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The Income Approach in the Valuation of a Lee County 

Iowa Grain Farm 

INTRODUCTION 

Th e recent downturn in the value of man y 

agricultural properties, and t he c losing of many rural 

banks, came the cr y of faul ty, or defecti ve o r­

i mperfect , appraisals from virtually every sector . The 

quest ions many have as k ed were , was t h e hug e loses 

incurr ed by many l e nders t h e cause of imperfe c t 

appraisers; or perhaps could it have been because of an 

erroneous appraisal process ; or was it , as man y 

appraisers would c laim , attributable to forces beyond 

t he control of the appraiser? Unfortunately, I bel ieve 

that t he answer was "Yes" to all the above . Appraisers 

don ' t like to admit it, but not all the appraisers a r e 

honest or competent . We also all know t hat some o f the 

blame lies in lenders themselves, along with government 

policies and c hanges in t he market for farm land and 

the i nputs that go into est imating income . I also 

bel ieve that t here are flaws in t he appraisal process 

i n the valuation of agricultural properties . While it 

would appear t hat t here is eno ugh blame for all the 

parties to share, I would like t o foc us in t his paper 

on but a small part of the appraisal process used in 

valuing agric ultural properties , that being t he Income 

Approach . I c h ose the Inc ome Approac h bec ause there 
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appears to be a perception by buyer s , sellers, a nd 

lende r s t hat it does not apply in the valuation o f 

agric ultural properties. 

THES IS STATEMENT 

Base d upon a review of t h e literature , n ume r ous 

inte rviews with lenders, buyers, and sellers; and my 

experi e nce with valu ing farm properties, the thesis of 

thi s paper is that the I ncome Approach c an provide an 

accurate and r e liable measurement of th e val ue of a 

grain farm in Lee County , I owa. It would also be my 

view, t hat when properly applied, t he Income Approach 

can be equally accurate and reliabl e in other l ocations 

as well. I c hose a grain farm for study, a s opposed 

to a li vestoc k ope ra t ion b ecause grain farms are 

predominant in Lee County . 

SCOPE OF THE INVESTIGATION 

Throughout this paper,, I will be using a s mall 

data sample, along with supporting data o btained 

throug h I ow a State University Ex tension services . 

Twenty -three agricultural farm sales that place in 1988 

in Lee County. After confirmation with people i nvolved 

in t hose sales , I considered 10 s a l es as being a r m' s 

lengt h transactions, for use i n this paper . The 

Dictionary of Real Estate Apprai sal, d e fines an Arm ' s 

Length Transact ion as , "A transactio n d erived at by 
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unrelated parties under no duress . " Th e supporting 

data obtain ed from Iowa State University Extension 

covered the same period as the sal es data , and will be 

considered a stabilizing fac tor in t he analysis used. 

GRAIN FARM DIFFERENTIATED 

A grain far m is differentiated from other typ es o f 

farms in that the produc tion of grain for sale in t he 

marketplace is ~he primary source of i nc ome , In I owa , 

t he predominant grains are corn , soyb eans, and wheat . 

Other c ash crops may be used in rotation , but are 

general ly of lesser importance . 

WHY DID THE QUESTION NEED TO BE ANSWERED 

From early in my practice , I felt that t he Income 

Approach was not being given very muc h we igh t in the 

valuation process . Most of the appraisals that I saw 

did not even include a n Income Approach. To my a maze­

ment , many e nd users of appr aisals would come and say 

that t he approach was not appl icable in t h e valuation 

of agricultural properties . This sort of ran conLrary 

to my trai n ing , since I looked at a f arm as a business . 

After all , did not a b usiness exist to produce income, 

and was not the val ue of most b usinesses based upon the 

anticipated inco me that the business could produce? 

Surely , t he income must have some sort of relationship 

to value. 
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HISTORY AND REVIEW OF THE LITERATURE 

THE CYCLICAL USE OF THE INCOME APPROACH 

The I n come Approach has not always been considered 

an independent approach to va lue in agricult u ral 

properties . According t o early writi ngs, it wa s u sed 

with the other approaches in estimati ng the value of 

t he land. Th e u se of the Income Approach h as bee n 

somewhat cyclical, coming in and o ut of styl e , based 

upon t h e general cond ition of t h e agricultural economy . 

At times the Income Approach was considered important, 

and at other times, not . Its importance h as g e n erally 

been greater wh e n there was a period of recession or 

depress ion in t h e agricultural industry that resulted 

in poorer c ash fl ows . The opposite was generally t~ue 

during periods of prosperity, when farm incomes were 

high . It is the opi n ion of t h is writer that t h e Income 

Approach can be an important indication of the value o f 

agricultural properties most o f the time . 

EARLY BACKGROUND 

The history o f farm land values in t h e United 

States suggests that during periods of prosperity farm 

lan d prices and presumably farm .land valu es advanced 

rapidly. During depressions , few sales were made , and 

until t h e Great Depression started in 1929 , there does 
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not appear to have b een any great recession in farmland 

values in t he United States at a ny ti me . Accordi ngly , 

mortg a ge companies , insurance companies, Federal Land 

Banks , a nd oth ers making loan s o n farm l a nd s did s o 

upon t he assumption that farm lands had increased i n 

value since the settl e me n t o f t be co untry a nd t here f ore 

would continu e to increas e in value . Loan s o n farm 

l and were mad e up o n t h is assumpt ion , and in many 

instances , t hey were made w j t hout proper a ppraisal s of 

th e land o n which t he loan was bas e d . Even today, many 

l e nders fa il to consider tbe value o f the r e al estate 

used to secure the loan adequately . If the land ~.;as 

appraised at all, t he appraise r ofte n use d rules o f 

thumb , and co n ce n t rat e d more o n fi l l i n g o ut the 

appraisal f orm rather than taking t he time to so undly 

investigate a nd consider all t he facts necessar y to 

pr e pare a d efen si ble value estimat e . Th is practice 

tended to mak e the appraisal of farm lands a matter of 

r outi ne ; no appraisal s tand.ards had been es t abl ished , 

and non e had been a ttempted . Th is situat ion e nde d very 

quic kl y whe n t he fl ood o f fa rm l a nds came into the 

possessio n o f t he mortgagees with t h e Great De pression, 

that s t arted in 1929 . A simi lar situation r ecurred i n 

the ear l y 1980's , wh e n lenders agai n made ro u t in e 

appraisals, under the fals e assumption that land 

values would always be increasing . Ma ny l e nders again 
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h ad the fee ling that the appraisal report was a 

document used to satisfy the bank examiners , and no t an 

important underwriting tool . 

Very little writing has been found to exist pr io r 

to 1916 about farm valuation . D. Howard Doane in 1916 

started a study, which attempted to systematize rural 

appraising. His firm's research l ed to the creation of 

a system of making appraisals to be used in making farm 

loans. Th e group that located a n d organ i z ed the 

Federal Farm Loan Banks i n 1916 and 191 7 , indicated 

t hat t h is was the only study that was f ound to exist in 

the United States , that appeared to offer facts about 

the valuation of rural properties. It was t he Doane 

system t hat was prominent duri ng t he period from 1916 

to 19 32 , and even today it dominates the appraisal of 

rural land i n many l ocat ions . I c a n recall that on t he 

first a ppraisal assignme nt request that I had t o do on 

a farm prope rty in Lee County , t he c lient r e ferr ed to 

the appraisal as a "Doane Appraisal" instead of a s a 

narrative appraisal . 

Before t he Ore a t Depression, t h e appra isa 1 of 

rural agric ultu ral pro perty was c onsi.der e d 

unsystemati c . Hudso n Burr , in an art i c le published in 

1935 believed t hat, "rural appraise rs were not as well 

develope d as their c ounterparts in the urban fi e l d . " 

He desc ribed t h e appraisal s as s i mply, "a b y g uess and 
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by God procedure . " He went even farther in describing 

r-ural appraiser s , "as those 1,1h o could stand i n a f ie l d , 

allow a number of factors, the numbe r of whi c h was not 

known , to flow t h ro ugh b is 

compa r atively s hort manner- of 

head , a n d then 1n a 

time stop t he f l ow and 

write down t he value o f the land and bu i !dings . " Th e 

apprai sers of t he day were believed to know what farm 

val ues were . 

REVI EW OF THE APPROACHES 

F o r years , even before t h e Great Depression, 

appraisers traditionally used the t hree a pproa c hes to 

estima t ing t he value of real estate , There was nothing 

new i.n t he t hree approaches to value . Th ey had been 

used , not under t he name of t he "three approaches " but 

in principle , from time i mm e mo r ial , by every competent 

real estate bro k e r a nd appraiser , eve n though many 

appraisers lac k a c l ea r understandi ng of why t h ere are 

three approach es . Thes e t hree approaches are based 

upo n t he principle t hat the buyer has three c ho j ces . 

He may c ho se to buy similar land an d bui l d n ew 

compara ble improvements ( The Cost Approach) . He may 

also c hoose to purc hase an already ex i s ting similar 

proper ty (The Di rect Sal es Comparison Approac h ) , or to 

rent a similar property w.i t h a similar inc ome stream 

( The Income Approac h ) . Wh ile t h e appraisal estimates 

r-eached by t he appl ication of t hese t hree approaches 
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ma y s how a considerabl e difference in amoun t during 

booms or depressions , there may be v e r y little 

variation, and t heoretically perhaps none , during 

periods of economi c stab i lity . If all three approaches 

to value are used in the appraisal of any part i cul ar 

piece o f r eal estate, t h e value indi c ated by t h e 

approac h that mos t n early co nforms to all the 

condition s surrounding the parce l of real estate under 

considera tion should be c hos en as the apprajsal 

estimate . I believe t hat it will be evident short l y 

that eac h approach was believed to be g enerally 

appli cable only to esti mating a p ortion o f the 

property ' s value , with the various portions then a dd ed 

together. In the Cost Approach, sometimes called the 

"Inventory Approach , " the value is based upon the sum 

of the val ues contributed by th e various compon ents, 

whether they be land and/or improvements . Since you 

cannot manufact ur e , o r build raw land, the Cost 

Approach was not , and is genera lly not today considered 

an appropriate method of estimating t he value of the 

l and when vacant . I n the Cost Approach , the land is 

gene r ally always valu ed by use of t he Direct Sales 

Comparison Approach. In some cases a Land Residual or 

an Income Capitalization method may be e mployed . 
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In the Direct Sales Comparison Approach, sometimes 

called t he "Market Data Approach " t he value is based 

upon the prices paid f or ot her si milar properties 

l ocated i n the same area , and that have recently sold. 

These comparisons generally r esult in adjustments made 

to t he comparable sales fo r differences, both p os i tive 

and ne g ative . Th is approach is ge ne rally most reliable 

when there are few dissimilarities in t h e prope r ties 

anal yzed . 

Th e t h ird approa c h is the In co me Appr o a c h, 

sometimes called the "Earni ngs Approach " where t h e 

value is based upon the annual income stream t hat the 

property is most like l y to produce soon. Wh ile a p-

praisers a r e generally more concerned with ne t I ncome 

attr ibu ted to t h e real estate , gross income may also 

gi ve a significant indication of a property ' s val ue . 

Wh ile t h e profess io n a l appraiser t y pi cally 

attempts to use all three a pproach es to value , d uring 

var ious pe riods in the past the a gricultural appraiser 

often e mphas i zed different approac hes during different 

economi c per iods . Thus , it appears t hat t h e reliance 

upon t he Earnings Approac h in estimating t h e va lue of 

farm properties ha s some what gone in and out of styl e , 

as economic cyc l es c h anged. I be l ieve that this 

reliance ls based upon the perception o f risk i n l oss 
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of val ue of the land in the future . Duri ng p e riod s of 

inflation I the risk of value loss diminished, and the 

reliance o n the Income Appr oac h was less . However , 

during periods of re cess ion , or depr ess i on , the 

reliance on t he Inc ome Approach is greater . 

THE NATIONAL JOINT COMMITTEE 

In 1932 t he founda t i o n was l aid for the 

organization o f the National Joint Camm i ttee on Rural 

Credits, whic h was made up of : the Li fe I n surance Farm 

Conferenc e , the Federal Land Banks, the J oi nt Stoc k 

Land Banks , the American Society of Farm Managers , the 

American Farm Ec onomic Association , the American Farm 

Bureau Fe d erat i on, the Americ an Agricultur al Ed i t ors 

Association , and the National Grange . The commi ttee 

set up s ub-committees to study various a r eas , inc luding 

rural appraising. 

In "The Appraisal of Farm Real Estate" by Robert 

C. Suter , several statements were made . He stales t ha t 

in the syste m deve l oped as the American Ru ral Appraisal 

Sys tem, by the National Jo int Committee on Rural 

Credi ts , that i t "dis a pproved of t hose persons who 

ge ne r ally professed to know land values a nd b e gan t o 

replace t hem with appraisers wh o were abl e to arrive at 

land values b y means of analysis a nd reason." 
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Wh ile today we wou ld qu estio n p e rhap s t h e 

reasoni ng and a nalysis used, at least a system was at 

last in p l ace , s ubject to public scrutiny and critical 

assess me n t. As a r es ult of the National Joint 

Camm i ttee on Rural Credi ts , in 1 934 , an o u t line of 

Rura l Apprais ing was published , wh ich div ided the 

appraisal process into t hree divisions : 

1 . Mate r ials, or t he tec hnical division, which was 
co n cern e d wi t h t h e physi c al aspect s of the 
property , soil s , drainage , topography, c r ops, and 
i mpr.-ovements. 

2 . Methods , or technique, whic h is c oncerned with 
analytical too ls, used to put th e report together . 

3 . Ethics , wh ich deals with the integrity o f the 
preparer . It was pointe d out t hat regardles s of 
t he quality of t he material used , o r the technical 
analysi s t hat is invol ved in t he appraisal, that 
t here is l ittl e value to a r e port that i s pre pared 
dishonest ly , or unet h i c a l ly . 

Wh ile greater emphasis was placed upon t h e 

physi c al aspects t h an b e for e , for the f i r s t time 

considerable emphasis in t he appraisal industry was now 

being placed upon eth ical conduct o f appraisers . Thi s 

e mphasis on ethi cs was indicated by t h is quotation , 

from an artic le in t h e Appra isal J o ur nal , (Doan e , 4 7) : 

"An appraisal , t h e n, to c o mmand respect must be 
mad e by a man wh o knows the elements t hat go to 
ma k e up rural values ; who kn ows how they are 
assembled, weighted a nd coordinated; and t hen wh o 
adds to a ll an h onest person ality , fo r t h e end 
product is but the refl ection of h is opinion." 
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THE INTRODUCTI ON OF THE TERM BASIC VALUE 

One preval ent idea of t h e day was t hat the kind of 

appra isal t hat was being sought determine d t he value 

t hat was to be so ught. Today we conc entrate more on 

t he definition of value to be sough t, rather than the 

kind of appraisal be ing sought , even t h o ugh the kind o f 

appraisal desired often dictates the defin i t i on of 

value to be used. During t hi s earl y period , it was 

b e lieved that value flowe d from t h ree sources, i . e . 

earnings, l ocation , and home use. It is t h ese combined 

uses that produced what was called, "Basic Value . " If 

a specialized val ue was desired, t he "Basic Val ue " was 

fi rst estimated and reco rded. It was t hen adjusted or 

modifi e d to reac h t h e desired val u e for. s pe ci al 

pur poses such as , c onde mnation, tax assessme nt , or sale 

purposes . Most appraisa l s stopped at "Basic Va lue . " 

It was recognized t hat a major portion of the value o f 

t he property was in i ts e arni ng capacity . 

TECHNOLOGICAL ADVANCES 

Shortly afte r t he Great Depression , t he governme n t 

and private enterprise t oo k s t eps to i mprove the 

t e c hnic al information us ed by appraiser s . Part o f t he 

problem with establishing t h e relationship of inc o me to 

va lue was the l ack of s upporti ng tec hn i c al data . 

Before the Great Depression , t h e a ppraiser had to rely 

upo n pe r sonal observation a nd experience . Most farmers 

kept p oor records of earnings a nd expe nses . Yie l d data 

1 2 



was incomplete at best, a nd varied from plan t ing season 

to p lanting season , and fr o m farm to f a rm. Quite 

honestly, no o ne c ared, s ince t he value of farm land 

had continually increa sed in value every since th e 

founding of the country. Even today, with t he recent 

dramatic drops in land values , whic h were a s high as 

30 . 2 percent in I o wa in 19 8 5 , the average c h ange i n 

farm land value over the l as t 20 years in Iowa has been 

at th e rate o f 4.6% per annum. With the Great 

Depression came the demand f or more s uppo rt i ng data . 

I t was felt that t he singl e most important factor in 

determining what t he anticipated income c ould b e was a 

comprehensi ve l ook at the make-up of t he s oil. 

To help appraisers i n identifying soils , i n 19 34, 

maj or i n s urance companies publi s h ed handbooks that 

indexed various soils, as they were located with i n t he 

variou s states . 

265 soil types 

leadership o f 

In I owa, for ins tance there were 

indexed and 

t he United 

descr ibed . Under 

States De partment 

t h e 

of 

Agriculture these soils were rated f rom 1 to 10, wit h a 

rating of 1 being th e most productive , and a rating of 

10 being least productive . The appraiser was e xpec t e d 

to use these descriptions and ratings in describing t h e 

productive capac ity of the subjec t property in the 

descriptive portion of t he appraisal report, also i n 

h is descript ion of t h e co mparable pcoperties 
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( Es tim a ting t h e Va lue o f Farm La nds , 1 9 3 6 ) . These 

handbooks i nclude d maps , wh ich outlined t h e loc a t i o n o f 

variou s soi l t yp e s . The i ndexes i n t he hand books wo ul d 

i d e n ti f y t h e s o i l typ e , no t e it s co l o r and t extu r e , 

di scuss i ts t op og r aphy , a nd rate t he soil . More rec e nt 

addition s o f Compre he nsive So i 1 Surveys go into muc h 

grea t e r d e p t h, a nd i ncl ude c h e mi c a l co mpo s i tion , 

s l ope s , est i mated c rop y i elds f o r vario us c rops , and 

soi l s u itabil i ties a nd limi tat ion s. 

Today t h is wr i t er mi gh t refu t e the o p i n ion t hat no 

man can assu me t o be a n a ccur ate r ural app r a iser unles s 

he has a wo rka b l e kn ow l e dg e of soils . Tha t was a n 

e a r l y vi e w. With t he more mod ern s u r veys , i t is n o w 

p os s ible f or t h e a ppraise c- to r ate an e ntire far m, 

withou t being a soil expert . Today most c o un t i e s have 

co mp re h e n s i ve s u rv e ys , a n d wit h t h e e mphasis o n 

gove rnment Cr op Re duc t ion Prog rams , many r u r a l c ounties 

a re updating t hese studi e s . Lee Coun t y ' s Co mpr e h ensi ve 

So i l Survey wa s publi s h e d i n 1976 . 

THE I NTRODUCTION OF THE TERM EARN I NGS VALU~ 

As we ha ve indi c a ted , mos t app r a isers be for e and 

a f ter t h e Great De press i on c apital ized t h e Ne t I nc ome 

int o what was c alled the prop e rty ' s "Earn i ng s Va l ue . " 

In a n artic le i n 1938 , Ralph V. Fi e ld t oo k is s ue with 

t h e p ro ce ss o f c apita l i zi n g o f Ne t In c o me , t he n 
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adj us t i ng the result, "Earnings Value," to get '' Basis 

Valu e . " He pointed out that there was a s pl it o f 

opinio n . One group of appraisers held the opini on that 

building values are not set ou t i n t he appraisal , and 

t hat the val ue of t h e building s are shown in the i ncome 

for the past ure . Believ ing t h a t the val u e o f th e 

buildings are fundame ntal, those a ppraisers felt that 

more considerati on should b e made of their presence. 

Further , h e emphasized that in the valuaLi on of i n come­

produc ing pro p e rties , wheth er it b e a far m, or som e 

other parce l of i ncome produc ing r eal estate , when the 

n et income of the property is establish ed a nd t h e 

amo unt o f t h e net income c apitalized at the appropriate 

r a te , then the r e sul t is an indica ted val u e f or t he 

entire proper ty . There i.s nothing to be a dded to or-

s ubtracted from the indic ated value . 

T r u e Morse in 1938 defended the "The American 

Rural Appraisal Syste m" stating th e system was based 

upon the number of opinions offered in t h e apprai s al b y 

t he preparer . He b elieved that t he appraiser uses a 

hundred or more expressions of o p i ni o n about soi l s , 

crop s , acreages, yie lds , prices , and expense items in 

arriving at an e stimate o f futur e ne t ann ual i nc ome . 

He contrasts th is wj t h other apprai s al me thods where 

t he appraiser , a fter vi e wing the property , r ecords one 

"Lump Sum " opinion o f val ue . He f e l t that appra i sers 

t e nd to n e u t ralize t h e ir e rrors in t hu s building a n 
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appraisal value from some o ne - hundred opinions . The 

laws o f averages tend to operate . He states t hat if 

there is a serious error on o ne or more factor s o ut o f 

a tota l o f o n e hundred , the error may not great l y 

affect t he f i nal value . On the other ha nd , he states 

t hat if t h e value i s set by t he "lump s um" method and 

there 1s an error i n t hat si ngle expression of opinion , 

th e re are no offsetti ng corrective factors . Today, we 

generally take t he v i ew t ha t in a ny o f the approach es 

to value used , many judgments must b e made by the 

appra ise r. Th e prevailing view is t ha t mor e 

adjustments simp l y represen t more opportun i ties to make 

a mistake . 

The comparative approach is a more i ndirect method 

t han t hat of income capitallzation , bu t it is equally 

important . I t was t h e process by wh ich far m land 

appraisers , f or years , h ave been setting values on 

land . By thi s method alone , and without recognizing 

just wha t t hey were doing and how t hey were doing it , 

farm apprais e rs before the Great De pression made land 

appraisals upon a purely comparative basis . It was 

fel t t hat the comparative approach should not be used 

independent o f the income c apitali zation value . It was 

felt t hat comparisons s how only t h e value influe nces 

not a lre ady r eflected in the "Earnings Value . " It was 

this poi n t o f view Lhat led to the use o f adjustme nts , 

16 



based upon sal es compari sons , to the Earnings Value 

f o und t h rough t h e capitalization of net i nc o me . No 

co nsideration was g ive n to the effect on income or 

expenses t hat were the result of improve me n ts . 

Early appraisers felt t he cost approach s bould be 

given less e mp hasis in r ural appraisi.ng. This wa s 

because the value of the land in a farm normally far 

overshadows the value of th e i mp rovements . In Th e 

Appraisal Journal (Davis 358) W. D. Dav is stated that 

buildings and ot h er co mp arab l e i mproveme n ts are 

appraised upo n t he basis of r e production cost new l ess 

observed depreciation and obso l escence . The use of t he 

Cost Approac h, with suc h f ractional informat i on, should 

only be used for the s upporting of val ues found in t h e 

other approaches used. The au thor fe l t t hat a ppra ise r s 

must think of farms as a unit and subj ect to valuation 

only as uni ts . The author felt that t he o ld summation 

me thod had t otally been discredited . I t was not 

co n sidere d pr actical or sound to value land a nd 

i mprovements separatel y and to the total as t h e value 

of the property as a who l e . 

THE EARNINGS STATEMENT 

By 19 36 , it was believed tha t an ear n ings 

statement must b e included in t h e appraisal report . I n 

t he earn i ng s stateme nt , the a ppra iser u sed the c r o p 
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yields provided by the owner . Only after reviewing t he 

average yields for similar properti e s wi t hin the c ounty 

t hat the property was located c ould the appraiser r e ly 

on the owner ' s s tatements. Th e pric e used for th e 

crops was based upon 5 o r 10 year av e rages . Th e 

owne r ' s share of t he inc ome was determined on a r e ntal 

basis r e gardless of whe t her the farm was t enant -

occupied or no t . Under the expenses t h e actual annual 

tax was used if it was not abno r mal at the time o f the 

appraisal . Other exp e nses inc luded all items that a n 

owner would have to pa y to receive the rent s hare and 

gi ve the property typical mainte nance . Management was 

considered a normal expense and deduc t e d whe ther i t was 

furni s hed by t he owne r o r no t. The ne t i nc ome was the n 

capitalized at what was perc eive d to be an appropria t e 

rate , wi th t he r esult b e ing the "Earnings Value ." To 

determine t he effect that the oth e r t wo s ources o f 

val u e have on the farm , i t was f ound prac t ical to de a l 

with t hem in the f o rm of adjustments in the "Ea rn i ngs 

Value . " Afte r the "Earnings Va lue " has b e en adjuste d 

f o r l o c atj o n and h ome use , the result was "Basi c 

Value." Again, the c ontribution t o earnings f or the 

improv e ments was not c onsidere d i n the income to b e 

capitalized . 
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In 1938, Ralph V. Fi e l ds, questione d whether the 

so called "adjustme nts " in connection wi th t he "Basic 

Value" appraisal of farm lands even have a place i n t he 

appraisal. He poi nted out t hat each of the a pproac hes 

covers t he e nt i re fie l d o f adjustme nts . Certainly t he 

reproduction cost approach covers it whe n the value o f 

t he land is det e rmin ed ; al l adjustme nts for good or 

poor location, f or nuisances , f o r g ood or bad roads, 

etc . enter into t he l and val ue and a r e then properly 

discounted . 

I t is c ertain t hat ~he value by c o mpara t ive sales 

normally covers all adjustme nts full y and completely . 

Some f elt t hat the rate used in capitalizating the net 

income s h ould b e selected and determined after givjng 

f ull con s ideration to all items that a dd o r d e tract 

fr om value . So the d ebate went on , s hould the Earnings 

Value be adjusted, or should it not. 

Another view expre ssed , but apparently not given 

muc h weight , was t h e re l atio ns h ip o f Gr oss Earn i ngs to 

Pri ce or Valu e , c o mmonly cal le d Gr oss Incom e 

Mult ipliers . In 1939, Charle s L . Stewart descr ibed t he 

use of Gross earn ings as a guide to th e valuation of 

far m pro perties . Mr. Stewart b e lieved t hat the use of 

Gross Ear nings is i mportant f or long - time accuracy and 

soundness in relation to oth er pieces of property . Mr . 

Stewart a lso pointed out that o nce a farm has been 
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reviewed from th e p hysical aspects , an unders tandlng of 

t he economic impac t o f the property must be considered . 

A full revi e w of tbe a cco un ti n g reco rds , for the 

subj ect and th e comparables must be considered . Th e 

relationship o f Gross Earnings, with vari ous costs must 

b e considere d . Where t h ere is s ufficient statistical 

data to obtain a ratio of expense t o gross income for a 

far m properly classified , t h e problem would remain to 

obtain an accura t e picture o f the Gross Income for t he 

individua l farm. 

Th e predomina n t vie w i n ear l y wri tings was t ha t 

apprai sers s ho uld e s t i mate t h e income prod uc ed by t he 

various c r ops o n t he property, similar t o what we find 

in Table 1 . 

TABLE 1 

Crop #Ac res 
Gross Owners 

Yield X Price= Income X Share 
Owners 

= Part 
-------------------------------------------------------
Corn 60 
Beans 25 

110 
35 

$2.30 
$6.00 

$15 ,180 
$ 5 , 250 

. 50 

. 50 
$7,590 
$2 , 625 

The c rop and t h e number o f a c r es we r e base d upo n 

wbat was typic al i n the mar ket, as opposed to what was 

a ctually b eing cropped at the time of the inspecti on . 

Lik e wise , t h e yi elds were what coul d be reason a b l y 

a n ticipated under normal manageme nt, a nd not what was 

expe rien ced unde r actual manag e me n t . Th e pri ce 

represented t h e 10 year average price a t the farmer ' s 
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se ll in g point . While t h e above procedure was 

considered most appropriate , other methods of der i v ing 

Gross Income , attributable to t h e real estate , were 

a cceptable, whether t hey be actual farm receipts , s hare 

rents , or cash rents . 

In t he early formats, the expen ses were subtrac t e d 

from the owner's s hare . It was recogniz e d tha t t he 

f ollowing expenses were deducted for tbe Gross Income: 

Real Estate Taxes, Insurance, Mainten a n ce , Seed, and 

Management . The r esult was the Net Farm Income to the 

owner . These figu res would be t h e same, whether the 

farm was operate d b y t h e owne r, or rented. If 

c apitalized, this Net Farm Income wo uld represent the 

Basic Earnings Value of t he farm. 

As s uggested earlier, the Basic Earnings Value was 

adjusted f or features other t h an those t hat affect 

earnings, The appra ise r mi ght adjust f or t he J oca t ion, 

home features , pests , a nd hazards . The resul t was what 

was d efin ed as the "Basic Value" of t he farm. Th e 

National Join t Commi ttee o n Rural Credits felt t hat all 

appraisers could follow t h e same procedures . Sin ce 

this was a common point in t he appraisal process where 

all a ppraisers should be together , it was called t he 

"Basic Val u e ." 
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From this Basic Value , each kind o f a pprais a l 

mi gh t be adjusted still fur t her to mak e th e kind 

desired . For ins tance under conde mnatio n appraisal s , 

t he values were presumed t o b e on a "Highest a nd Be st 

Use" ba s is . Th erefore , {,1 h e n o n e was setting a 

condemnation value, he would add to the basi c value an 

a mount that the appraiser f e lt represented all facts 

and conditions o f the appraisal . On t h e oth e r hand , 

one desiring to estimate the assessed val ue f o r tax 

purposes , would probably s ubtract fr om the determined 

Basic Value . 

When it came to es timating t he value of the 

build i ngs, they were appraised at r e p l aceme n t cost less 

observed depreciation and o b sol escence . There was no 

a g ree men t o n wh et h e r t h e buildings added to or 

subtracted fr om the basic value . One group f el t t hat 

i ncome f or bu ilding s is s hown in i ncome from pastur es 

a nd building rent, a nd costs against t he m were s h own i n 

taxes, i nsurance , and maintenance , and he nce they are 

full y a ccoun ted for in t h e fina l basi c val ue . 

Oth ers said that t h ey were n ot adequ a te l y 

a cco unted f or a nd wo uld add t o the basic value the 

appraised va lue of buildings up to the valu e of an 

ade quat e s e t . Still others f e lt that to obtain t h e 

loan value on land alon e , t he value o f t h e bu ildings 

must be s ubtract e d fr o m basic value . I t h as b ee n 
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suggested ~ h at t h e real p r ob l e m i s t h e s ma l l or 

unmeasurab le i ncome good t hat farm i mprovemen ts return. 

I t was not u ncomm on in t he 1930' s o r today f or that 

ma t ter f o r un i mp r oved farms to sel l or ren t for as 

muc h or more t han i mproved f a rms . It was found that 

t h e renter or b uyer of t he un i mproved farm , wo u ld have 

t h e use of i mprovements o n ot her farms . 

Many ear l y appraisers bel ieved t hat tax e s were a 

con f iscation of t h e val ue o f land . "In s p i te o f t he 

fac t t hat a ut hority does no t permit confiscationJ taxes 

often do j ust that ve r y t h ing," s uggested D. Howard 

Doan e i n the Appra i sal Journa l, arti c le Rural 

Apprajsing, i n October 193 4. "Muc h critici s m has been 

j u stly voiced aga inst confiscatory g overnment taxes 

t hat wholly or i n pa rt remove the val ue of r ural land, " 

said True D . Morse i n another a r ticle i n t he Appraisal 

Jour n a l, " The influe n ce of Special Assessme n ts on Far m 

Values ,'' i n July 19 35 . 

These early writers f e l t t hat s pecial assessme nts 

s h o u ld not b e handle d in t h e appr aisal , but rath e r 

s hould be a n underwriting d ecision of t he lender . Two 

methods were generally employed . 
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1 . The appraiser arrived at t h e value wi t hou t regard 
t o the b o nd ed i nde b tedness . The entire balance of 
t he b o nded i ndebtedness was d e d ucted f rom t h e 
va lue , a nd the l oan was ba s e d upon t he remai n i ng 
val ue . 

2 . T h is appr o a c h, 1'.-J h i c h wa s co n s ider e d mo re 
conservati ve , a nd promuga t e d by t he Fe d e ral La nd 
Bank s , was t o fi nd the v al u e of t h e p ro p e r ty 
wi t h o u t r e g a r d to t h e b o n ded inde b tedn e s s , th e n 
f igure t h e a mount o f t he l oa n based upon t h i s 
f igur e . But , i t was t h e n t h at t h e b o nded 
inde bt edness wa s s ubtrac ted fro m t he l oan f igu re 
a s if the re was not any bonded inde b tedness . The 
princ i pl e i n vo l v e d t he f a ct t hat t h e indebtedne ss 
was s uper i or to t h e loa n, no matt e r when it is 
fil e d , and that t he value o f t he land was 
t h e r efo r e be i ng taxed away . 

True D. Morse e ve n s uggested t hat t he be s t wa y t o 

handl e s pec i a l a s sess me nts were by en tering t h e a v era g e 

cost of t he s pe cia l assess ment s as on e o f t h e e xpenses 

t o be deduc ted f rom g r os s i ncome i n ar r ivi n g at the 

" e arni n g s " po r ti o n o f t h e va l u e o f land . If t h e 

a s s e ssme nt was fo r a s h ort pe r i od of time , t he n t he 

present amo unt t hat would be necessary t o pay o f f t he 

asses s me nt s h ou ld b e ob t a i ne d from t he t a x i ng dis tr ict . 

l f t h i s was l ess t han t he c a l c ula t ed "prese n t ~,iorth " 

fig ure , t h en this fi g ure sh ould b e used . 

In al l t he early writing s , t h e wri t e r s i mp l i e d 

t hat t he appli c at ion o f t he Income Approa c h invo l ved 

the use o f t he approp riat e rate . True D. Mor se , in t h e 

Ap praisal Jo u r nal , (M o r se 1 6 1 ) s uggested t h a t t h e 

a p p ropri a t e r a te was t h e r a t e f urnished by t h e ho me 

off i ce . I a m not aware o f any othe r wr it i ngs , o t he r 
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than textbooks , that e v e n d i scussed how t o es timate the 

appropr iate rate befor e 1980 . Ro bert Suter Th e 

Appraisal o f Farm Real Estate , tied t he Capitalization 

Rate to t h e Opport un i ty Cost of Money . The American 

Institute of Real Estate Apprai ser 's new text 

Estimating the Value of Rural Property , 1983 , refers to 

Direct Capitalization o nly . 

CONCLUSIONS ABOUT EARLY WRITINGS 

I am r eally amazed at h ow l ittle has been writte n 

ab o u t t h e In co me Approach in the valuation o f 

agric ultural property . Thi s i s particularly true in 

relationship to the amoun t of writing that h as been 

don e about the use of the Income Approac h i n t h e 

valuation o f o ther income-produc ing properties. Wha t 

writing t hat has been done, dealt most l y with income 

and expen ses , an d very littl e abo ut dev eloping 

Capitalization Rates . Even th e writer's that were 

concerned about income and expe nses failed to consid er 

more than one years inc ome . It seems that most o f the 

writer' s f elt that the Income Approach was necessary, 

but r eally didn't unde rstand why . 
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TlIB INCOME APPROACH METHOD OF VALUATION 

INTRODUCTION 

It is t h e view of tb e writer t ha t ma ny o f t he 

problems today with f a rm va luat io n s ar e tied to the 

lack of sound appra i.sal meth ods , a nd not necessarily 

because of poor appraisers. Th ere is probably n o 

sector of r eal estate more difficult to appraise t han 

th e family farm. Wh e n properly applied, t he Income 

Approach can provide a significant i ndication o f the 

valu e of a farm property . 

Th e valuation of a farm by the income approach is 

simi l ar to that used to est imate t he valu e of most 

other types of i n co me-pr o ducing real estate . Th e 

Inc ome Approach to value assumes t ha t t h ere is a 

relationship between income and value . Th is is based 

upon t h e principle of subst:i. tut ion , whi c h states that 

no prudent purchaser wo uld p ay more fo r the s ubj ect 

than the present value of another property offering a 

similar i ncome stream, couple d with simi lar benefi ts of 

ownership . Like most other appJ ications of the I nco me 

Approach, the a ppraiser 1. s concerned with e stimating 

t he Net Operating Income . 

Some appraisers , when t h ere is adequa t e data, u se 

Cas h Re nts, p aid f or similar properties , after 

adjustment for taxes as the est imated Net Operating 

Income . During the late 70' s and early 80 1 s 1 t h is was 
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a popular prac t ice , b ecause t here we r e a lot of Cas h 

Rents being paid . Since 1982 f ewer farm e r s have been 

wi lling to pay c ash rents , and have instead opted for 

renting farm propert ies with crop shared rents . Under 

crop shared rents, all direct costs (seed , fer t il izer , 

and insecticide ) are paid by the property owner . Th e 

cro p its elf is then split b etween tbe owner of the 

property and the tenant equally. The tenant ' s s hare 

represents labor a nd ma c hinery cos ts . F o r th e 

appraiser , if cash rents are not being used , th e first 

step in the capi talizat ion process is to e stimate t he 

Gross Potential Annual Income . 

POTENTIAL GROSS INCOME 

Th e Potential Annual Gross Income is composed of 

the inco me that is deriv e d fr o m th e pr oduction of 

grai n, combine d with the potential income that t he 

owner might receive from any impr ov ement s . Th e 

appraiser must first estimate the Anticipat e d Gross 

Income from grai n production. There are several ways 

t hat this c an b e done . First , the appraiser c an 

multiply the anticipated long-term yie ld average, times 

t he antic ipated long-term average commodity price for a 

singular crop . A long-term average is preferable over 

a short t erm average, because of annua l f luctuations 

g enerally found in both commodity price and y i e lds . 

For example, s uppose that we are apprai s ing a property 
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with 100 acres of corn, which we estimate would produce 

110 bushels of corn to the acre at harvest t ime. Let ' s 

fur t her suppose that we e stimate at harvest we c an 

anticipate sel ling the corn for $2 . 30 per bushel . 

Table 2 shows an illustration of t h e calcul ations based 

upon these sample assumptions. 

TABLE 2 

AVERAGE GROSS # OF 
CROP YIELD X PRICE = INCOME X ACRES= 

POTENTIAL 
INCOME 

------------- ------------------------------------------
Corn 110 X $2.30 = $2 53 / acre X 100 = $2 , 530.00 

A second method sometimes used is similar, but th e 

appraiser goes through an additional step of estimating 

t h e portion of the property typically planted in 

various crops , as opposed to using a singular assumed 

crop. To be eligible for government programs, farmers 

report to th e Agricu l t ural Soil and Co n servation 

Services what and how much they plant o f various crops . 

For i nstance a property with 100 a cres , might have what 

is called a corn base of 50 acres, which means that if 

a l l the property were tillable , that ge n erally 50 a c res 

are planted in corn , or put i n set-aside . The failu r e 

to report may make the farmer ineligible for deficiency 

payments. The acres that are not a porti o n of t he 

base, whether it be corn , oats , or wheat, are generalJ y 

planted in soybeans . In Lee County , wheat a nd oats are 
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generally plante d in semi-erodible and pasture areas . 

Corn and soybeans are generally planted on the tillable 

acres . Table 3 s h ows the same sampl e tract used in 

Table 2, except it makes the ass umpt ion that 50% of t he 

e xampl e pr operty 

plante d i n soybeans . 

i s plant e d i n corn, a n d 50% is 

TABLE 3 

CROP 

Corn 
Soybeans 

AVERAGE 
YIELD 

110 
35 

PERCEN'l' 
OF WHOLE X 

50% 
50% 

X 
X 

PRICE 

$2.30 
$6.00 

= 
GROSS 
INCOME 

= $1 27/ac re 
= + $10 5 / a c r e 

$232/ac r e 

While the secon d method has a lower Poten t ial 

Gross Income , some of th is differentia l is compensated 

f or in expenses . Wh ich e ver method is employed , the 

same method s hould be used i n analyz i ng comparabl e 

sales . Consiste nc y is more important than me thod , even 

t hough t he s econd method wou ld be preferable. 

An agric ultural property , a nd specifically a grain 

farm, is a special purpose property , which , u s ua lly 

offers a me nity ownersh ip along with income producing 

benefits . Where ma n y appraise r s ma ke the mistake , is 

that the y fai l to consider the true con tribution o f t he 

ame nity ownership i n the income stream. 
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In t h e period o f time direc tly af ter t he Great 

Depression, appraisers we r e taught to Capitalize t he 

income s t ream of the farm operation, to find ''Earnings 

Value ," the n adjust t hat value for t he amenities , with 

t he result being "Basic Value . " A mo re appropr iate 

meth o d would be for th e appraiser to estimate the 

affect of the amenity o n the income stream. Let ' s say 

that a property had a grain bin n o oth er i mproveme nt , 

j ust a grain bin . Does t hat grain bin co n t ribut e 

directly to the income stream? What is t he grain bin ' s 

purpose and func tion? Grain bins a re a c quired to allow 

the farmer to store grain o n a grain farm so that he 

can c hoose whe n he can sell his crop. He can a l s o go 

to t h e elevator and a c quire the same storage c apacity, 

bu t there h e wo uld have t o pa y for t ha t storag e 

capacity , wh ich would result in a reduction of his 

Pote ntial Gross Income , a nd a later loss in value for 

the p rop e rty. If the property was improved with a 

residential dwelling, a similar analysis migh t be 

considered . What is the purpose and funct ion o f t h e 

dwelling? How does t he presence of the dwelling impact 

upo n th e i n c o me stream? The purpose is t o provide 

s helte r for t he farm family. I ts i mpact c an r esult i n 

lower labor costs, or addi t i onal rental i ncome to t he 

pr op e r ty owner , in muc h the same way that a h o usi ng 

allowa nc e might impact on labor costs . As an owner 

operator, I don ' t pay any ren t , but the f act th.a t I own 

th e property mea n s that I don't h ave to pay rent 
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somep l ace e ls e . T h e qu estj o n becomes o ne o f 

con tribution, t h e fact that a dwell i ng is presen t o r 

not should h ave a bearing upon the anticipated income 

stream, even though it may be very s ma l l. Re me mber 

that the pr i ncj p]e of Contribu tion states that the 

value of a particular compon ent i s measured in terms of 

its contrib ution to the value of the whole , or by h ow 

much that part ' s absence detract s f r om t h e value of the 

whole. Th e presence o r absence of the grain bi n c an 

impac t o n storag e costs , just as t h e presence or 

absence o f the residence, impacts o n labor costs , or 

rental income . 

I n e stimating t h e Poten t ial Gross Income, one 

shoul d only consider those facto r s t hat add to the 

va lu e of t h e property , a n d not a n y overcapacity, or 

s uperadequacy . Let us say t hat i n stead of a singu l ar 

grain bin , o ur property had several , with 5 0,000 

bus hels o f grai n storage . Further, let ' s s u ppose that 

the b ins, were a ll in good condition , witb Jittle 

p hysical depreciation . Now , l et's also suppose that 

t h e owner o f the property being appra i sed owned several 

additional properties , but t hat the property where t h e 

bin s were located had only 1 20 t i llable acres . Tho s e 

1 20 a cres b ei ng appraised had an estimated avera g e 

yie l d o f 1 20 bush els o f corn per acre . The tota l 

amount of pr o du ctio n t h at co uld reasonably be 
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anticipated during a typical growing season 1-1ould be 

14,400 bushe l s (120 acres X 120 average yield) . If our 

invest igation of the market reveale d that typical on­

farm grai n storage was equal to one year ' s crop, t h e n 

i n this example, th e property has a superadequacy o r 

excess capacity of (50,000 - 14,400) 35,600 bushels . 

From a depreciated cost approach, the overcapacity 

might be missed , and an over-valuation o f contributory 

value the grai n storage mi ght result . Yo u migh t say 

that you have t h e capac i ty to s tore more than o n e 

year ' s c r o p , and as a matter of fact you would , but 

th en the benefit of this storage over time , would have 

to be discounted , and further consid erati on would have 

to b e given to t h e deterioration of the grain over the 

storage period. Another possibilit y was t hat the buye r 

had other farm properties and n eeded t h e extra gra.i.n 

storag e area to compensate for the lack of storage 

capacity on other properti es that he owned o r rented . 

In r ea lity, the bu ye r would be a c quir i ng a 

superadequacy on t h e subject property to compe nsate for 

an inadequacy on a n other property. From the lender's 

poin t of view, s hould h e assume that if h e h a d to 

liquidat e the property the t ypical buyer would be 

looking at the subj ect to c ompe nsate f or an ina d e quacy 

found in other properties that he owned or rented ? I 

d o not bel i eve that the typi cal prudent buyer wo uld 

want to find hims e lf in this positio n , and t hat as an 

appraise r you must consider the value o f the property 
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based up o n what is present or i nh erent within t h e 

property, and not b ased upo n fac t o r s that mi gh t be 

present o utside t h e proper ty . 

My point is t hat t he v alue o f t h e improvements 

must r eflect t heir contributio n t o t he va lue o f the 

whol e property , and t hat contribut ion is measurabl e 

usual l y based upon t he impact to the income stream that 

pr esents o f , or th e lac k of , t hat the part icular 

improveme n t has . The Princip]e of Contr i buti on is a 

consequence of t he Pr inciple of Margina l Produc t ivity , 

whic h is the principle o f i nc r e asing a nd d ecreas i ng 

r etu r n s applied to a porti o n or p o rtions o f rea l 

property (Appraising the Single Fa mi ly Residence , 26) 

Th e Prin c iple o f Co n tributi o n i s d efi n ed as "a 

valuation pri nc iple t hat states that the value of an 

agent o f productio n or o f a co mponent p a r t of a 

pro perty depends upo n how muc h it c on t ributes to the 

value of t h e who l e ; or 

from t h e value o f the 

Te r mino l o gy , 59) . I 

how much i ts absenc e detrac t s 

whole" (Real Estate Appraisal 

cann o t find a nywh ere in t h e 

American Institute of Real Estate Appraiser ' s text o n 

r ural valuation, "Th e Appraisal o f Rural Property , " or 

any other popular text , any c onsideration f or t h e 

i mprove ments , or their affec t on t he income stream, i n 

the estimat ion of t he Net Operati ng Income . I believe 

that instead of adjusting th e "Earn ings Value ," by us e 
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of the Cost Approach o r Di rec t Sales Co mparison 

Approach , it woul d b e more appropriate to a djust the 

Potential Gross Income to reflec t t he a ffect that th e 

i mprovements have on the Potential Gross Income . 

In o ur examp le , l et's assume t hat our s ubj ect has 

a residence , whic h has a market rent of $150 per mo n th , 

or $1 , 800 annually , a nd three bins with 12 , 000 bus hels 

o f storage ca pacity . Comparabl e storage re n ts o r 

$1 , 440 per year . The r esult i s a s ubstantiall y higher 

Potentia] Gross Inco me , tha t reflects the earni ng 

capacity of t he property, along with t he bene fits o f 

am e nity ownership . Estimat ing the market rent for 

improve ments is difficult, but may be possible t hrough 

the use o f land and building residuals , o r comparable 

rental data . In Table 4 we have adde d the impact of 

improvements to the earnings estimate of our example 

used in Table 3 . 

TABLE 4 

CROP 

Corn 
Soybeans 

$232/acres 

AVERAGE 
YIELD 

110 
35 

X 100 

PERCENT 
OF WHOLE 

50% 
5 0% 

X 

X 
X 

a cres = $23,200 
Residential Income = $ 1,800 
Grain Bin bene fit = + $ 1, 440 

-------
Potent i a l Gross Income = $26,440 
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PRICE = 
GROSS 
INCOME 

$2.30 = $127 / acre 
$6 . 00 = + $105/ac r e 

$232/ac r e 



OPERATING EXPENSES 

Af t er determining the Poten tial Gros s Antici pated 

Inco me , t h e appra ise r mu s t s u bLracl Lh e Ope r ati ng 

Bxpenses to find t he Potential Net Operating Income . 

In the appraisal o f ag ricultu ral properties , as in al l 

ot h e r i n co me-p roducing propertj es , a par t of the 

a ppraiser ' s responsib i li ty is to reconc ile 1..he Actual 

Net Operati n g Income of t h e property , with Lhe 

anticipated Stabili zed Net Op erating I n co me . The 

Stabili zed Net Operating I ncome is differentiated from 

Actual Net Operating Income by a reasonabl e test of 

both the income and exp e nses . It i s t h is Stabilized 

Net Operating Income t ha t is eventually capital i zed 

into a value estimate. To stabil ize t h e income portion 

o f t he equat ion , the appraiser investigates a n ticipated 

inco me l evels fro m t h e marketplace . This can be 

accompli s h ed b y pe rsonal interviews, o r from publish ed 

studies . I n agriculture I like no other type of real 

estate investment , t h e a n ticipated income c h a n ges 

almost continually. In the grain farm , t he product is 

grain that is sold in a n unpredictable fluctuaLing 

wor l d market . Th e appra iser h as to stabilize this 

fluct uati ng income , for a predictabl e pe riod i nto Lhe 

fu ture. In Iowa , Iowa State University ' s Cooperative 

Extension Service publishes several reports annually. 

In c lude d i n thes e r eports are ann ual averages for 

various commodity prices . Similar data is availabl e 

fr o m local grain dealers I fro m local newspapers I o r 
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trade publicatjons. Of course , one must consider t he 

me th od use d in the preparation o f those r eports, a nd 

the relat ionship of t hei r 'findings pertain i ng to the 

s ubj ect o f the appraisal report, Fo r t h is paper, we 

are making t he assumption t hat the find ing s of the Iowa 

State Studies r e presen t typi cal market b e havjor . 

Appraisers typically us e a l ong-term ave r a g e o f 

bot h commodity pric es, a nd a nnual y i elds in estimating 

t he value of farm p rope r ties . These averages have a 

t e ndency to l eve l ou t th e affects of f luctuations i n 

prices and yields b r ought a b out b y t h ose factors 

outside of the c ontrol of the f armer , s u c h as weather 

and t h e af f ects of t rad e p olj c ies . Ta b le 5 is a 

summary of th e commodity prices f or the last 7 years . 

Note t h e wide fluctuation s from year to year . Those 

fluctuat ions wer e t he resul t of a glut of grain on t h e 

market from 1986 t hr o ugh 1987 , whi c h dr ove down 

commodi ty prices . On t h e other hand, the dro ught of 

1 988 , coupl ed with CRP (Crop Reduction Program) reduced 

t h e glut, f orc ing prices to rise aga in . 

Looki ng at t h e dai ly flu c tuati o n s of commodity 

prices , one c an see marked c hang es, sometimes based 

upo n how muc h rain f e ll , or news of large purchases of 

grain b y foreign countries . It would be a n e rror for 

a prude n t buyer t o ass ume t h a t prices and yields will 
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no t fluctuate. Most appra i ser s base t heir es timates o f 

Potentia l Gross Income and Operating Expenses on 7 to 

10 year averages . 

TABLE 5 

YEAR 

1982 
1983 
1984 
1985 
1986 
1987 
1988 

MEAN: 
MEDIAN: 
STANDARD DEVIATION: 

CORN 

$2.29/bu. 
$2 . 91/bu. 
$2 . 97/bu . 
$2 . 41/bu. 
$1.83/bu. 
$1 . 46/bu. 
$2.19/bu. 

$2.29/bu. 
$2 . 29/bu. 
.50309 

Source : Iowa Agricul t ural Statistics 

SOYBEANS 

$5 .68/bu . 
$6 . 63/bu. 
$6 . 95/bu . 
$5 . 33 /bu . 
$4. 90/bu . 
$4 . 97/bu. 
$7.13/bu . 

$5 . 94/bu . 
$5.68/hu. 
. 8762 3 

Wh ile it may be pos si ble to us e actual income 

figures , c are s hould be taken t hat those figures are 

representative of typical market expeota ti ons. Those 

figures should represent a ct ual i n co me , over the 

ty pi c al holding period, whi c h f or a g r j c ult ural 

properties, s ho uld be 5 years or l onger . Knowing t he 

antic ipated pr ice of the c o mmodity is not enough. Not 

only do you have to cons i der the price for the product , 

but how mu c h o f t h e pr oduct c an th e s ubj ec t be 

reasonably expected to produce , or yield . 
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PRODUCTIVITY RATINGS 

F arm properties , lik e most other r eal estate 

properties , are full of diss imila rities. Farm property 

values , like most oth er i ncome - producing properties, 

are h ighly dependent upon thei r ability t o produce 

income to t h e owner or j nvestor . This produci n g 

ability is called p rod uctivity. P roductivity is 

measured in physic al t erms of crops t hat have econo mic 

value ( Rural Appraisal Manual 5th Edit i on , 14 ) . The 

ap praiser has to be able to ev a l ua te productive 

c apac ity o f no t only the s u b j ect , b ut a l so of 

comparable properties. Th e refore , a logical system o f 

estimating produc tivity mus t be developed . 

While app raisers used to have little data to wo~k 

from, and often either had to b e an expert o n soils and 

productivity , o r had to contrac t for expert a ss istance , 

today, in most areas, t h ere is substantial s upporting 

data for t he appraiser to consider . As occ urs with the 

use of other publish e d reports , t he appraiser mus t b e 

fami liar with th e methods used and t he l imitations of 

any publi s h ed report . I n Lee County, Iowa, a 

Co mpreh e nsive Soil Survey was publish ed in 1979 . 

Thes e , and si milar studies , can be very helpful in 

esti mating tbe produc tive c apacity of property, whe ther 

it be t he subjec t , or a c omparable property t hat has 

recently so l d . Whatever source t h e appraiser uses i n 

estimat i n g th e prod uctive capacity of the sub j e c t 
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property sho uld a l so b e u sed in est imating t h e 

productive capacity of the comparables used. It wo uld 

be inconsistent for the appr aiser to use on e source i n 

estimating t he productive capac i ty of the s ubject, t he n 

a nother source for the comparab les . 

To be reliable , the appraiser must depend on data 

a nd resources available from a variety of sources . I 

often interview neighbors, brokers, buyers, and 

sellers , Because of preliminary researc h 

I a m generally able subject being appraised, 

on 

t o 

t h e 

talk 

informatively about various sales , wh ile also asking 

questions that usually are designed to get the most 

information from the person being interviewed . On many 

occasions , I would ask those i n terviewed what 

characteristics they f elt contributed most to the value 

of a property? Two major fac tors were often mentioned 

as bei ng major contributing factors : the rat io of 

tillable land to non-tillable land was stressed , and 

t he abi li ty of t he land t o produce, or productivity . 

To reflect this market activity, the appraiser can 

estimate the productive capacity I by estima ting the 

number of productive uni ts t hat a property can be 

anticipated to produce . Th e s e produc t ive units can be 

in the form of bus he l s , pounds, tons, or animal un its . 

Usually in grain far ms we use bushels . 
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Not all soil s have the same produc tive capac ity , 

nor do the same soils always have t he same productive 

ca p acity i n diff ere nt l ocations. Of major 

consideration in estimating the productive capacity are 

s oil drai nage, soi l f e rtility , a nd soi l t il t h. 

Soil drainage is a major ma nagement problem in Lee 

County. Properties t hat are flat often become wet , a nd 

o n occasion th i s wetness damages the c rops produc ed . 

Some soils may h ave natural drainage , bu t still tend to 

dry slowly a f ter heavy rai ns. 

be be ne f icial i n these a r eas . 

Artif i c i a l drainage may 

We general ly thi nk o f f ertilily as being the 

qual ity o f th e so il t hat e nables a soi l to provide 

pl a n t nutrients , i n adequate a mo un ts and i n prope r 

balance as to allow for t he growth o f specifj c plants , 

when light, moisture , t e mperat ure , ti l th , a n d oth er 

growth factors are favorable. Beca use of extensive 

farm i ng, most properties re qu i r e t hat t hese nu tr .i ents 

be r e plenished artifi c ially . 

We generally think of a soil ' s ti lth as being t he 

condition of t he soi l, o r t he soi l struc t ure , as it 

re l ates to c r o p prod uction. Tb e soil' s tilt h is an 

i mportant f actor in the germinat i on o f seed s a nd in t he 
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permea t i ng o f wa t e r into t be soil fr om t h e s urface 

layer . 

porou s . 

Soils t h at have good ti l t h a re granula r and 

Of part icular concern t o t he appraiser, is having 

the a b ility t o judge t h e produ c ti v e c apacity of t h e 

var ious so i l s f ound, whether it be t h e s ubj ect , or 

comparabl e properties . It generally is acc epted that 

"Productivity ratings are essential to the appra i sal of 

rural property" ( Appraisal of Rural Property 7 2) . I f 

we are val uing range land , we mi ght be concer ned about 

Animal Un i ts ( AUs ); if we are valuing timber land we 

might be conc ern ed with Tho u sand Board Feet ( MBF); and 

then again i n t he corn belt of t h e Midwest, we need to 

know the Produc tive Capacity . 

th e Corn Suitab i li ty Rating 

The assessor compares 

(CSR). Whil e so me 

ap prai sers es t imate t h e va l u e of agr i c ultu r al 

pr operti e s based upon a p rice per CSR , this may b e 

hazardous , if t he appraiser d oes not me a s ure t h e number 

of CSR' s independently . Th e r e for e , most appraisers 

esti mate what I call productive unit s , whi c h are 

simi lar to CSR ' s . These product i ve units a r e based 

upo n t h e s pecific soi l itse lf , a nd t h e fa c tors that 

form the s oil . Th e re are five ma j or f actor s o f soil 

formation. Whil e storms a nd wind on no t i n c lude d, 

t h ey are c au sed by th e balance of mo i st u re a n d 

tempe rature. 
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{l) Par ent Material , wh ich is the unconsolidated mass 
of soil ma terial from whic h a soil forms . Th is 
soil mass de t ermines t h e mi n eral composLtion of 
soil . Th is we have called tilth. 

{2} Climate , whic h migh t be said to relate t h e bal ance 
between temperature and precipi tation. 

(3) Living Organisms , include plant s , anima l s , 
i nsects , bacteria and f ungi . Generally , in t h e 
Midwest , soils are formed under either prairie 
g rasses or trees . Soi l s for med under prairie 
grasses are generally darke r and have t hi c ker 
surface layers. Soils f ormed under trees are 
lighter in co lor, have mor e acid, and hav e a 
thin n e r s u r f ace layer. Th is we have cal l ed the 
soil' s fertility . 

(4) Topography is the rel ief or lay of the land. The 
topog raphy influences water run-off, erosion, It 
is both t h e gradient and the directio n of the 
slope that influence t h e temperatu re o f the soil . 
The slopes t hat face t o t h e sou t h t h aw earlier in 
the spring and coo l earlier in t h e fall . Well 
drained soils also warm up e arlier. The 
topography is a major fa c t or i n t h e soil 's 
drainage . 

( 5) Time is required for the for mation of soils. Th e 
leng t h of time that the pare n t material i s i n 
place reflect directl y in t h e soi l profile. 

Th e factors of soil formation are closely 

in terrelated . For example , cli mate and liv i ng 

organi sms , over time , act on parent mater i al to c hange 

that mater ial into a soi l that contains genetically-

related layers . Th e parent material determines to a 

great extent t h e p h ysical a n d c h e mical composition o f 

t h e s oil , but the c h e mi cal co mposition js also 

influenced by cl imate , topography, living organ isms, 

a nd length of time (Scot l and Coun ty Soil S urvey, 39). 
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The steps i n this analysis are: firsL delermine 

t he type of soi 1 s on the property , then es tima Le the 

extent of each soil type , and final l y estimate the 

typical yield of eac h soi l type . I must repeat, t hat 

it is i mpo r tant to use the same source for the s ubject 

as you would use for each of Lh e comparables . Don ' t 

take the yields provided by Lhe owner in o n e case , and 

th e yields provided by t h e Soi l Survey f or a no the r . 

With t he use of a plani meter , it is possi bl e to measur e 

the a moun t of eac h soi l type that a property has . It 

i s so metimes possible to est imate a dequate l y wh aL 

p ercent of a property is of a spec ifi c soi l type 

withou t the aid of a planimeler . 

In Lhose locations wh e r e a Comprehensive Soil 

Su rvey is available , soils are c l assified a nd mappe d in 

considerable more detail . For ins tanc e in Lee County , 

I owa , t he land is classifi ed in 124 c lassifjcations, or 

series . A serjes is a group of so Lls t hat have t h e 

same or s imi lar l ayers . Alpha-numeric symbols are used 

to d escrib e t h e soil . T h e symbols co n sisL o f a 

combination o f numbers ~hat d esignate t h e k i nd o f soil, 

followed by a leLter Lhat indicates the c las s o f the 

slope , f o llowed by an additional number that indi c ates 

whether t he soil is erodibl e . In t he exampl e in Table 

6, t he soil is o f th e Arispe Association , with 5 to 9% 

slopes , a nd mo derat e ly eroded . T h ese soi l s are 
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moderately slowly p e rmeable a nd generally have high 

available water capacity . The s ubsurface layer is low 

in avai lable phosphorus and low i n availabl e potassium. 

Th e s urfac e layer ge nerally requires lime , and natural 

fertility is me dium, and Organ ic content i s g e n e rally 

considered moderaLe . 

TABLE 6 
EXAMPLE: 

23C2 = 23 {Soi] k i nd or land type (Arispe)} 
C {Indicates t he c lass of slope 

(5-9% s l opes} 
2 {Indicates t he potent ial 

erosion (Moder a te l y eroded)} 

Soils wi ·Lho u t an alphabeti c al symb o l are 

consid ered to be flat. The soils are c lassified based 

upon t h e Soil Survey Manua l of the Uni ted States 

Department o f Ag r i c ul t ure {1952 ) . Included with in the 

soil s urvey is a table of antic ipated yie lds based upo n 

plot exp er im e n ts a nd f arm fie ld r ecords (Lee Co un~y 

S o il Survey, 3) . 

aerial photograp h s . 

Th e soil maps ar e overlaid over 

Thi s e nables t h e a pprai ser t o 

locate th e s ubj ect and all the comparables r athe r 

easily , a nd to ascertain t h e topogr a phy , soil typ es , 

and antic ipated yields a s well . A plan i meter can be 

us e d to meas ur e the number o f acres i n eac h 

classi f ication. 
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Soil surveys should always be used with p ersonal 

observation of t he properties , interviews with b uyers , 

sellers , a nd brokers . Personally , I seek a breakdown 

of t he property c rops and yiel ds , and copies o f t h e tax 

returns fo r t h e last three years at a minimum . 

Additional data is gathered from the Soil Conservation 

Service , t he Ass esso r , and Soil Services, when 

availab le . I try to reconcile any d i fferences b etween 

what my inspection a nd interview discover , with data 

alread y coll ected. 

If we make the assump t i on t hat we have collected 

all t h e d ata t h at is available, i n te r viewed t h e 

principals (at leas t one f or eac h transaction) , a n d 

i nspected all t h e comparable properties . We are now 

ready to e nter i n to t he a nalysi s phase of sol ving t he 

problem of es timating the produc tive capa c ity o f t he 

property. 

Si nce we a re now able to es timate the type of soi l 

f or t he particular property , and its quantity, we now 

ca n go to the Comprehe nsive Soil Survey, or other 

rel iable source a nd compute t h e Productive Capacity of 

the property . The f i rst step in this analysis is t o 

compute t he weigh ted average of the entire property . 

This is don e by mu ltiplying the anticipated yield per 

acre times the percent of t he total property made up of 

a partic ular soil ty-pe . 
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The seco nd step is to add up t he weighted a verage 

f or each soi l t ype , into a rati ng for the e nt ire 

property. For example, let's suppose t h a t we are 

asked to valuate a 100 acre tract of land, of which 30% 

i s o f the Colo Association , 15% is of t h e Sparta 

Association , 40% is of t h e We lle r Association, a nd the 

re maining 15% was of t h e Be linda AssociaLion . 

According to the soil survey , Colo has a typical y i e l d 

of 104 bushels , Sparta has a typica l yie ld of 63 

bushe l s , Weller has a typical yie ld of 95 bushels , a nd 

Belinda has a typical y i eld of 87 bushels to the acre . 

Whenever it is possible , yield s from published sources 

s h ould b e veri f ied an d ad ju sted to cu rrent 

expectations . For instance we have f ound t hat c urrent 

yiel ds run about 7% h i ghe r t han those published . Tab l e 

7 illustrates how t he example ' s publi s hed yields can be 

adjusted t o reflect more accurately c urrent yields . 

TABLE 7 

NUMBER ANTICIPATED % OF W"EIGHTED 
SOI L TYPE OF ACRES YIELD/ACRE ADJUST . TOTAL AVERAGE 
--------------------------------------------------------
133 Col o 30 104 X 1.07=111.28 30% 33 . 38 
140 Sparta 15 63 X 1 . 07= 67.41 15% 10 . 11 
132B We l ler 40 95 X 1.07 =1 01.65 40% 40 . 66 
130 Be linda 15 87 X 1.07= 93 . 09 15% 13 . 96 

'l'OT ALS 100 100% 98 .11 
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In t h e example used in Tabl e 7 , t he ave rage yield 

for the e nti re property , or Produc tive Units , is 98 . 11 . 

If you were to interv iew the owners , wh i c h yo u s h ould 

do, they would probably recite their h i gh est yi e ld , and 

fail to discl ose the p oor years . The yields fo und in 

most soil s ur veys are based upo n nor mal manag e ment , 

over a long per i od of time , a nd not jus t the h j gb or 

low years . With this cal c ulation, we now ha ve t he daLa 

necessary to estimate the Gross Annual Income f o r t h e 

property. We si mply h ave to mul tip ly t h e 98 .11 

produc tive units times th e anti c ipated price per- bushel 

of , say $2 . 00 per bushel. As I i ndic ated earlier, some 

apprai sers g o a step farther a nd multiply t he number of 

acres planted i n each crop , times the anticipated price 

per bus h el fo r each crop ., I hav e f ound that th e 

r-esu l ts are similar in e ither case I which makes th is 

additional step of minimal val ue . 

Wh j l e apprais ers g e nerally are he s itant t o us e 

averages , this is not the onl y time that a wei gh ted 

average is used in estimating the value of a property . 

Estimating t he Overall Ra te by t he use o f t he Band of 

Investment , or Mortgage Equ ity are also a pplic ations of 

weighted averages as wel l, as illustrated in Table 8 . 
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TABLE 8 

PERCENT OF MORTGAGE WEIGHTED 
MORTGAGE X CONSTANT = AVERAGE 

PERCENT OF EQUITY WEIGHTED 
+ EQUITY X YIELD RATE = AVERAGE 

------------
OVERALL RATE 

Even t he a djustment s for Equity Buildup and f o r 

any anticipated Appreciation or Depreciation ar e a 

we ighted average {Friedman, 129) . A weigh ted average 

is an ave rage in whic h each component is adjuste d by a 

f a c tor , he r e the percent of the whol e , which ref lee ts 

the relative i mpor t a nce t he c omponent has to the whole . 

With t he ability to estimate both price and y i e l d , t hen 

pote ntial Gr oss 

multiplication. 

In co me is a si mpl e ca s e o f 

ESTIMATING THE NET OPERATING INCOME 

Th e next s t e p in t h e c apitali zation process is 

estimating th e Net Op e r a ting Inc o me . The typical farm 

property, like most othe r fo rms o f income-produc ing 

pr o p erties , ha s ex p e nses . These expen ses must be 

deduc ted from t he a n tic ipated Gross Income , before a ny 

attempt a t being c apitali zed . Th e a ppraiser must be 

able to d evelo pe a consen s u s of what the reason abl e 

expenses would be , and as would be t he case with othe r 

types o f income produci ng properties , th e appra ise r­

must carefully weight the owners statements with t hose 
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of s imilar owners , or published studies . Tabl e 9 i s a 

summary of the Production Cost Report for 1988 , whi c h 

i s publi s hed by Iowa State University Extension . This 

r e port s e parates the fi xed and t he vai:-iable e x pe nses, 

with t he costs being o n a per acre bas is. 

The appropriate source fo r those expenses may b e 

the owner ' s actual expe nses , bu t again it should be the 

average for a similar period as was used in e s t ima t ing 

the anti c ipated Gross Inco me . If the o wner's 

stateme nts are considered , t he n they s h ould b e c ompared 

with other similar prope rties in t h e area o f the 

subject . One of t h e proble ms i ncounte r ed in using the 

owner ' s stat e me nt may b e the i nflu ence o f abov e 

averag e, o r below average manag e ment . Managemen t 

should be typical , for the type o f property b e ing 

appraised . 

It would b e inappropria te to use o ne year ' s expen se 

as a deduction from a five or ten - year averag e on 

yie l ds and c ommodity price . Just as co mm odity and 

yie l ds c hang e from period to period, so do th e 

expe nses . In Lee County , t h e seed a nd c he mi ca l costs 

a r e d educted from t he Gross Income b efore t he i ncome 

from t h e c rop bei ng split i nto shares . In addi ti on , 

t h e owner has to pay the property taxes from hi s s hare . 

Sh ould it be typical in t he are a for t he exp 
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handle d differently, t he n t he a ppraiser s h ould handle 

t he exp enses t he same way . While t he appraiser s ho uld 

test published reports with actual experie n ce , 

consistancy is far more i mportant i n many cases t han a 

prec isely defined numb e r . Unfort una tely , many 

appraisers spend c ountless h ours finding a number , only 

to be inconsistant i n its application . 

TABLE 9 
CORN FOLLOWING CORN PRODUCTI ON 

OPERATING EXPENSES: 

PREHARVEST MACHINERY : 
SEED AND CHEMICAL: 

SEED 
NITROGEN 
PHOSPHATE 
POTASH 
LIME 
HERBICIDE 
INSECTICIDE 
CROP INSURANCE 
MISCELLANEOUS 
INTEREST ON PREHARVEST 

TOTAL: 
HARVEST MACHI NERY: 

COMBINE 
HAULING 
DRYING 
HANDLING 

TOTAL: 
LABOR: 

3 . 4 Hours@ $6.00/hou r 
TOTAL FIXED AND VARI ABLE: 
PER ACRE: 

PER BUSHEL: 

TOTAL COST PER ACRE: 
TOTAL COST PER BUSHEL: 

50 

FIXED 

$ 23.25 

$ 13 . 20 
$ 3 .2 2 
$ 5 .00 
$ 1 . 55 

$ 22 .97 

$ 20 . 40 

$ 66.62 
$ .58 

VARIABLE 

$ 12.85 

$ 19. 55 
$ 25 . 20 
$ 1 1. 25 
$ 5 . 95 
$ 6 . 00 
$ 17 .35 
$ 8 . 45 
$ 5.25 
$ 9 . 00 
$ 9 . 67 
--------
$ 117 . 67 

$ 13.8 5 
$ 3 .2 2 
$ 8 . 95 
$ . 65 
--------
$ 26 . 67 

$ 157 .1 9 
$ 1.37 

$ 223 . 81 
$ 1. 95 



Table 1 0 is a swnmar y , a gai n provided by Iowa 

State University Ex t e nsion, wh ich Jumps thos e same 

ex p e n ses found in Table 9 into t h ree categories: 

Machine ry, Seed and Chemical s , and Labor. Table 10 

also c ompares these costs f or a five - year period . You 

will note that there is a fluctuation in the assumed 

yiel d from year to year , whi c h is due to c l i mati c 

variations during the g rowing s eason which altered t he 

yields. 

TABLE 10 

ESTIMATED CROP PRODUCTTON COSTS IN IOWA , 19 85 - 1989 

YEAR 1985 1986 1987 ]988 1989 
---------------------------- --------------------------
MACHINERY $ 82.55 $ 82.55 $ 77 . 25 $ 77. 60 $ 85. 69 
SEED, GHEM.ETC. $124 . 80 $ 115 . 05 $105.05 $108.05 $117 . 67 
LABOR $ 21 . 60 $ 21.60 $ 21 . 60 $ 20 . 40 $ 20 . 40 

TOTAL $/ACRE 
ASSUMED YIELD 

$2 28 .95 $219.20 $203 . 90 $206 . 85 $223 . 76 
115 bu . 110 bu . 110 bu . 11 5 bu . 11 5 bu . 

TOTAL COST/BU. $ 1 . 99 $ 1 .99 $ 1.85 $ 1 . 80 $ 1 . 94 

I t has b een my experienc e that property owners are 

g e nerally ve ry rel uctant to d isclose s peci f i c s , unless 

t heir property is t he s ubj e c t of t he apprai sal. Th j s 

r e luctan ce is o f ten ove r co me by n ot asking for 

information tha t i s too s pecifi c . Lets suppose t hat we 

c on vert o u r da ta i nt o a r-atio . T a bl e 11 is a 

reconstruc t ion of Table 10, with t he various c ategor i es 

be ing converted to rati os o f total expenses . 
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TABLE 11 

YEAR 1985 

MACHINERY 36% 
SEED , CHEM . ETC. 55% 
LABOR 9% 

TOTAL $/ACRE 100% 

1986 

38% 
52% 
10% 

100% 

1987 

38% 
52% 
11% 

100% 

1988 

38% 
53% 
10% 

100% 

1989 

38% 
52% 

9% 

100% 

To be useful, t he appraiser would also have t o find 

out t he ratio of Total Costs per Ac re , t o Gross Income . 

One will note that the r atio of the various cos ts to 

total costs have remained rather c onstant, with only 

minor fluc tuations . However, if we compare the total 

costs to t he total i ncome , we c an see it is t h e i ncome 

side of th e ratio, that bas bee n in a state of flux . 

It is t h e i nc ome s ide of t h e e qua t i o n that is outside 

of t h e control of the agric ultural owner/operator . The 

Fe d e ral Government, has sought to stabilize t h e income 

s i de wit h g overnment programs , such as deficiency 

payme nts f or vari ous c rops . In 1988 this defic i e n cy 

represe nted $.88 per bushel to tbe corn produ ce r . 

Si n ce it is t h e seed a n d c h e mjca l cost t h a t ar e 

deducted from Gross Income , it wo uld b e more helpful to 

determine the ratio of these costs t o Gross Income . 

Table 12 takes the same information £ound in Tabl e 11 

and co n ver ts it i nt o an Income and Ex pens e rati o . 
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TABLE 12 

DIRE CT COST RATIO IN IOWA, 1985 - 1988 

YEAR 

TOTAL INC/BU. 
DIRECT COST/BU . 
ASSUMED YIELD 
DIRECT COST RATIO 

INC.& EXP.RATIO: 

1985 

$ 2 . 4 1 
$ 1. 08 
115 b u. 
.4481 

.826 

1986 

$ 1 . 83 
$ 1.04 
110 bu. 
. 568 3 

< . 918 > 

198 7 

$ 1 . 46 
$ . 96 
110 bu . 
. 6575 

< . 787> 

1988 

$ 2.19 
$ . 94 
115 bu . 
.42 92 

. 821 

Tabl e 12 de c ide dly points out wh y o n e year ' s 

i n co me migh t lead the appraiser to an er r on e ous 

conclusion . Note the l osses incurred i n 1986 a nd 1987 . 

Th ese losses were attributabl e to the dec l in e in 

c o mm odity pri ce s , brought about by th e glu t o f 

c o mmodities b e ing on the marke t . A portion o f the 

higher expens es in 1986 and 1987 can be a t tri buted t o 

hig her intere s t . For o ur purposes in the exampl e , we 

wi ll consider th e Direct Costs to b e 45% of Antic ipat e d 

Gross Income, f or t h e crops onl y . 

Aft e r h aving co n s i dered the Direct Cost s , t h e 

a ppraiser must also dedu c t from i n co me r e al e s tate 

taxes , whi c h can g enerally be d etermined from actual tax 

r eceipts , on p ublic rec ord . The a ctual taxes paid can 

be obtained from t he Treasurers Offi c e f o r not only the 

subject , but also for t he comparable propert i es used . 

We are now able t o e stimate the Net Ope r ating Income 

attributed to the real estate for the s ubj ect , a nd f or 
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t h e comparabl e properties . In o u r example, we will 

c onsider the real estate taxes to be $1,400 . Bring i ng 

our example f o rward, Ta bl e 1 3 is a s ummary of the 

Antic ipated Net Operating I n come for our example. In 

this example , we are ass um i ng t hat we ha ve 100 acres . 

All of t h e acres are cons i d ered tillabl e , whic h i n 

actual lity seldom occurs . We are also assuming t hat 

our property is improved with a r esiden tial dwel l ing 

a nd grain bin. Most properties o f t h is size i n Lee 

County also are improve d with mac hinery storage and 

main tenance facilities. It would also be common f or 

there to b e other outbuildi n gs us e d f or livestoc k 

producti on either in the present, o r in t he pas t. 

TABLE 1 3 

CROP 

Corn 
Soybeans 

AVERAGE 
YIELD 

PERCENT 
OF WHOLE X 

GROSS 
PRICE = IN CO ME 

110 50% 
35 50% 

X $2.30 
X $6.00 

= $127/ a c r e 
= $105/acre 

$232/acre 

$232/acres X 100 acr es = $2 3 , 200 
$ 1 , 800 

= + $ 1 ., 440 
Residential Income 
Grain Bin benefit 

= 

Poten tial Gross Income= 
Less Direc t Cos ts 
(26 , 440 X. 45) 

Owner ' s share of ren t 
($14 , 542 / 2) 
Less Real Estate Taxes 

Net Operating Inc o me 
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$26 , 440 
- $11 , 898 

$14, 542 

$ 7 , 271 

- $ 1 , 400 

$ 5,871 



ESTIMATING THE CAPITALIZATION RATE 

Many rural appralsers forget that the 

Capitalization Rate, is not a yield rate, but only a 

ratio of t he Stabilized Net Operating Income to Price 

or Value . In Table 14 , we have the ind icate d 

Capitalization Rate based upon state averages found for 

t h e State of Iowa. Because of t he negative cash flow 

fo r t he years 1986 and 1987 , no estimat e was give n for 

t hose two years . Wh i le it is unc ommon f or t here to be 

a nagative cash f l ow, it is no t uncommon for there to 

be an after income tax loss. According to the Lee 

Cou n ty Soil S urvey , and supported by t he writer ' s 

experience , it can reasonably be antic ipated for 4 crop 

years in 10 to resu l t in below average yields . 

TABLE 14 

AVERAGE/AC . AVERAGE/AC . 
YEAR 

1985 
1986 
1987 
1988 

VALUE INCOME GIM 

$ 984 
$ 787 
$ 875 
$1 , 054 

$277.15 
$201. 30 
$160.60 
$261.85 

3 . 55 
3 . 91 
5 . 45 
4.19 

EXP, IND . 
RATIO NOI 

CAP, 
RATE 

.826 $48 . 22 . 0490 
<. 918> 
< .7 87> 
.821 $45 .08 . 0428 

Tabl e 16 is a summary of 10 sales , all from Lee 

County in 1988. These 10 sales were considered th e 

only arms-length transactions out of a total of 23 t hat 

took place in 1988 . In Table 16 1 you will find each 

sale summari zed and anal yzed, i n the same seque nce and 
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l og ic us e d in o ur exampl e . The re are five Units of 

Compa rison demonstrated. Units of comparison rep resent 

t h e reduct ion in price or va lue , by units by wh i c h 

properties are actually sold, rented, or valued. Table 

1 5 is a statistical su mmar y of those units of 

compari son f o r the 10- sale sample f o und in Ta bl e 16. 

TABLE 15 

RANGE 
MEAN 
STANDARD 
VARIANCE 

DEV . 

SALE PRICE 
PER ACRE 

286 - 1 ,09 3 
662 . 7 
243.497 
36% OF MEAN 

OVERALL RATE OVERALL RATE 
WI TH TAXES WITHOUT TAXES 

.0548 -

. 0913 

.0 32223 
35.3% OF 

.1707 .061J - . 1991 
. 10 5 2 
. 036865 

MEAN 3 5% OF ME AN 
--- ------------------ ----------------------------------------------------------------------- --- ---------------

RANGE 
MEAN 
STANDARD DEV . 
VARIANCE 

GROSS INCOME 
MULTIPLIER 

1. 38 - 6 . 44 
4 . 48 
1 . 5079 
33 . 7% OF MEAN 

SALE PRICE 
PROD . UNIT 

3 .18 - 16 . 57 
10. 4 68 
3.7369 
35 . 7% OF MEAN 

SALE PRI CE 
PER TILL. ACRE 

437 - 2 , 742 
1,279.50 
69 5 . 9553 
54 .4% OF MEAN 

The Capitali zatio n Rat e is a un it of c o mparison , 

and is found by divi d i ng t h e Sale Pri ce , by t h e 

Stabil i zed Net Operating Income . In our data sample , 

t h e range is from a 101-1 of . 03138 t o a high of . 1707 , 

or a spread o f 544 %. Sales 2 and 3 a pp e ar t o be 

o utside what is typical , and if those sales a r e 

excl uded , t he r a nge i s from a low of . 03138 to a hlgh 

of . 05956, or a s pread of 189%. Thi s is no t to 

sugg est t hat just because t h e rates are outside of t he 
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normal range t hat t hey s hould not be considered . The r e 

are perhaps reasons for t hem b e ing outside the range of 

normal sales . They may represe nt an uni nformed b uyer 

o r s elle r, 

man ag ment, 

they may result 

o r property 

from non-typical proper- ty 

fe at ur es . Th oro ugh 

investigation should be made of all sales be for e t hey 

a r e discarded . 

UNITS OF COMPARISON 

Th e Gross Income Multiplier j s also a unit o f 

compar i son, and is f ound b y dividing t he Sale Pr ice by 

t he Anticipated Gross Income . In o ur data sample , t he 

range i s from a low o f 1 . 58 to a bigb of 6 .44, or a 

spr ead of 407% . Sales 2 and 3 are again lower t h an 

what appears t o be typical , and again, if we e xc lude 

t h ose s ales fr o m t h e sample , t he range will be fr o m a 

low of 3 . 65 to a high of 6.44, or a 176% spread. Both 

the Capi talization of Inco me and the Gross Inco me 

Multiplier are c onsidered Inc ome Approa c hes . I-L does 

appe ar that t h ere is a mor e pr edo min a n t central 

tende nc y under Income Capi tali za tion , than under t he 

Gross Income Multi plier , e ven t ho ugh the total spr ead 

is l ower under the Gross I ncome Mul t ipl ier . 
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N) 
NS) 

CECIL 
1 

15 4. 21 
137 . 10 

N/A 
92 . 35 
35 . 09 

SALES ANALYSIS GRID AND OVERALL RATE 

KROGMEIER KLEISS 
2 3 

103 . 18 35 . 00 
65.00 22 . 90 

52 N/A 
63 . 99 89 . 94 
24 . 32 34.1 8 

HOSKINS 
4 

70 .00 
33 . 00 

N/A 
41 . 08 
15 . 61 

HUNOLD 
5 

117.50 
109.50 

N/A 
93 . 69 
35 . 60 

FREITAG 
6 

72 . 15 
19 . 00 

N/A 
52 . 53 
19 . 96 

FAETH 
7 

127 . 5 7 
63 . 78 

NIA 
60 . 03 
22 . 81 

LANDWEHR BROWER 
8 9 

58 . 00 640 . 17 
51.20 447.00 

18 . 2 277 . 5 
66.53 80 . 04 
25 . 28 30 .42 

GESSFORD 
10 

170.65 
34 . 50 

6 . 4 
33.45 
12 . 71 

- --------------------------------·--------------------------------------------------------------------
$ 32 , 754 $ 15 , 186 $ 7 , 240 $ 6 , 614 $ 25 , 320 $ 8,717 $ 17 ,61 3 $ 8 , 875 $117,85 0 $ 13 ,1 29 . ) $ 32 ,470 $ 15,054 $ 7,17 7 $ 6 , 556 $ 25, 100 $ 8 , 641 $ 17,460 $ 8,798 $11 6 ,82 5 $ 13 ,0 15 

------------------------------------------------------------------ -----------------------------------
$ 32 ,754 $ 15,186 $ 7 , 240 $ 6 ,6 14 $ 25 , 320 $ 8 , 7 l 7 $ 17,61 3 $ 8,875 $117, 8 50 $ 13,129 

- $ 14, 739 $ 6 , 8 34 $ 3 ,258 $ 2 ,976 $ 11,394 $ 3 , 9 26 $ 7,926 $ 3 ,994 $ 53,033 $ 5,908 
------------------------------------- --------- -- --------------------------------------------------
$ 18 ,015 $ 8 , 352 $ 3,982 $ 3 , 638 $ 1 3 , 926 $ 4 , 791 $ 9,68 7 $ 4 , 881 $ 64 , 817 $ 7 ,2 21 
$ 9,008 $ 4, 176 $ 1, 991 $ 1 , 819 $ 6 ,963 $ 2,396 $ 4,844 $ 2,441 $ 32,409 $ 3 , 610 

- $ 1 , 890 $ 844 $ 284 $ 188 $ 2 ,192 $ 240 $ 1,070 $ 7 15 $ 25 ,905 $ 6 22 
--------------------------------------------------------------------------------------------------
$ 7 I 118 $ 3 J 33 2 $ 1,707 $ 1 , 535 $ 4 J77 1 $ 2 , 156 $ 3 J774 $ 1 , 726 $102,478 $ 2,988 
--------------------------------------- -----------------------------------------------·------ ------
$119 , 500 $ 40 ,000 $ 10 , 000 $ 29 , 750 $128 , 400 $ 44,011 $100,000 $ 5 5 ,000 $ 490,000 $ 94 , 600 
. 05956 .08330 .1 7070 . 0516 0 . 03 7 1 5 . 04899 . 03774 $.03 138 . 05287 . 03159 
3 . 65 2 . 6 3 1. 38 4 . 50 5 . 07 5 . 05 5 .68 6 . 20 4 . 16 6 . 44 
$ 775 $ 388 $ 286 $ 425 $ 1, 0 9 3 $ 609 $ 784 $ 9 48 $ 765 $ 554 
$ 8 . 33 $ 6. 05 $ 3 . 18 $ 10.35 $ 11.66 $ 11 . 61 $ 13 . 06 $ 14 . 25 $ 9.56 $ 16 . 57 
$ 872 $ 61 5 $ 437 $ 902 $ 1 , 173 $ 2 , 31 6 $ 1,568 $ 1,074 $ 1 ,096 $ 2,742 

-----------------------------------------------------------------------------------------------------



Under the Price per a c r e , unit of compari son, t he 

range is from a l o w of $28 6 per acre Lo a high o f 

$1 , 093, or a 382% spread . There would appear to be a 

central tendency around $775 per a c re. Under the Value 

Per Productive Unit , unit of comparison , the range i s 

from a low of $3 . 18 to a h i gh of 14.25, or a 448% 

sp r ead . 'I'he la.st unit of co mparison that wa s 

considered is the Price Per Tillable Acre , whi c h 

ranged from a l ow o f $432 per acre to a high of $2,742, 

or a spread of 635% . When we look at the standard 

deviation, we find that var iance from the mean i s less 

in the Gross Income mul tiplier , followed next by the 

Overall Rate Without Taxes, then the Overal l Rate Wi th 

Taxes , then the Sale Price Per Product i ve Unit , Pr ice 

Pe r Acre, a nd t h e n finally Price Per tillab l e Acre. 

From this limited analysis, it would appear that the 

central tende nc y is generally comparable in the Income 

Approac hes , to t ha t found in the other approac h es . 

Wh e n se le cti ng t he most approrja t e rate for our 

example , we would hav e to consider those sales that 

f..Jere most comparable to the s ubject being appraised . 

Of those sales considered, Sale #5 might be conside red 

the most comparable . Sales #3 and #5 were bo t h 

similar in size, but Sale #5 was more similar i n the 

ratio of tillable acres to total acres, a nd was a l so 

more similar produc tively . With t h e high ratio of 

tillable to total acres , a nd the generally higher t han 

average anticipated yields, it would seem logical t hat 
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t here wo uld be l e ss risk of f inanc ial loss t he n wo u ld 

be anticipated in mos t o f t he o ther sale s c onsidere d . 

It would f o ll ow t h a t we wo uld a nt ic i p at e t hat t h e 

a ppropriate Cap i t a l iza tion Rate would be near t he low 

e nd o f t he r ange , which would be c o nsidere d supportive 

of con s i de ring Sa l e #5 a s most i ndic a tive . Witho ut 

conside ring o t her f ac t o r s , we might es timate the 

appropria t e rate a t . 0 37 . 

One mi ght a rgue t hat t he vari ations i n t he oth e r 

a pproa c h es are reduced throu g h t h e adjustme n t p rocess . 

Adjustments s h oul d also be c o nsjdered in t he I n c o me 

Approach. Ad justme n ts s ho u] d b e c o ns i d ered for a n y 

f act or n o t a l read y c o nsidered i n t he c o mputation of t h e 

Ove rall Ra te. It i s t he write r ' s view t hat t h e ma j or 

f a c to r n o t understoo d in t he a b ove analysis is t he 

market ' s perc e ption o f risk. We t yp ically would no t 

a djus t separately f o r risk , i n t hat i t is inc lude d l n 

t h e Ove r a ll Rate c ompu t ati o n. In the t y pi c al 

a ppraisal, we wo u ld se l ec t compar abl e s t b a t we r e 

rea sonably c omparable to t h e subj ect , wi t h s imilar 

ris ks . In o ur s ample we made suc h a sel e c tion . All 

sal es, over a s e l ect p e ri od we r e cons i dered, with e a ch 

sal e rep resenting d iffe rent r is l{ o r valuing fac tors . 

For i n stan ce Sale 3 wa s a 35-ac r e trac t , t hat wo ul d 

have a comple t e l y different market t han would Sal e 9 o f 

6 40 ac r es . Th e motivat i o n forces are e nti re l y 
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differen t . I n an actual appraisal assignme nt , the 

appraiser would sel ect t h e sal es that were consid ered 

most co mparable, make adjustments in b oth t h e 

Antic ipated Income and Anticipated Ex pens es that 

reflect specific property val u e factors , a process that 

is beyond t h e s cope o f thi s paper . 

THE PHENOMENON OF LOW CAPITALIZATION RATES 

Low capitalization rates are quite comm o n in the 

valuation o f a g ricultural prop e r ties , and uncommon with 

most other t ypes of income-pr oducing properties . It 

almost defies logic. You wo u ld anticipate t h at the 

lower the rate , t h e safer the investment . Risk is 

d e f ined as , "the probabi 1 i ty t hat foreseen even ts will 

not occur" { Th e Appraisal of Real E s t ate , 9th Ed. , 

1987 , 606). Most wo u ld a gree t hat far mi ng is o ne of 

t h e most r isky occupation s that t h ere is . 

While most i n vestors do desire to o btain a re turn 

on their investment , most are concerned with t h e 1·is k 

t hat is invo l ved in t b e return o f t h e rapita l 

i n vestment . To understand t h is phenomena, o n e mu st 

consider t h e p r obab i lity that agr i cul tural land will 

decline in value over t h e anticipated holdi ng period . 

Agricultural purc hasers are generally own e r operators , 

who are long-term investors , with many h olding on to 

Lhe property fro m g e neration t o generation. Therefore , 
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tbe holding period that must be co ns idered is no t 6 t o 

10 years , as migh t b e typical i n other inc ome produc ing 

properties , but is more apt to be 20 years o r be tter . 

Table 17 is a summary of the annual c hanges in farmland 

values for the State of I owa , over t he past 20 ye ars . 

TABLE 17 

YEAR 

1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 

VALUE 
PER ACRE 

$ 408 
$ 419 
$ 419 
$ 430 
$ 482 
$ 635 
$ 834 
$1 , 095 
$1,368 
$1 , 450 
$1,646 
$1 , 958 
$2,066 
$2 , 147 
$1 , 801 
$1 , 69] 
$1,347 
$ 948 
$ 787 
$ 875 
$1 , 054 

DOLLAR 
CHANGE 

$ 12 
$ 10 
$ -0-
$ 11 
$ 52 
$154 
$199 
$261 
$27 3 
$ 82 
$196 
$312 
$108 
$ 82 

-$346 
-$110 
- $334 
-$409 
-$161 

$ 88 
$179 

PERCENTAGE 
CHANGE 

3 . 0 
2.5 
0.0 
2 . 6 

12.0 
31. 9 
31 . 3 
31. 3 
24.9 

6 . 0 
13.5 
19 . 0 

5 . 5 
3 .9 

-16 . J 
- 6 . 1 
-19.8 
- 30 . 2 
-17 . 0 

11 . 2 
20.4 

De spite the rec ession of t he mid 1980's, when farm 

land va lues plummeted , over the past 20 y e ars , farm 

land values have had an average increase in value of 

4.86% per year . For the p e riod fro m 1968 to 1981 , the 

average rate of inc rease per year was 13.62%. Il would 

appear t hat farm purchasers are willing to accept a 
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lower c u rren t rat e o f return . Th is is reflect ed i n the 

lowe r Capi t al ization Ra t es , f or wh at the mar k et 

per ceives to b e a n ticipa ted fu t u re g rowth of c apital 

valu e , i n t h e for m of d e f e r red yield , a n d a menity 

owners hip . 

REPUDIATION OF OTHER METHODS 

Th e a ppr aiser must always keep i n mi nd why we have 

t hree b a s i c appr oache s to value. The t hree approach es 

are f o unded o n th e concept t hat i n t he market place a 

buyer h as t h ree courses of action. Hi s t h ree choices 

a re to bui ld a pro p e r ty to suit h is n eeds {T h e Cost 

Approach ) , buy a n already existing property that wil l 

s u it h is need s {The Direct Sales Comparison Approach } , 

or to lease a proper t y wh i c h o ffers a similar retu r n 

(Th e I n come Approach } . Th e r efo r e , t h e appraiser is 

actuall y l oo king a t th e value of t h e p rop erty bei ng 

appraised f ro m t h e p oint of view of t h ese three 

p a r t ic ipa nt s in th e mar ket place . A f ai lure to 

cons ider on e o f t he approach es , i s t o f ail to include 

an i mportan t segme n t of t he market, as if t hey never 

exi sted. I would a lso l i k e t o suggest that a l l three 

pa r t i c ipants are n o t a lwa y s present in e very market . 

There f ore , si n ce we cannot t heoretically construc t 

land , on l y exp ose and relocate it , t h e Cost Approach is 

no t a vi a b l e meth od o f es t i mating t h e value of land 

whe n vacant and unimproved. The assertion by some t hat 

you can estimate t h e value of vacan t a nd unimproved 
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land by add i ng t he estimated value o f soils o f various 

c lassifications together a nd c all that a Cos t Approach 

is totally in error . Jus t as t he presenc e of th e front 

yard e ffects th e back yard of a residential prope r ty , 

so does t he p rese n ce o f pastu re gro und ef f ect t h e 

nearby t i llable ground. 

Th e Inc o me Approach makes t.he assumpti o n t hat 

there is a relationshi p betwee n value a nd income . If 

we were to use a Gross Income Multiplier, we would b e 

saying t ha t t h e relationship is between Gross Inc ome 

and value . If, on the other hand we were to use Income 

Capital ization, then we wo ul d b e saying t h at the 

relat ionship is betwee n Net Oper ating Income a nd Value . 

I b e l ieve t hat this as s umption mus t c learly unde rstood 

before we can even begin to c onsider methodolog y . 

To assert , as t he ear l y writer's did that value is 

an assemblage t he a pproac h es into one value I b e lieve 

i s in e rror . While the approac he s are inde p e nde n t , 

t hey are r e l ated . Data in o ne approach may be used to 

s upport or estimate adjustments in another approach, 

but each a pproac h s ho uld take into c onsideratio n the 

entire pr operty fr om t h e viewp o in t o f that ma r ket 

participant. Ge nerally , only in the Cost Approach do 

we combine v alues found in two appr o a c hes i nt o a 

singular value estimate . In that a pproach, we combine 

t he estimated value of th e land , typically derived by 
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t h e Direct Sales Co mpariso n Approa c h, wit h t h e 

estimated De p reciated Val u e o f the Improve me nts , to 

form a f i nal value estimate by t he Cost Approach . 

Th e view Lhat t h e app raiser shou l d adjust th e 

"Earn i ng s Valu e " base d upon comparisons u sed i n th e 

Direct Sales Comparison Approach, I believe is also i n 

error . This is similar t o what I would call a " Back 

Door Approach'' , where t h e apprai s e r estimate s the value 

by t he Direct Sales Comparison Approac h, then i n order 

to ma k e t h e Inco me Approac h co me out c lose to The 

Direct Sales Co mpariso n Approach , a l l ocates the 

differen ce to everything not previo usly explaine d . 

Under t hi s concept, t he Income Approac h is virtua lly 

worthless . It i s t he view of the writer , tha t for t h e 

Income Approach t o be meaningful, t hat t he appraiser 

must a djus t o n ly th e Inco me , o r the Capitali zati o n 

Rat e . Th e I ncome s h o ul d b e a djus ted to r e flect 

market perceived effects o n income and expenses , a nd 

t he Capitalization Rate s hould b e adj usted to ref l ect 

th e markets perception o f risk associated with the 

i mproveme nts or factor previ ously not c ons idered . 

I believe that th e pre d o mi nant reason t hat t he 

Inco me Appr o a c h is not re li ed upon more o f te n and 

consistantly, is due to th e rapidly fluctuat i n g income 

streams and t he l ow Capital izat ion Rates . As would be 
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t h e case wi t h ot her i n co me - producing types of 

properties , t h e in co me and expe n ses n eed to be 

s tabili zed to reflect reasonab l e market expectations 

over the typical life of the investment . No singular 

y ear ' s inco me a n d expenses can reasonab l y b e 

a nticipated to reflect the future . Long term averages 

as f ar as crop yields , comm odity prices , and operating 

expenses are muc h more reliable . 

Low Capital ization Rates ref l ect a ma rket 

perception of l ow risk in ·t h e return of c apital . In 

the c ase of farm land, it would appear t hat t he market 

perceives vacan t land to be very low i n risk . 'l'h e 

higher the ratio o f t illable to non- Lillable th e lower 

t h e r ate of ris k, and t h e h i gh er t h e productivity 

rating the lower the risk. 

To furth er c l a ri fy r i sk , let's compare land to 

what is g e nerally considered the safest i nvestme n t , 

money . Hi stor y has proven that due to i nflation, money 

left in o n e ' s pocket de c lines in va l ue constantly . 

That is because money i s considered t he s t ore - house of 

purc has i.ng power, and inflat i o n takes away purchasi ng 

power . Unlike l and, money has no utilitarian purpose 

oth er than to transfer thi s purchasing p ower fr om one 

individual to a n other . Land o n the other hand can be 

transfered from one i ndividual to another , but also has 

the ability to produce a necessity , food. Money, 
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unlike land, can be lost or stolen . Al l of these 

f actors , and many more , need to be considered in the 

evaluation of risk, and it woul d appear that the market 

perce ives there to b e g enerally low risk in l and as an 

j nvestmen t. 

Is t he Income Approach a meaningfu l indication of 

value? I believe that the data would suggest that 

wh en it is properly and consistantly done, that t h e 

Income Approach is j ust as reliable as e i ther of the 

other two approac hes , providing there is comparable 

quantity and quality of data . 

SUMMARY AND CONCLUSIONS 

In summary , we sug g ested that when pr ope rl y 

co ns i dered and appl ied that the Inco me Approa c h can 

give a significant indication of the value o f a grain 

farm in Lee Coun ty, Iowa . Historica l l y , appra isers 

have fa iled to consider properly the relat ionship of 

the approaches to eac h other , and have often failed to 

proper l y consider what the Capitalization Rate and 

Gross Income Mul tiplier actually meant . It was n o t our 

posit io n that t h e Inco me Approac h was the most 

reliable, but mere l y t h a t 

indication of the value 

it offers a sign ifican t 

o f the property. Th e 

statistical a nalysis give n supports the conclusion that 

its reliability i s equal to t hat of other unit s of 

co mpari so n o f ten used , wi th c omparabl e central 
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te nd e n c ies. The reliability o f the app r oac h i s 

dependent upon the amount of data, the c omparability of 

t h e p roper ties considered, and the quality o f t h e dat a 

used , as would b e the case with the other a pproac he s . 

I believ e t h at t h e data also supp o rt s t h e 

c o n t e n ti o n that t h e met h od of a n alysis, wh i l e 

i mportant, is not as important a s t he c on s i s t enc y o f 

its app] i c ati o n between t h e property be i ng apprai s ed 

and t he c o mparable s used . Appraisers commonly try to 

outs ma r t t h e marke t wit h sophisti c ated math e mati c al 

model s, and in t he process mj ss t h e mark e t enti i:- e ly . 

Any analyti c al proc ess used in e s t imating market value 

is o nly of va l u e if i t r e f l ec ts c urr e n t mark e t 

thinking . 
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