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m Located at “Chiswick”, Uralla
m 54 ha each farmlet

m Farmlet A - high inputs of sown pastures and fertilisers
(20%/year); flexible rotational grazing in an 8 paddock system

m Farmlet B —moderate inputs of sown pastures and fertilisers;
flexible rotational grazing in an 8 paddock system

m Farmlet C — low pasture inputs; intensive rotational grazing
system starting with 16 paddocks, but later increased to over
30

m Analysis period 2000-01 to 2004-05 financial years

f . __________———____7 ____'——____‘_____
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m |t 1s more valid to compare the results
between Farmlets A and B and between
Farmlets B and C,

— Farmlet B represents current practice in the
region and

— due to confounding effects of both different
grazing management and input levels
between Farms A and C

_______s—-"""#xn economic comparison of sheep grazing systems on the northern tablelands of NSW-
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01-02 02-03 03-04

—&— Farmlet A —#— Farmlet B —®— Farmlet C
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Presenter�
Presentation Notes�
Stocking rate calculations based on Woolmark (1999) "Benchmarking the Wool Enterprise“

1 ewe + lamb = 1.4 DSE

Weaners & wethers = 1 DSE/head

Trade cattle = 8.1 DSE/head

Guidelines published by Woolmark (1999) were used to calculate whole farm stocking rate in total farmlet DSE and DSE per hectare. Each category of livestock was given a DSE rating and multiplied by average numbers on hand during the year. 

Annual opening and closing inventory numbers for sheep were used to calculate average sheep numbers. During the three years 2002-03 to 2004-05, a component of the stocking rate was made up of young cattle. The calculation of the cattle proportion of the stocking rate was complicated by the fact that most cattle were bought and sold during each year, with only a few appearing in the opening and closing inventory figures. To obtain an accurate estimate of cattle DSE required calculation of a weighted average number of cattle carried during the year. For example, 26 steers were purchased on 24th January 2003, kept for 90 days and then sold on 24th April 2003, the calculation for effective number of head grazed is 90 days/365 days per year x 26 cattle = 6.41 head. This is then multiplied by the DSE rating per head (8.1 DSE/head for trade cattle, (Woolmark 1999)) to ascertain the annual DSE equivalent for those stock. 

Table 4-2: Average annual stocking rates on each farmlet (DSE/ha)

Year		Farmlet A	Farmlet B	Farmlet C

2000-01	8.3		8.2		9.4

2001-02	7.4		6.5		6.3

2002-03	9.8		7.4		6.7

2003-04	12.9		8.9		8.1

2004-05	13.9		9.8		8.1

Ave		10.5		8.2		7.7



Target stocking rates for each farmlet were 15DSE/ha for Farmlet A, 7.5 DSE/ha for farmlet B and 15 DSE/ha for farmlet C, therefore stocking rates were not reached in the 5 years of the project on farmlets A and C.  Farmlet B exceeded its target in 2003-04 and 2004-05.�


m Financial Year basis

m 1 Trading schedule

* Includes opening number & increase (lambs weaned
and purchases)

 Includes sales, deaths and closing number

m 2 Activity gross margin
» Trading schedule outcome
* Wool sales
» Variable costs — shearing, health, fodder, sale costs
e Labour

__..f—-*"”';;b\n economic comparison of sheep grazing systems on the northern tablelands of NSW-
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Presenter�
Presentation Notes�
Pg 45: The starting point for estimating farm business profit is the estimation of the contribution to profit from each activity.

Activity gross margin budgets are calculated in order to determine the contribution of each activity to total farm gross margin.  An activity budget was constructed for the 3 Cicerone farmlets for each of the 5 financial years studied.

A partially self-replacing Merino ewe enterprise operated on each farmlet in each of the 5 years, with a cattle trading enterprise operating on each farmlet for the letter 3 years.  The activity budget for each enterprise includes a livestock trading schedule and an activity gross margin.

Labour was not included in the Activity level gross margins, but were included in the whole farm gross margin.  Total farm GM was calculated as activity GM for sheep plus activity GM for cattle less total farm labour.

pg 47: the standard set by Woolmark (1999) for valuing operator labour was used to value the managers labout hours which was 1.5 times the Australian Pastoral Industry Award for Grade 3 senior station hand.  At 2005 rates this was $535.50/week, or $21.10 per hour.  Casual hourly wages in the Aust’n Pastoral Industry Award are 1/38th (to allow for a 38 hour week) of Station Hand Grade 1 plus 25% (WageNet 2005).  The figure used was therefore $484.40/week x 1/38 x 1.25 = $15.93/hr.



See Chapter 4, page 42 for Cicerone lamb marking % and Livestock trading summary 2000-01 to 2004-05.

See Chapter 4, page 43 for Summary of Cicerone farmlet inputs recorded 2000-2005

See Chptr 5 pg 60 for total farmlet variable costs and labout hours 2000-2005.�


Variable costs

Farmlet total variable costs

Animal Shearing Selling Suppl. Feed  Labour

health B Farmlet A B Farmlet B O Farmlet C

\-‘
e
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Presenter�
Presentation Notes�
Farmlet A had higher costs of shearing, selling, feed due to the higher stocking rate. This is total costs for each farmlet over the 5 years and so includes some cattle selling costs as well.

Variable costs of production for sheep and wool (including health (eg drench, vaccine, and mulesing), shearing, supplementary feed and selling costs) varied widely from year to year, mainly due to differences in animal health and supplementary feed costs �


Farmlet scale gross margins
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Presenter�
Presentation Notes�
Farmlet scale gross margins include labour costs

Farmlet A had a higher average farm gross margin and cumulative total gross margin than Farmlet B, due to both higher wool and cattle trading gross margins. Farmlet C had a lower farm gross margin than Farmlet B, principally due to lower wool enterprise returns. Even though Farmlet C had slightly better cattle trading returns than Farmlet B, this was not enough to make up for the difference in wool enterprise returns. 

The introduction of trade cattle and fluctuation in wool and sheep sales saw the proportion of farmlet gross margin from each enterprise also fluctuate.  For the first 2 years, sheep were the only livestock enterprise present on the farmlets.  Cattle were introduced into the system because the district average ratio of sheep:cattle DSEs was 60:40.  This ratio was the general aim, allowing flexibility depending on markets and seasonal conditions – pg 64.

�
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=
m Based on Alford et al reports, 2002 and 2003
m Labour costs removed from gross margins

— Owner operator assumed

— Casual labour when required (simple linear programming
budget for each year)

m Pasture improvement
— Assumed purchase of direct drill for $25,000 in year 1

— Assumed own spraying and sowing on farm A, and own
spraying but contract pasture sowing on Farms B and C

e ~ An economic comparison of sheep grazing systems on the northern tablelands of NSW-
w South Wales, Department of Primary Industries



Presenter�
Presentation Notes�
Chapter 4, pg 44: farmlet sizes were insufficient to give realistic comparison at a commercial scale – including variable and overhead costs such as the cost of fertilisers, supplementary feed products, seling costs, farm labour requirements and cash flow effects. Eg: lupins purchased in bags rather than by the tonne.

Also, finance and cash flow are important factors that may differ between the commercial scale and the Cicerone treatments – this includes peak debt levels, interest costs and measures of liquidity.

Representative farm size and overhead costs were used in this analysis based on a report done by Alford et al (2003) on typical livestock farming systems on the Northern Tablelands.�

Activity budgets for commercial scale involved a simple multiplication of most livestock numbers and costs, of 17.037, applied to livestock numbers, health and supplementary feed costs.

- Shearing and crutching were total costs at $5.45 per hd ewes etc and $8.53 rams 

- Mulesing and marking were $1.40 total – these fig’s and above derived from NSW DPI GM fig’s for 19micron ewes

Wool selling and livestock selling costs were derived from the 2005 NSW DPI sheep gross margin budget for 19 micron Mo ewes 

Shearing, selling and marketing costs were different in Cicerone small scale farmlets and error would have carried over to commercial scale property

Standard set of selling costs were used: $1.50 per head cartage and yard dues; 4.5% agents commission on sale value.  For wool, costs of $51.39 per bale were used for commission, testing and cartage, $10 per wool pack and 2% wool tax (NSW DPI2005).

RAMS re scale-up – see pg 48

TRADE CATTLE re scale-up – see pg 48

Pg 56: details of linear programming.

�
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Presenter�
Presentation Notes�
See pg 70-71 for farm scale cumulative GM budget figures and graph.

Farmlet A has overtaken Farmlet B from 2002-03 onwards, reflecting its increased productivity and profitability on a gross margin basis.  Farmlet C has not been able to match the returns from B due to lower income but also slightly higher variable costs. Pg 64.



- Farm A had a higher average cumulative total GM than B, due to both higher wool and cattle trading GMs.  Farm C was lower principally due to lower wool enterprise returns.  Even though farm C had slightly better cattle trading returns than B, this was not enough to make up for the difference in wool enterprise returns. (pg 63)�


Farm A commercial scale
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Presenter�
Presentation Notes�
A comparison of year-to-year income and expense categories is shown. This helps to illustrate that a great deal of variation between years on all Farms was due to livestock trading with large expenditures on purchased stock and large income from sale stock, especially in 2002-03. A large part of this variability was due to cattle trading. 

�
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Presenter�
Presentation Notes�
Business returns for Farms A and B show the effect of the improvement in gross margin returns for Farm A, and the downturn in 2004-05 due largely to high supplementary feeding costs in that year. 

Farm A had negative business returns in 2000-01 and 2001-02, but returned to positive business return in the last three years. Farm A had higher business return than Farm B in 2002-03 and 2003-04 but lower in 2004-05. The heavy borrowings required by Farm A resulted in the early negative returns and a resultant decline in equity. However, with business return for Farm A returning to positive levels in 2002-03 to 2004-05, equity also began to recover. 



Pg 49: whole farm budgets = activity gross margins combined with overhead and capital costs (fencing, pasture improvement) to determine key annual profitability measures (ie: operating and business return, operating return on assets and business return on equity).  Therefore, assets and liabilities Balance Statements and Profit and Loss Statements for each year were constructed for each farmlet (standard Woolmark 1999 format).



Pg 50: Estimations were made related to capital and overhead costs of the farmlets to realistically represent them at a commercial scale.



- A direct drill was purchased in yr 1 for pasture sowing for $25,000

- Assumed that farmer would do own sowing and spraying on ‘farmlet’ A

�
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Farm B & C — commercial scale
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Presenter�
Presentation Notes�
Farm C had lower returns in 2000-01 due to expenditure on fencing. Farm C only had better returns than Farm B in one year, 2002-03, and they had similar returns in 2004-05. Both had lower returns in 2004-05 than in 2003-04 due to a number of factors including lower income and higher supplementary feeding costs.

- Assumed farmer would do own spraying, but contract sowing on ‘farmlets’ B & C

- Calculated that 23km of fencing of 3-wire electric fencing would be required for ‘farmlet’ C plus watering points, gates, piping and troughs.  Estim’d cost of $66,700 in yr 1.



�


Summary 2000-01 to 2004-05

M Loan repayments
M Casual labour

B Other indirect costs
1 Interest & finance
[ Cattle enterprise vble costs

JWool income
M Sheep income
M Cattle income
& Owner/operator allowance
M Pasture costs

1 Wool enterprise vble costs
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Cash flow statement: Farms A & B end of month

closing balance

End of month closing balance: Commercial scale 920ha
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Presenter�
Presentation Notes�
The same pattern of peaks and troughs occurs due to wool income every August and livestock (both sheep and cattle) buying and selling. Farm A has a declining trend due to continuous large pasture improvement costs, which totalled approximately $510,000 over the five year period (Table 5‑17). Whereas Farm A had higher gross margins (Table 5‑16) than Farm B, the level of pasture expenditure for Farm A far outweighed any gains in terms of animal productivity compared to Farm B. 

Pg 58: Cash flow statements were prepared for each of the 3 commercial scale farms from July 2000 to June 2005 to incorporate the cashflow effects of casual labour and capital expenditure on fencing and pastures, and to observe peak debt levels.  This also enabled monthly interest figures on loans and/or overdrafts to be calculated.

�


Cash flow statement: farms B & C end of month
closing balance

End of month closing balance: Commercial scale 920ha
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Presenter�
Presentation Notes�
Farm C started with a higher level of debt than Farm B, had slightly higher total farm costs (Table 5‑18 and Table 5‑19) and lower overall whole farm gross margin (Table 5‑16). Thus returns from Farm C were not enough to make up for it’s higher starting debt and higher costs, so its cash flow remained behind that of Farm B. 

�


Gross margins over 00-01 to 04-05
1. Farm A
2. Farm B
3. Farm C

m Business return results
1. Farm B
2. Farm C
3. Farm A

=l
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=
m Peaks and troughs in cash flow graph are due to livestock
purchases and sales

m High potential production from farmlet A has not occurred to
date, probably due to low rainfall during the 5 year span of
analysis

m Farmlet A has the potential for higher fodder conservation in
order to maintain its higher stocking rates in dry times
(prevented by low rainfall until late 2005)

m A commercial scale (920ha) Farm A would not have become
Insolvent.

= In the case of Farm A, the investment in altering the _
production system to take advantage of good seasons carries
with it increased risk of higher losses in poor seasons

m A decline in digestible pasture species was observed on
Farmlet B, which may reduce Ionger term profltablllty
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Presenter�
Presentation Notes�
Farm A did not become insolvent (a business becomes insolvent when liabilities are greater than the value of assets (Malcolm et al. 2005)). Therefore the possibility remains that in future seasons Farm A could continue to generate positive business returns and recover to 100% equity; especially if some of those years received higher rainfall than the below-average years experienced thus far. This would be dependent on grazing management permitting the more digestible and productive sown pastures to persist and pasture improvement costs to be reduced compared to the first five years. �


Commercial scale Farm C had lower gross margin returns
than Farm B, plus higher cost of fencing and labour

Farm C was able to maintain a higher level of desirable
pasture species composition than Farm B; however Farm
C had a consistently low pasture legume percentage and
low pasture digestibility due to long pasture rest periods.

m Climatic conditions over the analysis period have not
sufficiently tested the potential of the different treatments;
Farmlets A and C might be capable of better capturing the
advantages of above average rainfall

" An economic comparison of sheep grazing systems on the northern tablelands of NSW-
w South Wales, Department of Primary Industries
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