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PP~FACF 

This Peport is the fourth in an annual series of econol"ic surveys 

which concentrate on financial asnects of New Zealand wheat?rowing 

farms. These surveys have heen un('lertaken by the Arricultural Fconol"ics 

Research Unit at Lincoln r:ollege on behalf of (,Theat Growers Sub-Section 

of Federated Farmers of New Zealanri Inc. 

The principal objective of this survey is to estahlish, froM farm 

accounts and personal interviews, financial data pertaining to 

wheatgrowing farms in the 19Ro-~1 financial year. Such riata will allow a 

more comprehensive picture of wheat growing in New Zealand, in line with 

that available for other major new Zealand farMing industries. 

The accounts analysis was carried out by Roger LOllP.h, computer 

programming and analysis by Patrick 1-!cCartin, and the report cO[T'Piled by 

Rop.er Lough and Patrick ~1cCartin vlith assistance fror.'!. Michael Rich. 

(iii ) 

P • D • Chu d Ie i gh 
Director. 
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SUHHARY 

No one sin~le factor can a~equately asse~s farM or interfnrM 

profitability. It is therefore the intention of thi~ rp~ort to evaluate 

the follm>ling: factors which influence the profitahility of IITheat 

producinp properties in Ne'Y7 Zealand's arable sector naT"ely: 

a) Capi tal structure and asset grm.;th 

b) Adjusted farM incone an0 expenditure 

c) Cash resources an~ fa rT'" linuirlj tv 

CAPITAL STRUCTURE MID ASSE7 GRCHTP 

1. Total far1T' capital for the averar-e New Zealand survey farM 

amounted to $482,962. fJowever the workin~ capital deficit of 

S12,406 excee~ed nroduce on hand hy S16115 resulting in total 

farm assets includinp, I"orking capital of S481 ,297. 

2. Total fixed liabilities for the averap:e New Zealand survey farM 

were S87,447 or lS.2 percent of total farn assets including net 

I.;orking capi tal. 

3. The cap ita I va lue of t he ave ra l'e New Zealand survey fa rTJ1 

increased froT" ~lS41 per hectare to S214R per hectare in the 

lC)80-81 period. Harginal increases in the value of plant an" 

nachinery offset a SMall ciecline in the value of capital stock 

allowing farM capital to increase hy S281 per hectare. ~is 

caoital growth was offset hv a S19 per hectare increase in the 

working capital rleficit and a 526 per hectare increase in farM 

liabilities, resulting in farT'" equity increasinp by $252 ?er 

hecta reo 

4. Gross farn' profit for the avenq:re New Zealanrl survey farT'" was 

588,156. The principal components were livestock (55 percent), 

wheat (22 percent) and other crops incluciinp, barley, peas and 

small seeds (20 percent). 

S. Expenditure of $7n,214 for the average New Zealand survey far'M 

was tllade up of farm working expenRes (43 percent), tractor and 

vehicle expenses including depreciation (2n rercent) and debt 

servicing (ln percent). 

( v) 



6. Net farm incollle for the averape Ne~v Zealand survey farm ~vas 

Sl1,942 or nearly 14 percent of gross farm rrofit. The highest 

net farm incone of S68 per hectare was achieved on those far~s 

where 25 to 4q percant of fross farrn profit carne frOM crop 

product ion. 

CASH RESOTJRCES AND FARH LIOUIDITY ------------ -------------
7. Available cash for the average ~Te~v Zealand survey farM of 

S36,5R8 came frOM direct farT'1 trading (49 percent), increase in 

terJ:! liabilities (28 percent), sale of assets (12 percent) and 

non farm income 01 percent). 

8. AveraF!e cash disposition for the avera~e retv Zealand survey farm 

of S40,388 comprised capital expenrliture (46 percent), personal 

expendi ture (43 percent) anrl loan repaYT"ents (11 pe rcent). 

9. The avera~ cash deficit of S3?'()() vIas financerl hy a decrease in 

sundry debtors of S252, a clecrease in current account at the 

stock firm and hank of SI,753, an increase in sundrv creditors 

of S1,675 and withdrawals from the Income Equalisation Scheme 

of S120. 

10. The adjusted cash surplus for the average new Zealand survey 

farTl'l, that is, the cash surplus adjusted for unsold produce and 

chanpe in livestock nUl"'bers vias S64Q. An increase in the value 

of livestock of $935 and crop on hand of 53514 were the 

princi pOl I reasons fo I' the di f fe rence he tween the cas h nef ici t 

and adjusted cash surplus. 

11. 'The cash deficit of farms with les!'! than 5 percent of gross farM 

income frOM crop tvas $9,329 which, after adjusting- for changes 

in produce on hand, fell to an arljnsted cash deficit of $8,.152. 

7hose farMS with 5 to 24 percent of ?ross EarT" rrofjt from crop 

had a cash rleficit of $59 hut an inventory change of ~1941, 

resulted in an adjusterl cash surplus of ~1.882. FarT'1s with 25 to 

49 percent and over 50 percent of pross farm profit froT" cron 

showerl similar cash deficits of around S50(10 hut an adjusted 

cash rleficit of S26()4 ann an adjusted cash stlrnlus of ~4,52n 

respectively. 

(vi) 



12. The return on total fan" canitnl for the avera?e New Zealand 

survey farM was 3.7 percent and the return on farn equity 1.4 

percent. Farms with 5-49 percent of their gross farM profit froM 

crop had a return on capital of 3.6 percent. \4hen above 50 

percent of gross farn profit caMe from crop the return on far'M 

capital was 4.0 percent; farms with helow 5 percent of their 

gross farm profit from crop showed a return on caritnl of 3.3 

percent. 

13. When adjusted for capital growth the return on farm capital 

varied from 12.3 percent in group 1 to 15.3 percent for group 4 

farms. The return to farM equity adjusted for capital growth 

vnried from 12.5 percent in group 1 to 15.2 percent in group 4 

farms indicating that the growth in farm capital offset the 

inefficient use of borrowed capital. 

(vi i) 





CEAPTEP 1 

INTFODUCTION 

1.1 Background ~ Survey Description 

The purpose of this econo~ic analysis is to provide financial 

data relatinp.: to those ~;e~v Zealand ~-Jheatgrowing farr~s that participated 

in the 19RO-R1 wheat enterprise survey1. ;:'he analvsis was hased upon 

the annual financial statements prepared for wheat growers by their 

accountants. 

Farm accounts for the 1980-Rl financial year were collected 

following the far~ visit in 19132. Those available for analysis were 

grouped, as shown in Table 1, according to the degree of cropping 

intensity which was determined by expressing crop income as a percentar,e 

of gross farm profit. Crop income included income frol'l wheat, barley, 

small seeds and other crops. 

Of the 174 farr.1s in the 19RO-Rl Ne\v Zealand ivheat enterprise 

survey, 60 percent provided financial statements suitable for analysis, 

9 percent provided financial statements unsuitable for analysis because 

of insufficient information, ~vhile 31 percent either ,-Jere unable, or 

refused, for various reasons to provide financial stater.1ents. All 

farms suitable for analysis were "owner-operator" properties. 

In order to standardise the various financial measures used 

terminology and procedures have heen altered frol'l previous reports 

(l9n-7R to 1979-80). Definitions of terl"'inolop.y and procedures useci are 

detailed in Appendi~{ A. 

1.2 Physical Characteristics of Farl'ls 

The physical characteristics of the four farrcing groups are 

summarised in Table 2. The tahle shows the el'1phasis on livestock 

production in group 1 and an increasing area devoted to croppine in 

groups 2, 3 and 4. 

1 The 1;olheat enterprise survey is an annual survey undertaken hy the 
Agricultural Econo~ics Research Unit on behalf of the jlheat,growing 
Sub-Section of Federated Far~ers of Ne\,f Zealand Inc. Results for 
the 19RO-R1 year are contained in Research Report No. 121 <lnd for 
the 19R1-82 year, in research Report Uo. 131. 



2. 

TARLE 1 

Farm Groups 

======================================================================== 
Croup Crop Income as Percentage of Gross 

Farm Profit 
~Tumher of 

Farms 

--------------------~------------------~~---~----------------~---
Pange Average Number 

1 Below 5 O.n <) 

2 5-24 ll~. 1 .11 

3 25-4<) 36.7 2R 

4 50 and ahove F,P..7 34 

A1l ld .n 104 
Fa rt"s 

========.==========~===========-======================================== 

TABLE 2 

Physical Farm Characteristics 

======================================================================== 
Group 1 2 3 4 ft~l Farl"ls 

-----------------------------------------------------
Total Area (ha) lO3.B 218.5 204.3 196.3 205.3 

Ef fecti ve Area (ha) 190.0 211.1 200.5 191.2 1 <)9. q 

Stock Units (no)2 2,515 2,570 2,198 1,422 2,090 

\--1heat Area (ha) 1.0 11.2 24.4 40.6 23.5 

Barley Area (ha) 0.0 3.9 7.7 21.4 lO.3 

Pea Area (ha) 0.0 O.R 2.0 12.2 4.R 

Swo811 Seeds Area 0.0 0.7 5.4 2f'i .3 10.1 
(ha) 

nthe r Crop Area 0.7 1.4 2.5 7.B 3.7 
(ha) 

Crop Area (% of 0.9 R.5 21.0 50.3 26.3 
Effecti ve Area) 

======================================================================== 
a Start of Year 



CFAPTER 2 

CAPI:'AL STI!UC':lJRE 

The capital structure of wheatgroHin?, farMs in Ne~v Zealand is 

deta iled in Table 3. Valuat ions of land and huil<iings, li vestock, plant 

and machinery apply as at the start of the 1980-81 financial year2. 

Definitions of terminology and procedures used are detailed in Appenrlix 

A. 

2.1 Farm Assets 

Total farm assets on the average Ne~Y Zealand survey farm were 

valued at S493,703; 75 percent of total farM assets were invested in 

land and buildinp,s, 23 percent in livestock and plant and 2 percent in 

crop on hand. Current liabilities exceeded current assets resulting in a 

working capi tal defici t of $12,406. 70tal fa 17m assets including workinr 

capital therefore amounted to ~4Rl,297. 

Total farm assets increased with increased cropping intensity as 

did the deficit in the '\larking capital position. 

2.2 Farm Liabilities 

Total farm liabilities on the average Hew Zealand survey farT'1 

were valued at S8R,135. The t,vo main sources of farm liabilities in 

order of importance were private lenders (52.1i percent of total farm 

liabilities) and the Rural Rank (24.7 percent of total farm liahilities). 

Farm liabilities increased with increased croppini! intensity. 

Croup 4 farms had the highest level of farm liahilities at S113,935, 

this being 66 percent higher than ?roup 1. 

2 Plant and l!'achinery were valued at historical cost ex the financial 
state!"lents ~vhile rarket values ,vere used for livestock. 



4. 

TARLE 3 

Capital Structure (at Start of Year) 

======================================================================== 
Group 1 2 3 4 All 

Fan"s 

-----------------~-------------------------------------------------~----
Farm Capi tal 

Land and Buildings 
Tractor, Truck, !-teacier'! 
Other Plant 
Sheep 
Cat tIe 
Other 

Total Far~ Capital: 

Produce on Hand 

r,.Jheat 
Harley 
Peas 
Small Seeds 
Other Crans 
Hool 

Total Produce: 

Total FarM As set s 

I-larkin? Capital 

Rank 
Stock Firm 
Equalisation Deposits 
Sun dry De bto rs 
Sundry Credi tors 

s 
2Q 1,139 

18,n94 
9, () 9(l 

116,775 
5,R()7 

° 

S 

344,459 
28,007 
13,050 

62,339 
11,772 

32 

S 

358,R80 
41, JOn 
14 ,nM~ 
5,t<,22P 
3,329 

9() 5 

$ 

419,052 
54,1811 
21,058 
30,758 

1 , a/~ 7 
017 

S 

368,111 
3q ,447 
15,R2 4 
53,254 
5,770 

554 
~~----- ------- ~------ ------- -------

?-2R 
o 
o 

555 
() 

° 

2,1311 
592 

o 
57 

° 1,730 

fi,038 
949 

n 
929 

° 315 

R, %8 
1,501 
2,ORfi 
n,4 Q1 
1,966 

2)8 

5,307 
054 
fiA2 

2,438 
643 
717 

1,383 4,515 8,231 21,330 10,741 

393,7RR 464,183 485,883 555,248 493,703 

-531 
4,020 
1, III 
1 ,891 
5.722 

1,179 
-3,n53 

152 
2,736 
6,476 

76 
-8,061 

736 
2,211 
4,172 

-11,448 
-10,116 

1,059 
5,249 
0,422 

-3,394 
-6,289 

F,c'3 c'3 

3,343 
6,754 

Harkinp Capital 769 -6,0(,2 -9,210 -24,67R -12,40F. 

Total Far~ Assets Includin~ 
\-lorkin? Capital 3Q4,557 45R,121 47n,F.73 SJO,57!) 481,297 

(':"able J r.()nt ••• ) 



5. 

TABLE 3 (Cont.) 

Capi tal Structure 

~--------------- ... ------------------------------------------------
Group 2 ~ 4 All 

Far1'1s 
----- ------~-------------------------------------------------
FarM Liabilities S S S S $ 

Fixed Lia hilities 

Rural Bank 7 , 020 23,270 19,750 25,R72 21,709 
COtnMercial Rank 0 1,(-,77 5,812 11,42fl 4,198 
Insurance Company 118 5,7(-,7 12,203 8,012 7,745 
Stock FirlTl 2,721 ~53 714 941 1.00f, 
Pri vate 4f, ,242 36,199 39,734 58,910 45,445 
County Council 0 437 79(' 1.869 964 
Hire Purchase 0 1,12(-' 1,27 ::l 2,982 1,675 
Other 11 ,876 3,290 0 7,B/)4 4,(-,45 

---- ------ ----- ------ -----
Suh Total: 67,983 72,631 80,282 112,876 87,447 

Specific Reserves 1, III 152 7'30 1,059 688 
----- ----- ----- ----- ------

Total Farm Liabilities 09,094 72,783 R1,OU~ 113,935 .tlS,135 
----- _ .... _- ------ ---- -------

Farm Equi ty 325,403 385,338 395,055 41£;,635 393,1f,2 

Non-Farm Assets 

Personal Assets 0 182 1,3 0 5 942 741 
Investments 5,593 8,182 7,650 12.,145 7,802 

----- ----- ------ ------ ----
Total Non-Farm Assets 5,593 8,164 q ,04 '5 9,087 8,543 

----- ----- ------- ------ -------
Net r.[orth 331,050 393,702 404, ?nO 425,722 4fH,7n5 

======================================================================== 

a Based on Historical Cost; figures usecl in previous surveys (l977-7R to 
1979-Rn) have been basecl on hook values. 



n. 

2.3 r-loveMent in Capital Strnctllre anti Far1" Fauity Per F'ffective 
Hectare 

A suml'1ary of the chanre in capital structure and farm equity per 

hectare3 for the period 1980-81 is ?iven in Tahle 4~ Total far~ capital 

on the average ~Tew Zealand survey farm was S2416 per hectare at the 

start of the financial year. This increased by 8281 per hectare durin?­

t he yea r to $2697 pe r hect a reo The value of produce on hand increas ed 

by $16 per hectare but the decline in the working capital position of 

S19 per hectare offset this iJ"'Tn·oveMent "ith the result that total £<1rM 

assets adjusted for working capital increased hy S278 per hectare to 

S26R6 per hectare over the twelve Month period. FarM liahilities, 

however, increased by S26 per hectare to S407 per hectare tv,ith the 

result that farm eauity increased frOM $19n7 per hectare to S221 Q per 

hectare over the twelve C"Ionth periorl. Farm eqnity as a percentap-e of 

total farm assets including workin? canital increas~rl frOM RI.7 oercent 

at the start of the year to 82.6 percent by the end. HO~'lever, the 

li~uidity position, assessed as unsold produce less net workinr, capital, 

declined from a deficit of $8 per hectare at the start of the year to 

SI1 per hectare at the end of the year. Total farm caoital per hectare, 

the working capital deficit per hectare, farM liabilities per hectare 

and farm equity per hectare all increased with increasinp: crop 

intensity. (.Jhile the rate at which non-farM asset-s grew over the year 

varied, by the end of the year non-farM assets in farm groups 2,3 and 4 

were constant at between S4S to SSO per hectare. Group 1 properties had 

non-farm assets of SoO per hectare. 

3 All figures are on a per effective hectare basis. 



7. 

TARLE 4 

Capital Structure Per Effective Hectare 

====-=================================================================== 
Group 1 2 3 4 All 

Far~s 

-------------------------------------------------~---------------------

Start of the Year 

Capital Value 
Land and Ruildin~s 
Livestock 
Plant and !'1achineryU 

Total FarM Capital 

Produce on Hand 
Working ('..apital 

Total Farm Assets Including 
Working Capital 

Total Farm 
Liabi li ties 

Farm Equity 
Non-farm Assets 

Net Worth 

End of Year 

Capi tal Value 
La nn and Rui 1 di ngs 
Livestock 
Plant and l1achinerya 

Total Far~ Capital 

Produce on Hand 
Horking Capital 

Total Farm Assets Incluninf! 
\·10 rki np. Capi tal 

s 

1,532 
3R2 
151 

2,065 

7 
4 

2,076 

364 

1,712 
29 

1,741 

1, R31 
329 
1(1) 

2,326 

4 
-45 

2, 2R 5 

s 

1,632 
351 
195 

2,178 

21 
-29 

2,170 

345 

1,825 
40 

1,865 

I,Rtl4 
320 
204 

2,418 

20 
-29 

2,409 

s 

1,79() 
112 
2R 1 

2,383 

41 
-46 

2,378 

404 

1,974 
38 

2,012 

2, nQ 4 
2R6 
~R 1 

2,661 

62 
-71 

2,652 

2,192 
207 
1<)4 

2,776 

2,180 
48 

2,228 

2,550 
171i 
3qR 

3,124 

14R 
-155 

3,117 

s 

1,841 
20 R 
277 

2,416 

54 
-1)2 

2,408 

441 

1,967 
43 

2,010 

2,148 
2n7 
2R2 

Z,n97 

70 
-81 

2,(,86 

------------------------------------------------------------------------
TARLE 4 (Cont ••• ) 



TABLE 4 (Cant ••• ) 

Capital Structure Per Effecti ve Hectare 

==================a3==================================================== 
Group 1 2 3 4 All 

FarMs 

--~---------------------------------------------------------------------

Total Farm 
Liabili ties 

Farr'l Equi ty 
Non-farTYl As set s 

Net loJorth 

Total Farm Capital 

Produce on Hand 
Horkinp. Capi tal 

Total Farm Assets Includinp. 
t.)'orkinr Capital 

Total Farm 
Liabili ties 

Farm Equity 

Non-farl!! Assets 

Net \.]orth 

Cap i tal P-a tios 

FarTT' Eoui ty as percenta r.e 
of Total Farm Assets including 
~vorking Capital 

Start of Year(%) 
End of Year (:'0 

Produce on Hand less 
\-lorking Capital 

Start of Year(S) 
End of Year (S) 

s 

422 

l,Q23 

209 

58 

151 

31 

182 

82.5 
81.5 

11 
-41 

$ 

374 

2,035 
45 

2,080 

240 

-1 
() 

239 

2q 

210 

5 

215 

84.1 
84.5 

s 

412 

2,240 
50 

2,290 

278 

21 
-25 

274 

R 

2n6 

12 

278 

83.0 
84.5 

-5 
-9 

s 

627 

2,4<)0 
47 

2,537 

348 

36 
-2n 

358 

31 

327 

-1 

326 

78.5 
79.9 

-17 
-7 

467 

2,21 q 
48 

2,267 

281 

US 
-19 

278 

252 

5 

257 

81.7 
82.6 

-8 
-11 

======================================================================== 

a Based on his torieal cos t; fi gures used in previous surveys (1977-78 to 
19 79-P-O) have been 1:-.ased on hook values. 



CHAPTER 3 

INCOHE Ar'D EXPE~DITIJRE 

Gross farl'l profit and expenditure details, along with the 

disposition of net farm profit, are given in Table 5. Definitions of 

terminolo~y and procedures used are detailed in Appendix A. 

3.1 Gross Farm Profit 

Table 5 sho~-ls that the gross farm profit for the average New 

Zealand survey farT:1 ~-las 588,156 of which 55 percent came from livestock 

production. The other sources of incol"e were Hheat (22 percent) and 

other crops including barley, peas and small seeds (20 percent). Gross 

farm profit increased with increasing crop intensity; gross farm profit 

of $110,935 for group 4 farms vIas 87 percent ?Teater than ?TOUO 1 farms. 

Tab 1 e 6 de t ail s gr ass f a I'm p I' of i t f a I' va rio use n t e rp r i s e son a 

per hectare and per stock unit basis. It is seen that: 

1. Gross farl!! profit per hectare increased l07ith increased cropping 

intensi ty. 

2. Livestock gross farm profit per stock unit in groups 1 and 2 was 

similar at around $26.50 per stock unit. Group 3 farms had a 

livestock gross profit per stock unit of $29.56 1-li1ile on group 4 

properties it fell to 521.30 per stock unit. 

3. Increaserl cropping intens ity l-las associated wi th increased wheat 

gross profit per total farm hectare. HOv1ever, Hhen wheat gross 

profit was expressed on a per hectare of l-lheat grown basis, wheat 

gross profit peaked on group 3 farms and then fell hy nearly 7 

percent on group 4 farms. 

4. Other crop income per hectare of other crops ?r0wn increased with 

increasin~ croppin?, intensity if fran? 1 far1"'s were excluder! 

(only 0.5 percent of total farm income ca1"'e from other crop 

income on f,roup 1 farms). In F'roup 2 other crop income was 

similiar to livestock income per hectare but less than wheat 

income per hectare of l07heat grown. In iZroups 3 and 4, other 

crop income l-las higher than livestock gross income hut lower than 

wheat income per hectare. 
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TABLE 5 

Gross Farm Profit and Expenditure 
======================================================================== 

Croup 

Gross Farm Profit 

Gross Farm Revenue 

Hool 
Sheep 
Ca t tIe 
t\Thea t 
Harley 
Peas 
Small Seeds 
Other Crops 
Rehates & Suhsidies 
Produce, Hilk, Pigs 
Sundry, Hay, Grazin~ 

Suh Total: 

Less Livestock Purchases 

Sheep 
r.att Ie 
Dt he r 

70tal Purchases· 

Gross Farm Profit 

1 

$ 

28,334 
31,228 

6,102 
38 

() 

o 
1 (, 1 
141 
515 

o 
294 

('11,812 

4,554 
2,0111 

o 

7,469 

59,343 

2 

$ 

2(',(,80 
34,785 

7,511 
8,363 
1,474 

214 
203 
472 
R~O 

1,740 
408 

82,736 

4,550 
2,184 

12 

f-, 7t~6 

75, gqo 

3 

$ 

24,251 
36,497 
4,211~ 

21,232 
4,6135 
1,415 
1,825 
1,(;02 

876 
1:'5 
524 

4 

13,720 
25,791 

2,410 
32,876 
15,352 
0,998 

15,248 
5,092 

A32 
2,n48 
1,79C) 

97,318 122,5116 

10,574 
2,020 

24 

13,224 

84,094 

8,81Q 
1,773 
1,030 

11,031 

110,935 

All 
FA rT"S 

s 

21,034 
31,9<)P. 

4,1134 
19,121 
6,74R 
2,737 
5,555 
2,470 

7r,r, 
1,258 

8~5 

98 ,306 

7, SAR 
2,2'32 

350 

1O,lsn 
FlR,1% 

--------------------------------------------~--------------------------
(Table 5 r~nt ••• ) 



TARLE 5 (Cont.) 

Cross Farm Profit and Expenditure 

Group 1 2 3 4 

11. 

All 
Farr.1s 

----------------~-------------------------------------------------------

Gross ~ Expenditure 

Farm t.Jorking Expenses 
Ha!!es 
Animal Health 
Seed and Fertiliser 
Freight 
Other 

Repairs & Maintenance 

Tractor & Vehicle Expenses 
Repairs & Maintenance 
Fuel & Oil 

Admin., Rates, Insurance 

Debt Servicing 

Total Cash Expenditure 

Depreciation 
Buildings 
Hoto ri sed Plan t a 

Non Hotorised Planta 

Gross Far~ Expenditure 

s 

7,525 
1,692 
3,977 
1 ,151 
7,180 

3,724 

2,233 
3,281 

3,906 

7,535 

42,205 

1,491 
3,739 

999 

48,434 

$ 

8,561 
1,770 
5,946 
1,760 
8,169 

0,058 

4,465 
3,851 

4,909 

lO,ORl 

55,570 

805 
5,602 

1311; 

63,293 

s 

9,653 
1 , ti21 
8,012 
1,928 

10,677 

3,990 

4,872 
4,307 

4,790 

10,077 

59,927 

812 
R,3 4 1 
1,477 

s 

10,202 
1,491 

12,691 
2,487 

10,850 

4,398 

7,!.17 
6,5RO 

6,160 

18, J 2R 

919 
10,837 

2,406 

70,556 100,772 

s 

9,302 
1,632 
8,537 
1,990 

11,594 

4,757 

5,347 
4,817 

5,201 

12,556 

05,733 

903 
7,890 
1,688 

76,214 

-------------------~--------------------------------------------------
~let Farm Profit ------

- S 
- % Gross Farm Profit 

~~ Follows 
Personal Drawings 
Taxation 
"Sa vings" 

10,909 
18.4 

8,936 
3,739 

-1,766 

12,697 
10.7 

9,798 
5,226 

-2,327 

13,53R 
1A.1 

10 ,486 
5,249 

-2,197 

10,163 
9.2 

10,543 
4,233 

-4,613 

11,942 
13.6 

10,152 
4,837 

-3,047 
======================================================================== 
a Based on historical cost; figures used in previous surveys (1977-78 

to 1979-80) have been based on book value. 
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:'ARLE 6 

Gross Farm Profit-Enterurise Analysis 

=========================================================;============== 
1 

Gross FarM Profit: 

Li ves tock (S /ha) 308 

T,vheat (S/ha) 0 

Other Crops (S/ha) 2 

Sundry (S/ha) 4 

Total Gross Farm Profit (S/ha) 353 

Li ves tock (S/stock 
uni t)a 26.11 

Livestock (S/ha Pasture) 349 

l,·lheat (S/hs vlheat 
grmV'n) () 

Othe.r crops (S/ha 
other crops grOtvn) 431 

2 J 

295 358 

40 106 

11 48 

l!~ 8 

392 486 

26.84 29.% 

350 JQ6 

747 MO 

348 545 

4 

158 

172 

2211 

23 

640 

21.30 

277 

810 

639 

All 
FarT:'s 

243 

% 

P6 

In 

492 

23.26 

309 

iH4 

602 

======================================================================== 

a Stock Ilnits as at the start of the year. 

3.2 Gross Far'r.'l Expendi.ture 
:'ahle 5 shOtITS gross farT'l expenriiture for the average ~ie~o1 Zealand 

survey farm to he S76,214; the main COMPonents hein? farT'l working 

expenses (43 percent), tractor and vehicle expenses includinr 

depreciation (21'; percent) and debt servicing (16 ?ercent). 

Table 7 gives a sumlT'ary of gross far!" expenditure on a ner 

hectare basis. Gtoss farm expenriiture per hectare increased with 

increasing cropping intensity. In i!roup 4, farn \vorkinp: expenses were 

twice the farM working expenses on grouo farMS, while tractor and 

vehicle expenses \vere t1;lO and a half times greater. 

3.3 Net Far!" Profit nisposition 

Table 5 shO\ITS net farm profit (/Zross farM profit Minus .~ross far!" 

expenditure) on the average Hew Zealand survey farM to he S11,<)42 or 

nearly 14 percent of p,ross far1"1 profit. Pe]:"sonal drawings anc1 taxation 

exceeded this net far~ profit therehy resulting in a deficit per farT'l of 

S3,047. 
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Table R gives a SUr.l!l1ary of the disposal of net farm profit on a 

per hectare basis. Gross farm expenditure increasecl t,;ith increasing 

cropping intensity thereby offsetting the increased gross farm profit 

characteristic of the more intensively cropped properties. This 

resulted in the average NeH Zealand survey farM having a net farm 

profit per hectare of S60 which though similiar to p:roup 1 and 2 farms 

was SR per hectare lO~<1er than Group 3 but SR per hectare greater than 

group 4. 

Personal expenditure and taxation which on the average New 

Zealand survey fan" amounted to S75 per hectare exceeded net farT" profit 

per hectare, a factor com1"'on to all farm groups. The loss ~<1as greatest 

on the most intensive ly cropped properties. 

Tahle 7 

Gross Farm Expenditure Per Effective Hectare 

======================================================================== 
Group 1 2 3 4 All 

Fa rT"S 

------------------------------------------------------------------------
S/ha S/ha S/ha S/ha S/ha 

Farm Horking Expenses: 
Hages 40 41 4? 53 47 
Animal Health 9 Ii Ii R 8 
Seed & Fe rt ilise r 21 28 40 66 43 
Freight fJ R 10 13 10 
Other 33 39 53 B,(j 58 

Renairs & :1antenance 20 29 20 23 24 

Tractor & Vehicle Expenses: 
Repairs & 
Haintenance 12 21 24 39 27 

Fuel & Oil 17 18 21 34 24 

Adnin. , Rates, Insurance 21 23 24 32 211 

Debt Servicing 40 48 50 qf, 63 

Total Cash Expendi ture 224 263 2QR 452 330 

Depreciationa 31 37 54 75 51 

Cross Farm Expenditure 255 300 352 527 3R 1 
======================================================================== 

a Rased on historical cost; figures useci in previous surveys (1977-78 to 
1979-RO) have been hased on book values. 
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~;et Farm Profit Disposition Per Effective Hectare 

======================================================================== 
Group 1 2 1 4 All 

Farl'!'s 

-------------------------~---------------~-----------------------------
S/ha S/ha S/ha S/ha S/ha 

Gross Farm Profi t 314 360 42n 579 441 

Less Gross Far~ Expe nd i tu re 255 300 352 527 3R 1 

~Tet FarT" Profit 5g AO AI', 52 AO 

Used as Follows: 

Personal Drawin~s 47 46 52 55 51 

Taxat ion 23 25 211 22 24 

"Sa vings" -11 -11 -10 -25 -15 

========~~========-===================================================== 



CHAPTER 4 

CASH FLOW STATEMENT 

The cash flow position of wheat growing farms in New Zealand for 

the 1980-81 season is given in Table 9 

4.1 Source ~ Disposition of Cash 

Table 9 shows that the available cash on the average New Zealand 

survey farm was $36,588, 49 percent of which came from direct farm 

trading. The other sources of available cash were an increase in farm 

liabilities (27.5 percent), sale of assets (12 percent) and non farm 

income (11 percent). Total cash disposition on the average New Zealand 

survey farm was $40,388. The components of this expenditure were 

capital expenditure (46 percent), personal expenditure (43 percent) and 

loan repayments (11 percent). The cash deficit of $3800 was associated 

with an increase in the value of produce and livestock on hand at the 

end of the year. Livestock on hand increased by $935 while crop on hand 

increased by $3514 giving a total inventory changa of $4449 and 

resulting adjusted cash surplus of $649. 

In group 1 the cash surplus from farming covered personal 

drawings, taxation and 37 percent of sundry investments. The balance of 

the sundry investments, existing loan repayments and capital expenditure 

amounting to $30,794 was financed by an increase in farm liabilities 

($12,732), sale of assets ($4,292) and non farm income ($4,381), 

leaving a cash deficit of $9,329. This cash deficit was partly offset 

by an increase in unsold produce on hand of $977 leaving an adjusted 

cash deficit of $8352. The increase in farm liabilities ($12,732) was 

greater than loan repayments ($1,596), therefore an increase in future 

debt servicing is expecte~ 

In group 2 the cash surplus from farming covered personal 

drawings, taxation, sundry investments and 30 percent of the loan 

repayments. The balance of the loan repayments and the capital 

expenditure amounting to $16,833 was financed by an increase in farm 

liabilities of $9,225, sale of assets of $4,501 and non farm income of 

$3,048, leaving a cash deficit of $59. This cash deficit was offset by 

an increase in livestock and crop on hand estimated to be $1,941. The 

increase in farm liabilities exceeded loan repayments by $232. 



TARtE 9 

Cash Flow Statement 

=====================================================~============================================================ 

Croup 2 

$ % $ 
Cas h Sales 

Hool 27,742 27,R66 
Sheep 25,637 32,696 
Ca t t Ie 10,148 7,326 
Hheat R66 7,226 
Barley 0 1, R 3 2 
Small S('eds 4 ql, 203 
Peas 0 214 
Ot her Crop!'! 140 404 
Rehates and Suhsidies 515 R80 
Sundry - Produce 0 1 ,7',0 

- Hay, Grazing 291 40R 

3 

% $ % 

23,961 
:'18,2<) 8 

4,242 
18,457 

I',89R 
1,030 

915 
1 .591 

876 
137 
527 

I, 

$ 

13,749 
2 /,,107 

2,570 
29,7 /11 
13,437 
12,990 
7,523 
5,457 

632 
1 ,Of, 0 
1,799 

% 

All 
t"a rms 

$ 

22,189 
30,785 

5,185 
17,059 
6,293 
4,631 
2,779 
2,353 

766 
929 
885 

% 

----------------------------------------------------------------------------------------~-------------------------
Total Cash Farm Income 

Stock Purchase!'! 

Cash Farm Expenditure 

2 Total Cash Fxpenditure 

ellS h Surplus from Fllrminr, ( 1- 2) 

Non Fa rm Income: 
Contracting 
Interest, Fees etc. 
Insurance CIa i MS etc. 
TIiX Refunds 

Increllse in Farm tiabilities: 
Fixed J.iab! Uties 
lIire Purchase 
Othe r 

Sa Ie of As se t s : 
Hechanisecl Plant 
tlon tll'chanised Plant 
I n VI" s t 1'11' n t s 

65,fl35 

7,469 

1,2,205 

1,9,074 

16, 161 

0 
527 

3,854 
0 

3,80H 
7,396 
1,528 

2.1 R 6 
236 

) .870 

It 3.0 

11. 7 

11.9 

11.1, 

RO,7 95 

6,745 

55,570 

62,315 

18, loflO 

979 
1 .165 

809 
95 

3.475 
761 

4,989 

3.160 
67 

1.274 

52.4 

8.7 

26. 2 

12.7 

94,952 

13,27.4 

5<),927 

71,151 

2 I ,flO 1 

750 
1.527 

517 
163 

774 
1 .452 
3,509 

1.240 
265 
377 

67.3 

9. 1 

17. 7 

5.9 

113,045 

11,631 

86,fllO 

9R,241 

11, , flO/, 

2,805 
99/, 

1,904 
290 

4,880 
4,459 
1,,338 

4,829 
450 

1,31;3 

36.0 

14.6 

33.3 

! (, • I 

93,R.54 

10,150 

65,733 

75,8f11 

17,971 

1,429 
1 • 151 
1,352 

170 

3,236 
2,730 
4,078 

3,104 
260 

1,107 

4 q • 1 

11 • 2 

27. 5 

12.2 
------------------------------------------------------------------------------------------------------------------
1 Tot R 1 AVRflahle Cash 37.566 100.0 35.254 100,0 12,375 100.0 41,09(, 100.0 36,588 100.0 
------------------------------------------------------------------------------------------------------------------

(Table9 Cont. •• ) 

a-



TABLE q (Cont.) 

Cash Flow ~tatement 

------------------------------------------------------------------------------------------------------------------
GrotJp 2 ] 4 All 

Farms 
------------------------------------------------------------------------------------------------------------------

$ % ~ % ~ 7- $ % $ % 
r.api t al F.xpe n eli ture: 

Ruilellnr s )1',30] 2,]98 5.082 1,07') 4,]72 
tlechaniseCl Plant 6,385 8,91)3 5,127 14,ft]') 9,507 
Other Plant 947 1 ,57 1, 3.803 3,975 2,905 
Car 2,666 51 .8 1 ,5 R I 41.2 2,11')7 4),9 l)Rf> I, B. R 1,700 45.B 

Loa n RepaYlllent B: 

Rtt r a 1. Hank 6 /.5 661 549 1,220 812 
Prf va te 584 I • (lIl7 I, ftBl) 510 96] 

Othe r ]67 3.4 1,/,l)5 9.2 I , R 25 10.] 5,7R5 16.] 2,Il89 11. 6 

Personal Expenditure: 
Personal nrawings 8,9]6 9,798 10,486 10,544 10,152 
Ta xa t ion 4,41 () 5,226 5,249 4.23] 4,8]7 
Sundry In ve B t me n t s 7,652 1,4. B 2,500 49.6 1,336 45.8 1,] 33 ]4.9 2,251 42.6 

------------------------------------------------------------------------------------------------------------------
4 Total Cash Disposition 46,895 100.0 35,]1] 100.0 ]7,343 100.0 46,100 100.0 40,388 100.0 

5 Cash Surplus/Deficit (3-4) -9,329 -59 -4,968 -5,004 -],800 

r.hanr- e in Produce on lIanrl: 
Li ves tock: $heep 5,591 2,089 -1,802 1,685 I ,212 

Ca t t Ie -4,045 IllS -2f1 -159 -351 
Ot he r 0 0 -2 1,001') 329 
Wool 592 -1,lflO 2R9 -]0 -255 

Crop: Wheat -B2R I , 137 2,771, 3,1]5 2,061 
Rarley 0 -]58 -213 I. q 1 5 455 
Peas 0 0 4f10 -525 -42 
:>i"al1 Reeds -333 0 795 2,257 923 
Other 0 68 71 214 117 

6 Total Inventory Chanpe 977 1 .1')41 2,1f.4 t),521 4,4 /,9 

7 Adjusted Cash :';urplus/Oeficit (5+f.) -8,352 1, fl8 2 -2,604 f, .517 649 
================================================================================================================== 

--'I 
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In group 3 the cash surplus from farming covered personal 

expend! ture, loan repaY1"ents and 5 percent ·of the capital expendi ture. 

The balance of the capital expenditure a1"ounting to S15,542 was financed 

by an increase in farm liabilities ($5,735), non farm income (S2,Q57) 

and the sale of assets (SI,882) resulting in a cash deficit of $4,968. 

This cash deficit was partly offset hy an increase in the value of 

·produce on hand estimated to he $2,31i4. 

liabilities exceeded loan repayments by Sl,872. 

~he increase in far1" 

In group 4 the cash surplus from farr"ing covered personal 

drawings, taxation and 2 percent of the sundry investments. The balance 

of the sundry investments, existing loan repaYMents, plus capital 

expenditure aTl"ounting in total to $31,296, was financed by an increase 

in farm liabilities (513,677), sale of assets (Sti,622) and non farm 

income (S5,993). The resulting cash deficit was S5,004. This cash 

deficit was offset by a S9,521 increase in the value of crop on hand. 

The increase in farm liabilities exceeded loan repayments by S6,11i2. 

4.2 Financing ~ Cash Deficit 

Table 10 shows that the increase in ~yorking capital deficit on 

the average New Zealand survey farm resulted in a SI,753 decrease in 

cash resources held in the Bank and Stock Firm current accounts, a 

decrease of S120 in Income Equalisation deposits, a decrease of $252 in 

sllnclry clehtors and an increase of 51,n75 in sundry creditors. 

TARLE 10 

Financing the Change in Working Capital 

====~=========.======-=======-========================================== 

Group 1 

s 
Change of Funds in 

Current Account: 
Bank 68 
Stock Firm -7,940 
Sundry Debtors 21~ 

Income Equalisa-
tion Depos its 0 

Sundry Creditorsa -l,4Rl 
------Cash Surp ius / Defi ci t -9, J 29 

2 3 

s s 

930 -1,14Q 
-2,411 1,217 

122 1,240 

212 -357 
l,ORR -5,919 

---:'59 :4796R 

4 

s 

-531 
-1 , 3A 5 
-1,915 

-279 
-<l14 

:'57004 

All 
FarY"s 

$ 

-lR2 
-1,571 

-252 

-120 
-1,675 

:37ROO 
======================================================================== 
a A negative sign indicates an increase in Sundry Creditors; a positive 

sipn indicates a decrease in Sundry Creclitors. 



CFAPTF.R 5 

EmriOHIC INDICATORS 

This chapter presents the financial pronuctivity and financial 

stability of wheat ?rowing properties in New Zealand. The data are 

sUJT1l'1arisect in Tahle 11 Vlith a r:1ore rletailed analysis in Appendix R. 

Definiions of termi no logy and procedures used are detai led in Appendix 

A. 

5.1 Fin_ancial Produc.t:J vity 

The economic farm surplus which includes an adjustment for 

unconsiderei! revenne and debt servicing is related to the three factors 

of production namely land, labour and capital. 

5.1.1 Economic Farm Surplus 

The average New Zealand survey farm gross farl'1 profit, assessed 

at $441 per hectare, when adjusted for unconsidered revenue items ?ave a 

gross farm income of $405 per hectare. Gross farM expenditure assessed 

at $381 per hectare (unconsidered expendi ture iteMs have been included) 

when adjusted for debt servicing gave total farm expenses of s318 per 

hectare. Economic farm surplus (gross farm income less total farm 

expenses) was assessed therefore at $147 per hectare. 

The econoMic farm surplus increasd ~vith increasing crop intensity 

being $126 per hectare for Group 1 farms increasing to S171 per hectare 

for Group 4 farms. The expenditure ratio also increased with increasing 

cropping intensity. 

5.1.2 Return to Land 

The average Ne~17 Zealand survey farm specific land rent return ~l7as 

1.5 percent which increased to 16.9 percent when adjusted for the 

capital increment associated with land and buildinfs. l..Jhile groups 2 and 

3 farms had similiar land rent returns of 1.2 percent, group 1 land rent 

return was 0.6 percent wl-tile in group 4 it was 2.0 percent. lihen the 

land rent was adjustecl for capital gro~l7th the land rent return increased 

from 15.2 percent on group 1 farms to 17.6 percent on group 4 farl'1s. 

5.1.3 Return to Lahour and Hanagement 

The return to lahour and Management has heen assesserl on a 

reinvestMent basis, that is, the econor.'lic surplus is relaten. to the 

opportunity cost of investing the owner operators equity in an 
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investr'ent returning 14.8 percent per annum. 

The average Hew Zealand survey farM owners surplus VIas S41,497 

less than if he had invested his equity in another forn of investment 

returning 14.8 per cent. If the opportunity cost of the ot-mers labour is 

valued at Sll,3AO (,vages of r'!anaget:'lent) then the O\vners excess, that is, 

the return to the o,vners ranagement, Has S52,fl57 less than the 

opportunity cost of an alternative form of investrent. HOt-7ever, if the 

capital increnent was also included this total return was only S1031 

less than the alternative forT'1 of investment. The owners excess 

decreased with increasing crop intensity, but when adjusted for capital 

increnent the trend >:Jas reversed. The owners excess adjusted for capi.tal 

increment increased froT'1 a $7,(,01 deficit in praup 1 to a $1,600 surplus 

in group 4. 

5.1.4 Return to Capital 

The average New Zealand survey farm's return to capital was 3.7 

percent and return to farM equi ty was 1.4 percent. This would indicate 

that debt servicing amounting to $63 per hectare exceeded increMental 

production resulting from this level of borrowing by S46 per hectare 

(J~asis of assessr.:ent given in Appendix A12). Group 1 farms showed a 3.3 

percent return to capital and a 1.6 percent return to farm equity 

thereby indicating that the debt servi.cing of 340 per hectare exceeded 

incremental production resulting from this level of horrowinr by S29 per 

hectare. Group 2 farms sho\ved a 3.6 percent return to capital and a 

return to farm equity of 1.6 percent therehy indicating that the debt 

servicing of S48 per hectare exceeden increnental production from this 

level of borrowi nr, hy S30.50 per hectare. 

Gronp 3 fa rms showed a 3.6 percent return to capi tal and a return 

to farm equity of loB percent. Debt servicin~ of S50 per hectare 

the ref ore exceeded incremental pro<iuct ion result ing from this leve 1 of 

borrowing by $35.50 per hectare. Group 4 farl"1s sho~ved a 4.0 percent 

return to capital and a return to farM equity of 0.7 percent. Deht 

servicing of S 96 per hectare therefore exceeded incre l"1ental pronuct ion 

resulting from this level of borrowing by nearly $72 per hectare. 

When adjusted for capital increMent, return to capital for the 

averap-e }!e~.; Zealand survey farn was 14.4 percent while the return to 

farm equi ty (.Jas 14.5 percent in~icating that capital grov7th cOMpensated 
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for the ooor Illtilisation of borrm·Ted funds. 

5.2 Financial Stability 

The chanp,e in total assets, fixed liahilities and \Jorkin? capital 

is assessed over the twelve r.onth period enrlinp June lQr-l. 

5.2.1 Capital Growth 

The average Ne~v Zealand survey farT:" shotved a ,l?roVTtl1 in farr.­

capital of 5281 per hectare. This \las offset hy a $3 per hectare 

decline in the net working canital position and a S2A per hectare 

increase in farm liahilities resultinr in farM eouitv increa~in? hy S252 

pe r hectare. 

5.2.2 Lioui.1ity 

Despite the increase in farm liabilities financial rearing for 

the avera?e survey farm iJ'!'proveo frOM lR.3 percent at the start of the 

year to 17.4 percent at the end of the Year. Ret~Jeen ("rOUDS 2,3 and 4 

financial pearin?, increased with increaserl croopin? intensity. Group 1 

was the only group where the level of financial rearing increased 

hetween the start and the end of the year. 

'The ~vorking capital ratio for all surveyed farms indicates that 

current liabilities exceecled current assets by only 10 percent at the 

s tart of the year and hy 11 oercent at the end of the year, indicatin? 

only a f'larginal change in the net '",orklnr. capital position. HO\leVer, 

this situation was largely achieveci "'ith hirb levels of unsold produce 

and sundry debtors. The liquidity ratio indicates that the cash 

resources available to cover current account liabilities \vas only 7 

cents in the dollar at the start of the year and that this fell to 5 

cents in the dollar at the end of the year. 

Horking capital ratios ~vere silTJ.iliar for grOUPS 2, J anci 4 far~s 

~.]ith Group 4 showing a 7 percent i"nrove~ent het'.]een the start and the 

end of the year. However liouirity ratios declined ,vith increasing crop 

intensity indicating the ,Zreater liquidity nrohlems facpri by intensively 

cropped propert i es. 
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~ABLE 11 

EcnN(1'HC um ICATOP S 

======================================================================== 
Croup 1 

Financial Productivity , 

Gross Far~ Profit S/ha 314 

+ Unconsidered Revenue S/ha 27 

= Gross Farm Incol!'e 341 

Gross Farm Expenditure S/ha 255 

- Debt Servicing S/ha 40 

'" Total Farm Expenses 215 

Economic Farm Surpus S/ha 1211 

Expenditure P4 tio 0.63:1 

Returns to Factors of Production 

Return To ~ (%) 

Snecif ic La nd Rent Retu rn 

Land ~nt Return Including 
Capi tal Increment of 

O.fi 

Land and Ruildings 15.2 

Return to Labour an~ Hanagement (S) 

0;lTners Surplus 

~.,ra ges of Hana ?eT"1en t 

Owners Excess 

Otmers Excess Return 
Capital Increl!'ent 

Return to Capital (In 
Return to Capital 

-32,226 

10,732 

-42, q58 

Including 
-7,1101 

3.3 

Return to Farm Capital Including 
Capi tal Increment 12.3 

Return to Equity (%) 

Return to Farm Equity 1.6 

Re turn to Farm Equi ty Including: 
Capital tncrement 12.5 

3 

3f,0 420 

23 25 

383 1'.45 

300 352 

48 50 

252 302 

131 143 

0.66:1 0.68:1 

1.2 

-39,576 

11,155 

-5 0 ,731 

-2,320 

3.n 

14.1 

1.6 

14.2 

1.2 

16.8 

-4n,On7 

11 ,3 5q 

-51,42f, 

-597 

3.f'i 

14.2 

1. R 

14.7 

4 

579 

23 

1102 

527 

96 

431 

171 

0.72:1 

2.0 

17.f'i 

-4fi, <"196 

11 ,727 

-58,7:;3 

1,f,nn 

4.0 

15.3 

0.7 

15.2 

All 
Farms 

441 

24 

4115 

3R 1 

63 

318 

147 

n./'IR:l 

1.5 

1fi.9 

-41,MP 

11,3110 

-52,1'57 

-1,011 

3.7 

14.4 

1.4 

14.5 

-----------------------------------------------------------------------
( Ta b Ie 1 1 Con t ••• ) 
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TARLE 1 1 (Cant ••• ) 

======================================================================== 
Group 1 2 3 4 A1l 

FarMs 

---------------------------~--------------------------------------------
Financial Stability 

Capital Increment: 

Total Far'M Capi tal (S/ha) 

Start of Year 2,n6S 2,17 g 2,383 2,793 2,416 
End of Year 2,12f, 2,418 2,f,61 3,124 2,6 e)] 

Harking C:api tal (i nc ludi ng 
Produce on hand) ($/ha) 

Start of Year 11 -R -5 -17 -R 
End of Year -41 -9 -9 -7 -11 

Total FarM Liabilities (S/ha) 

Start of Year 304 345 4nL~ Sc)f, 441 
End of Year 422 374 412 (i 27 407 

Farm Equi ty (S/ha) 

Start of Year 1,712 1,825 1,974 2,180 1,967 
End of Year 1,R03 2,035 2,240 2,490 2,219 

Lio ui dity : 

Financial Gearing U~) 

Start of Year 17.5 15.9 17.0 21.5 18.3 
End of Year U~.S 15.5 15.5 20.1 17.4 

~.Jorking Capi tal Ratio 

Start of Year 1. 34: 1 0.BS:1 0.Q2 :1 0.89:1 0.90:1 
End of Year 0.33: 1 0.83 : 1 0.90: 1 0.06:1 0.89:1 

Liquidity Ratio 

Start of Year 0.66:1 0.% :1 0.10:1 0.05:1 0.07:1 
End of Year 0.25 :1 0.41 :1 0.05:1 0.03:1 0.05 :1 

======================================================================== 
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CHAPTER (, 

TREnDS HT FINANCIAL PERFORNANr.E 

':'his chapter compares the financial returns of the average Ne~v 

Zealand wheatgt'owing farm as determined from ",heatgrowers financial 

statements. A direct comparsion is made between the period 1980-81 and 

the previous year 1979-80. The base year fie:ures (1977/78) have been 

included for further comparsion. Definitions of terminology and 

procedures used are detailed in Appendix A. 

6.1 Capital Structure 

Table 12 sholvs that total farm assets including working capital 

increased 35.8 percent to S2,408 per hectare, while total farM 

liabilities increased by 20.5 percent to S441 per hectare. This 

resulted in farm equity increasinf'; frotTI $1,407 to Sl,907 per hectare. 

The major factor affecting the increase in total far~ assets was a 32.5 

percent increase in the value of land and buildings. The net working 

capital declined b~, 26.5 percent to a deficit of Sn2 ner hectare. 

TARLE 12 

Capital Structure Comparisons 

======================================================================== 

1977-78 1979-80 

S/ha S/ha 

Land and Buildings 1,120 1,390 
Plant and Hachinerya 116 145 
Livestock 156 250 

Total Farm Capital 1,392 1,785 
Plus Crop on Hand 40 37 
Harking Capital -46 -49 

Total Farn Assets Including 
\.)'orking Capi tal 1,386 1,773 

Total Farn Liabilities 304 36(' 

Farm Equity 1,082 1,407 

Non-Farm Assets 55 45 

Net ~.Jorth 1,137 1,452 

1980-13 1 

$/ha 

1,841 
277 
298 

2,416 
54 

-62 

2,408 

441 

1,967 

43 

2,010 

Change 
1979-BO 
to 1 Q80-81 

at 
10 

32.5 
91.1 
19.2 

35.4 
46.0 

-26.5 

35.8 

20.5 

39.8 

-4.4 

'38.4 

====================================================-=================== 
a P 1 ant and ~! a chi n e ry va In e s we reba sed 0 n Roo k va 1 u e i n 1 9 77- 7 R t 0 

1979-80, but at Historical Cost 19?1O-Rl. 
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6.2 Gross Farn Profit and Expenditure 
Table l3Shows thata 134.6 percent increase in gross profit from 

wheat plus a 30.3 percent increase in the gross profit from other crops 

were the major factors which contributed to the total gross farm profit 

increasing by 32.0 percent to S441 per hectare. Gross farm expenditure 

increased by 51.2 percent to $3Rl per hectare. These movements caused 

net farm profit to decrease by 26.8 percent fro~ SR2 per hectare to S60 

pe r hectare. 

TARLE 13 

Gross Farm Profit and Expenditure Comparisons 

======================================================================== 
Change 

1977-78 1979-80 19FHl-81 1979-80 
to 1980-81 

-----------~---~--~------------~-------------------------------------
$/ha $/ha S/ha '" 10 

Gross Farm Profit: 
Livestock 140 204 243 19.1 
Wheat 60 52 96 84.6 
Other Crops 61 66 86 30.3 
Sundry I) 12 16 33.3 

Total 270 334 441 32.0 

Gross Farm Expenditure: 

Farm Working Expenses 88 110 166 50.9 
Repairs & Maintenance 13 18 24 33.3 
Tractor & Vehicle 

Expenses Zq 36 51 41.7 
Administration & Rates 15 113 26 44.4 
Debt Servicing 37 42 63 50.0 
Depre cia t 10na 23 28 51 82.1 

Total 205 252 3R1 51.2 

r;et Farm Profi t 65 82 60 -26.R 

Used as Follows: 

Personal Drawings 37 43 51 
Taxation 23 20 24 
Savings 5 19 -15 

======================================================================== 
a 

fi.3 

Plant and machinery values were based on Rook values 1977-78 and 
1979-80 but at Historical Cost 1980-81. 

Cash Flow Statement 
--....;,.......;;...;;.;.;;=~ 

Table 14 shows that a 29.8 percent increase in cash farm incol!'e 

to $470 per hectare was offset hy a 40.2 percent increase in cash farm 
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expenditure. The cash surplus frat" fart"ing decreaserl hy 2.2 percent to 

SOO per hectare. Non farM incol".e increasecl by 40 percent, farM 

liabilities by no.6 percent and the sale of assets by 37.5 percent 

result in?; in a 19.6 percent increase in tot:1l availahle cash of S183 per 

hectare. 

The total disnosition of cash resources increased by nearly 33 

percent to s201 per hectare. The l"\ajor factors contributing to this 

situation to/ere a 4B.4 percent increase in capital expenditure, a 21.1 

percent increase in loan repayments and a 22.9 nercent increase in 

personal expenditure. 'l'he 1979-80 cash snr'Plus of S2 per hectare was 

reduced to a cash deficit of S18 per hectare in 1980-81. This cash 

deficit was offset hy an increase in the value of crop ann livestock on 

hand estimated at 522 per hectare. This resulted in an adjusted surplus 

of S4 per hectare, significantly lower than the 520 per hectare in 1979-

80. 

TARLE 14 

Cash Flow Statement r,o~parisons 

======================================================================== 

1977-78 1979-80 
Change 

lQ79-pn 
to 19RO-81 

------------------------------------------------------------------------
$/ha 

Total Cash Farm Income 291 
Total Cash Fartl'l Expenses 210 

Cash Surplus from Farming 81 
Non FarM InCOMe 18 
Increase in FarM 

Liabili ties 3LI 
Sale of As sets 20 

Total Availahle Cash 153 

Capital Expenditure 74 
Loa n RepaYl"'ent s 20 
Personal Ex-penditure (,q 

Total Cash Disposi. t ion 163 

Cash Surplus/Deficit -10 
Inventory Change 7 

Adjusted Surplus/Deficit -1 

S/ha 
362 
271 

n 
15 

30 
Iii 

153 

fS2 
19 
70 

151 

2 
lR 

20 

S/ha 
470 
3RO 

90 
21 

50 
22 

lR3 

gz 

23 
~o 

201 

-18 
22 

4 

(, 

29.R 
40.2 

-2.2 
40.0 

66.f, 
37.5 

19.6 

4ii.4 
21.1 
22.9 

13. 1 

======================================================================== 
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APpnmIX A 

SURVEY DEFINTIN7S AND DA~A TREAT!1EUT 

Capital Structure 

1. Value of land and buildinr,s ~Yas taken fron" the latest Governl""ent 

valuation figures and updated using the "FarT'lland SAles Price 

Index" • 

2. Plant and r.achinery valuations were taken at historical cost froT'1 

the depreciation schedule of the l'1RO-Rl financial statef!'!ent. The 

plant and Tl"achinery valuations include cars hut exclude hoats ami 

caravans which are included under Other Assets. 

3. The following per head fif'Ures have heen used to assess the value 

of livestock on hand at the start and end of the 1QRO-R1 financial 

year: 

Sheep: 

Ca ttle 

Ewes 
Hoggets 
Larbs 

Cmvs 

2 yr Cattle 
Yearlings 
Weaners 
Bulls 

Canterhury and 
South Canterhury 

St art End 

S25 
S2R 
SIS 

5240 
$320 
S280 
8210 
S300 

S20 
S25 
S12 

S240 
5335 
5290 
5175 
S300 

Southland 

Start End 

S25 
530 
SIS 

S240 
S300 
S250 
S190 
S301") 

S25 
830 
$12 

S240 
5335 
S300 
S200 
8300 

4. Values of crop on hand were 0 htained from the crop accounts for the 

1980-81 year. 

5. Off-farn assets were valued as presented in the 19S()-IH financial 

statement. 

n. Roth fixecl and current liabilities- .Iere as recorrlerl in the halance 

sheet at the end of the tapn-IH year. 

7. Specific reserves relate to funr'S recorrleci in the halance sheet ,:18 

specific reserves e.g. Incor.e e~ualisation rlenosits. 

Gross Farr Profit 

R. Gross incoT'le for ,vool, sheen, cattle, wheat, barley, snaIl seeds, 

other crops, produce and sunrlry income, \,'ere assessed as follows: 

Cas h Sa les 
+ Stock on hand at end of year at 1"'arlr.et values 

Stock on hand at start of 'lear at f"Iarket valnes 
= Sn b 'Tot a 1 
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Purchases 
= Gross Farm Profit 

9. Rehates, subsidies and contracting are as presentert in the 

financial stateMents for 19R0-Rl. 

Gross ~ Expenditure 

10. Gross farm expenditure is as presented in the financial state~ent 

for 19BO-Al with the follmoling adjustments if applicahle: 

(i) Apnropri at ion of pri va te ca r expenses. 

(ii) De Ie t ion of l"ana ge rial sa la ri es. 

(iii) Deletion of special depreciation allowances. 

11. Breakdown of farm expenrli ture iteJ!ls can he summrised as follows: 

(i) Repairs and maintenance includes that rtone to huildings, 

fences, tracks, culverts etc. plus any development expenditure. 

(ii) Tractor and vehicle expenses includes all expenses associated 

with hoth mechanised and non-Mechanised plant and Machinery. 

(iii) Administration,. rates, insurance includes all adMinistrative, 

power, telephone and overhead exp~nses. 

(iv) Deht Servicin~ inclucles all interest ann rent charges. 

12. Savings is the residual after personal cirawings ancl taxation have 

been deducted from net farJ!l income. 

1 J. Economic Indi ca to rs 

The folloWing are the ~efinitions of terms used: 

Gross FarM Profit: See Appendix A R. 

Unconsirlered Revenue: An alloT>7ance for factors of farm capital for t.]hich 

no income is received namely: 

Farm d~"elling rental, assesserl at 10 percent of cost 

Farm car, assessed on an appropriate cost per ktn. basis 

FarM produce used on farM, adjusted to reasonahle Market 

value 

Gross FarT'l Income: Gross farT"l profit adjusted for unconsiclered revenue 

Gross Farm Fxpendi ture: See Appendix A 10 ancl 11. 

Total Faro Expenditure: Gross farm eXflenniture (~..Thich includes 

unconsidered expenditure see Appendix AlO) less debt 

servicing 

Economic Farm Surplns: Gross farT!' inCOMe (i!ross farm profit plus 

unconsidered revenue) less total farm expenditure (fross 

farm expenditure less deht serviciop) eauals ecnnoT!'ic farn 
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surplus. 

Expenditure Ratio: Total farm expenditure:Gross farm income 

Land Rent: 1his is computed as the residual after an allowance is made 

for the return to labour (wages of management), and stock 

and plant (stock and plant rent) 

Stock and Plant Rent: Assessed as 10 percent of: 

opening stock at opening values 

+ opening plant at opening values 

+ plant sales less plant purchases. 

Wages of Manage,ment: Consists of two components: 

a) A basic married couples wage reflecting the return to 

labour 

b) Management assessed as follows: 

2 percent gross farm profit to allow for scale and 

intensity 

+5 percent net farm profit as a guide to the level of 

financial efficiency. 

Return to Labour and Management: Assessed on the basis of owners surplus 

and owners excess expressed in dollar terms. 

OWners Surplus: Is taken as the economic farm surp lus les s debt 

servicing less the opportunity cost of investing the owners 

equity in the next most profitable form of investment (taken 

to be the weighted average of interests charged on current 

account deficits). In brief the return to labour and 

management (owners surplus) should be at least as great as 

the opportunity cost of the owners labour and management in 

a non-farming occupation. 

OWners Excess: Owners surplus less wages of management, where wages of 

management reflects the opportunity cost of the owners 

labour. 1he residual after subtracting the opportunity cost 

of labour and capital represents the return to the owners 

management. 

Return to Farm Capital: The economic farm surplus less wages of 

management (interest surplus) expressed as a percentage of 

total farm capital. 

Return to Farm Equity: The economic farm surplus less wages of 

management and debt servicing (equity surplus) expressed as 
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a percentage of farm equity. 

The relationship between the return to farm capital and return to 

farm equity indicates the efficiency with which borrowed funds are used~ 

This in turn depends on interes t rates charged and the incremental 

production resulting from the borrowed funds.. When the return to total 

farm capital exceeds the return to farm equity then the incremental 

production resulting from the borrowing fails to cover the debe 

servicing commi tt ment s. The result ing defici t is eq ui valent to the 

difference between the return on capital and return on equity expressed 

as a percentage of total farm equity. For example: 

Return to Capital 

Return to Equi ty 

% 

% 

3.7 

1.4 

Total Farm Capital Including Working Capital $/ha 2,408 

Farm Liabilities $/ha 441 

Total Farm Equity 

Farm Liabilities % Total Farm Capi tal 

Economic Farm Surplus 

less Wages of Management 

Interest Surplus 

Interest Surplus attributed to cover 
Farm Liabilities a 18.3% of $90 

less Debt Servicing 

= Equity Surplus (Deficit) 

Equity Surplus as % Total Farm Equity 

Return on Capital less Return on Equity 

S/ha 1,967 

% 18e3 

$/ha 147 

$/ha 57 

S/ha 90 

$/ha 16 

$/ha 63 

S/ha -47 

% -2.3 

% 2.3 

Financial Gearing: Total liabilities expressed as a percentage of total 

farm assets including working capital 

Working Capital Ratio: Cash reserves, crop on hand plus sundry debtors 

(current assets): Current account overdraft plus sundry 

creditors (current liabilities) 

Liquidity Ratio: Cash reserves including Equalisation deposits (cash 

assets) : Current account overdraft (cash liabilities) 

Cash Flow Statement: In assessing the cash flow statement, an attempt 

was made to delete from the financial statement: 

(i) All non-cash transactions 

(ii) All current assets subject to valuation, that is, livestock 

and crop on hand. 



APPENDIX R 

PROFITARILITY ANALYSIS 

The followin!? details the analyses of returns to the three 

factors of production namely: 

Land Land, build1nr-s, and i~provements. 

Labour Owners labour and managel"1ent responsihilities. 

Capital: Total FarT'1 Capital and eauity capital 

TARLE 15 

R E'IU RN TO LMTD 

===========m=====c==========~=_======================================== 

Group 

Econotnic FarM Surplus 

-Wages of ~fanage~ent 

-Stock and Plant P~nta 

=Specific Land Rent 

Capital Growth in 
Land and Buildings 

-Develop'r.lent EX'Penses 

=Capital Incre~ent 
Land and Buildings 

1 

$ 
23,477 

10,732 

1n,~~4 

1,861 

56,R20 

14,303 

l~2,517 

Specific Land P~nt Including 
Capi tal Incre~nt of 
Land and Buildings 44,378 

Value Land and Buildinr-s 291,139 

Land Rent Return (%) O.n 
Land Rent Return Inc ludin~ 

Capital Increrr.ent of 
Land and Buildings (%) 20.2 

2 

S 
27,534 

11,155 

12,413 

3,<)f,f, 

55,420 

2,39R 

53,028 

56,Q94 

344,459 

1.2 

17.2 

3 

s 
28,5n7 

11,35 0 

lZ,R5Q 

4,149 

~n,9nO 

5,ORI 

55,879 

110,228 

35R,8RO 

1.2 

lR.2 

a For stock and plant rent assess~ent see Annendix Al'3 

4 

$ 
'32,9% 

11,727 

12,899 

R,3M3 

nR,4g6 

3,076 

li5,412 

73,7?'O 

419,052 

2.0 

lR.3 

All 
Farms 

$ 
29,247 

11,360 

12,560 

5,327 

lil,307 

4,372 

56,935 

112,262 

308,113 

1.5 

Iii .1 
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Tt\BLE 16 

RE'IUP.N TO LAROUR AND ~~ANAGF.NENT 

======================================================================= 
Group 1 3 4 All 

Farl"s 

------------------------------~--~-----~------------~~------------~---
$ ~ S S ~ 

Economic Farm Surplus 23,477 27,534 28,507 32,994 29,247 

-Opportuni ty Cost of 
Eoui ty at 14. R~~ 4R , loR 57,029 5R,557 hl,nfl2 58.1 R R 

-Deht Servicing 7,535 In,0~1 10,077 l~, 3 28 12,55 fi 

=Owners Surplus -32,22n -3Q ,57n -40,0117 -46,996 -41,497 

-~'Tages of I·lana getl1ent 10,732 11 , 155 11 ,359 11,727 11,360 

=01mers Excess -42,958 -,0,731 -51,426 -58,723 -52,857 

Crowth Total Farm 
Capital 49,660 50,809 55,910 03,397 56,198 

-Development Expenses 14,303 2,39R 5,081 3,074 4,372 

=Capi tal Increrent 3S ,357 413,411 50,829 60,323 51,82(, 

=Owners Excess inc lu"din g 
Capital Incre!!'ent -7,601 -2,320 -597 1,600 -1,031 

----------------------------------------------------------------------
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TABLE 17 

RE'IUPN TO CAPITAL 

======================================================================= 
Group 1 3 4 All 

Farms 

---~---------------------------------------------~-------------------
s s s s S 

Economic FarM Surplus 23,477 27,534 2R ,%7 32, 99L~ 29,247 

-Wapes of NanapelT'!ent In,732 11,155 11,359 11,727 1l,3fiO 

=Interest Surplus 12,745 16,379 17,20B 21,207 17,RR7 

r.rowth Total Farm 
Capi tal 4'l,660 50,fln9 55,910 03,397 50,19B 

-Development Expenses 14,303 2,39R 5,OR1 3,074 4,372 

=Capital Incre~nt 35,357 4R ,411 50,R29 00,323 51,R20 

Interest Surplus inc ludinp: 
Capi tal Incre!"ent 4R,102 64,790 08,037 81, .c:.Q0 I)Q,713 

Total Farm Capital 392,404 45 0 ,1i(;7 477,1)'i2 533,'l17 482,91"2 

Return to Farm r.api tal (%) 1.3 3.0 3.6 4.0 3.7 

Return to Farl'1 Capital includinp 
Capital Increment (I~) 12.3 14.1 14.2 15.3 14. !~ 

-------~--------------------------------------------------------------

TARLE 1R 

RFTIJPN TO FAPJ-1 mUITI 

======================================================================= 
Group 1 2 3 4 All 

FarT"s 

-----------------------------------------------------------------------
S S S S S 

F.cononic FarM Surplus 23,477 27,534 28,%7 32,994 29,247 

-Wages of ~fa na ger.ent 10,732 11,155 11,359 1l,727 11,300 

-Debt Servicin!! 7,535 lO,mn 10,On 18,328 12,5% 

=Equi ty Surplus 5,210 f',29R 7,131 2,939 5,331 

Growth Total Far'C1. Capital 49,060 50,8()Q 55,910 (,3,3<)7 511,1<)8 

-nevelopU1ent Exnenses 14,3n3 2,'198 5,081 3,074 4,372 

=Capita1 Increment 35,357 48,411 .'in,R2C) fiO,323 51,820 

Equi ty Surl'lus inclndin? 
Caoi tal Growth 4n,507 54,709 57,(1)0 1)3,202 57,157 

Total Farm Eoui ty 325,45° 385,331) "'\95,655 }'10,IiV~ 3C}3,11i5 
I 

Return to FarM Equi ty P~) 1.6 1.6 1.8 n.7 1.4 

Return to FarM Eoni ty incbloing 
r,api tal Incre11"ent (%) 12.5 lLf.2 14.7 15.2 14.'1 

----------------------------------------------------------------------
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