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The following information is designed as an aid in estimating
farm machinery use costs for 1996. The costs are determined
by formula and represent an average cost for a specific piece
of machinery. These machinery costs are intended to be
average estimates for the agricultural industry.

Salvage value at 10 years of life ranges from 16 percent to 30
percent. Repair and maintenance calculations are based on the
American Society of Agricultural Engineers Standards.

There are two types of costs associated with owning and
operating a machine: Fixed costs, which are incurred whether
or not the machine is used, include depreciation, interest,
insurance, housing, and taxes. Operating costs, which occur
only when the machine is used, include fuel, lubrication,
repairs, and labor.

Fixed Costs: Each machine is depreciated for 10 years. It is
assumed that a piece of equipment purchased new will be used
commercially for 10 years even though it may be owned by
several people.

List price, as shown in this publication, averages the list prices
quoted by major machinery companies and reflects a 6 to 8
percent purchaser discount assuming that the purchasing
power of the buyer exactly equals the sales tax, setup charges,
and transportation costs. Interest and insurance rates are
assumed to be 12.5 percent and .75 percent, respectively.
Housing cost is assumed to be 75 cents per square foot of
shelter space needed per year.

Formulas used to compute fixed machinery costs:

Depreciation per year=(purchase price-investment credit-salvage value) x 0.85

                                          (Years you will use the machine)

Interest per year=(Purchase price + salvage value)n   x interest rate x 0.85

                                                2

Insurance per year= purchase price + salvage value x 0.85

                                                        2

Housing per year= price per square foot  x  square feet shelter required

Taxes per year=0(there are no property taxes on agricultural machinery in KY)

Operating Costs: Fuel cost is calculated by multiplying the
fuel consumption by the price of fuel, with fuel consumption
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assumed to be .06 gallons of diesel fuel per horsepower hour.
The price of fuel is assumed to be $1.00 per gallon for diesel.
All power units, tractors, combines, trucks, etc., are assumed
to be diesel powered. An estimate of gasoline consumption
can be made by multiplying the diesel fuel consumption by a
factor of 1.36. Lubrication cost is assumed to be 10 percent of
fuel cost.

The formulas for estimating the repair and maintenance costs
estimate total accumulated repair costs according to the accu-
mulated hours of use; the total costs are then bro ken down to
a per hour cost estimate. The amount of annual use of a
machine is an estimate of the number of hours a commercial
farmer would use that particular machine in one year.

Labor is assumed to be an hourly wage rate, which includes 30
percent of benefits, of $6.25 per hour for unskilled labor and
$8.75 per hour for skilled labor. Labor per acre for an operation
such as plowing and discing is calculated by using the work rate
on the implement instead of the tractor. Therefore, plows and
disks using the same tractor have different per acre labor require-
ments. Less labor per acre is used in a discing operation that
covers more acres per hour than in a plowing operation.

Machinery prices remained about the same for 1995, com-
pared with 1996, with slight price increases in some types of
machinery and price declines in others.

These cost estimates are not everyone’s cost, but are intended
as a guide in planning the cropping operation. Individuals
have unique costs because of differences in buying power,
repair programs, average annual use, and overall replacement
programs.

The following tables provide the 1996 machinery function
costs broken down into several categories. Some relevant
supporting data also are included.

Fred J. Benson is an Extension Economist in farm management,
Mwana N. Mawampanga is a  Post Doctorate Research Specialist
in the Department of Agricultural Economics, and Larry D. Swetnam
is a Research and Extension Specialist in Biosystems and Agricultural
Engineering.
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