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BACKGROUND AND INTENT OF THE STUDY: 

• During the period 1996 to 1997 it has been my privilege to work with a unique farming 
community located in a relatively geographically remote region. 

• The most unique features of the area concerned is the predominant land use being Dairy 
F arming, and the comparatively small scale of operations. 

• The farm land concerned is amongst the most valuable (In monetary terms.) of any farm 
land in New Zealand. The value of land has pressurised "Highest and Best" use of the 
scarcest commodity, being land. Resulting in a farming "Monoculture" of dairy farming. 

• In my capacity as an Agribusiness Manager employed by W estpac Trust it has been my 
brief to critically analyse a sample of 70 farming operations from a total population of 
approximately 300 operations. My analysis has been in the capacity of a financier and 
therefore biased toward economic survival or proliferation of the entities involved. 

• In the course of my work I have looked at a large variation in; entity size, organisational 
structure and ability of operators. 

• The study seeks first to familiarise the reader with the local micro-climate. ( Physical, 
historical and economic.) 

• Secondly I have attempted to feature the main concerns of the farmers within the subject 
regIon. 

• Thirdly I have studied in depth the issue of "Farm Profitability" using the commonly used 
benchmark of "Economic Farm Surplus" (E.F.S.) In doing so I will describe the method 
of financial analysis and comparative parameters. 

• The ultimate intention is to identify an operating structure that addresses some of the 
concerns of the farming population within the population under study. 

• It is my desire that the reader of this study is able to draw parallels with his or her own 
local farming operation or local farming community, and identify a common trend in New 
Zealand's farming entities. 
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I/.THE WAIMATE WEST IDENTIFIED: 

• LOCATION: 

The Waimate West county is situated in the Southern Coastal Portion of the Taranaki Lowlands 
surrounding Mount Egmont (Mount Taranaki.) These lowlands are also known as the "Volcanic 
Ring Plain" The county covers an area of approximately 200 square kilometres (20,000 hectares.) 
The county is roughly rectangular in shape reaching from the Tasman Sea Coast (South) inland 
by approximately 15 kilometres to the lower slopes of Mount Egmont. (North.) 
The county stretches approximately 14 kilometres from West to East with boundaries defined by 
watersheds of predominant streams that run from the slopes of Mount Egmont to the Tasman sea. 
The physical characteristics of the region have favoured the development of an intensive dairying 
landscape. Accordingly Waimate West is closely settled and intensively farmed and one of the 
most productive dairying regions in New Zealand. 
The Waimate West county encompasses two small receding towns known as Manaia and 
Kaponga. There is also a smattering of deserted hamlets that bear the remnants of small 
cooperative dairy companies that were the founders of the regions dairy industry. 
The main servicing centre for the region is Hawera which lies 10 kilometres to the south. The 
regions dairying processing and manufacturing plant lies on the outskirts of Hawera. (Kiwi Dairy 
Cooperative.) All dairy producers of the Waimate West county are suppliers of Kiwi Dairy 
Cooperative. 

• TOPOGRAPHY AND DRAINAGE: 

As with most parts of lowland Taranaki, the flat to undulating topography and excellent natural 
drainage have been important factors in the development of dairy farming. Farmers in this area 
are not faced with the problems experienced on hilly farms such as; thinner and less fertile soils, 
problems of erosion, the problem of evenly distributing fertilisers and restriction by contour on 
areas available for harvesting supplementary feed. (Hay and Silage.) 
Geologically the Taranaki lowlands owe their origin to Mount Egmont. This now inactive 
volcano, through successive eruptions inundated the land (Originally mudstone formation.) with 
volcanic rubble. The final deposits of basic volcanic ash have become weathered into a fine black 
soil to an average depth of 25 centimetres. These deposits have formed the Volcanic Ring Plain 
which encircles Mount Egmont. The Ring Plain decreases in altitude and gradient with distance 
from the central volcanic cone. 
Waimate West County is on the southern flank of the Ring Plain and, being well away from the 
mountain, is an area of gentle slope. 
The gradient of the plains within the county are 10-15 metres per kilometre. 
The coastal boundary is bordered by steep sea cliffs of approximately 30-50 metres in height. 
This is a flat area, although not comparable with the Canterbury or Heretaunga plains because of 
the slightly undulating and rolling contour. 
The small streams which form part of the distinctive radial pattern of streams flowing from Mount 
Egmont, have eroded their beds to depths of up to 5-20 metres, below the general level of the 
farm land. It is the secession of these streams and rivers that gives the area it's undulating features. 
Only a few farms are not cut up by creeks and gullies, however in general farm plans have evolved 
so as to avoid any restrictive access. The small streams and rivers that flow through the county 
are beneficial in two important functions. 
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The high rainfall on the mountain (5,000 to 8,000 MM P.A.) is carried to the lowlands by the 
streams and provides a valuable and reliable water supply. 
The streams also provide a natural drainage course for farm land, and as a consequence there is 
seldom any flooding nor large areas of swamp. 

• CLIMATE: 

The climate of Waimate West County is ideal for dairy farming. (As it is in most of lowland 
Taranaki.) Rainfall is plentiful and well distributed. Combined with mild and equable temperatures 
and high sunshine hours pasture growth is ensured all year around and presents no real problems 
for livestock husbandry. 
The rainfall all of the county exceeds 1,000 MM per annum and for most exceeds 1,250 MM per 
annum. Rain is derived from westerly winds which blow uninterrupted from the Tasman sea. 
Distribution is however influenced by the proximity to Mount Egmont. i.e. The higher the altitude 
toward the mountain, the higher the rainfall. Coastal areas receive the least rainfall, and are most 
prone to drought following infrequent spells of uneven rainfall distribution. Conversely higher 
altitude properties are more prone to pasture damage from "Pugging" following spells of 
prolonged or heavy rainfall. 

• Mean Seasonal Rainfall Distribution: Waimate West Demonstration Farm 

Mean Rainfall 

(MM.) 

Percentage of 

Total Rainfall. 

Rain Days. 

Percentage of 

total rain days. 

Winter Spring 

445 280 

31% 25% 

50 42 

31% 26% 

(Altitude 100 Metres.) 

Summer Autumn TOTAL 

255 270 1,250 

21% 23% 100% 

27 40 159 

17% 26% 100% 

Data collected at the demonstration farm provides approximately an average for the county since 
it is located at midway between the coast and is at an almost average altitude. 
The significant feature of these tabulated results is the relatively small seasonal range of rainfall 
distribution. 
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Although 10% more rain falls in winter than in summer, no less than 20%, or greater than 31 % 
of total rainfall, falls in anyone season. 
There is however a significant minimum in summer and maximum in winter with a secondary 
maximum in October when westerly winds are strongest and most persistent. 
Fluctuations of total rainfall, from year to year, like the remainder of New Zealand's west coast, 
are low. 
The percentage of annual variation ranges from 12-14% compared to east coast regions ego 
Hawkes Bay, which has an annual variation of 16-18%. 
The reason for this relatively low variation is the exposure of the are to westerly winds which are 
a reliable source of rainfall. 
Despite this reliability and consequential reliable pasture growth dry spells are not uncommon. 
ego 1995-96 summer season only a total of 100 MM fell on 19 rain days, compared to a mean 
average of255 MM falling on 27 days. 
These dry periods are an exception, and when they do occur the fall in level of dairy production 
is not sufficient to cause serious economic repercussions on farming operations. 

Temperatures in the Waimate West county are seldom too high to cause excessive 
evapotranspiration in the summer, nor too low in winter to inhibit winter pasture growth. 
the mean annual temperature is 12.5 degrees Celsius with a small seasonal range of 8 degrees. 
Temperatures throughout the county seldom exceed 25 degrees and seldom fall below 5 degrees. 
The advantage of this temperature regime impacts not only on pasture growth but also minimises 
animal husbandry problems. 
The only animal husbandry problem resulting from climatic conditions is the exposure to strong 
westerly winds. 
Most farms have partially overcome wind exposure problems with the planting of hedgerows 
(predominantly Trimmed Box-Thorn.) 

Sunshine like rainfall, is plentiful with the county experiencing approximately 2,000 hours per 
annum (i.e. 48% of total possible sunshine hours.) This is an average to high figure for New 
Zealand. However there is a gradual decrease in sunshine hours with elevation since cloud 
frequently accumulates around the higher slopes of Mount Egmont. High sunshine hours are a 
result of the area to prevailing westerly winds, which keep air in constant motion and prevent a 
stable cloud layer from maintaining overcast conditions for very long. 

Although the combination of mild temperatures, high evenly distributed rainfall and high sunshine 
hours provides ideal conditions for continuous pasture gro~ seasonal climatic changes do cause 
variations in the rate of pasture growth. 
There is vigourous growth in spring when temperatures are about average and a quarter of the 
annual rainfall falls. This is followed by a decline in pasture growth in December and January 
when temperatures are highest and rainfall lowest. Growth increases again in Autumn with the 
combination of mild temperatures and an increase in rainfall, but declines again toward winter 
with lower temperatures. 
Dairy farmers, as in the rest of New Zealand, have adopted the seasonal variations to a pattern 
of saving pasture growth and supplementary feeding of livestock coinciding with periods of high 
and low rates of pasture growth. There have been no problems in making this adaption in the 
Waimate West County. 



• SOILS. 

In general, dairy fanners have very few problems associated with soil type. 
Soils are predominantly "Light" and "Free-Draining" 
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Natural fertility status is not high but these soils respond well to induced fertility by Super 
phosphate and Potash topdressing. 
The soils are of such good quality that they can support quality pasture swards for 30 years or 
more without any need for pasture replacement (Resowing.) 

The are only two soil types in the county: 

11. Yellow-Brown loams: The predominant soil type 
2/. Gley Soils: Which represent only about 1 % of total fanned area. 

The Yellow Brown soils originate from fine textured volcanic ash from Mount Egmont, which 
has been weathered to a dark brown loamy soil, with a free draining sub-soil. 
The Gley Soils owe their characteristics to groundwater status, located at or near the surface, for 
prolonged periods of time, causing the formation of a yellowish grey subsoil and associated iron 
pan 30-40 centimetres below the surface. 
In both soil types the main deficiency is phosphate and potash. 
Yellow-Brown loams are well drained (Porous) and naturally resistant to "Pugging" by stock 
during winter months. 
Gley Soils are not so porous and have an impervious sub-soil that requires draining. Over time 
there has been extensive drainage work carried out, to a present point where there is very little 
evidence of impeded drainage. 
Prior to European settlement, with the exception of the coastal strip most of the county was 
covered in podocarp forest. (RimulRataJTawa forest predominated.) The coastal strip was 
covered mainly by salt tolerant broadleaf trees (NgaiolMahoe) since predominant westerly winds 
carry large amounts of salt inland. 
Early Maori land development through rudimentary clearing and burning resulted in areas of 
bracken and flax. These areas generally have a darker (Black.) topsoil. 
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• THE HISTORICAL DEVELOPMENT OF DAIRY FARMING IN WAIMATE 
WEST COUNTY. 

While the topography, soils and climate of the Waimate West County are favourable for dairy 
production, the effective utilisation of these resources has depended on the adoption of efficient 
farming practises. 
Like all of lowland Taranaki, the development of dairying has followed the advances in dairy 
farming technology. 
By comparison with the first settled areas in New Zealand, the development of the Waimate West 
area was late. 
Due to a Maori Resistance to European land claims the frrst sales of land did not take place until 
1880 
Original holdings ranged from 100 acres (40 hectares.) in open tracts along the coastal strip, 
where only flax and fern had to be cleared, up to 250 acres (100 hectares.) in the forested areas 
in the Kapuni and Auroa areas to the north. 
For the first ten years the farmers lived at an almost subsistence level. The main farming activities 
were concerned with clearing of bush and scrub and the cultivation of food crops such as potatoes 
and maize. A small cash income could be earned from the collection of edible fungi from native 
trees (Exported in dry form to China.) and from the harvest of Cocksfoot grass seed from bush 
clearings. 
During the 1840's and '50's Taranaki was generally described as being the most backward of all 
New Zealand settlements. 
The province was sparsely populated and there was a severe shortage of land suitable for farming. 
The Maori held most of the fertile cleared narrow coastal strip and the inland areas were 
mountainous and covered with dense bush - Expensive to break in. 
A period of Maori wars followed which interrupted settlement, farms were deserted and families 
evacuated to Nelson and other safe areas. 
In 1863 a report written by Mr T.O. Green a Bank Of New South Wales inspector, was so 
unfavourable that any thoughts of opening a Branch here were forgotten. 
But in 1870 Mr F.A. Walsh (Bank of N.S.W.) reported there was something ofa rush for the 
rich pasture lands of South Taranaki following the wars that had plagued the area. Walsh 
recommended to his superiors that the Bank should consider opening a branch in the area which 
could become one of the most thriving districts in the Colony. A branch of the Bank of New 
South Wales, (Now Westpac Trust.) was subsequently opened in Hawera. This was the first Bank 
in the South Taranaki province. This is the place of the writers employment today. 
The province did not immediately live up to Walsh's expectations. 
Taranaki's land prices were considered to be moderately cheap. During the 1881-82 year the 
Government sold confiscated land on the Waimate Plains at three pounds per acre. However 
prices fell, and by 1890 land that had been broken in and fenced sold as cheaply as three to four 
pounds per acre. 
The rate of development of the dairy industry during the 1890's proved to be astonishing and by 
1891 butter exports were already greater than the rest of New Zealand's total. During the 10 years 
from 1880 to 1890 the provinces exports increased by 234% and population grew by 72% (c.f 
32% in Auckland.) The area of cultivated land increased by 153% and the number of cattle 
increased by 117%. 

In the 1890's development developed a frenetic pace and land prices escalated, with some farm 
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land trading at forty pounds per acre. The price of land at this time made Bank loans out of the 
question. 
Farmers marketed their produce (Butter.) through local stores largely on an individual basis, the 
quality of product was mixed. 
Toward the end of the 1880's there were two private concerns operating factories to produce 
butter. They were "Crown" and "Jubilee" The jubilee brand was initiated by a Chinaman known 
as Chew Chong. 
There was also one or two smaller private concerns operated by farmers who did not supply either 
of the two factories. These small and often poorly organised and financed operations were the 
founding of the Co-operative Dairy Company movement. 
At this point in history butter was the sole dairy export. Butter was exported in kegs, after having 
been soaked in troughs of brine and salted before packing. The majority of product exported went 
to England, with lesser amounts going to other parts of New Zealand (Gold fields etc.) and to 
Australia. 
By 1901 there were six dairy factories actively operating in the area. 
Between 1890 and 1920 the use of refrigeration increased. Refrigeration allowed butter to reach 

I I England in a condition that would command a reasonable price. 
Many of the dairy factories converted to cheese production to take advantage of high prices being 
obtained in the United Kingdom. 
The availability of this United Kingdom market provided the opportunity for the development of 
specialised dairy farming throughout lowland Taranaki. 
During this early period of development progress was also notable for the advances made in 
farming practises that increased the general standard of farming efficiency. Perhaps the most 
significant was the use of artificial fertilisers. As was the case with other areas of New Zealand, 
the removal of original vegetation in the Waimate West County , exposed the soil to leaching and 
loss offertility, resulting in serious pasture deterioration. This problem was overcome by the use 
of "Bone Dust" and "Blood and Bone" manures. Although Phosphate and Potash fertilisers have 
superseded these early manures, induced fertility through fertiliser application has remained an 
essential feature of modem farming practise. 
Other important developments in farming practise included ; 
The planting of Box Thorn hedgerows to provide protection for stock and pastures from the 
prevailing, salt-laden westerly winds. 
The improvement of dairy herds by the replacement of shorthorn cows by the more efficient 
butterfat producing Jersey breeds. 
Aithough, farm production levels were comparatively low, pastures were infested by weeds, and 
logs and stumps had yet to be cleared from farms, considerable progress had been made and by 
.1920 Waimate West County was, by new Zealand standards an established dairying region. 
Between 1920 and 1940, with the sale of produce to lucrative United Kingdom markets there was 
now an established and profitable source of income. This resulted in a tremendous increase in farm 
outputs in New Zealand. 
The main reasons for this increase was the improvement of farming techniques and the 
introduction of farm machinery which led to more intensive pastoral farming in the established 
farming areas. 
The most outstanding gains in efficiency and output were made through improvements in pasture 
management. Carrying capacity was increased by the application of new fertilisers such as 
superphosphate and basic slag, and by the introduction of new pasture species. (Grass/Clover.) 
Pasture growth improved to the extent that farmers not only increased stocking rates but also 
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were able to adopt an "All-Grass" system offarming. Instead of growing crops during winter, 
surplus spring and summer grass was cut for hay and silage, and stored for winter 
supplementation. 
Associated with the timing of improving pasture management were a number of technological 
advances that allowed further intensification. The use of milking machines enabled an increase in 
cows milked per farm worker. (c.f. By hand.) As a result herd sizes increased. 
The quality of herds was further improved by herd testing and culling of lower producing cows. 
The effective area of the farm was increased by drainage and weed control, while the introduction 
of tractors and reticulated electricity further increased the efficiency of farm labour. 
The adoption of this new technology by farmers was facilitated by the passing of the "Rural 
Intermediaries Credit Act (1935)" which enhanced the provision by financiers, for short term loans 
for fencing, drainage, buildings, machinery and livestock. 
The Primary Produce Marketing Act in 1936, gave farmers confidence to invest in the 
development of their farms. This Act introduced a "Guaranteed Price" for dairy produce, 
removing inter-season price fluctuations cause by fluctuating world prices. For the financier this 
ensured annual loan commitments could be met. 

As volumes of milk increased so did factories. Smaller and inefficient companies were taken over 
by larger Co-operatives. 
In 1913 there were 19 main dairy co-operatives in Taranaki. Dairy production had grown to such 
an extent in New Zealand that it ranked next to wool, in export earnings. At this stage exports 
consisted of both butter and cheese. 
A historic meeting was held at Hawera, to discuss ways in which the various co-operatives could 
unite to better market their produce. Delegates from the 19 Dairy Co-operatives were in 
attendance. 
Their recommendation read .. "That this meeting of Taranaki cheese companies recommend the 
cheese factory companies of the Dominion to unite for the purpose of marketing their dairy 
produce in the "Home" markets, and, failing the Dominion, that Taranaki take the 
initiative ...... That four or five good "Home" firms be selected, and to whom consignments be 
sent, and that the consigners be represented by, say, five representatives, to act in conjunction 
with one member of each firm selected, the whole to form a committee to deal with the marketing 
of our dairy produce to the best advantage" ... 
A subsequent meeting held in Hawera in 1913, was attended by 56 companies from allover the 
North Island, and passed a similar resolution. A board of control was set up in London. A limited 
liability company was set up in 1914, to perform the same task, with shares allocated based on 
the output of the shareholding companies. This Company was named "The New Zealand Dairy 
Produce Marketing Association". 
From this point on there has been considerable amalgamation, regrouping and consolidation of 
the Taranaki Dairy Companies until 1992 when finally all companies were amalgamated to one 
large Company known as "Kiwi Co-operative Dairies Limited" 
Kiwi Dairies is now operated from a single site based at Hawera, and boasts the largest operations 
on a single site in the world. Kiwi has recently merged with another large dairy co-operative (Tui.) 
to make it the single purchaser of dairy produce in the lower North Island. It's catchment area is 
the largest in New Zealand. It's Milk Tanker fleet is one of the largest road transport operations 
in New Zealand. 
More recently it has successfully trialed the shipment of milk by train, which has opened 
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significant possibilities for further expansion of the Milk collection area. Trains currently move 
1.4 million litres of milk per day, in 50,000 litre insulated tank wagons. 
Kiwi's annual production is almost 350,000 tonnes of product. 
Whereas the early industry was reliant on two dairy products (Butter and Cheese.) which were 
primarily sold to one market. Kiwi's produce is now sold in the form of over 300 different product 
lines. The bulk of the product is sold by the New Zealand dairy Board to export markets allover 
the world. 
Kiwi also supplies the domestic market, and is active in the sales of fresh milk. 

Fanners currently enjoy a predetermined pricing system, where milk payments are made under a 
two part payment system. Farmers are given a definite pricing regime for 12 months prior to 
production, on which they can write farm financial budgets with confidence. Price fluctuations are 
levelled by "Final Payments " made at the end of the season. 
Pattern of payout ensures a regular monthly cashflow, that smooths income over a 12 month 
period. Although the payment system has some critics, most dairy farmers in the Waimate West 
county appear to be comfortable with the payment structure. 
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THE WAIMATE WEST FARMING LANDSCAPE TODAY. 

FARM TYPES: 
New Zealand Farm land falls broadly into three categories: 

11. VIRGIN LAND: Which has been previously unfarmed. Such land is scarce in New Zealand 
and especially so in the Waimate West County. 

21. PARTIALLY DEVELOPED FARMLAND: This type of land is characterised by inadequate 
drainage, poor water supplies and fencing, poor quality pasture, low induced fertility and low 
levels of production. Although there is scope for increased production, development generally 
requires large amounts of capital expenditure. Although not widespread there is an element of 
these type of farms within the Waimate West County. Quite commonly there is an element, or 
portion, of this type of farm within an individual well developed farm unit. 

3/. WELL DEVELOPED FARMS: Well drained, watered, fenced and have good quality pastures 
and highly induced fertility. It is generally not a high cost exercise to achieve moderate increases 
in production where these farms are not producing to optimum levels. This type of farm land is 
most characteristic of the Waimate West County. Valuation New Zealand lists 499 farm 
ownership entities in the county. 

The general appearance ofWaimate West County, is one of an intensive dairy farming landscape. 
The flat to undulating terrain is covered by vigorously growing perennial ryegrass and clover 
pastures, subdivided into small paddocks of 1-4 hectares in size. 
The paddock boundaries are typically marked out with neatly trimmed "Boxthorn" hedges. 
The majority of internal fencing is by basic two wire electric fences. 
Most farms although they may have an irregular shape, will have a central race system that leads 
to the cowshed. Many farms have taken the trouble to gradually concrete their entire central race 
system. 
Cows sheds are variable in size and design, but are generally either Herringbone or Rotary in 
layout. 
Herringbone sheds range in size from 10 aside to 36 aside. 
Rotary sheds range from 17 cow platforms to 70 cows. 
Sheds are typically in context with herd size, but the general trend is to increase shed size to 
decrease time spent milking, or cater for an increase in scale. 
Most farms have ancillary outbuildings that include; Implement shed/s, Hay Barns, Calf Rearing 
Shed and other sundry buildings. 
F arm equipment is generally sparse, with contractors being employed to cater for machinery 
intensive tasks. (Hay making, Silage making and hedge trimming.) 
The farm tractor is generally the most capital intensive piece of farm plant. Often a range of 
specialised feeding out plant is held. Fertiliser spreaders and small scale spraying rigs are also 
common. 
Dairy farmers have adopted the use of 4WD motorbikes as the most common form of on-farm 
transport. 
Fann houses are typically conservative and uninteresting in design, with basic garden layouts. 
A small minority of farms have broken from tradition to enhance the aesthetic appeal with 
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plantings of ornamental trees and shrubs 
Agricultural production is intensive, on specialised dairy units that are small by New Zealand 
standards. 
Most farms have only one main dwelling, many have additional housing either for staff or as a 
result of farm amalgamations. 

Most farmers have a desire to expand operations to improve viability, but typically there is a 
scarcity of suitably located land to do so. 
Farms frequently are disjointed in layout, due to land accretions. 
Many fanns utilise a "Run-off' block, which is divorced from the Milking Platform. Runoffs are 
used for rearing young stock and making supplementary feed. Sometimes they are used to destock 
the milking platform during the "Non-milking"period of the year. (Winter.) 
F arms are primarily held under the ownership structure of a family partnership, (Husband and 
Wife.) however there is a diversity of other ownership entities including; Family Companies, 
Family Trusts, Private Companies and Investment syndicates. 
Majority of land is Freehold Title, however a portion is farmed under various leasing 
arrangements. e.g. Private Lease, West Coast Lease and Crown Lease. 

Kiwi Dairy Co-op records 249 supplying dairy herds, 123 of these herds are milked under a 
sharemilking agreement. i.e. 49% of total are sharemilking operations. 
Herd size ranges from 39 cows up to 572 cows. 

Farm operating structures are diverse, but most common are; 

Owner operator. 

Absentee ownerls 

Employing additional labour if required. 
Employs staff under a lower order contract, and is still responsible for 
management input. 
Employs a herd manager. 
Employs a contract milker. Paid on set price per kilogram of production 
output. This type of contract is not common in the Waimate West County. 

May lease their farm to an owner operator. Farmers farming leased land 
are generally regarded as owner operators. i.e. They own shares in the 
Dairy Co-operative. 
Employ a 50150 sharemilker, who is responsible for all on-farm 
operations. Sharemilker owns the milking herd. Sharemilkers do not hold 
any ownership in the Dairy Co-operative. 
Employs a lower order sharemilker (percentages are variable.) Sharemilker 
is usually responsible for all farm operating tasks. 
Employs a farm manager. 
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Farming Entities: Waimate West. 
Total Dairy Farms. 

I Owner Operaters 127 I 

Distribution of Herd Size: Waimate West 
Total Herds 249. 

I MdJmScale: 15().280CCMS. 123 I 
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Herd Size and Distribution continued. 

HERD SIZE (Cow No.) NUMBER OF HERDS 

0-50 2 

51-100 12 

101-150 77 

151-200 70 

201-250 42 

251-300 22 

301-350 12 

351-400 7 

401-450 1 

451-500 1 

501-550 2 

551-600 1 

The average herd size in the Waimate West County is 192 cows. (National average is 199) 
Average area fanned is 63 hectares. (National average is 82.)Average stocking rate is 3 cows to 
the hectare. (National average is 2.5.) 
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COUNTY, REGIONAL AND NATIONAL STATISTICS. 

Waimate West Taranaki N.Z. Waimate West. 
Variation from / 
or% of N.Z. 

average. 

Total Cows 47,870 427,884 2,935,759 1.6% 

Herds 249 2,545 14,736 1.7% 

Herd Size 192 168 199 96% 

Production Milk 
Solids per farm 54,912 54,261 55,877 98% 

Production Milk 
Solids per cow. 286 291 293 101% 

Effective 
Hectares per 63 71 82 77% 

farm 

Stocking rate 
Cows per 3 2.36 2.5 120% 
Hectare. 

There are no urban centres within the Waimate West County. The only settlement of significant 
size is the township ofManaia. (Population 800.) 
Hawera (Population 8,000) is the nearest servicing centre. 
There are several receding hamlets that surround abandoned dairy factories. Some of these old 
structures have converted to alternative uses, but no longer support any attached community. 
Waimate West formerly had 15 Co-operative Dairy Companies servicing it's farmers. 
The only other dairy related industry in the county is the "Lactose Company of New Zealand" 
Here whey products are on processed to Lactose (Milk Sugar.) 
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2/. FARMERCONCERNS: 

AI. Declining Realisable Income. 
Over the last decade, despite significant improvements in per hectare production, dairy farmers 

have seen little or no improvement in disposable income per hectare. All extra income generated 
from improved production has gone toward covering increased variable costs such as; Purchased 
feeds, Fertiliser, and Animal Health. 
This is the area of concern that the writer intends to research in this project. 

B/. Return on capital bas decreased in comparison to other investments. 
Scarcity of land, and the associated high demand, has made Waimate West farm land prices 
amongst the most expensive in New Zealand. 
Large increases in capital value occurred over the early 1990's through to 1996. With many 
properties doubling in value over this period. Land values have now stabilised, or even stagnated, 
with a deterioration in value of poorer quality units. 
The large capital gains have been accompanied by a co-related fall in returns on total farm capital. 
Farms surveyed by the writer show a range of 1.2% to 10.3% as a return on total farm capital. 
(average is 4.8%) 
These returns do not compare favourably with other investment options. e.g. Bank Deposit rates 
at 7.5%. But do compare favourably with other farm types. 
With current farm lending interest rates being around 9%. Returns on farmers equity have 
diminished to very low levels e.g. Less than 1% in many cases. (Dependent on level of 
indebtedness. ) 
With the perception that farm values have stagnated, eliminating prospects of future capital 
returns, focus has shifted towards productive returns. 
The most common and probably most accurate benchmark is Effective Farm Surplus. (E.F.S.) 
E.F.S.less a nominal "Wages of Management " sum, gives a return against farm assets employed. 
E.F.S. is measured on a per hectare basis. (Land being the most valuable capital input.) 
In the Waimate West county there is a wide range in E.F.S. per hectare. 

Ct. The rapid rate of change in dairy industry structure. 
Communication of change. Waimate West farmers have originated from a culture of a close 
community with the destiny of their industry close at hand. Through supplying small localised Co
operative Processing operations, they were always close to the action, or close to someone who 
was near the action. It is apparent that farmers/shareholders feel that they are not consulted nor 
informed adequately on major industry changes. Especially so following recent company mergers. 
Communication is the key to reducing this concern. 
Farmers have the opportunity to vote in, or out, company directors on an annual basis. The 
democratic appointment of Directors should promote people capable of addressing their 
shareholders needs. 
It is apparent that in the pursuit of expedience in decision making, and also in guarding 
commercial sensitivities, that the communication to shareholders is not at a level considered 
desirable by shareholders. There is no substitute for "EyeBall to EyeBall" communication when 
discussing important policy issues. 
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D/. Sustainability of rapid production growth. 
Farmers are concerned that production increases can not be handled by their processing industry. 
i.e. Additional production is being channelled into lower returning product. 
Farmers who are increasing production are generally doing so in response to lower payout, and 
are also attempting to make the best use of New Zealand's greatest resource, our land and farming 
skills. 
The current share purchasing structure to fund additional production appears to be an equitable 
outcome in reducing this concern, by using growth related capital input requirements to fund 
industry growth. 
The outcome of the share capital call on "New" production has been to "Slow Down" new 
entrants (Conversions.) 
Farmers express some concern over the cost, but most can see the benefit, and also realise they 
are purchasing a long term asset. 
i.e. There a signs that the processing part of the industry does not have the available capital to 
grow at the rate of expansion of production. This forms part of the argument for Corporatisation 
of the New Zealand Dairy Board, and possibly opening share holding to investors outside of the 
industry. 

E/. The threat of change in the industries single seDer status. Or the lack of change in the 
industries single seDer status. 
Amongst Waimate West dairy farmers the argument is weighted toward retention of the Dairy 
Boards "Single Selling Desk Status" Although few farmers will refute the necessity for the Board 
to remain in it's present structure nor remain governed by Government legislation. 
Arguments to maintain "Status Quo" ; 
• New Zealand is not" Playing on a level field" i.e. New Zealand has no import tariffs on 

dairy produce and yet almost every country we export to has either subsidies for it's local 
industry , or tariffs on imports. If the international market remotely resembled New 
Zealand's economy then perhaps there would be no need for an organisation like the New 
Zealand Dairy Board. 

• Underselling of produce by competing factions, is not in the farmers interests. 
• The industry is performing to fanners expectation, and consistently displaying excellence, 

so why change a good thing. i.e Why "Change for Changes Sake". 
• Why open up our industry to the threat of outside players, without the best interests of 

the New Zealand Dairy industry as a motive. e.g. large international manufacturing 
corporates like "Nestles'" and "Kraft" 

Argument for change; 
• Corporatisation would provide a more flexible structure, and enhance the industries ability 

to attract Capital Investment. 
• Monopoly. Lack of competition is stifling innovation. i.e. One organisation is not capable 

of performing to maximum in all areas of the market. 
• How do we know if the Dairy Board is performing when there is no competing 

benchmarks to compare it with. 
• Farmers have no choice in investment in their industry, except for buying another dairy 

farm or switching supply to another dairy company. 
• Farmers have nothing to loose. Change would bring an increase in the value of both off

farm and on-farm assets, through greater efficiency, innovation and product differentiation 
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• Ability to source and retain skilled labour. 

As farm units expand there is an increased need for skilled labour. 
Technological innovation such as mechanised milking machines and dairy shed design, have 
dramatically improved working conditions and reduced labour requirements on dairy farms. 
In 1935 a single labour unit was associated with being able to milk 20-30 cows. One labour unit 
in 1997 now comfortably milks more than 150 cows, and a general maximum is considered to be 
220 cows per labour unit. 
Young entrants to the dairy industry are hard to attract due to perceived poor working conditions 
e.g. Long hours and extensive weekend work. And comparatively poor remuneration. 
There is also the perception that the progression to farm ownership no longer exists. 
i.e. Less career minded individuals entering the farm labour workforce. 
Also larger herds place a higher level of stress on workers and employers causing potential 
friction. 
Change in social aspect has seen a change in the role of woman on the dairy farm. Traditionally 
woman have been actively involved in the day-to-day management and operation of the dairy farm 
business. Increasingly woman are retaining or seeking "Off-Farm" careers. 
A decline in children returning home to the farm when finishing education has also placed pressure 
on labour for some farms. 

G/. Succession of family farming units to children or other family members. 

Equity requirements of operators, limits ability of family farming entities to pass on farm 
ownership to subsequent generation of family members. 
Of interest is a paper written by M. Boyle, Agricultural Consultant, Wilson and Associates. 1997. 
(Copy of paper held in appendix.) 
He identifies the traditional steps to farm ownership, the required equity to progress to the next 
step, and the projected realistic time period to achieve each step. 
Summarised: 

Step 1 Step 2 Step 3 Step 4 Step 5 
FARM LOWER HERD LANDOWNER LANDOWNER 
WORKER ORDER OWNER (No Succession.) (Succession.) 

CAPITAL 
REQUIRED TO Nil $60,000 $550,000 $1,000,000 $1,500,000 
MOVE TO NEXT 
LEVEL. 

NUMBER OF 
YEARS TO 1-3 4 15 20 20 
ACHIEVE. 

CAPITAL 
ACCUMULATION Nil $15,000 $32,500 $22,500 $47,500 
PER YEAR. 
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Under current dairy returns, dairy farmers are pressurised at every level to achieve succession to the 
next level, although it is not an impossible dream. i.e Savings from tax paid income. 

For the established family farming unit it is important to address entity structure. e.g. Family Trust or 
Family Farming Company. 

Boyle's workings are based on a farm purchase in the Manawatu region at approximately $12,000 
per hectare. 
In the Waimate West county land values have been up to twice this figure, virtually doubling either 
the annual equity accumulation, or time required. 
Understandably Waimate West sharemilkers are despondent at their prospects of achieving farm 
ownership. As a result many sharemilkers have left the region in order to reach their goals. 
i.e. Gone to South Island, or to Australia. 
As a result there are less potential buyers for smaller farms, resulting in an increase in land sales to 
existing farm owners. (Amalgamations.) 

Also prudent to consider building up "Off-Farm" assets. 
e.g. Forestry, Other Property, Superannuation Schemes (Unit Trusts etc.) 

Or: Develop an "Off-Farm" income source. 

HI. Threats to property rights and land tenure agreements. 

Taranaki is one of New Zealand's "Stronghold" areas for West Coast Leases, i.e. Land held under 
tenure governed by the Maori Reserved Land Act 1955. 
The Act: 
• Prescribed rents of5% of unimproved rural land, and 4% of urban land. 
• Fixed a 21 year rent review period; and 
• Gave lessee's a perpetual right of renewal. 

The Act brought together 43 pieces of legislation dealing with Maori Reserved Land which had 
reflected the objectives of early New Zealand Governments, to encourage rapid European 
settlement and development of productive land. 
However the lease terms and conditions did not always take into account the wishes of the 
landowners. 
Historically the Wet Coast Lease tenure has been considered to be almost as valuable as freehold 
due to the favourable terms and protection by government legislation. Accordingly, lessee's have 
invested extensive capital improvements into the land. e.g. Clearing, grassing, fertility, fencing, 
water supply, buildings. 
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Maori Reserved Land Leases. 
Type and numbers. 

I Urt81 CcmmeIct8. 532 I 

I Urban ResIdentIal. 1019 I 

I ExpIred Leases. 81 I 
I Rural Horticulture. 8fS I 

In the Waimate West County there are 56 Dairy Land Holdings held under West Coast Lease. 
This is a reasonably high proportion of the total of291 Rural Land West Coast Leases in New 
Zealand. (20%) and represents approximately 10% of the total farm land area in the County. 
West Coast Lease holdings in the Waimate West County, tend to consist of good quality land. 

In an attempt to resolve the disparities between owners and lessee's, John Luxton introduced 
"The Maori Reserved Land Amendment Bill 1996" 
The purpose of the bill was to put the relationship between owner and lessee on a more 
commercial level, returning the landowners rights, whilst at the same time protecting the property 
rights of the lessee's. 
Features of the Bill were: 
• Continuance of perpetual right of renewal. 
• Phasing in of market related rentals. 
• Compensation to lessee's for losses in economic value of rental increases through phasing 

to market rental. 
• Compensation to owners for phased delay in returning to market rental. 
• Compensation is to be paid by calculation from a "Standard Type" model. The model is 

reliant on two significant variables: 
The Land Inflation Rate. 
The Market Rental Rate. 

Both of these variables have been the subject of extensive negotiation. 

Lessee's argue that their rental has historically been set on a formula based on the value of 
"Unimproved Land" i.e. Land in natural state under original native cover. And that this type of 
land would not attract significant rental. 
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i. e. Lessee's own all improvements. 
One argument of the owners is that the land is more valuable to them if it were left in it's natural 
state. 
The Amendment Bill is currently before select committee, with lessee's being given the 
opportunity to air their views. Progress appears to be slow, with no clear resolution in sight. 
Lessee's perceive that their property rights are being diluted. 
Market value of lessee's interest has been seriously eroded. (50% or greater.) reflecting the 
markets unease with the pending outcome. 
Many farm owners feel that any erosion of their property rights, sets a precedent for claims 
against other forms of land tenure e.g. Free hold property. 

Footnote: 

Maori ReseIVed Land is held in 2,236 leases located between Auckland and Southland. The total 
area is approximately 26,000 hectares and the owners interests are currently valued at around 
$200 million. 
The main concentrations are on the West Coast of the South Island, Nelson, Motueka, 
Wellington and Taranaki. 
The land involved ranges from urban residential to rural dairying. 
Many lessee's hold more than one lease. 

The owners are also numerous and widespread. 
The largest owners are ownership groups such as incorporations and trusts. 
In Taranaki the largest holder of Maori Reserved Land subject to lease is, "Parininihi ki 
Waitotara Incorporation" 
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3/. THE ECONOMIC ANALYSIS MODEL: 

The area of concern that the project attempts to address is that of declining nett farm returns on 
Dairy Farms in the Waimate West County. 

The intention of the model is to identify the areas of strength in operations that are performing 
well given similar input parameters to others in the district. 

As farm product price is a relatively fixed parameter. i. e. Product price is set by the Dairy Co
operative (Via the Dairy Board.) the areas studied are basically in expenditure control. 

METHODOLOGY: 

The farms sampled are all properties that I have been closely associated with. 
The sample chosen is of 20 farmers of variable ability and varying scale of operations. 
The 20 farms selected came from a larger sample of 70 farmers. 
Selection of farms was on the basis of identifying operations that were in a historically stable 
pattern. i.e. No change to land area, or ownership structure in the last three years. 
All of the operations included in the sample were owner operator entities. i. e. Difficult to identify 
expenditure trends where operation is split between two vested interests i.e. Owner/Sharemilker. 
Although the sampling method may have it's imperfections, the purpose of the analysis is not to 
give a detailed comparison of the entire farming population of the Waimate West County, but 
rather to give some indications of the areas that effect farm profitability performance. 

Each operation has had an analysis completed of the past three years operating results, from 
which historical expenditure and production performance trends have been extracted. 
A farm budget for the current year has been prepared using Dairy Board and Local Dairy Co
operative Payout estimates. 
Result is a reasonably accurate projection for the 1997/98 Financial Year. 

These projections have been compared and strengths/weaknesses identified. 
Intention is to identify the drivers of farm profitability. 

A copy of the analysis model is held in appendix. 



Page 22 

SUMMARY OF THE FARM SAMPLE: 

Farm No. Herd Farm Size Production Kg. Kg. M.S. E.F.S. TFWEas Return on 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Size Cow Effective Kg. M.S. M.S. per per Cow. per %GFI Capital 
No. Hectares Total. Hectare Hectare 

42 11 12000 1090 285 1254 72% 1.9% 

109 39 35000 897 321 2113 37% 10.3% 

125 56 45000 803 360 1941 35% 6.35% 

150 62 52200 842 348 1676 45% 7.8% 

152 56 48640 868 320 1498 54% 3.35% 

156 48 54600 1137 350 2642 38% 6.2% 

160 56 51200 914 320 1724 47% 4.8% 

165 58 50000 862 303 1401 50% 3.7% 

170 68 50000 735 294 1693 40% 5.3% 

170 50 54400 1088 320 2594 40% 6.8% 

195 72 52000 722 267 1861 36% 5.95% 

230 100 72000 720 313 1565 42% 6.2% 

280 100 92400 924 330 1191 65% 2.2% 

295 108 85550 792 290 1615 48% 5.1% 

305 93 92000 989 301 1362 62% 2.8% 

320 100 100800 1008 315 1825 51% 5% 

342 105 102000 971 298 2255 41% 8.6% 

405 144 120000 833 296 1832 43% 5.6% 

410 175 135300 773 330 1457 49% 4.8% 

510 160 175000 1094 343 1117 71% 2.95% 

Following is a series of scatter diagrams showing correlations between the various parameters 
of the farming operations sampled. 
The strongest correlation is that ofRetum On Capital compared to Economic Farm Surplus. 
Herd size, Production per cow, production per hectare and production per farm (herd) all show 
a weak correlation to E.F.S. 
A very strong correlation exists between level of farm working expenditure (Expressed as a 
percentage of Gross Farm Income. (G.F.!.) Indicating that farm expenses are the greatest variable 
in achieving a high return on Total Farm Capital. i.e. A high financial return on farmers assets. 
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E.F.S. I Return on Capital. 
Sample Waimate West. 
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• Correlation is strong. 
• Farm Capital consists of Land and Buildings, Stock and Farm Plant. 
• Frum assets have been valued at current market value. Location, quality of improvements 

and stage of development all have some bearing on the value of land and buildings. 
• In the sample all properties are of freehold title with one exception. 
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Herd Size I E.F.S. 
Sample Waimate West. 
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• Correlation is weak indicating that size of herd (Scale of operation.) is not a primary 
influencer in determining farm profitability, nor return on capital. 

• Interesting to note that the smallest herd is showing one of the lowest E.F. S's whilst 
having one of the highest production on a per hectare basis. This indicates that there is 
a lower threshold on scale of operations that lies somewhere between herd size of 42 and 
109. 

• Average herd size for the sample is 234 cows. Of the 8 herds that are larger than average 
only 3 are achieving an E.F.S. that is greater than the average. 
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Per Head Productionl E.F.S. 

T 

280 

• 
• 

Sample Waimate West. 

• • 
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• • 
If I 

300 320 340 
ProckJcUon per head (Kg M.S.) 

• No correlation between per cow production and E.F.S. 
• Range in per cow production is from 267 kg M.S. to 360 kg M.S. 

• 

I 

360 

• Sample average is 315 kg M. S. per cow. this is higher than the regional average of 286 
kg M.S. per cow. 

• Of the 10 farms producing more than average on a per cow basis only 4 are achieving 
above the average E.F.S. 
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Total Herd Productionl E.F.S. 
Sample Waimate West. 
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• No correlation between size of total farm output and E.F.S. 
• Average total herd production for the sample is 72,272 kg M.S. 
• Of the 10 farms producing above the average total output, only 3 farms are producing 

above average E.F. S. 
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Per Hectare Production! E.F.S. 
Sample Waimate West. 
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• No direct correlation between per hectare output and E.F.S. 
• E.F.S. average for the sample is $1,730 per hectare. 
• Per hectare production for the sample average is 903 kg. 
• Of the 9 above average per hectare producers only 4 farms are above average E.F.S. 
• Of the 9 above average E.F.S. per hectare farms five produce below average on a per 

hectare basis. 
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Farm Working Expenses. / E.F .8. 
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• A very strong correlation exists between the level of farm working expenses, when 
expressed as a percentage of Gross Farm Income, and the level ofE.F.S. 

• Of the 8 fanns with E.F.S. greater than the average, 7 have an expense ratio of less than 
45%. 5 have ratio's of 40% or less. Only one farm in the high E.F.S. group has an 
expense ratio over 50% (51%). 

• Of the 12 farms in the lower than average E.F.S. group 6 have farm working expense 
ratio's of greater than 50%. 

• The lowest E.F.S. farms correspond directly with the highest expense ratio's. (On almost 
a straight line relationship.) 
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FARM WORKING EXPENSES: 

A CLOSER LOOK. 

• So far analysis has indicated the importance of Farm Working Expenses (F.W.E.) in 
determining the return on capital on dairy farm properties in the Waimate West County. 

• Farm working expenses have been expressed as a ratio of Gross Farm Income (G.F.I.) 
Gross Farm Income excludes income from external sources. Farm Working Expenses 
exclude expenses that are not related to the farming entity. 

• I would now like to break down the individual expenses that comprise a Dairy Farm 
Budget, and identify the areas of variation in expenditure on a broad category basis. 

• The farm budget consists of two broad categories of cash expenditure; 

Fixed Costs: 
These are costs set by circumstance, that are difficult to change. 
e.g. Rates. Fertiliser to maintenance levels. 

Variable Costs. 
These are the costs that management has a degree of control in the level of input 
or expenditure. 
e.g. Feed inputs, Fertiliser (Above maintenance levels.) Repairs and 
maintenance, animal health costs etc. 

• There are also non-cash expenditure items consisting of: 

Depreciation of plant and buildings. 
Unpaid labour. 
Change in livestock numbers. 
Use of additional land outside of the farming unit. (e.g. Run-Oft's.) 

Adjustments have to be made to allow for these items when calculating E.F.S. 

The following breakdown and interfarm comparisons are for variable costs only as other areas 
of costs are unique to each farming operation. 

F or simplicity these expenses have been broken down into 15 categories as commonly used by 
accountants and farm advisers. 
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11. LABOUR: Includes paid labour P.A.Y.E. tax inclusive, and the cost of contract labour. 
i.e. Casual and Fulltime. 

Calculation of labour cost is an area open to discussion. 
It is generally accepted that one labour unit equals 2,400 hours of labour per annum. 
Average statfwage is $22,500 annually. i.e. $9.38 per hour. 
Wages of management are calculated at $125 per cow, with a minimum wage of $25,000 
and a maximum of $55,000. These levels correspond to market place pricing. 
In general terms one labour unit is capable of managing 200 milking cows 

2/. ANIMAL HEALTH: Three components; 
General herd costs such as bloat control, mineral supplements, 
vetemarian fees and merchandise, and animal identification costs. 
Calf rearing costs. Drugs, supplements. 
Drenching Costs. 

3/. BREEDING EXPENSES: Artificial insemination costs. Bull hire. Herd testing. 
41.DAIRY SHED EXPENSES: Rubberware, Pump Oils, Detergents, Brushes, Milking 

Machinery checks. 
51. ELECTRICITY: Cost of running; Water Pumps, Milking Machines, Lighting, Vat Cleaning 

Devices, Effluent Disposal systems, Hot water heating, Teat 
Washers, Rotary platforms, Refrigeration units, and Electric 
Fence units. 

6/. FEED: Cost of; "Off-farm" grazing, supplementary feed purchases(e.g. Grain, Maize Silage, 
Molasses, Proliq, hay and silage.) , Cost of contractors to prepare 
Hay and Silage, twine and bale wrapping materials and purchases 
of calf meal. 
Cost of crop establishment. 

7/. FERTILISER: Fertiliser, Lime, Trace element and Nitrogen purchases. Also the costs 
of freight and application of fertilisers. 

8/. SEED: Seed for pasture renewal and crop establishment. 
9/. FREIGHT: Farm supplies and stock cartage. 
1 01. WEED AND PEST CONTROL: Cost of sprays and application. 
Ill. VEHICLE EXPENSES: Cost of maintenance of farm motorised plant. e.g. Motorbike, 

tractor, farm ute. Cost of registrations and W.O.F. Fuel and oil. 
12/. REPAIRS AND MAINTENANCE: Non capital repair and replacement of Buildings, plant, 

machinery, fences, races and water supply. Hedge trimming is 
included in this category. Often difficult to separate capital 
expenditure from R&M as farmers and their accountants tend to 
load maximum capital portions into R&M for tax avoidance. 

13/. ADMINISTRATION: Accountancy fees, Bank Fees, Mail, Telephone and communication 
costs, subscriptions, advertising and stationary. 

141. STANDING CHARGES: Rates, water charges, insurance premiums, A.C.C. charges 
15/. OTHER SUNDRY COSTS: Any expenditure items not detailed above. e.g. Dog registration 

fees. 

EXPENDITURE ITEMS PER FARM: Expressed as a % of Total Farm Working Expenses. 
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EXPENDITURE ITEMS PER FARM: Expressed as a % of Total Farm Working Expenses. 

E.F.S Labour An.Health Breeding Shed Elec. Feed Fert. Seed Freight W&P. Vehicle R&M Admin. St. Chrgs. Other. 

1 1.28 11.25 5.75 3.58 5.11 16.5 21.44 0 .12 .64 6.4 10.23 7.67 8.7 1.28 
i 

2 0 6.5 6.15 3.48 4.64 33.22 9.03 0 .58 2.09 12.19 11.61 2.55 7.32 .58 

3 30.71 3.1 4.47 .37 4.07 2.6 11.46 .03 .28 .37 11.69 10.33 2.07 13.7 4.6 

4 7.13 6.6 5.35 3.03 3.88 15.3 17.15 .26 .52 .44 7.13 4.45 5.7 9 1.78 

5 4.81 4.64 6.01 3.43 4.64 3.43 30.24 .68 .34 .68 ' 6.87 12.02 6.87 11.85 3.44 

6 4.24 4.95 6.37 5.8 6.94 9.76 20.96 .28 2.26 .7 9.9 9.2 4.6 9.2 4.79 

7 13.83 5.92 4.44 3.2 5.93 22.47 10.89 .74 .49 1.48 8.39 10.86 5.33 5.43 .54 

8 11.98 10.83 5.33 2 1.56 29.17 17.19 .26 1.3 .78 3.28 8.85 2.52 4.37 .52 

9 0 13.32 5.03 3.4 4.33 19.52 16.26 .91 .23 .69 12.42 13.55 6.9 7.87 3.27 

i 10 15.86 4.6~ 5.95 5.28 7.4 9.25 13.98 0 .85 .66 7.27 4.62 9.12 9.25 5.82 

11 1.38 9.2 7.48 2.76 5.75 21.78 19.1 .34 .57 .11 6.9 9.2 7.02 6.96 1.38 

12 22.7 4.9 5.83 4.9 2.82 13.5 20.46 .3 .18 .3 9.2 7.36 3.68 3.8 0 

13 16.88 4.53 3.25 4.98 4.96 10.43 15.64 .29 1.05 .69 14.9 9.93 4.47 6.16 1.79 

14 18.36 6.72 6.26 1.79 5.91 6.72 14.29 0 0 .45 13.43 8.95 6.85 6.18 4.07 

15 27.94 5.3 4.76 3.06 2.24 13.26 19.58 .4 .65 .24 4.48 5.92 2.65 7.75 1.71 

16 .6 9.67 4.83 4.83 4.23 17.04 17.38 0 .36 .42 14.5 10.27 4.7 7.49 3.62 

17 27.36 5.04 3.02 4.01 3.72 11.09 14.11 0 .62 .56 7.55 7.07 7.07 5.66 3.06 

18 5.76 8.65 1.15 2.88 6.92 14.4 11.85 .07 .57 .43 17.3 5.19 15.85 8.94 0 

19 21.92 3.01 3.9 3.43 1.91 16.24 16.13 .56 .14 .61 8.47 5.65 6.83 7.15 4 

20 14.9 3.61 2.71 1.13 4.52 21.3 13.88 .45 .45 1.13 4.52 5.87 2.7 4.96 17.84 I 



- . - yage j 

I 

Average Sample District Top of Bottom of Sample District A v. Top of Bottom of Weighted Rank of 
Expense Item for Average Av. range of range of Average M.A.F. range of range of influence on Importance 

sample Per Cow M.A.F. sample sample Per Monitor sample Per sample Per T.F.W.E. in influence 
FWE. Monitor Per Cow Per Cow. Hectare PerHa. Ha. Ha. PerHa. on T.F.W.E. 

% Per Cow. (Scored.) 
-

Labour 11.4 70.6 24 190.14 0 200.74 64.5 623.57 0 30.7 4 

Animal Health 6.6 36.25 37 72.5 18 108.29 97 272.73' 48.21 19.56 7 

Breeding Ex. 4.9 26.52 24 43.33 9.52 74.55 64.5 106 36.36 9.35 10 

Shed Expense. 3.4 18.91 15 33 5 54.28 38.7 91.4 15.03 6.6 11 

Electricity 4.6 25.91 34 57.14 9.38 75.64 90.3 218.18 30 15.09 9 

Feed 15.35 88.17 128 175 16 261.67 339 572 35.71 35.64 2 

Fertiliser 16.5,5 94.52 120 140.8 45.74 268.86 319 373.64 153.13 32.42 3 

Seed 0.28 1.75 2 6.25 0 4.89 4.5 17.86 0 1.02 15 

Freight 0.6 3.34 5 8.21 0 9.75 12.9 25 0 1.54 14 

Weed & Pest. 0.67 3.88 5 10.59 .67 11.58 14.5 36 1.61 2.17 13 

Vehicle Ex. 9.34 52.96 40 142.86 19.69 152.47 104.8 545.45 62.86 37.26 1 

Repairs & M. 8.56 46.34 49 65.79 20.59 133.47 129 200 51.47 16.12 8 

Administration 5.75 30.65 27 71.43 12.94 89.25 71 272.73 44 20.4 6 

Standing Chg. 7.6 40.47 37 73.81 21.02 116.93 98.4 281.81 57.41 22.04 5 

Other. 3.2 10.04 16 21.3 0 32.22 41.6 66.34 0 6.58 12 

• 
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Influence on T.F.W.E. 
Ranked Weightings. 

4O,-----------------------------------------r====---------------~ 
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• Weightings indicate that Vehicle Expenses, Feed Costs, Fertiliser, and Labour Costs are the biggest 
influencers on Total Farm Working Expenses. i.e. Savings in these areas are likely to have the biggest 
impact on T.F.W.E. 

• Weighting also indicates that these areas of expenditure have the highest degree of variability between best 
and worst practise. 

• Weightings indicate although there is a large variation in some areas of expenditure, i.e. Between best and 
worst practise, some expenditure items do not have a big influence on T.F.W.E. because they are not 
proportionately influential. 

• Expenditure items when averaged over the sample studied are proportionately represented. 
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CONCLUSIONS FROM THE ECONOMIC SURVEY: 

• 
• • 
• 

• • 

• 

• 

• 

• 

The farms surveyed are not necessarily a representative sample of the total population of farms in the 
Waimate West County. 
Economic Farm Surplus is a widely accepted and accurate measure of farm profitability. 
There is a direct correlation between Economic Farm Surplus and Return on Capital in the sample studied 
from the Waimate West County. 
E.F.S. per hectare was accepted as the "Benchmark" for testing farm variables such as: 

Herd Size (Scale of Operations.) 
Per Cow Production. 
Total Herd Production. 
Per Hectare Production. 
Farm Working Expenses. 

Strongest correlation is with Farm Working Expenses. 
Farms with Ratio of Farm Working Expenses to Gross Farm Income, of less than 40% are most likely to 
have the highest E.F.S. 

A closer look was taken at Farm Working Expenses: 

F arm Working Expenses were broken down into their main sectors as follows: 

Labour 
Animal Health 
Breeding Expenses 
Dairy Shed Expenses 
Electricity 
Feed 
Fertiliser 
Seed 
Freight 
Weed and Pest Control. 
Vehicle Expenses. 
Repairs and Maintenance. 
Administration. 
Standing Charges. 
Other Sundry Costs. 

The sample was tested for average and range in each expenditure category. All categories indicated a very 
large range between best practise and worst practise, reflecting a large range in management style and 
practise. 
Expenditure categories were given a weighted score to measure their impact on total farm working 
expenses. Pattern of scoring outcomes was very close to the pattern of weighting of sample averages, again 
reinforcing that there was a high degree of variability in every area of expenditure. 
Weighting scores indicate where the farm manager is likely to make the biggest gains by reducing 
expenditure. i.e. Impacts on T.F.W.E. resulting in higher E.F.S. and subsequently a higher return on Total 
Farm Capital. 



III 

~I Conclusion cont. .... 

III 
RESULTANT RANKING IS SUMMARISED: 

III 

III 

~I 

III 

III 

III 

III 

III 

III 

m 

11. Vehicle Expenses 

2/. Feed 

3/. Fertiliser 

4/. Labour 

5/. Standing Charges 

6/. Administration 

7/. Animal Health 

8/. RepairS&Maintenance. 

9/. Electricity 

10/. Breeding Expenses 

11/. Shed Expenses 

12/. Other Expenses 

13/. Weed and Pest 

141. Freight 

15/. Seed 

A verage per ha 

$ 

152.47 

261.61 

268.86 

200.74 

116.93 

89.25 

108.29 

133.47 

75.64 

74.55 

54.28 

32.22 

11.58 

9.75 

4.89 
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V' anance per h ectare S core. 

$ 

62.86 - 545 37.26 

35.71 - 572 35.64 

153.13 - 373.64 32.42 

0-623.57 30.7 

57.41 - 281.81 22.04 

44 - 272.73 20.4 

48.21 - 272.73 19.56 

51.47 - 200 16.12 

30 - 218.18 15.09 

36.36 - 106 9.35 

15.03 - 91.4 6.6 

0-66.34 6.58 

1.61 - 36 2.17 

0-25 1.54 

0-17.86 1.02 

I~ . Highest ranking expenditure items are likely to give the biggest impact/influence on T.F.W.E., E.F.S. and 
Return on Total Farm Capital.. 

III 

III 
I 

III 

III 

III 
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III 

III 

III 

III PROPORTION OF T.F.W.E. 

III 

SAMPLE AVERAGES. 

III I~~~~·-I I 8.8 

III 

III 

III 

I~.~~I 
III 1-"1 18.55 

~I 
I 

• So Where To From Here? 

III The project is far from concluded. 
What is now required is to study each operation in depth and identify management practises that result in 

III 
expenditure patterns at the "Best Practise" end of the scale. 
Because of the huge variation within each expenditure category, it is likely that all operators are capable of making 
economic gains by studying there cost structure, and comparing there individual expenditure items to best use 

III levels. 
Sounds like a good time to introduce the Livestock Improvement Consulting Officer or Farm Adviser, at the risk 
of increasing the Administration sector of expenditure. Which is ranked at number "6". 

Ii The results of this analysis have been used to portray to the fanners in the sample where they rank in comparison 
to the rest of the sample. 

III Responses have been mixed, but invariably it has got motivated operators interested in talking to their higher 
performing counterparts to try and identify how they can improve their profitability. 

1- _________________________ . _____________________ . ____ . __________________________ . ___ .-

. ' 



FINANCIAL FORECAST AND ANALYSIS 

Prepared for: 

Prepared by: 

Sample farmer 

Main Road 
Oeo 
R.D.28. Manaia. 

Tim Burna 
Phone (06) 2788116 
Fax (06) 278 4870 
Mobile Phone (025) 762315 

Westpac Banking Corporation disclaims all liability for any of the contents 
of this document. No person should act on the basis of any matter contained 
in this document without considering and if necessary taking appropriate 
professional advise. 

Westpac Banking Corporation is incorporated in New South Wales, Australia. 



CASH FORECAST BUDGET FOR Sample farmer 

Prepared by: Tim Buma Year: 97/98 
Comments: Status Quo Budget Based On $60K @ 10% over 5 years. 

FINANCIAL SUMMARY 

Milk solids Income 

Dairy Cattle Income (Nett Of Purchases) 

Beef Cattle Income (Nett Of Purchases) 

Grazing Income 

Deer Income (Nett Of Purchases) 

Crop income (Gross) 

Forestry Income 

Other farm income 
Other farm income 

less 

Cash Farm Expenditure 

less 
Personal Expenses 
Life Insurance 
School Fees Etc 
Taxation 

Current account Interest 

Mortgage Principal 
Mortgage Interest 

less 
Development Expenses 
(1 ) 
(2) 
Capital Expenses 
(1 ) 
(2) 

plus 
New Borrowing 
Other Non-farm Income (GST) 
Other Non-farm Income (Non GST) 

GST 
Non GST 

GST adjustment to reconcile with cashflow 

$ 

202193 

13605 

0 

0.00 

0 

0 

0.00 

0 
0 

$86,086 

45000.00 
3600.00 

0.00 
9770.00 

-970 

9828 
36000 

0.00 
0.00 

0.00 
0.00 

0.00 
0.00 
0.00 

1852 

Date prepared: 27/9/97 

$/Cow $/ha $/Kg M.S. 

1189.37 4043.86 3.72 

80.03 272.10 0.25 

0.00 0.00 0.00 

0.00 0.00 0.00 

0.00 0.00 0.00 

0.00 0.00 0.00 

0.00 0.00 0.00 

0.00 0.00 0.00 
0.00 0.00 0.00 

506.39 1721.72 1.58 

264.71 900.00 0.83 
21.18 72.00 0.07 

0.00 0.00 0.00 
57.47 195.40 0.18 

-5.71 -19.40 -0.02 

57.81 196.56 0.18 
211.76 720.00 0.66 

0.00 0.00 0.00 
0.00 0.00 0.00 

0.00 0.00 0.00 
0.00 0.00 0.00 

0.00 0.00 0.00 
0.00 0.00 0.00 
0.00 0.00 0.00 



PHYSICAL SUMMARY Sample farmer 

Farm description 

Total area 
Effective Area 

Analysis of Area 

Tenure 

Freehold 50.00 
Leashold 0.00 

Performance Summary 

Dairy 
Cattle 
Deer 
Grazing 

Total 

Stocking Rate per eff ha 

Dairy 

Calving % 90 
Milk Solids 54500 
Solids/ha 1090 
Solids/cow 321 
Losses 0.9% 

FINANCIAL SUMMARY 

Prices used: 
$ per kg milk solids 

T.D.S. : GFI ( Interest and Rent)) 
Debt servicing per SU 
Debt servicing per cow 
Debt servicing per hectare 
Debt servicing as a % of GFI 
TFWE as a % of GFI 
Opening balance 
Cash surplus/deficit 
Closing balance 

Minimum monthly balance 
Minimum balance month 
GST Carried forward 

Utilisation 

Grazing 
Crop 
Forestry 
Other 

SU 

1405 
0 
0 
0 

1405 

28.1 

Cattle 

Calving % 
Cow price 
Heifer price 
Losses 

51.00 
50.00 

50.00 
0.00 
0.00 

15.00 

Opening 
% 

100.0% 
0.0% 
0.0% 
0.0% 

0 
0 
0 

0.0% 

$3.71 

16.23% 
$0.00 

$263.87 
$897.15 

20.8% 
39.89% 

-5000 
28336 
23336 

2857 
Dec 

1852 

SU 

1405 
0 
0 
0 

1405 

28.1 

Topography 

Flat 50.00 
Rolling 0.00 
Hill 0.00 
Steep 0.00 

Closing 
% 

100.0% 
0.0% 
0.0% 
0.0% 

Deer 

Fawning % 0.00 
Velvet kg 0.00 
Velvet Ihd 0.00 
Velvet price 0.00 
Losses 0.0% 



DAIRY RECONCILIA TION & INCOME 

No. Cows Milked = 
OPENING 

Cows 
In-calf Heifers 
Breeding Bulls 
Bobby Calves 
R 1Yr hfrs 
Others 
Others 

PURCHASES 

Cows 
In-calf Heifers 
Breeding Bulls 
Bobby Calves 
R1Yrhfrs 
Others 
Others 

BIRTHS 

Bull Calves 
Heifer Calves 

No 
170.00 

0.00 
0.00 

40.00 

3.00 

No 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

90.00 % CALVING 

77.00 
77.00 

170 

SU's 
7.00 
6.00 
4.00 
4.00 
5.00 
5.00 
5.00 

$/Hd 
$0 
$0 
$0 
$0 
$0 
$0 
$0 

Sample farmer 

Market 
Values 

1100.00 
700.00 

0.00 
0.00 

450.00 
500.00 
600.00 

$ 
0 
0 
0 
0 
0 
0 
0 

CLOSING 

Cows 
In-calf Heifers 
Breeding Bulls 
Bobby Calves 
R 1Yr hfrs 
Others 
Others 

SALES 

Cows 
In-calf Heifers 
Breeding Bulls 
Bobby Calves 
R 1Yr hfrs 
Others 
Others 

DEATHS & MISSING 

Cows 
Others 

MILK SOLIDS PRODUCTION & INCOME Sample farmer 
Number of Cows Milked 
Kilograms of Milk Solids/Cow 
Production to May 

Payout to Jun 

170 
320 MilkfatiCow = 

54400 
284 (c/Kg) 

SEASON 1. Month SEASON 2. 
Kgs Payout Production Kgs 

(c/kg) % 
53592.00 Jun 0.00 
53592.00 34.00 1.00 Jul 0.00 0.00 
53592.00 33.00 2.00 Aug 4.00 2176.00 
53592.00 22.00 3.00 Sep 10.00 5440.00 

0.00 4.00 Oct 15.00 8160.00 
0.00 5.00 Nov 14.00 7616.00 
0.00 6.00 Dec 13.00 7072.00 
0.00 7.00 Jan 12.00 6528.00 
0.00 8.00 Feb 11.00 5984.00 
0.00 9.00 Mar 10.00 5440.00 
0.00 10.00 Apr 7.00 3808.00 
0.00 11.00 May 4.00 2176.00 
0.00 12.00 Jun 

184 

Payout 
(c/kg) 

237.00 
237.00 
237.00 
237.00 
237.00 
237.00 
237.00 
237.00 
242.00 
249.00 
261.00 
284.00 

No 
170.00 

0.00 
0.00 

40.00 

3.00 

No 
20.00 

0.00 
0.00 

87.00 
30.00 
15.00 
0.00 

2.00 
0.00 

Milk solids 
Income 

($) 

$18,221 
$17,685 
$16,947 
$12,893 
$19,339 
$18,050 
$16,761 
$15,471 
$16,331 
$16,554 
$15,749 
$18,191 

~:?:~}~~~p}Qq::?::~9i'::;~m:~~;g~%:~~:;~%K;{@~:;?;~~q~i:1~j~:~~ 

$/Hd 
$150 

$0 
$0 

$15 
$110 
$400 

$0 

1.2% 
0.0% 

$ 
3000 

0 
0 

1305 
3300 
6000 

0 

Payout 
Month 

Jul 
Aug 
Sep 
Oct 
Nov 
Dec 
Jan 
Feb 
Mar 
Apr 
May 
Jun 



CASH FARM EXPENDITURE Sample farmer 

Wages Permanent 
Casual 

Animal Health 
Breeding 
Electricity 
Feed Hay 

Grazing 
Prolic 

Cash Crop Expenses 
Feed (crop) 
Fertiliser 
Lime 
Freight 

Shed Expenses 

Seeds 

Weed & Pest 

Sundry Exp's 

Vehicles Fuel 
R&M 

Repairs & Maintenance 
House 
Buildings 
Fences 
Other 

Administration 

Rates 
Insurance 
Rent 

Phone/Mail etc 
Accounting 
Legal 
Other 

Other Charges 

$ 
0.00 
0.00 

5610.00 
5300.00 
4000.00 
4600.00 

11000.00 
13000.00 

0.00 (See CROP Details) 
0.00 

7776.00 (See FERT rec) 
0.00 

500.00 
0.00 

3000.00 

0.00 

1800.00 

0.00 
0.00 
0.00 

6500.00 
4000.00 

3000.00 
2000.00 
2500.00 
2500.00 

0.00 

1000.00 
1200.00 

0.00 

4500.00 
1800.00 

0.00 
500.00 

0.00 
0.00 

$/Cow 
0.00 

33.00 
31.18 
23.53 

168.24 

0.00 
0.00 

45.74 
0.00 
2.94 

17.65 

0.00 

10.59 

0.00 

61.76 

58.82 

12.94 

26.47 
10.59 
0.00 
2.94 

$/ha $/Kg M.S. 
0.00 0.00 

112.20 0.10 
106.00 0.10 
80.00 0.07 

572.00 0.08 

0.00 
0.00 

155.52 
0.00 

10.00 

60.00 

0.00 

36.00 

0.00 

210.00 

200.00 

44.00 

90.00 
36.00 
0.00 

10.00 

0.20 
0.24 
0.00 
0.00 
0.14 
0.00 
0.01 

0.06 

0.00 

0.03 

0.00 

0.19 

0.00 

0.00 

0.08 
0.03 
0.00 
0.01 



OTHER FARM AND NON FARM INCOME AND EXPENSES 

OTHER FARM INCOME (GST) 

Stock pool payments 
Sundry Debtors 
Cropping Income 
Other 
Other 

OTHER FARM INCOME (NON GST) 

Other 
Other 
Other 
Other 
Other 

OFF FARM INCOME (GSn 

Contracting 
Rebates 
Other 
Other 
Other 

OFF FARM INCOME (NON GST) 

New Borrowing 
Rent 
Wages (Nett of Tax.) 
Investments 
Other 

OTHER FARM EXPENSES 

Development 

Capital 

(1 ) 
(2) 
(1 ) 
(2) 

NON FARM EXPENSES 

Personal Expenses 
Life Insurance 
School Fees Etc 
Taxation 

Sample farmer 

0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 

45000.00 
3600.00 

0.00 
9770.00 



MILK SOLIDS INCOME SENSITIVITY 
$/Kiiogram milk solids 

-10% -5% 0% +5% +10% 
Kilograms 3.34 3.52 3.71 3.90 4.08 

milk solids 

+10% 59950 24462 35583 46704 57824 68945 

+5% 57225 15364 25979 36594 47209 57824 ' 

0% 54500 6265 16375 26484 36594 46704 

-5% 51775 -2834 6770 16375 25979 35583 

-10% 49050 -11932 -2834 6265 15364 24462 

CASH SURPLUS/DEFICIT 

DAIRY CA TTLE SENSITIVITY 
Cattle Sales ($) 

-10% -5% 0% +5% +10% 
Cattle purchases ($) $12,245 $12,925 $13,605 $14,285 $14,966 

-10% $0 25124 25804 26484 27164 27845 

-5% $0 25124 25804 26484 27164 27845 

0% $0 25124 25804 26484 27164 27845 

+5% $0 25124 25804 26484 27164 27845 

+10% $0 25124 25804 26484 27164 27845 

CASH SURPLUS/DEFICIT 



RETURN ON TOTAL CAPITAL 

Income ($) 

-20% 

-10% 

+10% 

+20% 

Land and buildings 
Plant and machine 
Development 
Stock: Dairy 

Beef 
Deer 

$/SU 

854.0925 
28.46975 

o 

SU's 

1405 
1405 
1405 
1405 

0 
0 

Management fee (Estimated at $1/KG M.F) 
Farm cash surplus 

-20% -10% 

683 769 

172638 4.66% 4.24% 

194218 6.45% 5.87% 

215798 8.24% 7.49% 

237378 10.03% 9.12% 

258957 11.81% 10.75% 

Total 

1200000 
40000 

0.00 
206800 

0 
0 

1446800 

31264.37 
$99,418 

Land and Buildings ($/SU) 

+10% +20% 

854 940 1025 

3.89% 3.59% 3.34% 

5.38% 4.97% 4.61% 

6.87% 6.35% 5.89% 

8.36% 7.72% 7.17% 

9.85% 9.10% 8.45% 



ACCOUNTS ANAL YSIS Jill and Joe Farmer, Manaia. 
Accountants Name: Jack Figgeritout, Chartered Accountant, Hawera. Budget 
Year Ending 1994 1995 1996 Budget Budget Historical Historical Variance 

Forecast Forecast Average Average from 
1996/97 Per Cow Per Cow Variance Monitor 

AREA 50.00 50.00 50.00 50.00 Per Cow 
Cows 170 165 166 170 
Production (Total MS) 54791 51221 'input 54400 320.00 210.91 52% 8% 

INCOME 
Milk solids 187825 177516 197955 202193 1189.37 1124.40 6% 5% 
Dairy Cattle: (Nett of Purchase) 23326 20977 12366 13605 80.03 112.95 -29% 21% 
Other stock sales 0 0 0 0 0.00 0.00 
Hay/Silage Sales 0 0 0 0 0.00 0.00 
Other Farm !Income 0 0 73 0 0.00 0.15 

G.ROSS FA~M INCOMIf " 211~'151 1:98493" ·· .. ··· 2jQ~~~ r' · :i1~?9~ :· "j;1!?~~;;~g: .. 1-f.4~;~1 : .. 1:2% 0 

Off-farm incpme 6707 720 : 1357 . 0 0.00 17.33 -100% .. ...... 

TOTAL INCOME 
... 

'211751 ' 217858 199213 : 215798 1269.40 1254.83 1% 7% 

Farm Working Expens~s 

Wages 0 4917 0 0.00 9.87 -100% 
Animal Health 6705 6736 5610 33.00 40.91 -19% -15% 
Breeding Expenses 2738 5882 5300 31.18 28.43 10% 29% 
Dairy Shed Expenses 3944 4447 3000 17.65 38.50 -54% 21% 
Electricity 4073 4166 4000 23.53 24.86 -5% -6% 
Feed 28872 34898 28600 168.24 191.43 -12% 18% 
Fertiliser 11115 10348 7776 45.74 54.35 -16% -213% 
Seed 0 222 0 0.00 0.45 -100% ERR 
Freight 18 172 500 2.94 2.29 28% -70% 
Weed and Pest 2716 2468 1800 10.59 13.70 -23% 43% 
Vehicles 7023 9165 10500 61.76 49.14 26% 38% 
Repairs and Maintainence 11836 11389 10000 58.82 62.27 -6% 5% 
Administration 2263 2622 2200 12.94 15.99 -19% -410% 
Standing Charges 6623 8159 6360 37.06 44.91 -17% 
Other 115 1 160% 

~~~~~,;::M~:~OR :'," ,. "05706 ~12% ;,13:% 
'·<~~i; .. 

. -'. .. . ':~: . :~,:",: .. 

,.:;:;.;.:.:,i-::::::.:,:;:.:,;-' 

,ECq·N'O~I¢. .f.~,t;t,M:§]I~~L~;~; ,.,·: 1~~,~Q·!:'" ' I~:~1f~:"'. ?.;flQ~Q~!;;I::·.,. . 1:g;~t.1":2 ··:<.!!~~:g~t': :~!§~:59 " 13%.; .20;O,~% 

Drawings 40392.00 37424 44609 45000 264.71 244.38 8% 28.98% 
Life Insurance 3764.00 4440 3764 3600 21.18 23.91 -11% 
Tax 24542.00 22462 7993 9770 57.47 109.55 -48% 
Total Personal Expenses 68698 64326 56366 58370 343.35 377.84 -9% 14.67% 

Principal 6230 5646 8568 9828 57.81 40.83 
Interest 34030 30047 30074 35030 206.06 187.82 10% 
Rent 0 0 0 0 0.00 0.00 
Total Debt Servicing and Rent 40260 35693 38642 44858 263.87 228.64 15% 

ADJUSTM~NTS 
Stock Valua;t ion Adjustment -8308 0 7326 0 0.00 -1.58 -100% 
Produce on Hand Adjustment 0 0 0 0 0.00 0.00 
Depreciation 5598 0 7722 0 0.00 26.48 -100% 
Capital Inflow/Outflow 0 0 525 0 0.00 1.05 



FERTILISER RECONCILIA TlON 

Type 
(eg: Super) 

Super 
Urea 

Cartage ($/t) 
Application ($/t) 

DEBT SERVICING 

1 st Mortgage 
2nd Mortgage 
3rd Mortgage 
4th Mortgage 
5th Mortgage 
Overdraft - if no 
cash flow completed 

Quantity 
(tonnes) 

27.00 
4.00 

$/t 

0.00 
168.00 
500.00 

0.00 
0.00 
0.00 
0.00 
0.00 

15.00 
25.00 

Balance Interest 
Owing Rate 

300000.00 
60000.00 

10.00 
10.00 

Sample farmer 

Total $ N% 

0.00 
4536.00 
2000.00 

0.00 
0.00 
0.00 
0.00 
0.00 

465.00 
775.00 

Sample farmer 

Years 
to run 

0.00 
5.00 

Type 
Table=1 
Flat=O 

0.00 
1.00 

P% K% 

Annual Annual 
Interest Principal 

30000 
6000 

o 
o 
o 

0.00 

o 
9828 

o 
o 
o 

SOf< 



,. AON . •• _. CA~ . •• _OW. _ .. Jam,.,.~ ... :mer 
10pen Balance: -5000.00 
I 

INCOME Total I Jul Aug Se 

Milk Solids 202193 1 18221 17685 
Dairy Cattle 13605 1650.00 1650.00 
Grazing 
Cash Crop 
Deer 
Forestry 
Other 
Non-farm 
GST 26975 1 2484 2417 

EXPENDITURE 

Stk.purch. 
Wages 
An.health 5610 505 505 
Breeding 5300 
Cash Crop 
Power 4000 200 280 
Feed 28600 910 2000 
Fert's 7776 
Freight 500 100 
Shed Exps 3000 375 375 
Seeds 
W.& Pest 1800 
Sundry 
Vehicles 10500 875 875 
R.& M. 10000 833 833 
Admin 2200 83 83 
Stg.chgs 6300 1125 
Other 500 42 42 
Personal 48600 4050 4050 
Debt Servo 45828 3819 3819 
Capt/dev 
Calc int. -970 60 -53 
GST 10761 478 777 
GST to pay 14362 2006 
Tax 9770 

16947 

2118 

617 

400 
2000 
4500 

375 

875 
833 

83 

42 
4050 
3819 

-105 
1216 

Oct 

12893 
645.00 

1692 

617 
1749 

400 
2000 

100 
375 

875 
833 

83 
1125 

42 
4050 
3819 

-109 
1025 
2542 

12.50 % Interest For 00 Limit Of 

Nov 

19339 

2417 

617 
1802 

400 
4370 

375 

875 
833 
83 

900 
42 

4050 
3819 

-64 
1287 

3257 

Dec Jan 

18050 16761 
1500.00 

2256 2283 

561 
1749 

400 
4500 

100 
375 

900 

875 
833 

1283 

42 
4050 
3819 

-55 
1452 
1798 

$5,000 

337 

400 
2000 

375 

875 
833 

83 
1125 

42 
4050 
3819 

-30 
759 

Feb 

15471 

1934 

337 

400 
3000 

375 

900 

875 
833 
83 

42 
4050 
3819 

-91 
856 

2328 
3257 

Mar Apr 

16331 16554 
7500.00 

2041 3007 

337 

320 
3000 

100 

875 
833 
83 

42 
4050 
3819 

-53 
699 

337 

320 
3000 
3276 

875 
833 

83 
1125 

42 
4050 
3819 

-97 
1236 
2421 

Ma Jun 

15749 18191.36 
660.00 

2051 2274 

449 

240 
910 

100 

875 
833 

83 
900 
42 

4050 
3819 

-157 
554 

393 

240 
910 

875 
833 

83 

42 
4050 
3819 

-217 
422 

3267 
3257 



ARM FACTS 

ECONOMIC FARM SURPLUS 

Economic Farm Surplus (EFS) is a simple measure of farm profit. 

Cash Income (Milk + Stock) 
Farm Working Expenses 
Depreciation 

LIVESTOCK IMPROVEMENT 

Advisory 
NO. 47 (1995/96) 

Runoff Adjustment (If runoff is owned and not leased) 
+/- Stock Adjustment (For changes in opening and closing stock numbers) 

Labour Adjustment (Managers Wage, additional unpaid staff) 
EFS 

50010 Sharemilkers - use your own set of accounts to calculate EFS. This can be compared 
with other 50% sharemilkers, but not farm owners. 

Variable Order Sharemilkers - Combine the accounts of the farm owner and the sharemilker 
to calculate EFS. This can be compared with other owner-operator farms. 

CALCULATING EFS 

1. Fill in income and expenses in the table on the back page of this FarmFact, 
using information which is in your financial accounts. 

• Net Stock Income (Stock Sales - Purchases) 
If you have purchased milking cows during the season. 

* Exclude the cost of these cows when calculating Net Stock Income. 

* Also exclude these cows from a stock adjustment. If stock purchase is early in the 
season add them to the opening stock numbers, and stock purchases made late in the 
season should be removed from the closing stock numbers. This will ensure no 
stock adjustment is performed on these animals. 

• Off Farm Income 
We are interested in profit from your dairy fann. Income which is not from your farm 
should not be considered in EFS. EFS does not include income from 
dividends/shares/interest, house rent. Income from rebates should be removed from the 
expense which it was related to, ie. for a fertiliser rebate remove this income from the 
fertiliser expense. Include income from supplements sold. 

• Expenses 
Expenditure should be included in EFS as it appears in your fmancial accounts. Do not 
adjust for capital expenditure on fertiliser, repairs and maintenance or regrassing, this 
allows the argument, what is maintenance-requirements and expenditure? 

• Standing Charges 
Standing Charges includes rates, farm insurance, ACC and rentals. 
Lease of milking land - The cost of leased milking land is not included. However, 
include the leased area in the total farm hectares. 

., LIVESTOCK 
P'JIIMPROVEMENT 



Lease of milking cows - The cost of leased milking cows is not included. However, 
include the leased cows in the total cow numbers. 

Interest - Don't include the cost of interest, which is usually included in standing charges. 
When comparing EFS between farms, we don't want debt to be the factor which is the major 
influence on EFS. 

• Depreciation 
Include depreciation related to the farming system (plant, machinery and vehicles) not 
additional farm cottages or private vehicles. Do not include loss on sale of assets or 
depreciation recovered. 

2. Estimate any adjustments using the tables below. Add them in to the bottom of 
the EFS table. 

It is important that the basic financial information from your accounts is adjusted when 
calculating EFS, so all farming systems can be compared on an equal footing. The following 
are the adjustments used, and a brief explanation. Talk to your Consulting Officer or Farm Wise 
Consultant if you have any queries. 

Change In Stock Numbers (also refer to Note on Net Stock Income) 

If stock numbers change between the start of one season, and the start of the next, this will 
affect stock income for the year. 
• If stock numbers go up then less stock will have been sold than usual. Stock income will 

be lower than usual, and we adjust EFS up. 

• If stock numbers go down income will be higher than usual, and we adjust EFS down. 

Calculate the stock adjustment for your farm using the following table. The stock numbers you 
need can be found in the stock reconciliation section of your accounts. 

Opening Closing Difference Value Adjustment 
No's (A) No's (B) (B-A) (1995/96) (Diff. x Value) 

Rlyr $350 
R2yr $700 
Cows $400 
.Rlyr and R2yr heifers - herd scheme values (based on market value) are used. 

~ - Y2 the herd scheme value is used, because most retained cows would have otherwise been $ sold as budget cows or culls at a lower than average market price. 

Runoffs 

• If you lease a runoff, no adjustment is needed - costs appear in your accounts already. 
• People with runoff land have increased feed available to use for milk production. Those who 

own runoffs have operating expenses of the runoff included in their accounts, but have no 
expenses related to the capital value of the land. 

• Local Consulting Officers and Farm Wise Consultants estimate runoff adjustment values for 
their regions, which are based on lease prices or 5% of the market value of the different 
classes of runoff land in the region. If you own a runoff, adjust the EFS down for the 
value of that land to you. 

Land Quality Area Value Adjustment 
Good (flat, fertile) Ha $ 
Average Ha $ 
Poor (steep, infertile) Ha $ 

$ 



Labour Adjustment 

All unpaid labour is valued when calculating the EFS. 

Some farms are managed by people who receive no direct payment for their work. Other farms 
employ a manager and/or staff to run the farm, whose wages do appear in the fmancial 
accounts. This can result in a significant difference in expense for otherwise very similar farms. 

Wage for Management + Value of Unpaid labour = Labour Adjustment 
(a) (b) 

$ $ =$ 

Wage for Management 

• If the principal farm manager is employed, then the wage cost of the manager will already 
be in the accounts. No wage for management is needed. 

• If the farm manager is also the farm owner or 50:50 sharemilker,you need to include a wage 
for management in the EFS, to value the labour of that person. 

Wages for management are $125/cow per maximum cow milked. There is a minimum wage of 
$25,000 and a maximum wage of $55,000, which corresponds to the marketplace. 

Maximum 
Cow Numbers I----~ 

cows 

200 cows or 
less 

Value of Unpaid Labour 

No 

Maximum Cow 
440 cows or 

I---:-:N-o --.tNumbers x $125/cow 
greater 

$ 

(a) 

Additional unpaid labour is valued by assuming that an average staff member works 2400 
hours per year. Estimate hours worked by unpaid staff members and calculate as a 
percentage of a full time labour unit. 

Hours worked 
by Unpaid 

Staff 

Hours 

2400 
Hours/ 
Labour 

Unit 
No. Labour Units 

Average 
Staff Wage 
of $22,500 
Annually 

$ 

Value of Unpaid 
Labour 

3. Calculate the EFS, and divide this by the hectares you milk on to work out 
EFS/ha. Milking area includes paddocks used for milking, and races, hedges, fences, farm 
buildings and houses which are in that area. 

(b) 



Ilt Advisory 
EFSCALCULATOR 

GST Exclusive 

Effective Milking Area ------------------ Runoff Area 
Season 

Production 
Maximum Cows Milked 

kg MS Cows + Heifers 
------------~~--

INCOME 
Milksolids 
Net Stock Income • 
Other Dairy Farm Income· 
TOTAL INCOME (A) 

EXPENSES 
Wages 
Animal Health 
BreedinglHerd Testing 
Shed Expenses 
Electricity 
Freight 
PasturelF eed 
Fertiliser (incl N) • 
Weed & Pest 
Repairs & Maintenance • 
Vehicles 
Adm inistration 
Standing Charges • 
Other 
TOTAL EXPENSES 

CASH SURPLUS 

ADJUSTMENTS 
(see froot page) 
- Depreciation· 

(B) 

(A-B) 

+/- Change in stock numbers • 
- Runoff Adjustment • 
- Labour Adjustment • 
TOT AL ADJUSTMENTS (C) 

ECONOMIC FARM SURPLUS 
(A-B+C) 

• Refer to Notes on Pages 1-3. 

$ TOTAL 

$ 

$ 

$ 

$ 

$ $ 

Ha 
Ha 

Cows 

$LIlA 
(effective) 

/ha 

(Published 1197) 
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