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ABSTRACT 
This study investigates the role and impact of formal farm accounting on the financial 
sustainability of agricultural enterprises in Nigeria. It specifically examines the relationship 
between the adoption of core farm accounting practices—Costing and Profitability Analysis, 
Inventory Valuation, and Capital Investment Appraisal—and key sustainability metrics. The 
study employed a cross-sectional survey design, collecting primary data through structured 
questionnaires from 150 registered agricultural enterprises (crop production, livestock, and 
integrated farms) in the North-Central and South-West regions of Nigeria. Data were analyzed 
using descriptive statistics and multiple regression analysis. The results indicate a low level of 
adoption of formal accounting practices, with only 32% of enterprises maintaining full cost 
accounting records. Regression analysis revealed that Costing and Profitability Analysis and 
Capital Investment Appraisal are significantly positively related to financial sustainability 
(Profit Margin and Debt-to-Equity Ratio). However, the adoption of formal Inventory 
Valuation methods showed an insignificant relationship. The study concludes that the adoption 
of formal farm accounting practices, particularly in costing and investment analysis, is a 
critical driver of financial sustainability in Nigerian agriculture. The findings underscore a 
significant “accounting gap” that constrains the sector’s growth. There is an urgent need for 
policy intervention and educational programs to build accounting capacity among agricultural 
entrepreneurs. 
Keywords: Farm Accounting, Agricultural Enterprises, Financial Sustainability, Costing, 
Inventory Valuation, Investment Appraisal, Nigeria 

1.0  INTRODUCTION 
1.1  Background to the Study 
Agriculture is a pivotal sector in Nigeria, employing a significant portion of the labor force and 
contributing substantially to the nation’s Gross Domestic Product (GDP). Despite its strategic 
importance, the sector is characterized by a paradox: immense potential juxtaposed with 
persistent challenges of low productivity, post-harvest losses, and financial fragility among 
agricultural enterprises (Oluwatayo & Adebayo, 2018). While factors such as climate change, 
inadequate infrastructure, and limited access to inputs are frequently cited, the role of poor 
financial management remains a critical, yet under-researched, impediment. 

Farm accounting is a specialized branch of accounting tailored to the unique transactions and 
conditions of agricultural production. 

 
 



 

 168 

Role of farm accounting in the financial sustainability of agricultural enterprises in nigeria 
Okpanachi et al. 

 
It goes beyond simple bookkeeping to encompass costing for seasonal production cycles, 
valuation of biological assets (livestock and standing crops), depreciation of farm assets, and 
financial analysis for strategic decision-making (Kay, Edwards, & Duffy, 2016). In developed 
agricultural economies, robust farm accounting is the bedrock of sustainability, enabling 
farmers to determine the true profitability of enterprises, manage cash flow effectively, and 
justify investments for expansion. 

In Nigeria, however, the practice is often rudimentary. Many smallholder and medium-scale 
farmers operate with informal mental accounts or basic records of sales and expenses, lacking 
the granular data needed for strategic management (Adegboye, 2011). This “accounting gap” 
leads to a cycle of guesswork, where critical decisions on input allocation, product mix, and 
capital investments are made without a sound financial basis. Consequently, these enterprises 
struggle to achieve economies of scale, attract formal credit, or build resilience against 
economic shocks, thereby undermining their long-term financial sustainability. 

1.2  Statement of the Problem 
The financial vulnerability of Nigerian agricultural enterprises is a matter of national concern. 
A high rate of business failure, low reinvestment rates, and chronic dependence on informal, 
high-interest loans are symptomatic of deep-seated managerial weaknesses. A primary driver 
of this vulnerability is the inadequate application of farm accounting principles. Without 
accurate cost data, farmers cannot identify which crops or livestock are truly profitable, leading 
to misallocation of scarce resources. Without proper inventory and asset valuation, they cannot 
present credible financial statements to banks, thereby limiting access to the formal credit 
necessary for growth. 

Preliminary studies and anecdotal evidence suggest that agricultural entrepreneurs who 
maintain formal accounts tend to be more profitable and resilient (Ojo & Awe, 2016). However, 
comprehensive empirical research investigating the specific components of farm accounting 
and their direct impact on standardized financial sustainability metrics in the Nigerian context 
is scarce. Therefore, this study addresses a critical knowledge gap by posing the question: To 
what extent does the adoption of formal farm accounting practices—specifically Costing and 
Profitability Analysis, Inventory Valuation, and Capital Investment Appraisal—influence the 
financial sustainability of agricultural enterprises in Nigeria? 

1.3  Objectives of the Study 
The main objective of this study is to assess the impact of farm accounting on the financial 
sustainability of agricultural enterprises in Nigeria. The specific objectives are to: 

i. Examine the level of adoption of formal farm accounting practices among selected 
agricultural enterprises in Nigeria. 
ii. Determine the relationship between Costing and Profitability Analysis and the financial 
sustainability of agricultural enterprises. 
iii. Assess the relationship between the use of formal Inventory Valuation methods and the 
financial sustainability of agricultural enterprises. 
iv. Evaluate the relationship between Capital Investment Appraisal techniques and the 
financial sustainability of agricultural enterprises. 
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1.4  Research Hypotheses 
The following null hypotheses were formulated and tested: 
H₀₁: There is no significant relationship between the use of Costing and Profitability Analysis 
and the financial sustainability of agricultural enterprises in Nigeria. 
H₀₂: There is no significant relationship between the use of formal Inventory Valuation methods 
and the financial sustainability of agricultural enterprises in Nigeria. 
H₀₃: There is no significant relationship between the application of Capital Investment 
Appraisal techniques and the financial sustainability of agricultural enterprises in Nigeria. 
1.5  Significance of the Study 
The findings of this study will be significant to the following stakeholders: 

• Agricultural Entrepreneurs and Farm Managers: By demonstrating the tangible benefits of 
farm accounting, the findings will encourage the adoption of better financial practices, leading 
to improved profitability and decision-making. 

• Policy Makers (e.g., Federal Ministry of Agriculture, CBN): The study provides evidence-
based insights for designing intervention programs, such as subsidized accounting training for 
farmers, to enhance sector-wide productivity and sustainability. 

• Financial Institutions: The study offers a clearer understanding of how farm accounting 
can improve the creditworthiness of agricultural clients, potentially leading to the development 
of more tailored financial products. 

• Academic Community: The study contributes to the underdeveloped body of literature on 
agricultural accounting in Nigeria and provides a foundation for future research. 

1.6  Scope and Delimitation of the Study 

This study focuses on registered small and medium-scale agricultural enterprises in Nigeria, 
encompassing crop production, livestock farming, and mixed (integrated) farms. The 
geographical scope covers the North-Central and South-West geopolitical zones, which are 
major agricultural hubs. The study examines the core farm accounting practices of Costing, 
Inventory Valuation, and Investment Appraisal, and their relationship with financial 
sustainability, measured by Profit Margin and Debt-to-Equity Ratio, over the last operational 
year. 

2.0  LITERATURE REVIEW 
2.1  Conceptual Framework 
The conceptual framework for this study positions the adoption of farm accounting practices 
as the independent variable that directly influences the dependent variable, financial 
sustainability. 
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Method of Data Analysis 

[Figure 2.1: Conceptual Framework of the Study] 
 
2.1.1  Independent Variable: Farm Accounting Practices 
• Costing and Profitability Analysis (COST): The practice of tracking and allocating all 
input costs (seed, fertilizer, labor, overheads) to specific enterprises to determine true 
profitability. 
• Inventory Valuation (INVT): The method used to value standing crops, harvested produce, 
and livestock for sale, impacting cost of goods sold and asset valuation. 
• Capital Investment Appraisal (INVST): The use of formal techniques (e.g., Payback 
Period, Return on Investment) to evaluate the financial viability of long-term investments in 
assets such as irrigation systems, machinery, or land. 
2.1.2  Dependent Variable: Financial Sustainability (FSUST) 
Financial sustainability is conceptualized as a composite measure of a farm’s ability to generate 
profits and maintain a healthy capital structure, proxied by: 

• Profit Margin (PM): Net Income / Total Revenue. Indicates operational efficiency. 

• Debt-to-Equity Ratio (DER): Total Debt / Total Equity. Indicates financial leverage and 
risk. 

The framework posits that the systematic application of these accounting practices provides the 
data and analytical clarity needed to enhance both profitability and financial stability. 

2.2  Defining Farm Accounting 
Farm accounting is not merely a record-keeping exercise; it is a management tool. It involves 
the systematic recording, classification, summarizing, and interpretation of financial 
transactions to facilitate informed planning, control, and decision-making (American Society 
of Farm Managers and Rural Appraisers – ASFMRA, 2017).  
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Its unique aspects include dealing with biological transformation, long production cycles, and 
high exposure to weather and market risks. 

2.3  Pillars of Financial Sustainability in Agriculture 
• Profitability: The ultimate test of a farm’s economic viability. Without a clear 
understanding of costs per unit of production, profitability is merely an estimate (Kay et al., 
2016). 

• Solvency and Leverage: Reflects the farm’s capital structure. A sustainable enterprise must 
manage its debt levels to avoid over-leverage, which requires accurate balance sheets derived 
from proper accounting (Boehlje & Eidman, 2019). 

2.4  Theoretical Underpinning 
This study is anchored in the Decision-Usefulness Theory of accounting. This theory posits 
that the primary objective of accounting information is to provide current and potential 
investors, creditors, and management with data that is useful for making rational decisions 
(Scott, 2015). In the context of a farm, the entrepreneur is the primary user of accounting 
information. The theory suggests that the adoption of farm accounting practices (costing, 
inventory valuation, investment appraisal) should lead to more rational and informed decisions 
regarding resource allocation, production planning, and financing, which in turn enhances 
financial sustainability. The absence of such information forces decision-making into a 
vacuum, increasing risk and jeopardizing sustainability. 

2.5  Empirical Review 
2.5.1  Farm Accounting and Profitability 
Studies consistently show a positive correlation between record-keeping and farm performance. 
Ojo and Awe (2016), in a study of poultry farmers in Southwestern Nigeria, found that farmers 
who kept detailed financial records had significantly higher profit margins than those who did 
not. Similarly, a study by Uddin et al. (2014) in Bangladesh concluded that the use of farm 
accounting practices had a strong positive influence on farm income. These studies affirm that 
understanding costs is fundamental to controlling them and enhancing profitability. 

2.5.2  Inventory Valuation and Asset Management 
The valuation of biological assets is a complex area of agricultural accounting. Proper valuation 
affects both the income statement and the statement of financial position. A study by Opara 
(2018) highlighted that the use of inappropriate valuation methods by Nigerian agro-allied 
firms led to significant distortions in reported assets and profits, which misled stakeholders. 
This suggests that the quality of inventory accounting is as important as its existence. 

2.5.3  Investment Appraisal and Long-Term Planning 
Capital investments in agriculture are often substantial and irreversible. The application of 
formal investment appraisal techniques is therefore critical. Akande et al. (2019) found that the 
low adoption of capital budgeting techniques among small-scale agro-processors in Nigeria 
was a major factor in their high rate of investment failures. Farms that perform investment 
analysis are better equipped to avoid unviable projects and allocate capital to its most 
productive uses, thereby improving long-term sustainability. 
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2.5.4  Gap in Literature 
While existing literature establishes a general link between “record-keeping” and 
“performance,” there is a dearth of studies that disaggregate farm accounting into its core 
functional components and empirically test their individual impact on composite financial 
sustainability metrics in Nigeria. This study fills this gap by providing a granular analysis of 
the accounting-sustainability nexus. 

3.0  METHODOLOGY 
3.1  Research Design 
The study employed a cross-sectional survey research design. This design was appropriate for 
collecting data from a sample of agricultural enterprises at a single point in time to study the 
relationships between variables. 

3.2  Population of the Study 
The target population consisted of all registered small and medium-scale agricultural 
enterprises in the North-Central and South-West geopolitical zones of Nigeria. Estimates from 
the National Bureau of Statistics (NBS) and State Ministries of Agriculture put this population 
at approximately 5,000 registered entities. 

3.3  Sample Size and Sampling Technique 
A sample size of 150 enterprises was determined using the Taro Yamane formula. A multi-
stage sampling technique was used: 
1. Stage 1 (Purposive): Two states were selected from each of the two zones based on high 
agricultural activity (Kwara and Niger from North-Central; Oyo and Ogun from South-West). 
2. Stage 2 (Stratified): The sample was stratified into three enterprise types: Crop Production 
(50%), Livestock (30%), and Mixed/Integrated farms (20%). 
3. Stage 3 (Simple Random): A simple random sampling technique was used to select the 
actual respondents from lists provided by farmers’ associations and state agricultural 
development projects. 
3.4  Sources of Data Collection 
Primary data was collected using a structured questionnaire designed for this study. The 
questionnaire was divided into four sections: 

• Section A: Demographic and Farm Characteristics. 

• Section B: Adoption of Farm Accounting Practices (on a 5-point Likert scale from “Never 
Use” to “Always Use”). 

• Section C: Financial Sustainability Metrics (requesting actual financial data for the last 
production year). 
3.5  Method of Data Analysis 
Data were analyzed using SPSS Version 25. The analysis involved: 

Descriptive Statistics: Frequencies, percentages, means, and standard deviations were used to 
analyze the demographic data and objective one (level of adoption). Inferential Statistics: 
Multiple Linear Regression analysis was used to test the hypotheses (H₀₁, H₀₂, H₀₃) and 
determine the relationship between the independent and dependent variables. 
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3.6  Variable Measurement and Model Specification 
Table 3.1 presents the operationalization of the variables employed in this study. 

Table 3.1: Operationalization of Variables 
Variable 
Type 

Variable Acronym Measurement 

Independent Costing & 
Profitability 
Analysis 

COST 5-point Likert Scale score on use of enterprise 
costing, break-even analysis, etc. 

 Inventory 
Valuation 

INVT 5-point Likert Scale score on use of formal 
methods (FIFO, Weighted Average) for 
produce and livestock. 

 Capital 
Investment 
Appraisal 

INVST 5-point Likert Scale score on use of techniques 
like Payback Period, ROI for asset purchases. 

Dependent Financial 
Sustainability 

FSUST Composite Index = (Standardized Profit 
Margin + Inverse of Standardized Debt-to-
Equity Ratio) / 2 

Control Farm Size FSIZE Hectares of Land Under Cultivation / Number 
of Livestock Units 

 Manager’s 
Experience 

MEXP Number of Years in Agribusiness 

 
3.7  Model Specification 
The econometric model is specified as follows: 

FSUST = β₀ + β₁COST + β₂INVT + β₃INVST + β₄FSIZE + β₅MEXP + μ 
Where: 
• β₀ is the intercept. 
• β₁ – β₅ are the coefficients of the independent and control variables. 
• μ is the stochastic error term. 
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4.0  DATA PRESENTATION, ANALYSIS, AND DISCUSSION OF FINDINGS 
4.1  Descriptive Statistics 
The response rate was 84%, yielding 126 usable questionnaires. Table 4.1 presents the 
demographic and farm characteristics of the respondents. 
 

Table 4.1: Demographic and Farm Characteristics 

Characteristic / Category Frequency Percentage 

Enterprise Type   

    Crop Production 63 50.0% 

    Livestock 38 30.2% 

    Mixed/Integrated 25 19.8% 

Farm Size   

    Small (1–10 Ha / <500 birds) 71 56.3% 

    Medium (11–50 Ha / 500–
5,000 birds) 

55 43.7% 

Use of Formal Accounting   

    Full Adoption 40 31.7% 

    Partial Adoption 52 41.3% 

    No Formal Records 34 27.0% 
 

Table 4.2: Level of Adoption of Farm Accounting Practices (Mean Scores) 

Accounting Practice Mean 
Score 

Std. Dev. Interpretation 

Costing & Profitability 
Analysis (COST) 

2.45 1.12 Low Adoption 

Inventory Valuation 
(INVT) 

1.89 0.97 Very Low Adoption 

Capital Investment 
Appraisal (INVST) 

1.95 1.05 Very Low Adoption 

 
The descriptive results reveal a critical finding: the adoption of formal farm accounting 
practices among Nigerian agricultural enterprises is generally low. The highest mean score 
(2.45 for Costing) falls below the midpoint (3.0) of the 5-point scale, indicating that most farms 
do not systematically track costs or analyze profitability. The very low scores for Inventory 
Valuation and Investment Appraisal suggest that these more advanced practices are rare. 
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4.2  Regression Results and Hypothesis Testing 

Table 4.3: Multiple Regression Results (Dependent Variable: FSUST) 

Variable Coefficient Std. Error t-Statistic p-Value 

(Constant) 0.215 0.101 2.129 0.035 

COST 0.301 0.072 4.181 0.000*** 

INVT 0.085 0.065 1.308 0.193 
INVST 0.247 0.069 3.580 0.001*** 

FSIZE 0.178 0.058 3.069 0.003*** 

MEXP 0.112 0.054 2.074 0.040** 

R-squared 0.41    

Adjusted R-
squared 

0.38    

F-Statistic 12.87 (p = 
0.000) 

   

Note: ***, ** denote significance at the 1% and 5% levels, respectively. 
The model is statistically significant (F-statistic = 12.87, p = 0.000) and explains approximately 
38% of the variation in Financial Sustainability (Adjusted R-squared). 

4.3  Hypothesis Testing 
• H₀₁: Rejected. Costing and Profitability Analysis (COST) has a significant positive 
relationship with Financial Sustainability (β = 0.301, p = 0.000). A unit increase in the adoption 
of costing practices leads to a 0.301 unit increase in the financial sustainability index. 

• H₀₂: Accepted. Inventory Valuation (INVT) has an insignificant positive relationship with 
Financial Sustainability (β = 0.085, p = 0.193). The relationship is not statistically robust. 

• H₀₃: Rejected. Capital Investment Appraisal (INVST) has a significant positive 
relationship with Financial Sustainability (β = 0.247, p = 0.001). The use of formal investment 
techniques strongly contributes to sustainability. 
The control variables, Farm Size (FSIZE) and Manager’s Experience (MEXP), were also 
significant, confirming that larger and more experienced operators tend to be more financially 
sustainable. 

4.4  Discussion of Findings 
4.4.1  The Primacy of Costing and Profitability Analysis 
The strong, significant relationship between COST and FSUST is the most powerful finding of 
this study. It empirically validates the Decision-Usefulness Theory, demonstrating that 
knowledge of costs is fundamental to making profitable production and marketing decisions. 
Farmers who know their cost-per-bag of maize or cost-per-bird of chicken are better positioned 
to negotiate prices, select profitable enterprises, and control wastage, directly enhancing their 
profit margins and overall financial health. This finding is consistent with Ojo and Awe (2016) 
and Uddin et al. (2014). 
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4.4.2  The Insignificance of Formal Inventory Valuation 
The lack of a significant relationship for INVT is noteworthy but explicable. It may indicate 
that while proper valuation is important for reporting purposes, its immediate impact on day-
to-day operational sustainability is less direct than costing. Many farmers may use simple 
methods (such as market price at point of sale) that, while not sophisticated, are sufficient for 
their immediate decision-making context. This suggests that for improving core sustainability, 
policy should prioritize costing literacy before advanced inventory accounting. The finding is 
consistent with Opara (2018), who argued that inventory valuation distortions primarily affect 
external reporting rather than internal decision-making. 

4.4.3  The Critical Role of Capital Investment Appraisal 
The significant result for INVST underscores the importance of strategic long-term thinking in 
agricultural management. Agricultural enterprises that formally evaluate major investments 
(e.g., in tractors, processing equipment, or new breeding stock) are less likely to make costly 
mistakes. This practice prevents capital erosion and ensures that debt, if used, is allocated to 
productive assets, thereby improving both the profitability and solvency dimensions of 
sustainability. This is consistent with Akande et al. (2019), who found that low adoption of 
capital budgeting techniques was a major contributor to investment failures among agro-
processors. 

4.4.4  The Pervasive Accounting Gap 
The low mean adoption scores across all accounting practices paint a clear picture of a sector 
operating with a severe information deficit. This gap is a fundamental constraint on the 
modernization and commercialization of Nigerian agriculture and demands urgent policy 
attention. 

5.0  CONCLUSION AND RECOMMENDATIONS 
5.1  Conclusion 
The study concludes that: 

Information is a Critical Input: The adoption of formal farm accounting practices, particularly 
costing and investment appraisal, is a powerful catalyst for enhancing the financial 
sustainability of agricultural enterprises. It transforms management from a guessing exercise to 
a science-based endeavor. 
The Focus Must Be on Decision-Support: The most impactful accounting practices are those 
that directly support operational and strategic decisions (What to produce? What to charge? 
Should I invest?). Practices seen as purely for reporting, such as sophisticated inventory 
valuation, have a less immediate effect on sustainability. 

An Accounting Gap is Stifling Growth: The widespread neglect of basic farm accounting is a 
significant, remediable barrier to the productivity, profitability, and resilience of Nigerian 
agriculture. 
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5.2  Recommendations 
5.2.1  For Agricultural Entrepreneurs and Cooperatives 
• Prioritize Cost Accounting: Farmers should be encouraged to start with simple enterprise 
costing, tracking all inputs for specific activities to understand true profitability. 

• Seek Training: Actively participate in workshops on basic farm financial management 
offered by extension services, NGOs, or farmer associations. 

• Formalize Investment Decisions: Avoid impulsive capital purchases; instead, use simple 
appraisal techniques like Payback Period to evaluate options. 

5.2.2  For Policy Makers and Government Agencies 
• Integrate Accounting into Extension Services: The curriculum for agricultural extension 
agents should be revised to include modules on basic farm accounting and financial literacy. 

• Develop and Disseminate Simple Tools: Create and distribute user-friendly templates 
(both physical and digital) for record-keeping, costing, and investment analysis tailored to 
common Nigerian enterprises. 

• Offer Incentives: Consider linking access to government grants or subsidized inputs to the 
demonstration of basic financial records. 

5.2.3  For Academic and Training Institutions 
• Curriculum Review: Incorporate practical farm accounting and agribusiness management 
into the curricula of agricultural colleges and universities. 

• Community Outreach: Universities should organize outreach programs to train local 
farmers on the principles and benefits of farm accounting. 

5.3  Contribution to Knowledge 
This study makes a significant contribution by moving beyond the generic assertion that 
“record-keeping is good” to provide empirical evidence on which specific accounting practices 
have the most substantial impact on financial sustainability in the Nigerian agricultural context. 
It identifies costing and investment appraisal as the key levers for improvement, offering a 
targeted agenda for policymakers, educators, and farmers. 

  



 

 178 

International Journal Of Agricultural Economics, Management And Development (IJAEMD) 14(1); 2026 
 

REFERENCES 

Adegboye, A. C. (2011). Farm management: A practical approach. Lagos: Tolani Press. 

Akande, O. O., Salami, A. T., & Ogunjimi, S. I. (2019). Capital budgeting and investment 
decisions of small-scale agro-processors in Nigeria. Nigerian Journal of Agricultural 
Economics, 9(1), 45–56. 

American Society of Farm Managers and Rural Appraisers (ASFMRA). (2017). Farm and 
ranch business management. Denver, CO: ASFMRA. 

Boehlje, M., & Eidman, V. R. (2019). Financial management of the farm business. St. Paul, 
MN: University of Minnesota. 

Kay, R. D., Edwards, W. M., & Duffy, P. A. (2016). Farm management (8th ed.). New York: 
McGraw-Hill. 

Ojo, A. S., & Awe, I. O. (2016). Impact of record keeping on poultry farmers’ profitability in 
Southwestern Nigeria. Journal of Agricultural and Food Economics, 4(1), 12–24. 

Oluwatayo, I. B., & Adebayo, P. W. (2018). Agricultural transformation in Nigeria: Stunted 
growth and the paradox of poverty. Journal of Agricultural Science and Practice, 3(2), 35–42. 

Opara, U. C. (2018). Valuation of biological assets and its impact on financial reporting of 
agro-allied firms in Nigeria. International Journal of Accounting Research, 4(2), 1–11. 

Scott, W. R. (2015). Financial accounting theory (7th ed.). Toronto: Prentice Hall. 

Uddin, M. J., Quaosar, G. A. A., & Rony, M. K. K. (2014). Impact of farm accounting practice 
on farm income: A study on the farmers of Bangladesh. Research Journal of Finance and 
Accounting, 5(10), 55–61. 

  


