for-

mat for the presentation of financial statements. It may

be said that by doing so, FADN attempts to obtain some-

thing like a true and fair view of the financial perfor-

mance and condition of the farms. It is alleged that

FADN data is not obtained through book keeping proce-

dures and it is inconsistent with basic Generally

Accepted Accounting Principles (GAAP). However, it

cannot be denied that FADN has created a lot of con-

sciousness and awareness among the European Farmers

about Agricultural Accounting and has provided the

methods for asset valuation, revenue recognition,

expenses incurrence and presentation of financial state-

ments. It has developed specific and general accounting

guidelines. The Role of FADN can be said to be of a cat-

alyst as for as implementation of agricultural accounting

is concerned. The formats suggested by FADN for bal-

ance sheet and income statement are as under:
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Objectives of Agricultural Accounting

The basic objectives for adopting agricultural

accounting can be as under:

●● To analyse the records to make management

decisions such as credit, government pro-

gramme, what to grow and when, record

production and diversify production

●● To get a true picture of the results of operations

●● To identify objectives (may need to deter-

mine short term goals, long term goals and

the priorities in each category)

●● To list assets and liabilities and maintain

their proper up-to-date records

●● To evaluate the fairness of operating

arrangements

●● To analyse the alternate courses of action

and to choose the best alternative

●● To make decisions for capital asset replacement

Structure of FADN balance sheet

Fixed Assets: Net worth

Land and permanent crops Change in net worth

Buildings Long and Medium 

Term loan

Machinery

Breeding Live Stock

Current Assets: Short-term loans 

Non-breeding live stock

Stock of agricultural produce

Other Circulating capital 
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Proposed International Accounting
Standard on Agriculture

The Proposed International Accounting Standard on

Agriculture (PIASA) released by International

Accounting Standard Board provides the conceptual

framework to agricultural accounting. Prior to PIASA,

guidance for farm accounting could be found from the

American Institute of Certified Public Accountants,

1996 and the Canadian Institute of Chartered

Accountants, 1986. PIASA has recommended the

model for definition, valuation and presentation of

biological asset, agricultural produce and agricultural

land. It has recommended that fair value is a better

basis for the valuation of biological assets, agricultural

produce and agricultural land than historical cost. It

has further concluded that market price is an indicator

of fair value when active markets exist, and that mar-

ket prices are more objective than allocations of his-

toric cost. It also pointed out that for most agricultural

assets relatively efficient markets exist and therefore

fair value can be obtained easily.  In the absence of

active and efficient markets, the PIASA suggests to

determine fair value based on the most recent market

price for that class of assets, or market prices for simi-

lar or related assets. However, PIASA does not refer to

the valuation of assets other than agricultural produce,

biological assets and agricultural land, which means

that these should be valued on historical cost basis. As

for as revenue recognition is concerned, PIASA is of

the view that it should be based on production and end-

ing inventories of agricultural produce should be val-

ued at fair value in their harvested state at the point of

harvest. PIASA also requires that all of expenses of a

farm should be reported on an accrual basis. PIASA

has also made the presentation of financial statements

simple and understandable. However, it is accused that

PIASA is more useful to the professional accountants

than the farmers. Thus, this proposed standard is a

humble beginning in the field of agricultural account-

ing at the international level to make it more rational

and useful.

Application of Agricultural 
Accounting in India

Agriculture in India is still not undertaken on com-

mercial lines and prudent business principles. Its

important reason is that our farmers neither keep the

accounts relating to agriculture nor do they apply any

techniques of accounting to control the agricultural

costs. It is only with the help of accounts that we can

have an optimum utilization of our frugal resources.

Now agriculture is turning to be an industry and pro-

fession. A number of farms have mushroomed around

the cities where mixed farming is carried out. That is

why it becomes imperative to apply all those account-

ing techniques and principles, which are applicable to

industry and business. The account keeping will not

only be helpful in determining the exact costs but will

also be instrumental in controlling and curbing the

costs and improving the productivity and efficiency of

agriculture. The best crop cycle may be adopted by

having the cost benefit analysis for each crop. A depre-

ciation reserve may be created for the replacement of

fixed assets like tractor, tubewell and thresher etc. 

THE CHARTERED ACCOUNTANT 214 AUGUST  2004

Structure of FADN income statement

Total Output (by type of production)

+ Subsidies on production and costs

-  Intermediate consumptions:

a) Specific Costs:

Seeds and plants

Fertilizers

Crop Protection

Other crop specific cost

Feed gazing livestock

Feed pigs and poultry

Other livestock specific cost

b) Overheads:

Machinery and building costs

Energy

Contract work

Other direct inputs

- Taxes and VAT balance

=Gross Farm Income

-Depreciation

= Farm Net Value Added

+ Investments grants and subsidies

- External factors:

Wages paid

Rent paid

Interest paid

= Family Farm Income



Most of the agricultural transactions are

exchange transactions. A worker may be given

a part of the produce as a reward for his ser-

vices. These kinds of dealings are to be con-

verted into money value and then transferred

to respective accounts. 

The cost concept of accounting can also not be

applied in totality because assets like livestock are val-

ued at market price. Similarly self-produced goods are

also valued at the market price. Some times goods

from agriculture may be transferred to allied activities.

The correct valuation of such transfers is also required.

Fixed Installment or Written Down Value method of

depreciation may be applied on fixed assets.

Agriculture is full of uncertainties and provision for

the uncertain future is highly required. The crop insur-

ance is still not undertaken on commercial lines.

Record keeping will encourage the insurance compa-

nies to come forward in the field of crop insurance. The

produce used for personal use is also to be accounted

for. The above may be the basis for agricultural

accounting. The technique of Marginal Costing can be

of great use in selecting the best crop mix by dividing

the costs into fixed and variable costs.  Budgeting may

also be helpful for earning good profits in agriculture.

After a survey of several small and big farm-

ers of the area it was found that most of them are igno-

rant about the agriculture costs and accounts. If a

farmer is asked to tell about his income from agricul-

ture, his immediate answer will be that he had a crop of

Rs. 50,000 this time. He treats the whole receipt from

the sale of produce as his income. Another version

which is generally current is that the farmer first settles

his old debt and then takes a new one at the time of the

sale of produce and feels highly satisfied that now he

has no outstanding payment of the previous years. So

generally a farmer never thinks about the expenses

incurred on the crop and if he thinks of something, it is

only about the amount spent on buying the seeds, pes-

ticides, manures and electricity. He never thinks about

the costs of land and self-labour. He is totally ignorant

about the concept of depreciation. So he does not keep

into account the accounting assumptions and tech-

niques relating to fixed assets.

The farmers are indulging in a rat race in the

matter of buying modern agricultural equipment

because of easy availability of bank loans. Even small

farmers consider a tractor a matter of status and honour

though it may be a white elephant for most of them.

They never realize how they will pay the exorbitant

interest. A fatal trend, which is perceptible now a days,

is that the farmers sometimes get a tractor through

bank loan to sell it immediately afterwards to spend the

amount on useless luxuries of life. However, if a

farmer maintains the proper accounts, he will have a

proper analysis of the interest expenditure and hire

charges if he hires the tractor instead of buying it. The

disguised unemployment is another factor, which

remains untouched because of non-maintenance of

accounts. Most of the times the whole family of the

farmer works in the fields directly or indirectly. But he

never makes the evaluation of the services rendered by

the members of the family. If a thorough analysis of the

matter is made, he will find some of the members as

economic burden on the institution. It is a fact that the

efforts and outcome of the farmers are generally dis-

proportionate.

No difference is generally found between the

personal and agricultural transactions of a farmer. He

normally keeps a common bank account from where

he makes personal as well as business payments. In

certain cases indigenous banking is still prevalent and

all private and business expenses are paid in cash

through the moneylender. The produce used at home is

also not accounted for. Whatever is paid to the work-

ers in the form of produce is not valued in money form

and  hence is not properly accounted for. The farmer

does not bother about the concept of drawings and con-

siders it below his status to account for the things used

for domestic purpose. But this approach is against the

concept of business. 

The business entity concept states that the

entity of the business and the businessman is

different and all transactions are recorded

keeping the business in mind. Such an

approach is needed in agriculture also if it is to

be carried on commercial lines. 

Most of the farmers generally prefer cultiva-

tion of some particular crops because of status symbol

though their costs of cultivation may not be fully

recovered from them. They must have a cost benefit

analysis of the crops and select those, which benefit
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the most at the lowest cost. Such an analysis is possi-

ble only through accounts.

Now the question arises how the accounting

techniques can be implemented? Should all accounting

techniques and principles be implemented immedi-

ately? No, in the beginning only such a system of

accounting should be implemented as is easy to under-

stand and simple to adopt. The beginning in this direc-

tion can be made by preparing simple cash book,

account of each crop, account of live stock, account of

expenses, net profit and loss account and finally the bal-

ance sheet. Most of the agricultural transactions are cash

based and the receipts and payments can be entered in

cash book. Depreciation can be charged on farm

machinery and building. Expenses incurred to make the

land cultivable can be considered a part of costs of land.

Expenses on insurance of crops and livestock may be

there. The produce used at home and given to the work-

ers may be treated like business accounts. Expenses

may be categorized as per FADN basis. Similarly the

assets may be valued as per PIASA. The pattern of pre-

senting the financial statements can be amended as per

our own requirements. Thus, the principles of double

entry system may be applied with a slight difference.

It is also suggested that cash system of account-

ing may be used, as it is simple to implement. When using

this system, the income is recorded by the farming oper-

ation in the year in which cash is received, this may or

may not correspond to the time when this income is

earned. Expenses are recorded in the year in which they

are paid e.g. payment for fertilizer, seeds or repairs. This

method of accounting is considered highly flexible

because the farmers may influence the timing of the

recognition of income and expenses. This system

requires simpler records than accrual system and farmers

may have cash available to pay expenses instead of hav-

ing to use credit. It also promotes cash control and avoids

the necessity of adjusting entries other than depreciation.

The government should play an important

role in this direction by providing necessary training to

the farmers regarding the maintenance of accounts.

The government can also set up a network on agricul-

tural accounting on FADN pattern. The Institute of

Chartered Accountants of India should also come for-

ward in this field and issue certain accounting stan-

dards and guidelines as per the international standards.

It should also be kept in mind that with the decrease in

the size of land holdings, there would not be any choice

except the cooperative farming which again will

require the use of accounting techniques to make it a

success because all the divisions and duties can be pos-

sible through proper recording. Farmers should be

made to realise that the benefits of accounting out-

weigh the costs and the accounting information pro-

duced will not only be useful for external purposes but

it will also be highly useful for better farm manage-

ment.  Moreover, it is only through written records that

the inefficiencies can be known and evaluated. To con-

clude, it can be said that agricultural accounting may

prove panacea for the present ills of the farming com-

munity by turning them to be commercial people. ■
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It can be said without an iota of doubt that once

our farmers take to account-keeping and

become cost conscious, they will become truly

commercial and agriculture will become a

lucrative business. It will not only help in

improving the productivity and efficiency of

the agriculture sector but we shall also be in a

position to face the music of the WTO more

effectively. 
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