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Introduction:

In the farm management sense a
budget is an estimate or forecast of
income and expenditure, and there-
fore of surplus or profit for the
coming year’s operations on any
particular farm property. Over the
eight prosperous years 1950 to 1957,
little attention was paid to budget-
ing as the margin between costs
and revenue was, in general, satis-
factory. However, a sharp reces-
sion in wool and lamb prices early
in 1958 has continued virtually
until the present time. Although
wool and lamb values have risen
in the most heartening manner early
in 1963 they are still below the
1957 levels and unfortunately there
seems no real ground for optimism
that this rise will continue for any
length of time. The outcome is that
sheep farmers are passing through
a period which could be described
as only moderately profitable.

Under these conditions the accent
is on planning ahead and the best
method is by budgeting. It would
be hoped that farmers will do this
themselves and if they make the
effort the result will be a much
greater understanding of their own
farming as a business. Failing this,
farm budgeting done by farm advi-
sory officers, be they employees of
the Department of Agriculture, State

Advances Corporation, Farm
Improvement Clubs, Stock and
Station agents or Agricultural

Colleges, can be of great value and
farmers, where they co-operate in
the production of the budget, will
gain an insight into their own farm-
ing as a business.

Farm Management Department,
Lincoln College.

The Farm Accounts:

A perusal of these, especially the
profit and loss account for the pre-
vious year should it be available, is
a big help in drawing up a budget.
While accounting procedure com-
bines various costs in some cases,
the profit and loss account does
inform the budgeteer on previous
production levels and expenditures
so providing useful assistance in
arriving at the figures to use in
many cases.

The Cash Situation, The Profit Situa-
tion, The Taxation Situation And
The Resulting Capital Position:

These are all facts that it is most
important to know. The tighter the
farmer’s situation the more impor-
tant it is to know the probable out-
come of these matters. By working
within the framework of the budget
as presented the cash situation is
clearly defined. By deducting the
allowable depreciations and adjust-
ing for changes in stock and pro-
duce inventories, the net profit for
taxation purposes is the next out-
come and from this, where the family
situation is known, the estimated
taxation can then be calculated com-
ing here as it must as a first charge
on profits. Following on, the living
expenses are then deducted giving a
calculated change up or down in
the farmer’s capital position. It is
believed that this approach is realis-
tic, is as far as possible factual, and
will be of special value to those
young farmers starting off, who, of
necessity, are heavily indebted and
trying to make their way in these
fairly difficult times.



A point which requires definition
is that in this budget the farmer is
taken as an individual of average
ability and inclination actually farm-
ing this hypothetical but typical
property. Accordingly the budget has
been made out on this basis using the
tax laws currently in force—the
farmer’s car has been taken in on
the plant inventory and the farmer’s
share of depreciation and repairs
charged on the dwelling and the
motor-car. This replaces the situa-
tion existent in previous budget bul-
letins where the farmer was deemed
a manager and the full depreciation
and repairs were charged on the
dwelling and a yearly allowance paid
for the car based strictly on esti-
mated farm business running.

Capital Involved:

Farm Planning:

As the process of budgeting in-
volves a forecast, a considerable
number of estimations of both prices
and costs are required, as well as
the valuations of capital items. To
assist those desirous of drawing up
a budget for the first time these cal-
culations have been given in detail.

The average farm unit selected is
700 acres of medium-clay downs such
as could be found in parts of North
Canterbury, and is a two-man unit.
It is six miles from the nearest
centre and thirty-six miles from
Christchurch. Basic figures used in
assessing area, topography, carrying
capacity and production have bheen
modified in the light of A. and P.
statistics from data obtained some
years ago for the North Canterbury
Survey by M. Nelson and associates.

*Land (including fences and pastures) 700 acres at £30 .. £21,000
*Buildings and Yards—
Dwelling and garage ; 3,000
Married couple’s cottage 2,200
Woolshed 800
Implement Shed 325
Haybarns (2) 450
Cow byre and fowlhouse 75
Sheep yards and dip 150
7,000
TOTAL VALUE OF LAND AND BUILDINGS (£40 per acre) £28,000
**[ivestock—
Sheep 448 2T Romney Ewes @ £4 — o s
416 4T Romney Ewes @ £3 10s =" 1,456
384 6T Romney Ewes @ £3 =152
352 8T Romney Ewes @ £2 10s — 880
480 Romney Ewe Hoggets @ £3 = 1,440
45 Romney Wether Hoggets @ £2 10s = 110
32 Romney Rams (1, 2, 3, & 4 shear) @ £5 = 160
£6,990
2,157
. Cattle 15 rising 2-yr A.A. x Hereford steers @ £25 — 375
16 A.A. x Hereford weaner steers @ £17 10s — 280
4 house cows (Shorthorn type) @ £25 =— 100
2 I‘lSll’lg 2-yr. steers, Shorthorn cross @ £20 — 40
2 rising 2-yr helfers Shorthorn cr. @ £20 = 40
2 steer -calves, Shorthorn €rogs @' £15 4= 30
2 heifer calves, Shorthorn Cross @ S150 = 30
1 Shorthorn bull @ £35 . = 35
e _ £930
44 At Dl
TOTAL VALUE OF LIVESTOCK £7,920
#Implements and Plant—
Crawler Tractor (3-4 furrow diesel) al s 430
Wheel Tractor (3 furrow diesel) s ot ol 600
Plough i s ; s 4 - 120
Discs 80
Grubber or Cultivator 80
Roller 7% 60
Harrows (2 sets) 5 i > 50
Drill (including rape and grass seed boxes) .. gy 235
Trailer 4 L ny , ) 60

Power Mower




Siderake 80
Shearing Machmeq and W001p1 ess 130
Topdresser Pk 50
Sundry small 1tems 300
Motor Car 800
TOTAL VALUE OF IMPLEMENTS AND PLANT £4,080
SUMMARY OF TOTAL CAPITAL INVOLVED:
Land and Improvements, mcludmg bu11dmgs 28,000
Livestock . 7,920
Implements and Plant : 4,080
Working Capital 5% of value of land bulldmgs stock & plant) 2,000
TOTAL FARM CAPITAL . £42,000

*Land and Improvements have been taken at conservative current market

values as at May, 1963.

*kStock and plant have been taken at conservative clearing sale values for

April-May, 1963.

The Crop Rotation:

Because this budget is designed to
illustrate a sheep farming pro-
gramme no cash cropping or small
seeds production has been included.
On the better quality clay downs
quite a significant area of crop is now
being grown but the property being
considered is nearer to the foothills
on the Ashley soil series.

In these areas fairly high rainfall,
periodic strong winds, relatively
steeper contour, and stiff wettish
soils tend to make cash cropping
and small seeds production a risky
and somewhat unprofitable business.
Therefore the cropping is designed
only to provide winter and fatten-
ing feed for the sheep and to replace
pastures as they become less pro-
ductive due to age.

The property selected contains
430 acres of wheel tractor country,
150 acres of crawler (ractor coun-
try and 120 acres of rough un-
ploughable gullies where scattered
patches of  gorse and scrub are
found. These are being iackled
systematically by burning, over-
sowing, spraying and grubbing.
After allowing 3 acres for house and
yvards and 5 acres for plantations
there remains 572 acres of plough-
able land which is handled on the
basis of the following 11 year rotation
which it is believed represents the
practices of some of the better farm-
ers in the area.

Each year an average of 52 acres
is ploughed out of old grass in
May or June. In the spring this is
drilled in swedes and choumoellier.
After this crop has been fed off the
following winter, the area is again
worked for rape and new grass thus
giving a pasture life of nine sea-
sons. Each year about 30 acres of
second year pasture is closed for

clover hay and yields about 2 tons
per acre. The paddocks are in the
main 30 to 35 acres in area (in-
cluding the unploughable portions)
and while the programme obviously
cannot be rigid to an acre or so
the above is the average perfor-
mance over the years.

Lime and Fertiliser Programme:

Lime is applied by local contrac-
tors at 1 ton per acre on the
fallowed ground before sowing new
grass each year, amounting to 52
tons each year.

Phosphate is applied at the rate
of 2 cwt. per acre of reverted super
with the root crop and with the
rape and grass. One-year old pasture
gets 2 cwt. per acre of Ordinary
D.D.T. Super, while three, five and
seven year old pastures are aerial
topdressed with 2 cwt. per acre of
super. In addition 60 acres of the
rough gullies are aerial topdressed
each year. About seven ton of the
super used in aerial topdressing
each year is molybdenized super
and seven ton is sulphur super.
Total phosphate requirements are—

10 ton Reverted super

7 ton Molybdenized super

7 ton Aerial super

5 ton Ordinary D.D.T. super
7 ton Sulphur super (2001b).

Stock Performances and Policy:

The 1600 Romney ewes are all put
to Romney rams. The average lamb-
ing percentage is 110 at tailing
with 105 per cent survival to sale,
or entry to the farm hogget flocks.
The annual mortality is 5 per cent
in both ewes and hoggets. Ewes and
rams last four seasons on average
apart from a culling of about 3 per
cent of the 4, 6 and 8T ewes each
year.

The wool clip is 10lb per head



overall for ewes and rams, includ-
ing crutchings. All ewe lambs and
about half the wether lambs are
shorn, clipping 3lb per head. Hog-
gets clip a further 7lb per head
when shorn in the spring. The loss
to prelamb shearing is 2 per cent
in ewes and ewe hoggets and 20
per cent in Killers. Surplus ewe
lambs are all sold as lambs in the
fair while wether lambs are all
sold fat (apart from a few kept for
killers). Approximately 20 per cent
of the wether lambs are fat off the

mothers and the remainder are
fattened off feed. The lambs average
321b with 40 per cent seconds.

Cattle are bought in the autumn
as steer calves and held over two
winters being sold fat at two and
a half years of age in the early
autumn. House cows are of the short-
horn type and all calves are reared
for herd replacement or sale as
beef cattle. Reconciliation state-
ments for the above stock perfor-
mances appear below:

SHEEP RECONCILIATION STATEMENT

On Hand 1st July, 1963:
2T Romney Breedings Ewes 448
4T Romney Breeding Ewes 416
6T Romney Breeding Ewes 384
8T Romney Breeding Ewes 352
Romney Ewe Hoggets .. 480
Romney Wether Hoggets .. 45
Rom. Rams (1, 2, 3 &4 shear) 32

Natural Increase:

Wether Lambs .. o e 1 BBO
Ewe Lambs e b 20 11880
Purchases:
2B Rams .. - pi - 8
TOTAL . 3,925

On Hand 30th June, 1964:
2T Romney Breeding Ewes 448
4T Romney Breeding Ewes 416
6T Romney Breeding Ewes 384
8T Romney Breeding Ewes 352
Romney Ewe Hoggets .. 480
Romney Wether Hoggets .. 45
Rom. Rams (1, 2, 3 &4 shear) 32

Sales:

Prime Export Lambs .. 504
Second grade Export Lambs 291
Cull Ewe Lambs . o 360
Cast-for-age Ewes ks w325
Cull Mixed-age Ewes .. in 36
Deaths and Killers:

Lamb deaths e i SRR
Hogget deaths .. B % 25
Ewe deaths 1 oK te: 80
Ram deaths ! 2

Killers (44 wether hoggeta, 8
ewe hoggets) .. 52

Dog tuckers (6 rams, "7 cull
ewes) s o ; % 13
3,925

CATTLE RECONCILIATION STATEMENT

On hand, 1st July, 1963:

Rising 2-yr. Steers o ORd 5 by
Steer Calves e oz RARE )
House Cows G it he) 4
Bull o2 : e s i
Shorthorn Calves 4
Rising 2-yr. Shorthorn Steels 2
Rising 2-yr. Shorthorn Heifers 2

Purchases:
Calves bought A M i)

Natural Increase:
Calves born S e s 4

TOTAL . i = w84

Stock Feeding:

On hand, 30th June, 1964:
Rising 2-yr. Steers 5% okt L]
Steer Calves s 5 16
House Cows s 1/ 4
Bl it s i %3 1
Shorthorn Calve; o 4
Rising 2-yr. Shorthorn Steels 2
Rising 2-yr. Shorthorn Heifers 2

Sales:

Two-and-half yr. Steers . . z 15
Two-yr. Steers and Heifers
ex house cows .. - £y 3
Cull house cows .. 1
Deaths:
Steer Calf .. 4 3 o 1
TOTAL 2 = .. 64

The feeding of stock can be assessed in terms of live stock units. These
are derived by giving certain weights to various classes of stock based on one



Romney Ewe Ewe which is one Ewe Equivalent. In this budget the figures
used are as follows:

Winter: Summer:
Ewes 1 Ewes 1
Hoggets, Rams and Klllers 0.75 Hoggets, Rams and Klllers 0.5
Weaner Cattle 2 Yearling Cattle .. Vi
Rising 2-yr.-0ld Cattle ‘& Bull 4 Two-yr.-old Cattle and Bull 4
Dairy Cows L 6 Dairy Cows 5 6

This gives a total of 2160 11vestock units over the winter and 2000 over
the summer with about 630 lambs to fatten each autumn.

While the idea of livestock units can be taken too far, it is a useful
approximate measure of the adequacy of the feed supply at any season
of the year. There will of course be seasonal differences in feed supply from
year to year which must be allowed for and it must be remembered that
certain classes of stock such as hoggets must have quality in the feed supply
whereas others such as mature cattle can exist on rough coarse feeds.

The Winter Feed Supply: L.S.U.
52 acres of swedes and chou moellier at 25 L.S.U. per acre .. 1,300
52 acres of new grass (ex rape and grass) held for lambmg feed —_
52 acres of fallow (for swedes and chou mollier) —

416 acres of winter pasture at 1 L.S.U. per acre .. ' 420
120 acres of rough grazing (cattle only) at % L.S.U. per acre .. 60
8 acres of buildings, yards and plantations.
770 acres
60 tons of meadow hay at 8 L.S.U. per ton a b o 480

2,260
This is a little more than required for the stock to be wintered but to
guard against severe winters and occasional failures in root crops this
surplus is needed. In the milder winters excess hay is carried over. The 52
acres of new pasture is sufficient for lambing time in this area. Summer
growth is good in this nor-west shower belt and it is not necessary to lamb
1ear‘(liy on large areas of special greenfeed as is the practice on light plains
an
The Summer Feed Supply: L.S.U.
52 acres Swedes and Choumoellier ¢ o P . —
52 acres Rape and Grass (fattening feed) J . —
30 acres Meadow Hay (2nd year pasture) (2 tons per acre) ol —

126 acres First, second and third year pasture @ 5 L.S.U. o 630
312 acres Four to nine year pastures @ 4 L.S.U. .. = st . 13250
120 acres Rough grazing @ 2 L.S.U. A3 ) # ¢ 2l 240

8 acres Buildings, yards and plantations ol pis i e =
700 acres 2,120
This is a little more than is required but due to seasonal variations in
grass growth it is undesirable to be stocked right up to average growth.
The fattening feed available as set out below should be sufficient to fatten
the feed lambs in all but very abnormal seasons.
The Fattening Feed Supply:

52 acres of rape and grass @ 10 lambs per acre .. I3 s 520
30 acres of hay aftermath @ 4 lambs per acre - o i 120
640

THE BUDGET
So far we have been concerned with outlining the farm, the system
of management, and the production obtained from this progr. amme At this
stage the details of income and expenditure can now be gathered together

to form the budget.
ESTIMATED INCOME

Sheep Sales: £ £
504 Prime wether lambs @ 41s . e e ; el 080 .
291 Second quality wether lambs @ 385 Bl - . 560
360 Cull ewe lambs @ 40s 5 i % P 720
325 Coramercial 4-yr. old ewes @ 40s .. e e .. 650

36 Cull mixed age ewes @ 50s .. 0 e e sl 90

— 3,050



Wool and Skins:

1,568 Ewes and 32 rams @ 10lb
470 Ewe hoggets and 36 wether hoggets
@ Tlb
840 Ewe lambs & 480 wether lambs @ 31b

23,5001b Wool @ 42d gross average
60 Skins at 13s 4d average price

Cattle Sales:
17 23-year fat steers @ £35
1 23-year fat heifer @ £30
1 aged fat cow @ £25 ..

TOTAL CASH INCOME

Adjustments:

Stock Inventory Increase
Produce Inventory Increase

(Because this is an average budget it postulates no chanoe%

in stock numbers or produce on hand.)
Meat and milk used by farmer :

TOTAL INCOME

ESTIMATED EXPENDITURE

Stock Purchases:
8 2T. Romney Flock Rams @ £20*

— 16,0001b
= 3,540lb
— 3,9601b
23,5001b

4,110

40

595

30

25

160

16 Aberdeen Angus-Hereford cross steer Acalves @ £17 10.: 280

Standing Charges:

Insurances (buildings, plant, accident, hay and wool) 60
Land Tax (U.V. £14,000 Mortgage Exemption £6000)

£8000 @ 1d e 35
Mortgage Interest (£10,000 table mortgage @ 6%) 600

Overdraft Interest (£3000 average at Tradmg Bank @ 62%) 195

Rates (1d in £1 on C.V. £31,500)

Administrative Expenses:

Accountancy (preparation of annual accounts P.A.Y.E. and

135

Land Tax returns) 40
Bank charges, statxonery and postage 10
Telephone and mail t 25

Working Expenses:
(a) Wages—

Married man fully experienced @ £14 per week .. 730

Shearing and crutching v, ’ & 290
(b) Animal Health—

Dipping 2,160 sheep @3d 270

Drenching 1,500 lambs @ 4%d 28

Calciforol 480 ewe hoggets @ 3d 6

Vaccination 1,740 lambs @ 3d (P. Kidney) 22

Vaccination 1600 ewes @ 73d (triple) 50

FFoot-rot 2,160 sheep @ £1 per 100 22
(¢) Commission and Charges— -

Wool 2% of £4,110 plus 1id per 1b o e 230

Stock 3% of £2,110 plus trucking and yard fees .. L 80

4,150

650
7,850

50
£7,900

440

1,025

75

1,020

155

310

*Rather higher than current prices but reflected in a slightly superior

line of wool.




) Cartage—

(e)

360 ewe lambs to fair

361 cast-for-age ewes to fair

795 wether lambs to works

19 cattle to Addington :

16 weaners Addington to farm

63 bhales of wool to Christchurch
Tractor fuel and oil (bulk)
Sundry

Electricity—farm share

(f) Feed—Hay baling—2,100 bales @ 1s

(g)

Fertiliser and Lime—

10 ton Reverted super @ £9 1s 6d

5 ton Ordinary D.D.T. super @ £15 19s 6d
7 ton Molybdate super (bulk) @ £9 2s

7 ton Sulphur super (bulk) (2001b) @ £9 17s ..

7 ton Aerial Super (bulk) @ £8 4s
Cartage—36 ton super @ £1 12s
Aerial Topdressing—21 ton @ £4 10s

Lime—52 ton carted and spread @ £2 10s

(h) Seeds—

50 1b mixed clover seeds for oversowing @ 23

52 1b rape seed @ 2s 3d

52 1Ib chou moellier @ 6s

26 1b swede seed @ 4s 6d

52 acres new grass @ £3 4s per acre

Mixture—

bushel Perennial ryegrass (P.P.)
bushel Short rotation ryegrass (Std.)
Ib Grasslands cocksfoot

Ib Crested dogstail

1b White clover (P.P.)

Ib Mont. Red Clover (Std.)

CO O ks

(i) Weed and Pest Control—Hormone spray for gorse
(i) Woolshed Expenses—Woolpacks, twine, etc. ..

Vehicle Expenses:

Crawler Tractor—400 hours @ 7s (fuel and repairs)
Wheel Tractor—600 hours @ 4s 6d (fuel and repairs)
Motor Car—8000 miles a year @ 6d (fuel and repaus)

£200 Total Farm share (half)

Repairs and Maintenance:

Dwelling (farm share) £15, farm buildings £80 .

Plant and Machinery—10% of value
Fences—1,000 chains at 2s per chain

TOTAL CASH EXPENDITURE
Adjustments:
Stock Inventory decrease
Produce Inventory decrease
Depreciation:

Dwelling (farm share). 15, Farm Bu11d1ngs £80

Motorised Plant £1,950 @ 20%
Plant and Machlnery £1,330 @ 10%

Motor Car £800 @ 20% — £160, farm share (half) ..

Estimated Net Farming Profit

TOTAL INCOME
1. Taxation Assessment
Estimated Net Farming Profit

Iistimated Taxation Payable (Tax Code M5)

Estimated Income after Taxation

91
80
64
69

58
95
130

16
167

140
135

100
95

130
100

140
105

645

200

35
75

375

325

£4,940

95
390
130

80

695

2,265

£7,900

2,265
410

.. £1,855




2, Calculation of Interest Surplus and Earning Power

Estimated Net Farming Profit .. - e oo 112,265
Add Interest paid on borrowed capital .. it 1 795
3,060

Deduct Standard Wages of Management (£728 plus 1%

of £42,000) (T.F.C\.)

1,150

Interest Surplus £1,910

Rate of Interest Earned on Total Farm Capital (T.F.C.):
= Interest Surplus 100 1910 100

Total Farm Capital

The calculation of earning power
is based on two theoretical assump-
tions:

(1) that the property including also
the stock and the running ex-
penses is completely debt free
hence the adding to the surplus
of the £795 actually paid in
interest, and

(2) that the farmer is paid for his
labour and management on a
basis approximately equal to
what he could earn in a similar
job as a farm manager—hence
the deduction of £1150 as wages
of management.

= X —— = 45%

42,000 1

This gives a final interest surplus
of £1910 or an earning rate of 4.5
per cent on the total investment of
£42,000. No doubt the reader will
say to himself that something over
5 per cent can be obtained from a
gilt-edged investment to-day and
draw the conclusion that this pro-
perty is poorly farmed. Perhaps this
may be so but the writers believe
that this farm on this type of coun-
try requiring a crawler tractor, is a
fairly high-cost unit, and under the
moderate prices of recent years the
farmer will be hard put to make a
satisfactory return on capital.

3. Estimated Change in the Capital Position of the Farmer

Estimated Taxable Income 2,265
Less—
Estimated living expenses e i 950
Estimated life insurance premiums .. i, 80
Estimated taxation payable e & s 410
Farm produce used by owner .. 47 50
Private share of car and dwelling expenses 145
Private share of car and dwelling depreciation 125
— 1,760
Estimated net improvement in the farmer’s
capital position £505

As observed in the above calculation there has been a small but valuable
improvement in the farmer’s capital situation after deducting costs equal

to a reasonable standard of living.

4, Estimated I)isposal of Cash Surplus and the effect of this on Liquidity

Total Cash income from the budget C . 7,850
Total Cash expenditure from the budget .. .. 4,940
Estimated cash surplus 2,910
Estimated private expenditure 1,175
Estimated taxation payable 410
IOstimated capital expenditure — mortgage
repayments b A5 . o z_l_()_()
NET CASH SURPLUS 1,985
925

This money is available for capi-
tal development, for purchase of
new plant to replace old equipment
or for reduction in the average
level of the bank overdraft. When
requirements for the replacement of
machinery and plant are considered
this amount of £900 odd is not
over-large. It is quite clear that a
return to the meat and wool prices
of 1960-62 would cut this sum

down rather drastically. Under such
conditions re-investment in the farm
must be curtailed and, so eventually,
the rate of expansion of farm out-
put. The level of meat and wool
prices thus holds the key, at least
in the short-term, to the rate of
expansion of output, the balance of
payments problem and the prosper-
ity of the nation.

Copies of this Bulletin may be obtained from the Secretary, Canterbury
Chamber of Commerce, P.0. Box 187, Christchurch.




