
production generated during that time period needs to 
be counted as income whether or not it was sold for cash 
during that time period. By the same token, the expenses 
used to generate that income need to be correctly al-
located to that time period. To correctly determine and 
allocate income and expenses, changes in the values of 
inventory need to be included in the income statement. 
Thus, increases in crop inventory over the accounting 
period would be included as income under the non-cash 
income category, and reductions in inventory values need 
to be included as well.
 On the expense side both cash and non-cash expenses 
need to be included. Cash expenses would typically 
include purchases of feed, fertilizer, seed, market live-
stock, fuel, etc. Non-cash expenses include deprecia-
tion on machinery, equipment, buildings, and breeding 
livestock. No annual cash payment is made to pay for 
depreciation. This decline in value, however, represents 
an expense to the business and must be included in the 
income statement.
 Table 1 shows an example income statement. In ad-
dition to cash farm income generated from the normal 
production activities, the gain or loss from a sale of capital 
assets such as purchased breeding livestock, machinery, 
and equipment is also entered as a cash farm income. 
This entry would be the difference between the asset’s 
selling price and its book value.
 Two categories of cash farm expenses are shown in 
Table 1. Variable cash expenses include fertilizer, seed, 
feed, purchases of market or feeder livestock, hired labor, 
and so on. These represent the cost of input needed if 
production takes place.
	 The	fixed	cash	expenses	include	property	taxes,	in-
surance, and interest, or those expenses that would still 
exist if no production took place. Notice the cost of any 
new capital assets such as machinery, purchased breed-
ing livestock, buildings, etc., is not included as a cash 
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 The income statement is a summary of income and 
expenses over a given time period and is the second major 
financial	statement	needed	for	control	and	analysis	of	
the ranch business. Sometimes the income statement is 
referred	to	as	an	operating	statement	or	profit	and	loss	
statement. Its primary purpose is to compute net income 
for a given time period. An income statement is used to 
answer the question: “Did the farm or ranch business 
generate a net return and if so, how much?” For most 
ranch businesses an annual income statement covering 
a January 1 to December 31 time period is adequate.
 The balance sheet (950) and the income statement 
are two different yet related records of farm or ranch 
business	activities.	While	the	balance	sheet	is	a	financial	
picture of the ranch at a point in time, the income state-
ment	provides	information	about	the	financial	operation	
of the ranch over a time period.
 In preparing an income statement, all income and 
expenses associated with the business need to be identi-
fied	and	recorded	so	they	can	be	summarized	at	the	end	
of the accounting period. Farm and ranch record books 
are available from many sources. They and provide a 
convenient and organized system for recording income 
and expenses.
 Income can be received in two forms—cash and 
non-cash.	Cash	income	is	easily	identified	as	payments	
received from selling commodities produced on the 
farm and from other farm or ranch-related income such 
as custom work performed for others.
 Non-cash income can be received in the form of goods 
and services. Thus, it is only logical that payment in the 
form of grain or livestock or custom work performed 
for a neighbor should somehow be counted as income. 
Another non-cash ranch income is the value of raised 
products consumed by the ranch household.
 The basic purpose of the income statement is to de-
termine net income for a given time period. Thus, all 
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