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Abstract:
Northern Great Plains ranchers contemplating a sunken investment in range development face the
problem of arriving at and properly discounting expected increments to net ranch income. Methods of
determining mean expected increments to net ranch income are made in terms of long run averages
rather than determining the increments as they occur over time.

The discounting process for time preference is quite well developed. However, the problem of selecting
the proper discount rate is"somewhat obscure. The method of valuing such-sunken investments does
not presently have adequate criteria to value the effect of risk and uncertainty.

The approach to the problem is in four phases. First, the method of extrapolating expectations was
based on Hart’s three principles plus a fourth principle added by the author. It was established that the
time preference discount process should account for time preference only, using !Keynes’ three factors
to determine the cost to hold money. An Uncertainty Correction factor (HG) which is a function of the
Coefficient of Variation (CV) was developed from the indifference analysis of variation and effective
income used by Lange and the Lutzes. The above mentioned approaches to the three main problems
were then combined in an attempt to apply them in valuing a sunken investment.

The method of valuing which was developed represented a framework for valuing rather than an
operational method of valuing. The importance of properly valuing the effect of risk and uncertainty on
both the individual rancher and society is considered. The study reaches conclusions which are general
rather than specific, inasmuch as the solutions to the three main problems mentioned are of. a largely
psychological origin. 
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