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Tool 1.9

Indicative industry benchmarks

Primary farm business and sheep industry benchmarks:

The table (below) lists the questions answered and methodology behind these industry
benchmarks, and a guide to performance using publicly available references. However, for best
results, benchmarking should be done by a service provider applying a standard methodology
across a large group of participating farms. Various agricultural consultants provide this service.

Whole Farm
Benchmarks

Net Profit
Before Tax

Return on
Assets
Managed

Return on
Equity

Interest Cover

Peak Debt

Expense Ratio

Question Answered

Will the profits meet your
drawing and provisioning
requirements?

Is the farm meeting its
operational efficiency
targets?

Is the farm meeting your
wealth creation targets?

Is the farm generating
enough profits to
meet debt servicing
obligations?

Will your finance
arrangements cover
your working capital
requirements?

Are you generating
enough income to meet
your ongoing expense
needs?

Methodology

Earnings before interest, lease
payments and tax

Earnings before interest, lease
payments and tax

Total assets under
management

Earnings before tax

Net assets under management

Earnings before interest, lease
payments and tax

Interest and lease payments

Lowest working account
balance for the year

Profit before interest and tax

Gross income

* These are provided as a guide only and will vary depending on rainfall
(total and seasonality), growing season etc.

1 Farm Management 500 (2006). Business Health Indicators for Professional Farmers.

2 Holmes Sackett and Associates (2006). Aglnsights 2005 —
Knowing the Past: Shaping the Future. Holmes Sackett and Associates Pty Ltd.

3 Department of Primary industries (2005). Monitor Farm Project 2004/05.
The State of Victoria, Department of Primary Industries.

Guide to
Performance*

>$90,000 = strong?!

>4% = strong?

>4% = strong3

3 = strong

N/A

>30% = strong?
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Enterprise

Benchmarks Question Answered
Is this enterprise as
Productivity productive as it should

be?

Are you getting the price
Price Received  for this product that you
should?

Is the cost of producing
this product more than it
should be?

Cost of
Production

Are you running as many

Stocking Rate sheep as you should be?

Is this enterprise as

Gross Margin profitable as it should be?

Methodology/100mm rainfall

Quantity of product produced

Grazed hectares

Gross income for the product

Quantity of product produced

Total expenses

Quantity of product produced

Stock numbers as DSEs

Grazed hectares

Enterprise Gross Margin

Grazed Hectares

*These are provided as a guide only and will vary depending on rainfall

(total and seasonality), growing season etc.

1 Farm Management 500 (2006). Business Health Indicators for Professional Farmers.

2 Holmes Sackett and Associates (2006). Aglnsights 2005 —
Knowing the Past: Shaping the Future. Holmes Sackett and Associates Pty Ltd.

3 Department of Primary industries (2005). Monitor Farm Project 2004/05.
The State of Victoria, Department of Primary Industries.

Examples of Secondary Enterprise Benchmarks

Wool

Price as a % of micron indicator
Kg clean/adult shorn

Average adult fibre diameter

% DSEs as wethers

Weaning %

DSE/labour unit

Enterprise size

Dry Sheep Equivalent (DSE) ratings:

Lamb

Weaning %

Sale weight

Guide to
Performance*

>bkg clean wool/
ha/100mm rainfall =
strong2-3

>156kg lamb dwt/
ha/100mm =
strong2,3

N/A

<$6.50 per kg clean
wool = strong?

<$2.50 per kg lamb
dwt = strong?

>2.0 DSE's/
ha/100mm = strong
for wool.2

>2 DSE’s/ha/100mm
= strong for prime
lamb.2

>$40/ha/100mm
= strong for prime
lamb.2:3

>$40/ha/100mm
= strong for wool
flocks.2:3

kg lamb/DSE
DSE/labour unit

Enterprise size

For DSE ratings for a range of livestock and livestock classes, see tool 11.1 in Healthy and

Contented Sheep.
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Tool 1.10

A farm business risk assessment template and drought example

Adapted from Holmes Sackett and Associates AFBR Business Risk Calculator (Further information is available from
Holmes Sackett & Assoc, PO Box 5757 Wagga Wagga NSW 2650 Ph 02 6931 7110)

This template is designed to help prioritise the operating risks in your farm business. Look at
each of the 12 risk areas one at a time. Each risk area is split into two components. Place a score
from 0-5 as per the risk assessment criteria for each component.

Risk assessment criteria
0 No risk or not applicable.

1 Very low risk. Unlikely to have any measurable impact.

2 Low risk. Business likely to survive impact relatively unchanged.

3 Moderate risk. Could cause significant temporary setback.

et Lass
. . . 1ty
4 High risk. Could cause significant permanent setback. et
]
L
5 Extreme risk. Has the potential to destroy the business. 0

1. HUMAN RESOURCE RISK

You should look firstly at yourself, the manager of the business. Are you the main problem or are
you right on top of the job, constantly honing your skills? Hard question this! Can you answer
it honestly? Next, look at the availability of a skilled labour pool. This can come in the form

of individuals suitable for permanent or casual employment, or in the form of contractors or
contract services. Is there a big pool available? How good does the pool look? What is your track
record of finding, employing and retaining first class staff?

Owners/managers

Employees

2. PRODUCTION RISK

Is your production system efficient? How competitive is your cost of production? A competitive
cost of production is a ticket to play if you are in the commodity business; it is a given. Unless
you have it together here, the rest is irrelevant. If your cost of production is uncompetitive, why
is it? Is the problem a lack of operating scale, a poor production plan, expense over-runs or what?
Obviously you cannot properly address this important area of risk unless you know your five
year average cost of production for each product and the volatility inherent in it. Having cost of
production data for one or two years is a good start and is way better than having none. If your
cost of production is uncompetitive, is it because your output is too low or your inputs are too

high?
Output too low

Input too high
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3. DEMOGRAPHIC RISK

This can come in two forms. The first form is associated with remote location where community
infrastructure is suffering making it difficult to access essential services and attract competent
staff. The second form is associated with closer settlement where a real estate premium on land
values may be making it difficult to either expand operations or justify staying there. The same
form of demographic risk can be created by higher value industry springing up in the district
which can afford to pay a significant premium for land over and above its traditional use value.

Remoteness

Proximity

4. ENVIRONMENTAL RISK

This also comes in two forms. The first form is the environmental health of the farm. Are there
any major environmental issues that are constraining production and profitability? For example,
salinity, acidification, woody weeds and soil erosion are serious constraints to production. The
second form of environmental risk is external. What are the prospects of government or semi-
government bodies imposing constraints on your operating activities to satisfy environmental
requirements?

Health

Impositions

5. CLIMATE RISK

This should be appraised on the basis of frequency and severity. Frequency is self explanatory,
for example if you experience rain at harvest six years in ten, you have a frequent problem.
Severity involves the failure of a particular season, drought, floods and severe frosts. Also heavy
rain at harvest is a severe climate problem. Relying on memory or guessing is not good enough
s0, ideally you need to access 100 year records and perform an analysis. If the risk of drought or
flood or frost is, say 20% that means that on average you can expect one of these events every
five years. If this is the case, you are then able to factor the economic consequences into budgets
and forecasts.

Frequency

Severity

6. ECONOMIC RISK

This is the risk posed to the business by general movements in the economy. For example, a
change in interest rates or a recession can have financial implications for some farm businesses
and the market for the products if demand is down. In general, businesses that produce
commodities are more sensitive to economic risk than those businesses that enjoy pricing power.
Specific economic risk is industry dependent. Is the industry deeply cyclical? When it troughs is
your business still profitable?

General

Specific
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7. GEOGRAPHIC RISK

This refers to your location. Is your location constraining you in any business sense? For
example, if you are in a remote location, does this remoteness significantly increase your cost

of production? What other constraints does geography impose? For example, if you own upper
river valley country, contiguous expansion through land purchasing can be very difficult. Specific
geography refers to the quality of your land. Is it swampy, sandy, steep or rocky to the point
where production potential is severely constrained?

General

Specific

8. MARKET RISK

This refers to the overall trading conditions for the enterprises that you are involved in. If you

are a horticultural producer, what is the inherent risk in the horticultural market? Overall, is it a
local risk where there is a growing tendency for corporate agriculture to out compete individual
growers for the available markets or is it from overseas? e qhet

Domestic

International

9. PRICE RISK

This looks at the degree of price volatility over a period of time. The full spectrum of volatility
needs to be carefully appraised, preferably so that price deciles can be derived. If price deciles

are available, they can be used in budgeting and forecasting and are valuable when doing a full
assessment of the financial risk of the business. Is the long term real price trend falling faster than
you can lower your cost of production? Can short term price volatility send you into the red?

Long term

Short term

10. TECHNOLOGICAL RISK

There are two forms. The first is the prospect of the current product being made redundant by
technology. A classic example is the handheld calculator which made the slide rule redundant. A
second form of technological risk involves the adoption of technology by the business. Does it
have a good track record of adopting and using good, proven technology or, have initiatives in
this area generally resulted in failure and lost productivity?

Redundancy

Adoption
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11. FINANCIAL RISK

There are two forms, debt and profitability. Is the debt low and manageable or high enough to
put the business at risk? Is this position planned and temporary or a long term chronic problem?
How much debt can the business afford to carry and where is the current level in relation to it.
Is the business profitable enough to provide working capital for all the events in its life? Most
importantly, does it generate enough profit to enable adequate provisioning of major future
events like succession and retirement if they are on the horizon?

Debt

Profitability

12. FAMILY RISK

How do you all get on? Do you talk openly and honestly, often enough? Is there a thorny
issue serious enough to impair business performance? Can most issues be resolved sensibly and
amicably through mutual respect and tolerance or is the pressure gradually building to finally
explode and blow the business to bits? How about succession? Is it well planned and are all
parties still talking?

Short term

Long term

Drought risk as an example

Firstly, you need to know how frequent and how severe droughts are in your area.

Historical rainfall records provide the best indication of the frequency and severity of droughts.
If you don’t have your own long-term records, historical rainfall records can be obtained from
the Bureau of Meteorology Climate On-line web page (www.bom.gov.au/climate/averages) or
with programs such as Rainman or MetAccess®. Reviewing rainfall records can tell you how
often droughts or late seasonal breaks have been in the past and for what period of time the farm
would have been without useful rainfall and therefore without pasture production.

The MLA Rainfall to Pasture Growth Outlook Tool (www.mla.com.au/growthoutlooktool/) goes
further. It can provide locally relevant information, not just about rainfall, but, by assessing soil
moisture, about potential pasture growth.

Once the likely frequency and severity of droughts have been assessed, the likely losses need to be
identified and quantified. In the case of drought these are:

=> The cost of feeding livestock through the drought

=» The cost of protecting soil and pasture resources from overgrazing, resulting in erosion and
loss of desirable plant species.

The cost of buying in fodder and the cost of feeding both need to be accounted for. Widespread
drought conditions are invariably coupled with dramatic increases in fodder prices as the
demand for grain, hay and other drought feeds escalates. It is important to use drought prices

as the input cost rather than long-term average prices for fodder. This will enable you to make a
rational decision during the drought about whether it is economical to feed sheep or sell them.
StockPlan® (see signposts in procedure 1.4) can help.

Another large cost during drought often comes from overgrazing of improved pasture that can
result in death of the sown species and/or wind and water erosion of topsoil with the associated
loss of nutrients. Neither of these will be a cash cost at the time of the drought but they will
affect the productivity of the farm for future years, or will require additional investment to
repair. Either way, both costs can be significant and the pasture and soil resources must be
protected in a drought.
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TOOLS 1T

Calculating the frequency and severity of drought in your region, combined with the financial
stress associated with hand-feeding or sale and repurchase, plus the likely impact on the farm’s
pasture resources will assist you to develop the most appropriate strategy to manage the risk.
When making your decisions you should consider whether:

=> There is sufficient finance to fund the chosen strategy until the drought breaks

=» There is sufficient management expertise and labour to implement the strategy

=» There are unmanageable animal health, welfare and disease risks associated with the strategy
=» The chosen strategy will deliver the best financial outcome

Sheep producers have several options to cover drought costs. These are:

=» Put profits away either as savings or investments

=» Farm management deposits

=» Purchase or conserve and store fodder.

Seek advice on the benefits of putting profits into savings, investments or farm management
deposits from professional advisers/accountants for comparison with fodder conservation. The
preferred methodology is less important than the fact that you have recognised the risks and have
plans in place to protect your business from them.
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Tool 1.11

A partial budget template

Assemble details of what might be involved in any changes you are considering making to your
enterprise, then summarise these changes using the categories in the table (below):

Change scenario 1 Example $$ for change 1

a1 Additional income $60,000

a2 Reductions in income. $10,000

A Net Change in Income (a1 —a2 = A) $50,000

b1 Additional overhead costs. $15,000

b2 Reductions in overhead costs. $0

B Net Change In Enterprise Costs (b1 - b2 = B) $15,000

:' C Increase in Gross Margin (A-B = C) $35,000
;.. d d1 Additional enterprise costs. $2,000
d2 Reductions in enterprise costs. $0

D Net Change in Overhead Costs (d1 —d2 - D) $2,000

E Increase in Profit before Interest and Tax (C - D = E) $33,000

F Extra Capital Invested $200,000

G % Return on Capital Invested (E + F) x 100** 16.5%**

** Interpret this figure carefully as it is based on the marginal change in capital. This is used for comparing among
the change scenarios only, not with the ‘current situation’.

The return on investment in the above example does NOT account for the cost of capital used.
For instance, if you took out a $200,000 loan to cover the costs of the new scenario, this process
would NOT account for at least $14,000 in interest costs (assuming an interest rate of 7%). As
long as the return on capital invested is higher than the average cost of debt, this investment is
generating a positive return to the business.
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Tool 1.12

The Sustainable Grazing Systems one-page planning process

The Sustainable Grazing Systems program (SGS) aimed to increase enterprise productivity at
the same time as improving the environment across Southern Australia’s high rainfall zone.
One of the many SGS outputs was the planning framework (below). The framework draws
on your existing knowledge and aspirations to assess the benefits, potential flow-on effects and
implementation challenges of any change youre considering.

MLA publication “Towards Sustainable Grazing —the professional producers guide”

Step 1 — Deciding the Options and Priorities

Where am | now? Where do | want to get to?

This is where you describe your vision, where you
are heading, or what you want to achieve. It is
important that this section highlights as specifically
as possible what you want to see or achieve from
any changes you plan. LAkT

This is where you describe your current
situation, and perhaps why you are not
satisfied with what you are doing, or the
results you are getting.

)
What are my options? What is the highest priority? '...II

Can | modify my enterprise mix? Is there a
pasture management solution? Are there off-
farm options?

From the list of options, select the one that you
think is most appropriate/the best option for you.
This may require some further information seeking,
and/or discussion with others (advisers or co-
decision makers)

There are often many different options or
approaches to achieving your vision of where
you want to be. List as many as you can.

Step 2 — Planning the Change

Possible impacts on the farm Possible impacts off the farm

What are the likely impacts on (for example): What are the likely impacts on (for example):
Pastures and animals Your customers

Finances Your community

You and your family Catchment priorities for natural resources

Soils and nutrients
Native or remnant vegetation

Likely impact on profitability Overall assessment

Profitability Main advantages

What is the expected impact on profitability What are the key advantages (small number only)
and where will it come from? Reduced costs? you expect from the change?

Increased returns? How sure is the gain from Main disadvantages/risks

year to year? What are the most critical potential downsides and
Other key considerations risks to be considered and managed? How will you
What other issues have to be considered? know if things are not going according to plan?
Some examples might include: Conclusion/implementation

Are extra skills needed? Final, and individual decision and steps for

How will the change be financed? implementation

Are additional animals required?
How long before the change breaks even?
How committed am | to the change?
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Example — “I want to increase pasture production and animal output”

Step 1 — Deciding the Options and Priorities

Where am | now?

| don't have a lot of spare winter feed,
but my current stock numbers (12.5 DSE/
ha) are not high enough to generate the
income I'm going to need over the next
few years. I've been rotationally grazing
for several years, and | have a reasonable
paddock layout to handle more stock.
Rotational grazing allowed me to increase
my stock numbers and cut fertiliser but

| seem to have hit a barrier. |'ve seen
demonstrations that improved pastures
can boost feed supply by 50% or more.

What are my options?
Try to manage my rotational grazing better

to increase utilisation

Increase subdivision for more intensive
grazing
Increase fertiliser use on existing pastures

Re-sow some under-performing pastures
with some of the latest perennial grasses
and clovers

Seek higher paying markets
Buy additional land or install irrigation

Module 1 | Making More From Sheep

Where do | want to get to?

| think | need to increase my stocking rate by about 20%
over the next 2 years in order to increase my income,
but my facilities could handle an even larger increase.
However, | want to make sure that as | increase my
stock numbers, | do it in a sustainable way. My property
has some quite steep sections that, if overgrazed, may
start to erode. | would like to reduce grazing in these
areas and possibly use them for NRM objectives such
as trees.

What is the highest priority?

My soil tests are moderately low, but | don't have the
species in some paddocks to respond to extra fertiliser.
Buying additional land is always at the back of my mind,
but optimising production at home comes first.
Resowing and fertilising a couple of paddocks seems
the best option, so long as | graze them correctly and
increase stocking rate to utilise the extra production.



Step 2 — Planning the Change

Possible impacts on the farm

There will be extra pressure on other
paddocks so some overgrazing is likely

Contract labour will be needed
Direct drilling should avoid any erosion risk

Should not be any impacts on water use or
on any remnant vegetation

Highly productive pastures will be beneficial
for soil structure and increase organic matter

Will need capital to fund both the new
pastures and more stock

Likely impact on profitability

Profitability

At an average gross margin of $20/DSE, a
30% increase in stocking rate will yield about
$70 more per ha. About $15 extra fertiliser is
needed per year.

Given $250/ha establishment costs and say
12-15 years pasture life, the annual cost of
the improvement is about $25/ha, leaving
me $30/ha profit per year

Other key considerations

What is the best mixture of species for my
place?

Is my lambing time matched to the increased
feed?

How will | finance the development?
Natural increase, buy or agist?

Are there additional pasture pests I'll need
to watch?

Are there additional market opportunities if |
have better quality pastures?

Possible impacts off the farm

The paddocks are already pasture, so additional
impacts should be minimal

Extra fertiliser may pollute run-off water
Profitable farms are important for my community

Overall assessment

Main advantages

Increase total feed supply and quality
Economies of scale within my existing farm

Fits my existing management skills

Allows increased profit and NRM objectives
Main disadvantages/risks

Sowing pastures has a high capital cost

Extra pressure on other paddocks, but my feed
planning/monitoring systems will help avoid this
Significant risks including, establishment failure,
falling stock prices, and the fact that the extra
production may not cover the costs.

Conclusion/implementation
Careful planning will be needed, but on balance
it looks profitable, and will increase the overall

sustainability of the farm operation. First step is to

identify the two paddocks | will re-sow.
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Tool 1.13

Cost of production calculator for sheep enterprises

Calculating your cost of production is an important step in assessing flock performance and a
first step to improving profitability.

The calculator is intended to be used for only one enterprise at a time, for example a specialist
prime lamb flock. If you have a Merino wool flock and you join a percentage of the ewes to a
terminal sire and the rest to Merino sires, break that flock into two enterprises:

1. A dual purpose lamb flock that includes the ewes joined to a terminal sire
1. A wool flock that includes those ewes joined to Merino sires, and all Merino wethers.

Use your estimate of cost of production to compare the health of your business year on year, and
then compare it against other sheep producers with similar resources to your own.

=>» Download the Making More From Sheep Cost of Production Calculator for Sheep
Enterprises to your computer (4.6 MB) - NB: To download, click save when asked.

=>» Download a printable version of the calculator (354 KB) to calculate your sheep enterprise
cost of production by hand.

Knowing your cost of production is just the first step. Once you have a rough idea of how you
are performing, measure the performance of your business in more detail and for all enterprises
using the other calculators in this module.
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Notes
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