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Table 12: Farm Expenditure Components

S. Auckland Town Milk Farms S. Auckland Factory Supply Farms
Per Dairy Per Dairy
Per Average Productive Per Average Productive
Farm Hectare Farm Hectare
Number of Farms Surveyed 26 31
Total Litres Produced 539,295 7,336 431,649 6,525
Litres Converted to Milkfat 23,082 21,802
Cows in Milk in Dec 1984 104 1.41 136 2.06
73.51 1 66.13 1
Labour $ $ $ $
Family Labour ' 2,340 32 1,529 23
Family Casual Labour 1,615 22 830 13
Non-Family Permanent
& Casual Labour 8,378 114 3,320 50
Unpaid Family Labour 2,723 37 2,768 4?2
Labour Accommodation 856 12 331 5
Sub-Total Labour 15,912 217 8,778 133
Operating .
Animal Health 3,508 48 2,341 35
Breeding & Herd Testing 2,125 29 1,334 .20
Contractors 1,396 19 902 14
Dairy Shed Expenses 2,404 33 1,703 26
Electricity 2,439 33 1,544 23
Fertiliser & Seed 9,801 133 6,701 101
Feed 4,403 60 3,441 52
Grazing Expenses 3,775 51 1,327 20
Freight 498 7 463 7
Weed & Pest Expenses 1,297 18 127 11
vehicle Expenses 9,560 130 6,044 : 91
Repairs & Maintenance 11,986 163 8,236 125
Irrigation Expenses 102 : i 0
Sub-total Operating 53,294 725 34,763 525

Table 12 continued over page ...
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Table 12 continued (Farm Expenditure Components)

S. Auckland Town Milk Farms S. Auckland Factory Supply Farms

Per Dairy Per Dairy
Per Average Productive Per Average Productive
Farm Hectare Farm Hectare
Administration 1,594 22 819 12
Telephone 707 9 440 7
General Administration 1,012 14 576 9
Sub-total Administration 3,313 45 1,835 28
Overheads
Insurance 1,865 25 1,101 : 1.7
Interest 19,610 267 13,089 228
Rates 2,675 36 1,524 23
Rent 1,911 26 384 6
Sub-total Overheads 26,061 354 16,098 274
Total Cash Expenses 98,580 1,341 63,474 960
Net Depreciation . 9,668 132 9,267 140
Total Expenditure 108,248 1,473 72,741 1,100
(standard deviation) (51,002) : (30,311)
FIGURE 10
OPERATING EXPENSES PER DAIRY PRODUCTIVE HECTARE
48 ' Animal Health 35
29 Breed/Herd Testing 20
19 Contractors 14
33 bairy Shed ‘ 26
33 Electricity 23
133 Fertilizer,Seed 101]
Leo Feed - 52
51 Grazing 20
7 Freight 7
18 Weed & Pest 11
| 130 Vehicle Expenses 911
|l63 Repairs & Maintenance 125]
: 1 Irrigation 0
L* | l Expenses per l l |
120 80 40 0 Dairy Productive 0O 40 80 120

Hectare
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The

need to continue miiking for the extra few months

during

the cold winter period results in an increase in electricity costs (up

43 per cent per hectare).

This dincrease is due to the extra water

heating and lighting needs in the dairy shed during the winter.

FIGURE 11

FARM EXPENDITURE SUB-GROUPS PER

DAIRY PRODUCTIVE HECTARE

Labour Expenses

o Operating
Town Milk . . .

Administration

Farms QOverheads

Net Depreciation

Labour Expenses

Factory Supply Operating
' Admini;tration
Fams Overheads

Net Depreéiation

$ per Dairy Productive Hectare
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217
725
45|
354]
132
133
525
28
274
140
| [ I |
0 200 400 600 800

administration expenses were higher on the town milk farm

with the total - $45 per hectare being 61 per cent greater than that on

the factory supply farm.

The major cost difference was

accountancy

fees - they were nearly twice as high on the town milk farm.

ATl
The overhead total
total for the factory supply farm.
milk farm
the factory
surveyed town
young and dry stock.
milking cows. The

overhead expenses were

supply farm ($6). One

supply farmer.

of $354 per hectare was 29 per cent more than

milk farms was to rent land for use as a

This helps preserve the home farm grass for
average town milk farmer rented and
hectares compared with 4.20 hectare rented and leased by the
The rental charge for land close to the Karaka district

also higher on the town milk farm.
the
The amount of rent paid by the town

($26 per hectare) was considerably greater than that paid by

management practise on 12 of the 26
run-off for
the
leased 13.82
factory

was higher than land further distant.

For both farm
single overhead expense.
31.12.1984)

$5,524 per hectare on the factory supply dairy farm.

types interest payments made
The value of freehold farm land (updated to
was $10,656 per hectare on the average town milk farm

up the largest

and
Interest payments

totalled $19,610 (or $292 per freehold hectare) on the town milk farm

and $15,089 (or $211 per freenold hectare) on the other dairy farm.
The high value of 1land 1in the town milk supply area reflects the
proximity of the wotorway to Auckland and alternative Tand use

activities such as horticulture.
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The high value of some of these fixed costs, notably interest
and rates are due to the Tocation of the town milk farms. Nearly ali
town milk is produced on farms located on very high value land.

3.4 Net Farm Income

The average town milk farm received a net farm income
(financial basis) of $534 per dairy productive hectare. This was $18
or nearly 4 per cent less than the net farm income received by the
average factory supply farm ($552 per hectare). Total revenue on the
town milk farm was wup by 21 per cent per hectare compared with the
other farm but total expenses were also up by a more substantial 34 per
cent. There was a $354 difference in gross revenue per hectare and a
Targer $372 difference in total expenses (Table 13).

Table 13: Net Farm Income Components
S. Auckland Town Milk Farms S. Auckland Factory Supply Farms
Per Dairy “Per Dairy
Per Average Productive Per Average Productive
Farm Hectare Farm Hectare
Number of Farms Surveyed 26 31
Town Milk Daily Quota 788 -
Total Litres Produced 539,295 - 7,336 431,649 6,525
Total Labour Units ' 2.13 - 1.69 -
Cows in Milk in December 1984 104 1.41 136 2.06
Dairy Productive Hectares 73.51 1 66.15 1
$ $
Gross Revenue 147,467 2,006 109,245 1,652
Total Expenditure 108,248 1,472 72,741 1,100
Net Farm Income 39,219 534 36,504 552

{standard deviation) (23,296) ‘ (21,099)
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FIGURE 12

NET FARM INCOME COMPONENTS PER DAIRY PRODUCTIVE HECTARE

Gross Revenue per
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T .
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Farms Dairy Productive Hectare 1,472
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Another comparison can be made based on the number of December
milking cows. On the average town milk farm there were 104 cows being
milked in December (1.41 per productive hectare) whereas the average
factory supply farm was milking 136 (2.06 per hectare).

Net farm income per cow on the town milk farm (104 December
milking cows) was $377. On the other farm (136 December cows) it was
$268 per cow. Gross revenue on the town milk farm was $1418 per cow or
77 per cent higher than the other farm. Farm expenditure was $1,041
per cow or nearly twice the expenditure per cow result ($535) of the
factory supply farm.

3.5 Net Farm Comparisons Between 1983-84 and 1984-85

The first comparison between the two typeg of South Auckland
dairy farms was carried vut for the 1983-84 season > (Moffitt, 1985). A
comparison between the results from this earlier and the 1984-85 years
appear in Table 14 and Figure 13. Because the survey average farm
sizes were different the results are compared on a per dairy productive
hectare basis.

3 Ibid
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for 1983-84 and 1984-85

Net Farm Income Components per Dairy Productive Hectare

S. Auckland S. Auckland Factory
Town Milk Supply Dairy
Farms Farms
1983-84 1984-85 1983-84 1984-85
Number of Firis Surveyed 29 26 18 31
Dairy Productive Hectares 60.59 73.51 61.68 66.15
Litres per Dairy Prod. ha 6,499 7,336 6,460 6,525
December Cows per Dairy
Prod. ha 1.42 1.41 2.12 2.06
Total A1l Liabilities per
Dairy Prod. ha 1,831 2,316 1,271 2,058
) $ $ $ $
Gross Revenue per Dairy
Prod. ha 1,699 2,006 1,436 1,652
Total Expenditure per
Dairy Prod. ha 1,283 1,472 942 1,100
Net Farm Income per Dairy
Prod. Ha 416 534 494 552
FIGURE 13
'NET FARM INCOME COMPONENTS PER DAIRY PRODUCTIVE HECTARE
FOR 1983-84 AND 1984-85
1,699 Revenue  1983-84 1,436
2,006 1984-85 1,652 ]
1,283 Expenditure  1983-84 942
1,472 1984-85 1,100
|416 Net Farm Income  1983-84 | 494
534 1984-85 | 552
I | I |
2,000 1,000 0 $ 0 1,000 22000

Town Milk Farms

Factory Supply Dairy Farms
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The 1983-84 season vresults for the town milk producer were
influenced by the wage and price freeze. In June 1983 during this wage
and price freeze town milk producers were denied an advance
- end-of-season surplus payment of 1.8102 cents per litre. Had this
payment been wmade (and provided expenditure remained the same), then
net farm incomes for the two dairy farm types would have been closer.
If this increase was applied to quota milk only then revenue (and the
net farm income) would have increased by $77 per dairy productive
hectare. Gross revenue on the average town milk farm would have
increased from $1,699 to $1,776 per hectare and net income from $416 to
$493 per dairy productive hectare.






CHAPTER 4
A COMPARISON OF ECONOMIC PROFITABILITY

4.1 Introduction

When comparing two different types of dairy farm businesses
which have different objectives and receive a different payout per
litre of milk, financial oprofits are not a veliable indicator of
relative economic performance. Profits per cow or net income per
hectare are more useful measures when evaluating the performance
between farms engaged 1in the same farming activity. Other useful
physical efficiency ratios such as milk production per hectare or milk
production per cow can also be calculated. However it is important to
recognise that maximising a physical efficiency ratio 1is not
necessarily consistent with economic efficiency. For example
production per cow can be enhanced if extra dairy meal is fed. To
permit comparisons across different types (and sizes) of farm
businesses, different financial ratios, such as the rate of return on
capital can be applied.

It is dimportant to note that the ratios derived from farm
business accounts are all measures of average performance and give no
indication of wmarginal efficiency. The marginal efficiency is a
measure of what happens to the value of output (for example milk
production) when extra or fewer units of a resource are wused. For
example, while output per man on a two-man farm may be $50,000, there
is no guarantee that by engaging a third man, ocutput will increase by
a further $50,000. The last unit of any factor employed (in this case
the third man) 1is termed the warginal unit, and the increase in the
value of output, which results from engaging the marginal unit of the
resource is called its marginal value product,4 An efficient farmer
assesses the allocation of his marginal variable inputs rather than his
average performance to achieve his wmaxiaum output.

In Table 15 three different measures of economic profitability
are assessed. The calculations are similar to those published in the
NZ Meat and Wool Board's Economic Service survey of sheep and beef
farms.> In calculating these results a number of assumptions are made
and these should be taken into account wihen interpreting the results.

One major area of difference in this survey's interpretation is
in the handling of the value of farm land. Any of the surveyed factory
supply farms were capable of producing milk 365 days of the year. The
high value of the Karaka district town milk farm land was due to 1its
location and strong demand from horticulture - not because it was
producing milk every day of the year. To enable a fair comparison of
economic efficiency to be made and remove the bias created by the
uneven land val:ues, the average freehoid area land value of the factory
supply dairy farm is used for both farm types.

4 Size and Efficiency in Farming; D.K. Britton, B. Hill, Saxon
House, 1975

5 New Zealand Meat and Wool Board's Economic Service, Sheep and Beef
Farmm Survey, 1983-84, P. 56.

29



30

Table 15: Measures of Economic Profitability @

S. Auckland S. Auckiand
Town Milk Factory Supply

Farms Dairy Farms

Number of Farms Surveyed 26 31

Freehold Land Area (ha) 67.10 71.58

Rented and Grazing-out Area (ha) 22.93 5.94

A. Return on Capital

‘ $ $
1. Working Expenses (Labour, Operating

& Administration less Imputed Family

Labour & Accommnodation Costs) 68,940 42,277
2.  Plus Assessed Managerial Reward

($19,637 - Town Milk & $15,469)

plus 1 % of Farm Capital (see 5) 26,509 21,299

3. Total Adjusted Working Expenses (1+2) 95,449 63,576

4. Working Capital (8.33 % of 3) 7,951 5,296

5. Farm Capital (Capital Value of

Buildings [excluding farmer's

house], Plant & Machinery,

Vehicles [less private car

valued at $8,319], Livestock

[market value] and Freehold

plus Rented and Grazing Land

[assessed at factory supply

freehold Land value per

hectare]) 687,249 582,997
6. Total Farm Capital (4+5) 695,200 588,293

Table 15 continued ...

a Most of the terms used here are particular to this table alone.
They are sinilar to those used by the NZ Meat & Wool Board's
Economic Service in their "Sheep and Beef Farm Survey"

b The farm Tand for both the town milk and the factory supply farms

are valued here at the same average factory supply per freehold
hectare figure ($5,524 per hectare)
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Table 15 continued: (Measures of Economic Profitability)

S. Auckland S. Auckland
Town Milk Factory Supply
Farms Dairy Farms
$ $

7. Net Farm Income 39,219 36,504
8. Plus Interest Paid 19,610 15,089
9. Plus Rent Paid 1,911 384
10. Sub-total (7+3+9) 60,740 51,977
11. Less Assessed Managerial Reward (2) 26,509 21,299
12. Economic Farm Surplus (10-11) 34,231 30,678
13. Less Assessed Opportunity Cost

of Capital (11.8% of 6)¢€ 82,034 69,419
14. Economic Farm Surplus less an ‘

Opportunity Cost of

Capital (12-13)d -47,803 -38,741
15. Rate of Return on Capital (12-6) 4.92% 5.21%
B. Capital Turnover Percentage
16. Gross Revenue (less worker's house) 146,727 108,963
17. Total Farm Capital (6) 695,200 588,293
18. Capital Turnover Percentage (16-17) 21.11% 18.52%
C. Labour & Management Residual
19. Total Farm Capital (6) 695,200 588,293
20. Plus Casn at Bank, Sundry Debtors

and Other Current Assets 37,331 18,551

21. Sub-Total (19+20) 732,531 606,844
22. Less Fixed Liabilities 149,300 123,888
23. Less Current Liabilities 20,978 12,265
24, Total Equity Capital (21-22-23) 562,253 470,691
25. Net Farm Income less Interest and

Rent (10) 60,740 51,977
26. Less 12.0% of Equity Capital (24) 67,470 56,483
27. Labour & Management Residual - Loss

(25-26) -6,730 -4,506

c The 11.8% interest rate was the mean interest paid by farmers as
noted in "A Review of Agricultural Credit in New Zealand"; J G
Pryde and L.B. Bain, AERU Discussion Paper No. 93, June 1985,
p.12.

d Capital gains or Tlosses on land have been excluded from this
analvegic.
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4.2 Return on Farm Capital

The vreturn on capital is the ratio of net current output
(expressed as adjusted net farm income) or economic farm surplus to
total capital involved. No allowance has been made for capital gains
or losses in the measure used here,

To make all the surveyed farms comparable the net farm income
is adjusted so all farms are assumed to be freehold, un-encumbered and
owner-operated. It is calculated by taking the net farm income and
adding back the interest paid and the rent paid. The adjusted income
is called the Economic Farm Surplus. This is the surplus available to
an owner to pay interest on his investment after he has been paid an
assessed sum for his Tabour and management skills.

The managerial reward is based on an arbitrary but hopefully
realistic formula. It is assessed by first taking the average annual
adult wage paid in the district ($14,230 on town milk farms and $11,719
on factory supply farms - Table 7), and adjusting it for the number of
family permanent workers (1.38 and 1.32 - Table 6). This provides for
farms where more than one working owner exists (eg. a father and son
partnership). A further addition to this imputed owners return to
Tabour of $19,637 (town milk) and $15,469 (factory supply) dis an
imputed return to management. This takes account of the value of the
farm (measured as one per cent of the average farm capital). As noted
earlier any of the factory supply farms have the land and other
resources which could be used to produce year-round milk. The high
Tand value of the Karaka town milk farms (due to their location) would,
if it is included in the calculation, distort this comparison. To
avoid this, the average land value of the factory supply dairy farm
($5524 per ha) is used for both farm types.

The total imputed managerial reward for the owner-cperator(s)
for his labour and management skill is $26,509 for the town milk farm
and $21,299 for the factory supply dairy farm, based on the relative
work effort involved.

An accurate calculation of the return on capital is dependent
on a reliable up-to-date valuation of the farm capital components.
These components include 1land and improvements to land, buildings,
livestock and plant and machinery. Historical cost accounting 1less
depreciation can be applied to plant and equipment but this method
cannot be applied, with any confidence, to the other capital items.

For  the annual dairy stock account and balance sheet
calculations the Tlivestock has had standard values applied. For an
accurate evaluation of an up-to-date capital value for Tivestock, they
were re-assessed at end-of-year market values.

The valuation of land and improvements to land and building is
more difficult to establish because these assets are valued according
to their estimated market realisation and to a lesser extent by their
productive capacity or the intensity with which the property is farmed.

As a measure of efficiency the rate of return on capital can be
used to compare two farms of identical size which use the same amount
of capital, other inputs and standardised output prices. Provided both
farms had similar resources then the farm earning the higher return on
capital is the more efficient.
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FIGURE 14

TWO MEASURES OF ECONOMIC PROFITABILITY

Rate of Return
492 on Capital 5.21
21.11 Capital Turnover
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The rate of return on invested capital, 4.92% (town milk) and
5.21% (factory supply) wmay seem Tlow compared with other non-farm
investment opportunities (for example shares, debentures or fixed term
savings accounts). It should be recognised that the rate of return on
capital does not include unrealised capital gains or losses on land.
If these capital gains/losses on farm land were added/subtracted to
income in the calculations then the rate of return on total investment
would often be considerably different.

In the previous year (1983-84) the size of the average South
Auckland surveyed farm was less, with the result that the total farm
capital was Tower. The return on invested capital in 1983-84 for the
average 68.54 hectare town milk farm was 3.27 per cent. The return for
the average 74.96 hectare factory supply dairy farm was 4.11 per cent.

If the actual value of farm land for the average town milk farm
($10,656 per hectare instead of $5,524 per hectare of the factory
supply farm Tland) was used in the calculation, then the rate of return
on capital falls from 4.92 per cent to 2.56 per cent.

The economic farm surplus is the adjusted net farm income less
an assessed managerial reward. If the opportunity cost of capital
(assessed at 11.8 per cent of total farm capital) is subtracted from
the economic farm surplus the balance, if positive, indicates that this
farming system uses its resources profitably. If it is negative then
these resources would be better employed elsewhere. It must be
remembered that the economic farm surplus ought to include the value of
land appreciaton. This 1is excluded on this analysis because it is
highly variable.



34

4.3 Capital Turnover Ratio

The capital turnover ratio measures the total farm revenue
generated per dollar of farm business assets the Farmer owns. It is
used to indicate the efficiency with which capital is being employed in
the business. Results from Table 18 demonstrate that the average town
milk farm generates 21.1 cents in revenue for each dollar of capital
invested. The average  factory supply farm generates 18.5 cents in
revenue for every invested dollar of capital.

The results from the previous years 1983-84 survey were
similar. The capital turnover on the town milk farm was 21.32 per cent
and on the factory supply dairy farm it was 17.69 per cent.

A more detailed evaluation of the efficiency of the business is
possible by considering both the capital turnover percentage along with
the rate of return on capital. Farms with a high capital turnover
percentage together with a high rate of return on capital are likely to
be using their resources more efficiently.

The usefulness of these measurements is Timited by the accuracy
of the estimation of the farm capital. Problems do exist when making
comparisons between different dairy farm businesses because of the
difference 1in the imputed value assigned to unpaid family labour and
management and the different output prices. If the capital assets are
valued at current market values and are equitable between different
farm businesses (psychological factors such as locality value being
ignored) then the capital turnover percentage can provide the basis for
useful analyses.

The capital turnover percentage for town milk farms falls from
21.1 per cent to 12.7 per cent if the actual value of the farm land for
the average town milk farm ($10,656 per hectare) is used.

4.4 Estimated Labour and Management Residual

The estimated labour and management residual is an evaluation
of what the farmer earns as a reward for his own Tabour and management.
It assumes that he pays interest of 12 per cent on his own equity
capital, in addition to the interest he already pays on borrowed
capital. Total equity capital consists of total farm capital plus cash
at bank, sundry debtors and other current assets. From this, fixed and
current liabilities are subtracted. Twelve per cent of this equity
capital is subtracted from the net farm income to give a labour and
management residual loss of -$6,730 for the town milk farm and -$4,506
for the factory supply farm. In the previous year (1983-84) South
Auckland average town milk farm had a labour and management 1loss of
-$4,578. The factory supply farm had a more substantial loss of
-$11,135.

If the actual value of farm land for the average town milk farm
($10,656 per hectare) was used in the calculation instead of the value
of the factory supply farm land ($5,524 per hectare) then the labour
and management residual would show a greater loss of -$62,221.

The objective in calculating interest on equity capital is to
estimate the opportunity return the farmer could realise by investing
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his equity capital elsewhere (such as in non-farm investments). It is
important to note that management returns for one year alone may be
misieading and returns for several years should be considered in
judging the capability of the operation.

4.5 Other Financial Ratios

Another useful efficiency measure is the gross ratio. It
illustrates the amount of total expenses spent per dollar of gross farm
revenue. It is calculated by dividing total expenses by gross farm
revenue. The gross ratio for the average town milk was 0.73 (in
1983-84 it was 0.76) and it was 0.67 (0.66 in the previous year) for
the average factory supply farm. For each dollar of gross revenue
earned the town milk farmer received 27 cents in net farm income. The
factory supply farmer did better because he did not have to produce
milk during the high cost winter months. He earned 33 cents in the

farm income per dollar of gross farm income.

The gross ratio is an indicator of cost control and can be used
as a useful measure of efficiency in the use of resources.

The turnover ratio is another useful financial ratio. It
measures the gross farm revenue generated per dollar of farm assets the
farmer controls. The gross farm revenue is divided by the farm capital
(at current market value) owned and rented (1ine 5 in Table 15).  The
turnover ratio for the two types of dairy farms is 0.22 (town milk) and
0.19 (factory supply). For each dollar of farm assets controlled, the
town milk farmer generated $0.22 in gross farm income. Results from
the previous years survey were nearly identical, 0.22 (town milk) and
0.18 (factory supply).

The higher the value of this turnover ratio relative to
similar-size farms, the more efficient the farmer.

4.6 Conclusion

Notwithstanding the fact that financial ratios are based on
historical results and compare average figures and not marginal values,
the calculation of a range of ratios from the farmer's financial
accounts can be useful. Often farm lenders use a variety of analytical
ratios developed from balance sheet statements when assessing the
viability of a borrower's financial base.

The different output prices found on these two types of dairy
farms create another difficulty. Comparisons between some of the
financial ratios of two or more different farming systems are mwmore
reliable when all output prices are market led. Both the town milk and
factory supply producer prices share a Jlinkage with the market
established output milkfat price although for the town milk farmer the
linkage is complicated because of a different base. This makes it more
difficult to compare the ratios which involve a revenue or income
component.

Another complication is the varying effect of capital gains
reflected in the changing value of farm land. In this analysis this
has been excluded because it is highly variable. The value of these
various ratios is to help monitor the financial strength of the farm.
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Unfortunately unlike other non-agricultural industries there
are few well established farm standards or norms for comparing
financial or efficiency ratio values. Nor is information available to
suggest what deviation from the norm is acceptable or what action is
needed to correct an unsatisfactory situation. Until such comparative
figures are published farmers are limited to comparing their own
financial ratios over time.



APPENDIX
RELIABILITY OF SURVEY ESTIMATES

Estimates of ~farm characteristics based on a sample of farms
are likely to differ from the estimate which would have been obtained,
had all farms in the population been visited. The differences are
called sampling errors and their 1ikely size in percentage terms is the
relative standard error of the estimates. The relative standard error
is defined as the standard error divided by the mean. The smaller the
relative standard error, the more reliable the estimate.

Table 16: Relative Standard Errors (RSE) of Some Key Variables

S. Auckland S. Auckland
Town Milk Factory Supply
Farms Dairy Farms
Number of Farms Surveyed 26 31
Dairy Productive Hectares
- Mean 73.51 66.13
- RSE (%) 7.77 6.32
Total Farm Assets
- Mean 895,843 521,980
- RSE (%) 9.03 6.73
Milking Cows in December
- Mean 103.92 136.42
- RSE (%) 7.69 6.07
Gross Revenue
- Mean 147,467 109,245
- RSE (%) 8.30 6.48
Total Expenditure
- Mean 108,248 72,741
- RSE (%) 9.24 7.48
Net Farm Income
- Mean 39,219 36,504
- RSE (%) 11.65 10.38

37
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Table 16 sets out the mean and relative standard error for key
survey variables. For example, Table 16 shows that for South Auckland
Town Milk farms the survey estimate of average net farm income is
'$39,219 with a relative standard error (RSE) of 11.65 per cent. In
other words, it is 95 per cent confident that the true value of average
net farm income 1lies within the range of 1.96 x 11.65 per cent x
$39,219 either side of the estimated value. That is within $39,219 =
$8,955.

Using a two-sided hypothesis test for comparing two means, it
was not possible to reject the null hypothesis that the town milk
sampie mean net income figure is equal to the factory supply sample
mean net income figure at the 95 per cent level of confidence.
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