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Extension Bulletin E-458

By Gerald . Schwab and Dennis Gruenewald
Department of Agricultural Econamics
Custom hire of machine services may be viewed as an
economically desirable alternative for many farmers.
For farmers having a relatively small land base and/or
limited labor availability, hiring-in of machine services
enables these farmers to employ modern machine tech-

nology at a cost that may be lower than owning and
operating their own machines. For farmers who own
machines, custom hiring-out the machine is a way to
lower its cost per unit of production. For example, by
custom hiring-out a machine, the machine ownership
costs of depreciation, insurance, and interest are
distributed over more acres and usually results in a
lower machine ownership cost per acre.

‘armers involved in custom hire often have difficulty
in determining a fair charge for both the machine
owner and the machine hirer. The market for machine
services may not be well established. The machine
custom-hire rates reported on the following pages can
be used as an indicator or guide, but not as an absolute
in establishing a fair charge. The range of rates for the
state is quite large. The variability of the rates may be
partially attributed to lack of knowledge and differ-
ences in topography, climate, soil conditions, field size,
location, equipment size and conditions, timeliness
plus services and skills performed by a particu
machine or operator.

The price data were gathered in March-April 1977
from selected Michigan farmers. The usable responses
numbered 3889 and are distributed throughout Mich-
igan and its nine crop reporting districts as indicated in
Figure 1.

Part I, Table | presents the custom-hire cost data for
the state and for each of the nine erop reporting dis-
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Figure 1. Farmer responses in each Michigan Crop
Reporting District (in parentheses).

Total Responses—389,

triets, The number of Michigan farmers reporting each
custom-hire service is given as is the most frequently
reported rate{s) and the average rate for the state and
each crop reporting district. A blank indicates that the
information available was inadequate to report because
of insufficient number of responses. This is due to
misunderstanding of the information requested or
because such services are not used in the particular
area.

Part Il suggests a technique for figuring the custom
rate charge nece
and operating expenses. A more basie question that
should be asked and answered is whether machinery
should be owned or custom hired. Items that might in-
fluence your decision on machinery purc
custom hire include availability of custom hire and its
timeliness, performance of machine, income tax man-
agement utilizing investment tax credit and deprecia-
tion expense, plus alternative uses of dollars that might

ry to cover machinery ownership
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be invested elsewhere.
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Part II—How to figure custom rates

If you are hiring or doing custom work, the following will help you set the custom rate.
Custom rates are based on (1) tradition or usual rates set in the community, (2) bargaining
position of both parties, and (3) costs of operating the machines on your farm.

Here is how the machine cost of operation can be determined:
A. Ownership cost per unit {acre, bushel, ton, hour)

Original cost-salvage value

Depreciation: I $
Interest: Interest rate x originalcost + 2 ,.......
Repairs: Estimated 2 to 5% of original cost . . .
Taxes and insurance: Estimated 1 to 2% of
origmiliongty. . .« oo e s ey
Total ownership costannually .................
Ownership cost per unit: Total ownership cost +
estimated annual use (acre, hour, bushel, ton) . . ; (A) $
B. Operating cost per unit (acre, hour, bushel, ton)
Tractor: Gas, diesel fuel, oil, and minor maintenance
Gal. gas perunit X price x 1.10° . ............
Machine: Gas, oil,
Gal. gas per unit X price ¥ 1.10* . ............
Labor: Hours per unit x wage rate, If acres, bushels
or tons, divide the wage rate by acres, bushels or tons
per hour ; s o ke e OO - W
Total operating costperunit .................. B) $%
C. Total ownership and operating cost (A + B} per unit . 3
D. Custom rate (per acre, hour, bushel, orton) .. ... .. 3

Total ownership and operating cost may be
adjusted because of bargaining power, or risk.

*The addition of 10% gasoline cost is for oil and minor maintenance.
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