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WELCOME

Modern agriculture offers many challenges, rewards and opportunities. The 2003 Farm
Management (Farm500) Performance Summit has shown that there are many successful farm

businesses that are achieving their business and lifestyle goals.

As agriculture becomes increasingly more complex and sophisticated, to be successful requires
an increasing level of professionalism. Costs need to be managed, income maximised and

technological change kept abreast with.

Understanding your entire business, and being able to benchmark its performance, are key

tools in determining and achieving business success.

This booklet is aimed at increasing the awareness of business benchmarking and to educate
those who wish to calculate and apply the benchmarks to their own business. The book
includes the latest advances in agricultural 6 Wh odf Bu s i nkeschrarking. It is presented
in a format that not only explains the performance indicators to you, but also enables you to

calculate your own indicators and compare your results with key industry benchmarks.

Key questions are provided to assist you in challenging your results and identifying areas for

further investigation.

Success is a journey, not a destination. Business success is about continuous improvement and
being efficient and effective in what we do. Benchmarking helps identify what is possible and

where you can improve.

We hope that the opportunity this booklet provides will help you on your journey to

continued success.

&

Neil Clark Mike Carroll
Chairman General Manager
Farm Management 500 Agribusiness

National Australia Bank



INTRODUCTION

Successful businesses analyse the right things, ask themselves the right key questions, gather

the right information, make effective decisions and carry out the most appropriate actions.

To make effective business decisions you must be able to understand the current state of the

business and what the objectives are for the business.

All businesses go through planning cycles. Every action we carry out has a result. Each result
forms part of a planning cycle. We all carry out these cycles in everything we do, althoughit is
often a sub-conscious process. We get a result, analyse it, make sense of it, decide what we will

do next time and then carry out further actions.
The challenge is to usethe planning cycle as efficiently and effectively as possible.

This booklet will help farm businesses to analyse the right areas and ask themselves the right
guestions about their past performance. Coupled with understanding the objectives of a

business, this is the basisfor effective planning.

The booklet also contains a powerful new resource, the Farm500 Business-cycle. Understanding
where you are in the business-cycle and linking this to the appropriate benchmarks for each
stage, greatly assists in planning. These Farm500 Business-cycle benchmarks can be used to

develop aroad map to guide the family through each business stage of their farming career.

Within one generation a business may move through three or four stages. The information
provided in this booklet will help businesses identify each stage and become more comfortable

with their performance asthey progress through the stages.

The booklet is based on the results of the 2003 Farm500 Performance Summit. A total of 224
members of Farm500 participated in the summit analysis that involved comparison of average
figures from seven years (1996 financial year to 2001 financial year). Some businesses had up to
14 years of continuous data they could analyse. Farm500 used a whole of business approach

and the farms involved are located across Victoria, New South Wales and South Australia.

WHAT IS FARM MANAGEMENT 500

Farm Management 500 is a private extension program initiated in 1991 to link farming families
across South Eastern Australia with consultants, agribusiness and a powerful resource network.
Farm500 aims to accelerate the adoption of better business practices by fostering open and

interactive farmer group activities. All members share ideas and experiences so asto recognise

and develop skills, values, self worth and enhance profits.

The Farm500 project encompasses over 350 progressive farming businesses involved in over 30
groups, facilitated by 14 independent agricultural consultants. Groups are actively working to
improve their farm business management skills, recognising the need to create wider industry

networks to assist them successfully manage the ever changing face of agriculture.

Groups typically consist of 12 farming businesses. Members are invited according to their desire
to learn, share and contribute to the forward thinking and professional manner by which the

future of our industry can advance with confidence.

Farm Management 500 encourages a whole of business approach, aided by the increased and
more sophisticated use of financial performance analysis and benchmark indicators for

mparison within and between businesses and to industry standards.

The main focus is on people and their individual needs, ensuring a balanced approach to issues
relating to all the family members. Being a member of a Farm500 group removes both social

and decision making isolation.

Farm500 is recognised nationally as a leader of change and progress in agriculture. An annual
subscription per farming business applies. This is supplemented by support from FarmBis. Long
term support for the program has been provided by National Australia Bank - Agribusiness.
Specific projects are undertaken when members' learning needs and current industry funding

can be matched.



FARM BUSINESS PROFITABILITY

Being profitable is the key to having choice. Most, if not all, farming families wish to run a
profitable farm that generates sufficient income to enable a good quality lifestyle and which

will build their family® wealth over time.

Each family has different ideas about what constitutes sufficient income, good quality lifestyle
and wealth. Ideas also change as business owners and management go through the different

stages of their business cycle.

Farming families make decisions every day about some aspect of the farm business. Usually,
these decisions are based on having a general idea about what it isimportant to improve in the

farm business and consequently the family lifestyle.
All business have occasions when the decision making processcould be better.

To make good business decisions it is essential that farm businesses understand what is driving
their business profitability identify what is possible and set goals for what they would like to

achieve. This booklet provides that opportunity.

Gavin Beever & Matt McCarthy

O6 Cal | Rud Management

1. BUSINESS HEALTH INDICATORS

In 1997 the GRDC funded Farm500 FAST project identified Business Health Indicators to measure
Whole of Business performance. These indicators have been benchmarked and used extensively
by the participants and the industry. They have focused Farm Managers on areas which require
priority attention or deserve praise. Six years later, the Farm500 Summit provided an
opportunity to reflect on Business Health Indicators for successful business management. As

a result some indicators have been redefined and benchmarks modified. However, the overall
nature and use of the benchmarks remains the same. The updated Farm500 Business Health

Indicators are as follows:

FARMS500 BUSINESS HEALTH INDICATORS

Key Performance Indicators Unit Weak Medium Strong
1. Return on Capital % <2 2-6 >6
2. Change in Net Worth (annual) % <4 4-10 >10
3. Farm Profit $ <0 0-90,000 >90,000

Profit Drivers

4. Production - Dollar Water Use Efficiency $/hal
- Cropping? 109?7; <80 80 - 120 >120
. . . rainta
- Mixed cropping and grazing® | <50 50 -90 >90
% of Farm
5. Farm Input Costs >40 40 - 30 <30
Income
6. Machinery Costs pAFAM 530 30-20 <20
ncome
7. Labour Costs (includes all labour) %Ino(fo;aerm >25 25-15 <15
8. Financing Costs Vo of Farm >12 12 -5 <5
Income
Key:
> = More than
< = Less than
ai Cropping = More than 80% of farm income comes from crops
b i Mixed cropping & grazing = More than 20% of farm income comes from livestock
8



1.1 EXPLANATION OF INDICATORS
We must know where we are in order to get to where we want to go. If we are planning a
trip, we use a map.

Using the business health indicators and benchmarks is the key to carrying out the same process
for businesses. They enable a businessto establish where they are and context that with where
they want to be, they can then plan how they are going to get there. Benchmarks are useful

tools when making decisions.

As with a road map, indicators and benchmarks can be used to track progress and reorientate

the business, if unforseen matters arise, or circumstances change.

When using benchmarks astools to assist in management and decision making, start with
0 Wheodf Businessdthen progress to the 6 P e r f cerl nmadni cc. arhisogives @& logical progression

in questioning a businesses performance. The suggested order of useis then asfollows:

Return on Capital .¢h.Change in Net Worth .¢n.Farm Profit .(n$WUE.(n.Cost/Income Ratios -()-$/ha

You will find the indicators in this booklet presented in the above order.

1.2 USING THIS BOOKLET

In exploring each indicator it is hoped that you will review your overall business performance

and identify areas for further consideration.

Traditionally performance indicators fall into three main areas:

Strategic i The overall performance of the business.
Tactical T Enterprise planning.
Operational 1 Day to day management decisions.

This booklet focuses on analysing strategic and, to a lesser extent, tactical performance.

Each indicator is presented in a format to help you think logically about it. The format is as follows:

INTRODUCTION

Aims to give you an understanding of the particular indicator.

CALCULATION

Provides an explanation of how the indicator is calculated for example, and an area for you to
enter your own figure. The tables in Appendix AA Ca |l c uYou OwnrBgsiness Health

I ndi c will asgistsydu in collating the necessary figures to do these calculations for you own
business. To effectively use the indicators and averages provided, it is recommended that you
input data from a sevenyear period and use a seven year average, as was done in the analysis

for the Farm500 Performance Summit.

BENCHMARKS
Liststhe benchmark ranges for the indicator, so that you can compare your result against other

businesses and start to make sense of it.

KEY QUESTIONS

This section is designed to help you seethe stories behind your figures. It is not the results
themselves that are important, but the understanding of the result that is critical. The
guestions are listed in two columns, strong and weak. If you have a strong result for the
indicator, look at that column. If you have a weak result, look at the weak column. If you are

somewhere in between, look at both.

The questions are listed under sub-headings that are particularly relevant to the indicator.
Please note that strong or weak does not necessarily equal good or bad, again it is the stories
behind the indicators that individual businesses can use to make that judgement for
themselves. Also note that this booklet is not intended to provide a full understanding about

your business, it is designed to stimulate your thinking in relation to improving your business.

YOUR TARGETS
Enables you to consider targets for your business. Completing this section for each indicator

personalises this booklet. You will set your own standards in respect to your own unique situation.

SOMETHING FOR LATER
This is space for you to identify issues you might like to look at further in respect to your business
and your situation. The booklet is designed to help you personalise the questions about your

business. Use this section to record any issues or questions you need to explore further.

REMEMBER

To calculate the indicators for your own business, you will firstly need to fill in the Tables in
Appendix A: Calculating Your Own Business Health Indicators. Most of the figures can be

derived from the financial statements that make up your annual tax return.

10



2. KEY PERFORMANCE INDICATORS

2.1 RETURN ON CAPITAL

Return on Capital measures the profit (before financing costs)you are generating from the

farm against the value of your farm assets. If you have a return on capital of 5% it means that

for every one thousand dollars of assetvalue you own, you are generating $50 dollars of profit.

Return on capital is important as it provides a measure of how well the money you have

invested in assets is working for you. It also enables you to compare your agricultural business

with other industries or sectors.

Calculation

(Farm Income 17 Farm Input Costs i Machinery Costs i Labour Costs)

Farm Assets x 100

NB. Farm assets include owned land and productive improvements, farm machinery, livestock and produce on hand.

Debt and financing costs are not included (used for Return on Equity).

CALCULATION

Farm Income (Table 1):
Minus

Farm Input Costs (Table 5):
Minus

Machinery Costs (Table 5):
Minus

Labour Costs (Table 6):
Divided by

Farm Assets (B fromTable 8):

Multiplied by 100
= %

Benchmarks

RETURN ON CAPITAL %
7 year average

Your farm, 7 year average

11

FOR EXAMPLE

$415,000
;

$86,520
i

$113,000
|

$53,440

$2,150,000
.075
X

7.5%

WEAK

Less than 2%

YOUR FIGURES (FROM APPENDIX A)

[ s
i
$
i
$
i
$
IE
x 100
| %
MEDIUM STRONG
2-6% More than 6%

Key Questions

These questions are provided to prompt your thinking on your next steps i
they are not the answers

STRONG (Return on Capital benchmark)

Farm Profit

Do you have high farm profit?

Ishigh farm profit sustainable for the
long term?

Assets

Are land prices lower than agricultural
land value and likely to increase?
Farm Scale

Is Return on Capital strong but small
farm scale stops you getting enough
gross profit from the farm business?

How big do you want your farm
businessto be?

Are you increasing in scale?

Isnon farm income compensating for
small farm business scale?

Stage in the Business-cycle
(see chapter 4 Business-cycles)
What stage of the business-cycle

are you at?

Are you working too hard and is your
lifestyle suffering?

Your targets

WEAK (Return on Capital benchmark)

Farm Profit

Do you have low farm profit?
(Refer to section 2.3 Farm Profit)

Assets

Do you have the right asset mix (for example
land, machinery, improvements, livestock or
investments)?

Isyour net worth adequate?
(Refer to section 2.2 Net Worth)

Are land prices higher than agricultural land value?

Has the value of the property and improvements
you own been rapidly increasing?

Are you over capitalised in machinery?

Farm Scale

Isa weak return on capital offset by large farm scale
that enables you to still generate adequate income?

Stage in the Business-cycle

Are you getting closeto retiring or moving out of
the farm business?

Are you a new or emerging farm business?

Are lifestyle choices more important to you than
strong return on capital?

Enter a target you would like to aim for in your business.

CURRENT TARGET

RETURN ON CAPITAL %

12



2.2 CHANGE IN NET WORTH (7 YEAR AVERAGE)

Change in Net Worth is an indicator of wealth accumulation. It is a reflection of a businesses
ability to increase investment in farm and non-farm assets over time and/or the ability of the

assets to increase in value over time.

Change in Net Worth (Sevenyear average) is important. Increasing Net Worth indicates that
assets are growing faster than liabilities. It is what is left at the end of the day to use in the

future (for example to expand the business, relocate or for retirement).
It can also provide a buffer that can be drawn on in times of hardship, such asdrought.

Businesses profitability is independent of Net Worth. A business can have good profitability,
but if it is not allocating some profit to asset purchases or debt reduction, then Net Worth may
not be changing. Conversely a business may be increasing in Net Worth, due to increasesin

assetvalues, but may have poor profitability.

Calculation
(Current Net Worth 7 Net Worth 7 yrs previous)
Total Assets 7 years previous 7 years x 100
CALCULATION FOR EXAMPLE YOUR FIGURES
(From Appendix A)

Net Worth Current (L From Table 12) $1,995,680 $ |

Minus

Net Worth at 7 years previous (K From Table 12) 1,166,020 $ |

Divided by

Total Assets at 7 years previous (G From Table 10) $1,430,020 $ |

Divided by

7 years =0.083 7

(or no. of years in period)

Multiplied by 100 x 100

= % =8.3% - % |
Benchmarks

CHANGE IN NET WORTH WEAK MEDIUM STRONG

7 year average Less than 4% 4 -10% More than 10%

Your farm, 7 year average

Key Questions

These questions are provided to prompt your thinking on your next steps i
they are not the answers

STRONG

(Change in Net Worth 7 year benchmark)

Farm Profit
Isfarm profit strong?
(Refer to section 2.3 Farm Profit)

Has profit, used to increase Net Worth, come
at the expense of other choices such as lifestyle
options, or coststhat could increase future
productivity and profitability?

Asset Growth

Has there been a rapid increase in the value

of some assets?

Have you had a short term increase in net
worth due to being the beneficiary of an estate
or similar?

Isthe growth in net worth sustainable?

Are you comfortable with the spread or balance
of your investment choices?

Are you investing for continued growth?

Will other demands slow your future growth

in net worth in the short, medium or long term
(for example children® education, your

lifestyle choices)?

Stage in the Business-cycle
(see chapter 4 Business-cycles)

What stage of the business lifecycle are you?
Are you happy with your lifestyle?

Will there be enough funds to support the
next stage in your business?

Your targets

WEAK
(Change in Net Worth 7 year benchmark)

Farm Profit

Is profit strong enough?
(Refer to section 2.3 Farm Profit)

Have you invested enough profit for
growth in Net Worth or are lifestyle
choices more important?

Are you eroding your assets to
compensate for low profit?

Isyour productivity strong enough?

Asset Growth

Has there been a rapid decreasein the
value of some of your assets and if so will
this continue in the future?

Do the areas you invest in need to
change?

Should you be investing your Net Worth
elsewhere and getting better growth?

Are you growing your business?

Have you made or dissolved partnerships
which have led to splitting of assets?
Stage in the Business-cycle

(see chapter 4 Business-cycles)

Are you a new or emerging business?
Are you getting close to retirement?

Are you getting closeto selling the farm
and investing elsewhere?

Enter a target you would like to aim for in your business.

CURRENT TARGET

CHANGE IN NET WORTH (7 year average) %
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2.3 FARM PROFIT Key Questions

Profit is what gives a business choice. Farm Profit is the income that is left after meeting These questions are provided to prompt your thinking on your next steps i
they are not the answers

business and financing expenses.

Farm Profit is what a business provides to pay off debt, pay tax, invest on and off farm, increase STRONG WEAK
investments in machinery and other capital purchases and pay for lifestyle choices. (Farm Profit benchmark) (Farm Profit benchmark)
. Income Income
Calculation Is your work load sustainable for the long Do you need to increase income?
. N, . . -
Farm Profit = Farm Income T Farm Input Costs i Machinery Costs i Labour Costs i Financing Costs term, |s'l|festyle su]ffenng. Is non farm income high to compensate for low farm profit?
Have prices been high? Are lifestyle choices more important to you and profit is
. ) - ) Has your farm production been high? adequate to meet your needs?
* Labour costsinclude all family labour, which is calculated asall hours worked per year by family members at - ] . . .
, (Refer to the Dollar Water Use Efficiency Must you look at different options to ensurethe business is
$18 per hour. See section 3.4 Labour Costs. Indicator) financially sustainablein the long term?
Are production levels sustainableinto the Have prices been low?
future?

Has your farm production been low?

Are you making any changes to your (Section 3.1 Dollar Water Use Efficiency Indicator)
farming system that may impact on your

CALCULATION FOR EXAMPLE YOUR FIGURES
(From Appendix A)

Do you need to make changes to your farming system?

Farm Income (From Table 1) $415,000 $ | production?
Costs
Minus i Costs . .
A is level tainableinto the future? Are input costs too high?
re costs levels sustainableinto the future?
Farm Input Costs (From Table 4) $86,520 $ | Do you have surplus labour that could be used better?
. i Do you haveto work too hard to keep 5
Minus ' costs down and income up? Is lifestyle Do you lease land?
Machinery Costs (From Table 5): $113,000 $ | suffering? Do you have significant agistment costs?
Minus i Are you mining resources to keep costs Do you use contractors a lot?
down? Is debt too high?
Labour Costs (From Table 6): $53,440 $ | Are machinery costs likely to stay at Are machinery costs high?
Minus i current levels? Assets
. . Will you be able to keep labour resources
Financing Costs (From Table 7): $36,620 $ and Zosts at around thepsame levels into Is your Net Worth adequate?
= $ Farm Profit = $125,420 $ the future? Is your Farm Profit limited by small farm scale?
Assets Could you use contractors for machinery and free up capital if
] ) required or improve machinery costs and efficiency?
How big do you want your farm business ) .
Benchmarks to be? Stage in the Business-cycle
Is non farm income Compensating for Are you getﬂng close to retiring or mOVing out of the farm
FARM PROFIT WEAK MEDIUM STRONG small farm business scale? business?
i Are you deliberately living off the erosion of your assets?
7 year average Less than $0 $0 - $90,000 More than $90,000 Could you increase scale and have even y v ving y
better economy of scale and profitability? Are you a new or emerging farm business?
Your farm, 7 year average | Stage in the Business-cycle Has your businessgot the capacity for sustainable profit in
Are you growing your Net Worth for the future?

the future? -
Are there too many families dependent on the farm?

Are you getting close to retiring or

moving out of the farm business? Are short term costs creating this low farm profit?

Does your profitability fluctuate year to year?
Your targets

Enter a target you would like to aim for in your business.

CURRENT TARGET

FARM PROFIT ($)




3. PROFIT DRIVERS

To ensure a farm is profitable each business must understand what is driving their profitability.
The following key indicators provide the means for understanding and monitoring what is
driving businesses profitability.

When used together, the indicators give a complete picture of farm business performance.

3.1 PRODUCTION - MEASURED AS DOLLAR WATER USE EFFICIENCY ($WUE)

Production systems vary between farms due to differences in soil types and rainfall,
which influence:

m Land use (mix of cropping and grazing).

m Enterprise selection (crop types and livestock types).

Therefore, an indicator was developed to enable comparison across all production systems,
regardless of the above factors. This indicator is Dollar Water Use Efficiency. It shows the
gross value of production per hectare against each 100mm of annual rainfall.

Calculation

Farm Income the Effective Land Area

the Average Annual Rainfall (mm) 100

CALCULATION FOR EXAMPLE YOUR FIGURES
(From Appendix A)

Farm Income (From Table 1): $415,000 $

Divided by

Effective Land Area (From Table 2): 1,200 Ha

Divided by

Average Annual Rainfall (From Table 3) 400 mm

Multiplied by 100 X x 100

= $/hectare/100mm of rainfall/year $86/ha/100 mm rainfall

Benchmarks
DOLLAR WATER USE EFFICIENCY WEAK MEDIUM STRONG
($/ha/100mm)
Cropping Less than 80 80 - 120 More than 120

7 year average

Mixed Cropping & Grazing Less than 50 50 - 90 More than 90

7 year average

Your farm - Cropping & Grazing

Definitions:
Cropping = More than 80% of farm income comes from crops
Mixed cropping & grazing = More than 20% of farm income comes from livestock

Key Questions

These questions are provided to prompt your thinking on your next steps i

STRONG

($ Water Use Efficiency)

Costs

Are you buying the extra
production? le. high Farm
Input Costs

Prices

Have commodity prices been
high?

Farm System

Isyour result sustainable in the
longer term, or are you mining
your natural resources?

Are you having to work too
hard?

Does the farming system meet
your lifestyle needs, now and in
the future?

Will high input costs exaggerate
the impact of seasonal and
commodity price fluctuations?

Timeliness

Have you been doing things
right and on time?

Climatic or other events
Have seasons been particularly
good?

Assets

Are you getting a good return
on capital? (Refer to Section 2.1
Return on Capital Indicator)

Isthe majority of your land
productive?

Your targets

they are not the answers

WEAK
($ Water Use Efficiency)

Costs

Are farm input costs, machinery or labour limiting production?
(Refer to section 3.2 Farm Input Costs)

Prices
Have commodity prices been low?
Are you marketing well?

Farm System
Have you got the right mix of enterprises?

Does your crop/pasture/livestock system match the potential of
your sails, land type and rainfall?

Are you sowing the right varieties?

Ispoor performance in any key areas limiting productivity
(for example seedling emergence, weed control, fertiliser application,
lambing/calving percentage)?

Isyour farming system too complicated?

Is some other factor, not associated with input costs, affecting
production and hence profit (for example land capability, or
operator skill)?

Timeliness

Do you do things on time and at the right time (for example
sowing, weed control, harvesting)?

Do you have efficient equipment?
Do you have enough labour, particularly at critical times?

Climatic or other events

Have there been significant climatic events (for example frosts,
water logging)?

Have there been plagues of any sort (for example mice, locusts)?

Has any other significant event effected your $WUE (for example fire,
disease outbreaks)?

Assets

Are you getting a good return on capital? (refer to section 2.1
Return on Capital Indicator)

Do you have alot of non-productive or low productive land?

Enter a target you would like to aim for in your business.

WATER USE EFFICIENCY ($)

CURRENT TARGET
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3.2 FARM INPUT COSTS

Achieving farm profit is a factor of grossincome and the amount of inputs it takes to

generate that income.

Farm input costs as a percentage of Farm income, shows that relationship. This ratio is more

comparable with other businesses than dealing with straight dollar values.

For example if your farm input costindicator is at 40%. It means that for every 40 cents you

spent on farm input coststhe business generated one dollar of income.

Calculation
Farm Input Costs Farm Income x 100
CALCULATION FOR EXAMPLE YOUR FIGURES
(From Appendix A)
Farm Input Costs (From Table 4): 86,520 $ |
Divided by
Farm Income (Table 1): $415,000 $ |
Multiplied by 100 X 100
= Farm Input Costs as % Farm Income 21% % |
Benchmarks
FARM INPUT COSTS (%) WEAK MEDIUM STRONG
7 year average More than 40% 40 - 30 % Less than 30%

Your farm, 7 year average

Key Questions

These questions are provided to prompt your thinking on your next steps i

they are not the answers

STRONG WEAK

Income
Can income be maintained
at current levels?

Have commodity prices
been high?

Is productivity strong?
(Refer to $WUE Indicator)

Have you had particularly
good seasons?
Costs

Have short term savings been
made in individual costs?

Are there any large costs
looming (for example machinery,
labour, maintenance)?

Farming System

Isyour farming system
sustainable or have you been
mining your natural resources?

Are you working too hard?

Assets

Do you get efficiencies from
large farm scale?

Your targets

Income

Do your costs and/or income levels fluctuate widely from
year to year?

Can income be increased and/or costs reduced?
Have commodity prices been low?

Is production weak? (Refer to $WUE Indicator)
Have you had particularly poor seasons?

Has some other significant event(s) limited production
(fire, mouse or insect plague etc)?

Costs
Do you budget and manage costs well?

Do you match input costs against realistically achievable
yield and price?

Are there some specific input coststhat are causing this
indicator to be weak?

Do you target maximum theoretical yields regardless of
the cost?

Are high costs being used to achieve lifestyle choices?
Do you share farm and pay all the costs?

Are you spending too much time and money on
maintenance or cosmetic issues?

Farming System
Are you running the right enterprises?
Isyour farming system too complicated?

Assets
Isfarm scaletoo small to give efficiencies?

Stage in the Business-cycle
Are you running a new business?

Are you winding the business down to retire?

Enter a target you would like to consider for your business.

CURRENT TARGET

FARM INPUT COST (%)
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3.3 MACHINERY COSTS

This indicator accounts for the various ways machinery can be sourced by the business, whether

owned, hired or contracted.

There is also a critical relationship between machinery investment and labour. The scale and
type of machinery has a major influence on the amount of labour required. When the cost of
either machinery or labour is high then this may be countered by having low costsfor the

other. Hence the combined cost of machinery and labour can be measured also.

It is important to calculate machinery coststo ensure machinery is both efficient and effective

in contributing towards income.

Calculation

Machinery Costs Farm Income x 100

FOR EXAMPLE YOUR FIGURES

(From Appendix A)

CALCULATION

Machinery Costs (From Table 5): $113,000 $

Divided by

Farm Income (From Table 1): $415,000 $

Multiplied by 100 x 100

= Machinery Costs as % Farm Income 27% %
Benchmarks

MACHINERY COSTS (%) WEAK MEDIUM STRONG

7 year average More than 30% 30-20 % Less than 20%

Your farm, 7 year average

Key Questions

These questions are provided to prompt your thinking on your next steps i

they are not the answers

STRONG WEAK

Income

Has farm income been higher
than typical?

Is it likely to stay high?
Costs

Have running costs (for example
fuel and repairs) been low?

Are they likely to stay at current
levels?

Have you had low contracting
costs?

Have freight costs been low?

Depreciation

Is your plant getting old and
therefore replacement will be an
issue in the future?

Farming System

Does your business have sufficient

machinery to farm at your
business scale?

Do you have the machinery to
farm the system you prefer?

Does your business require higher
labour contribution because plant

is limiting?

Are you planning to increase farm

scale in the future?

Stage in the Business-cycle
Would future changes in business
lifecycle influence machinery costs?

Your targets

Income
Has farm income been lower than typical?

Is it likely to stay low?

Costs

Haverunning costs (for example fuel and repairs) been high?
Are they likely to stay at current levels?

Have you had high contracting costs?

Have freight costs been high?

Depreciation
Have you recently upgraded machinery resulting in high
rates of depreciation?

Farming System

Is a weak machinery costs benchmark offset by achieving
lifestyle and/or comfort goals?

Are you missing productivity and/or income opportunities
because machinery is limiting?

Does machinery limit successful timing of operations?

Is a weak machinery costs benchmark offset by having low
labour costs?

Has income been weak due to adverse climate or low prices?

Is your farming system too complicated, requiring too many
different items of machinery?

Are there ways you can generate more income from your
machinery (for example contracting)?

Are you planning to increase farm scale in the future?

Stage in the Business-cycle
Are you a new business?
Are you a retiring business?

Have you invested more in machinery to enable expansion
of the business?

Enter atarget you would like to aim for in your business.

CURRENT TARGET

MACHINERY COSTS (%)
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3.4 LABOUR COSTS (INCLUDES ALL LABOUR)

The skills and abilities of the farm@ labour are an important factor in achieving businessincome

and success. It is very difficult to measure individual skills and ability and even more difficult to

then relate that to the performance of a particular farm.

However, one approach isto measure the efficiency of the farm@ labour resource. This gives an

indication of how effective labour isin generating income.

Calculation
Labour Costs Farm Income x 100
CALCULATION FOR EXAMPLE YOUR FIGURES
(From Appendix A)
Labour Costs (From Table 6): $53,440 |
Divided by
Farm Income (From Table 1): 415,000

Multiplied by 100

= Labour costs as % Farm Income

Benchmarks
LABOUR COSTS (%) WEAK
7 year average More than 25%

Your farm, 7 year average

Less than 15%

Key Questions

These questions are provided to prompt your thinking on your next steps i
they are not the answers

STRONG WEAK

Income

Has income been unusually high? (Refer to
the Production Indicator)

Machinery Costs
(Refer to the Machinery Costs Indicator)

Does your business require higher
machinery contribution because labour
costs are low?

Stage of Business-cycle
Is the business successful?

Does your labour have the skills and
experience that may be required for future
business stages?

Are you planning to expand the business?
Are you happy with your lifestyle?

Labour Management

How many hours are the business owners
working, are they working too hard?

Are labour resources under too much
pressure, particularly during peak periods?
Do you have the labour to farm the system
you prefer?

Is the age of the labour force and any
impending loss of staff or retirements
an issue?

Can the business continue on at current
labour levels in the longer term?

Your targets

Income

Has income been unusually low? (refer to the Production
Indicator)

Does the amount of labour available limit timeliness,
productivity and henceincome potential?

Machinery Costs
(Refer to the Machinery Costs Indicator)

Do you have enough machinery to do the tasks required
efficiently?

Stage of Business-cycle

Are you a new or growing business?

Has there been high turnover of people?

Do you spend enough time planning things in the office?

Does farm scale limit what can be achieved with the labour
resources?

Labour Management
Is labour surplus to what is required?
Could labour be used in other ways?

Are high labour costs offset by a strong return on capital and
low machinery costs?

Does the labour force have the combination of skills and
abilities necessary to run the business efficiently?

Is the result influenced by lifestyle choices?

Is your farm system too complicated?

Are you trying to do too many things at once?

Is labour spending too much time on non productive issues?

Is there alarge amount of time being spent on maintenance or
farm/business development?

Is in-experience or lack of knowledge leading to things taking
too long?

Are key labour skills not being used?
Are key labour skills missing?

Does the labour force need more training and support?

Enter a target you would like to aim for in your business.

LABOUR COSTS (Includes all labour) (%)

CURRENT TARGET

24



3.5 FINANCING COSTS

Borrowing by using your assets as security is a key tool used for business investment,
development and expansion. Machinery Lease and Land Rent are also key tools and are

included asFinancing Costs for the Farm500 analysis.

Farms can still achieve high levels of profit when they have high debt or high land rent costs,
but it means that all other key areas must be managed that much better. The income required
to service debt or land rent obviously restricts how much is available to spend in other areas,

including in reducing the debt itself.

Used correctly, Financing costs can accelerate business growth and enhance production and

profitability. Used incorrectly it exposes businesses to financial risk.

Calculation

Financing Costs  Farm Income x 100

YOUR FIGURES
(From Appendix A)

CALCULATION FOR EXAMPLE

Financing Costs (From Table 7): $36,620 $

Divided by

Farm Income (From Table 1): $415,000 $

Multiplied by 100 x 100

= Financing costs as % Farm Income 9% = %
Benchmarks

FINANCING COSTS (%) WEAK MEDIUM STRONG

7 year average More than 12% 12-5% Less than 5%

Your farm, 7 year average

Key Questions

These questions are provided to prompt your thinking on your next steps i
they are not the answers

Income

Has income been unusually high?
(Refer to the Farm Profit Indicator)

Finance Costs

Will financing costs stay at current
levels (for example machinery
requirements, land rent)?

Do you have the best available
interest rates and finance terms?

Stage in the Business-cycle

Are changes in business lifecycle
going to mean changes to
financing costs?

Attitude
What is your attitude to debt?

Is business expansion by borrowing
a feasible option or are low debt
levels important to you?

STRONG WEAK

Income

Has income been unusually low? (refer to the Farm
Profit Indicator)

Can income be increased?

Finance Costs
Are financing costs being used to grow the business?
If soisincome expected to go up?

Do you have appropriate interest rates and finance
terms?

Do land rental costs make up a significant percentage
of finance costs?

Are there opportunities to allocate farm profits to
debt reduction?

Stage in the Business-cycle
Are you a new or emerging business?
Are you going to be retiring in the near future?

Are debt levels limiting productivity and constraining
the business?

Isfarm profit low, farm production low and debt at a
level where selling assets could be a consideration?

Have debt levels been trending up or down?
Attitude

What is your attitude to debt?

Do you have a plan of how you are using and
managing debt?

IsNet Worth increasing at good levels?

Your targets

Enter a target you would like to aim for in your business.

CURRENT TARGET

FINANCING COSTS (%)




4., THE FARM500 BUSINESS-CYCLE 4.1 BUSINESS STAGES AND GROWTH

Business Stage is the combination of current dollar value of Net Worth and the change (%) in

Net Worth over time. Your stage in the Farm500 Business-cycle is calculated by considering your

Understanding where you are in your business-cycle and linking this to the appropriate current Net Worth and the change in your Net Worth over the last seven years.

benchmarks for business stages is a powerful resource. Farm500 Business-cycle Benchmarks

can be used to develop aroad map to guide the family through each business stage of their

. Farm 500 Business Stages are defined as:
farming career.

Duri i ie 25 the busi th h th f i BUSINESS STAGES NET WORTH JUNEG6 0 2 | CHANGE IN NET WORTH
uring one generation (ie 25 years) the business may move through three or four stages. $ (MILLION) YEAR AVERAGE %

The information provided in this booklet helps families identify each business stage and

become more comfortable with their performance asthey progress through the stages. Le Sl2relng =L ol
) ) ) - ) 2. Growing <12 > 10
Business performance may vary with age and business-cycle stage. For example, families with
) . o 3. Successful 12-25 > 10
children at school and dependant parents may have heavy commitments that may coincide
4. Stable 1.2-25 4-10
with a high business growth stage. _ _
5. Re-inventing > 25 4-12
Successful businesses may have to increase their scaleto accommodate the next generation. 6. Retiring <12 < 4
Passing through this stage can lead to highly efficient use of machinery and labour, above 7. Dynamic >25 > 12

average inputs and profits that transfer to growth in scale. _ -
NB: Net Worth equals Total Assets (Farm & Non-farm) minus Liabilities

Passing the farm on to the next generation will not be an issue for some families as their
children do not aspire to a career in farming. This retiring stage may be characterised by

increasing lifestyle choices, slowing down and a lower return on capital.

Most families are highly skilled at managing production but understanding and managing
Farm500 Business-cycle Benchmarks is a new challenge. The priority is to identify where the
family is at now, set new targets and budgets to reach the next business stage, then measure

and monitor business performance.

It is important that every farm businessidentifies their current business stage, what stages they
have passedthrough and where they would like to be in the future. In doing sowe can learn

from past performance and plan for future success.
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4.2 BUSINESS-CYCLE ROAD MAP

Your farming enterprises will move between the different Business-cycle stages as it grows,
matures and introduces new generations. The following diagram represents the relative Net

Worth values and per cent change in Net Worth for each of the Business-cycle stages.

CED S
T >

1.2 15 2.5

RETIRING

Net Worth
($) million

Where do you sit? You can plot your own business by first finding your current Net Worth (seel from Table 12
Appendix A) on horizontal axis. Then plot Average % Change in Net Worth on the vertical axis (As calculated in section
2.2). The example farm used in this booklet would be plotted as current Net Worth $1,995,680 vs Annual % Change in
Net Worth of 8.3%. . It would be described asbeing at the 6 St adiadgeeod the Business Cycle.

BUSINESS-CYCLE BENCHMARKS AND TARGETS

Justas the circumstances and performance of the business vary with each different stage in the
Business-cycle, so will your performance targets. It isimportant to consider the factors that will

influence the targets you set at different Business-cycle stages. These influencing factors can include:

A The costs required to increase productivity.
A The need to reinvest income to grow the capital base.
A Efficiencies achieved through larger scale operation.

AManagements skills, enthusiasm and experience.

Remember to always look at your own situation. Use benchmarks and other tools to set targets
that are relevant to your business. Be aware of your individual circumstances and how they

may change.

PERFORMANCE TARGETS FOR THE BUSINESS-CYCLE STAGES

1- Emerging

2- Growing

3- Successful
4- Stable

5- Re-inventing
6- Retiring

7- Dynamic

Benchmark values for the best 25% of businesses

Key Performance Indicators

Return on Capital % >2 >9 >9 >5 >8 >5 >8

Change in Net Worth (annual) % >9 >10 >15 >9 >12 >6 >16

Farm Profit $ >0 >60,000 >110,000 >40,000 >170,000 >80,000 >250,000

Profit Drivers

Water Use Efficiency

Cropping Shaadeam 95  >100 >105 >95 >120 >110 >115
Mixed Cropping and Grazing s/hzilr?zﬂ‘m >85 >85 >85 >85 >85 >85 >85
Farm Input Costs plofm o35 <35 <30 <35 <30 <30 <30

% to farm

Machinery A" <25 <20 <18 <25 <20 <25 <20
VRO SRS NE I o™ <20 <15 <15 <15 <12 <15 <10

Financing Costs DD I <6 <5 <5 <5 <5 <3 <5

Income

Definitions:
Cropping = More than 80% of farm income comes from crops
Mixed cropping & grazing = More than 20% of farm income comes from livestock

Notes:

The table above suggests targets for the Farm500 Business Health Indicators Table (see page 3) specific to
each Business stage. For example, a businessin fi E me r chas a rglaively low target for Return on
Capital (greater than 2%), while a businessin the i Dy n a stagecsibould target areturn on capital
greater than 8%. Once you have worked out what stage your businessis at then you can focus relevant
targets for your businessindicators.
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5. SETTING REALISTIC GOALS

Goals give focus. It setswhat a business hopes to achieve. But if goals are to be achieved they
must be set effectively. One key method of setting realistic goals is to use the S.M.A.R.T.

principles. That is, goals need to be:

Specific
Measurable
Actionable
Realistic, and

Time constrained

Example:

Within five years our businesswill increase farm profit by $45,000 to a 7 year average of $120,000 and will

achieve this by increasing total farmed area by 400 hectares.

GOALS AND CONSIDERING BUSINESS-CYCLE STAGES

Within one generation (25 years) a business can realistically expect to shift up to stages, if it so
chooses. Hence an 6 e me r Busimesy én grow to become 6 s u c c eosasdéfsuulcéc essf ul 6

business can become 6 dy nami c 6 .
When planning for Business Growth up through the stages, it is a sound idea to follow the

normal Business Planning principals of:

1. Identify which STAGE you are at NOW.
2. Set TARGETS to achieve one Business-cycle Stage at a time.

3. Build the targets into defined goals

Dona forget to monitor and measure your performance along the way to confirm that you are

achieving what you hope.

GOALS FOR FINANCIAL PERFORMANCE

Successful businesses set financial performance goals and focus on this area to ensure
they achieve the success they are looking for. Financial performance goals and related

guestions include:

Net Worth
What level do you want by when? How much do you wish it to increase annually on average?

What is an acceptable buffer for risk management purposes?

St

Farm Profit
What level ensures business sustainability? How much do you need to do the things you

want to?

Farm Income

How much do you need? What level do you want by when?

Non-farm Income
Do you want to diversify your income? Will you need other income streams for retirement?

Do you need a buffer for risk management purposes?

Total Farm Costs
What are acceptable levels for your farm costs? What level of income do you want from your

farm costs?

6. FINAL COMMENT

This book has offered you an opportunity to understand performance indicators and their use.
Most importantly, it has helped you to start applying them to work out what is driving your

business performance.

You are strongly encouraged to continue the process and confirm for yourself how your

business is performing and what direction you want the businessto head in.

As agribusiness becomes more and more complex, and the cost price squeeze continues, it is

critical that every business takes stepsto plan and measure their performance.
Setting targets that can be monitored is an important part of setting business direction.

Once direction and targets are set you must determine how performance is going to be
measured into the future, to ensure the business continues on track. To do so requires
recognising which indicators are important for the business and what needs to be measured

and monitored to calculate those indicators.
Setting this processup now puts a businessin good stead for monitoring into the future.

We wish you and your business every success.
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8. MORE INFORMATION

For more information or to obtain more copies of this booklet contact
Matt McCarthy, Executive Officer, Farm Management 500. Phone 03 5441 6176,

email:fm500@netcon.net.au.

Appendix A - Calculating Your Own Business Health Indicators

To calculate your own business health indicators fill in the tables below.
Using the Tables:

It is suggested that you use seven year average figures to give a more meaningful set of

indicators and to be consistent with the benchmarks presented in the booklet.

You will need your tax returns, (particularly profit and loss statements and balance sheets) and

your cashbooks for the years you are entering data for.

If you do not have seven years of data you can do the same calculations for shorter time
periods, however comparison to the Benchmark Indicators may then need altering to match

your time frame.

To calculate @Av e r a ptal éthe figures for each individual year, then divide by the number of
years. NB. This method is not completely statistically correct , however the authors have chosen
this method for simplicity, considering this publication is mostly an educational tool. The results

could have a minor variation (ie 1 7 2%) on the strictly correct method of calculation.
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TABLE 1. FARM INCOME TABLE 2. EFFECTIVE LAND AREA

7Yrs 6 Yrs 5Yrs 4 Yrs 3Yrs 2 Yrs Last Average
Income 7Yrs 6 Yrs 5Yrs 4 Yrs 3Yrs 2Yrs Last Average Previ Previ Previ Previ Previ Previ v
Previous | Previous | Previous § Previous | Previous | Previous Year fevious B fevious fevious fevious ear
(0008) (0008) (0008) (0008) (0008) (0008) (0008)

Owned Land

(minus non productive area)

Lease Land

(minus non productive area)

Livestock Sales Income

(Less livestock purchases)

Share Farmed Land

(Your percentage share only)

Wool Income

Effective Land Area (hectares)

TABLE 3. AVERAGE ANNUAL RAINFALL

7Yrs 6 Yrs 5Yrs 4 Yrs 3Yrs 2 Yrs Last Average
Previous  Previous Previous Previous  Previous  Previous Year

Lease payments

Cash-flow Income (A)

(before adjustment for change in inventory) $

Total Rainfall (mm)

Inventory Change Average Annual Rainfall

Change in
livestock value

(July 1-June 30) TABLE 4. FARM INPUT COSTS

Change in value of
wool on hand 7Yrs 6 Yrs 5Yrs 4 Yrs 3Yrs 2 Yrs Last Average

(July 1- June 30) Previous  Previous Previous Previous  Previous Previous Year

Change in value of
fodder on hand
(July 1-June 30)

Accounting/Consultants

: Insurance
Change in value of

grain on hand and Pools
(July 1-June 30)

Change in value of
inputs on hand
(Chemicals, fuel etc)

Postage/Printing/stationary

Rates - Water
Rates - Shire

Repairs to improvements
Inventory Change (B)
Power
$
Telephone
Farm Income (A +B) Seminars/conferencesitravel
$ Seed & seed treatments

Livestock husbandry
NB Change in value calculations mean the difference in value of those items you have in store at the start

of the financial year compared to the end of the financial year. It isthe change in value of your produce
and supplies on hand. Other Livestock Costs

Dog Costs

Fertiliser
Sprays
Fodder Costs

Farm Input Costs $
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TABLE 5. MACHINERY COSTS TABLE 8. FARM ASSETS

7Yrs 6 Yrs 5Yrs 4 Yrs 3Yrs 2 Yrs Last Average [l P$revious Lastgear
Previous  Previous Previous Previous  Previous Previous Year
Land and improvements
Vehicle registration . .
Machinery & vehicles
.
Freight : .
Pools, Grain & Fodder in store
Paid contractors :
Fuel and lubricants
Machinery Hire
|nvent0ry on hand-
Eg Sprays, materials, fuel
Machinery Costs $ Farm Assets ©) (D)

TABLE 6. LABOUR COSTS
TABLE 9. NON FARM ASSETS

7Yrs 6 Yrs 5Yrs 4 Yrs 3 Yrs 2 Yrs Last Average
, i ) i , : Last Year Last Year
Previous ~ Previous Previous Previous  Previous Previous Year - $ $
Family labour
(Hours worked per annum x $18) Farm Management Deposits
Employed Labour
Investment accounts
Employees & personal
Superannuation Non farm property
Labour Costs $ Non farm machinery
& vehicles
TABLE 7. FINANCING COSTS Non Farm Assets | (C) ©)
7Yrs 6 Yrs 5Yrs 4 Yrs 3 Yrs 2 Yrs Last Average
Previous ~ Previous Previous Previous  Previous Previous Year TABLE 10. TOTAL ASSETS
Interest Cost - 7 Yrs Previous Last Year
C+E) above $ C+E) above $
Bank Fees & Charges (€ 8
Hire Purchase - Total Assets G .
Interest (Farm + Non Farm) ©) (H)
Lease Payments &
Rental Payments
Livestock Loans
(Interest on)
Equipment Loans
(Interest on)
Land Rent
Agistment
Financing Costs $
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TABLE 11. BANK & MACHINERY LOANS AND CREDITORS

Last Year Last Year
$ $

Bank Loans
Overdraft Limit

Livestock Loans

Trade accounts

Hire Purchase
(outstanding balance owed)

Machinery Loans

Non-farm loans

Sum of Bank & ) @)
Machinery Loans
& Creditors

TABLE 12. NET WORTH

7 Yrs Previous For Last Year
$ Example $

Total Assets 1,430,020 (H)

Minus Minus

achinery Loa 0} $264,000  (J)

For
Example

*$2,180,680

**$185,000

FORMULA PAGE

Calculations

1.1 EXPLANATION OF INDICATORS

See p.9

Return on Capital -)-Change in Net Worth -0)-Farm Profit ) $WUE-U)-Cost/Income Ratios -U)-$/ha

2.1 RETURN OF CAPITAL

See p.11
(Farm Income T Farm Input Costs i Machinery Costs i Labour Costs)
Farm Assets x 100
2.2 CHANGE IN NET WORTH See p.13
(Current Net Worth 7 Net Worth 7 yrs previous)
Total Assets 7 years previous 7 years x 100
2.3 FARM PROFIT See p.15
Farm Income 1 (Farm Input Costs i Machinery Costs 1 Labour Costs i Financing Costs)

3.1 PRODUCTION - MEASURED AS DOLLARS

Net Worth (K) $1,166,020 (L)

$1,995,680

*  fram Tahle 10
** from Table 11

See p.17
Farm Income by the Effective Land Area
the Average Annual Rainfall (mm) 100
3.2 FARM INPUT COSTS See p.19
Farm Input Costs  Farm Income x 100
3.3 MACHINERY COSTS See p.21
Machinery Costs  Farm Income x 00
3.4 LABOUR COSTS See p.23
Labour Costs  Farm Income x 100
3.5 FINANCING COSTS See p.25
Financing Costs  Farm Income x 100
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SUMMARY PAGE

Benchmarks

2.1 RETURN ON CAPITAL See p.11
RETURN ON CAPITAL WEAK MEDIUM STRONG
7 year average Less than 2% 2-6% More than 6%

Your farm, 7 year average

2.2 CHANGE IN NET WORTH See p.13
CHANGE IN NET WORTH WEAK MEDIUM STRONG
7 year average Less than 4% 4-10% More than 10%

Your farm, 7 year average

2.3 FARM PROFIT See p.15
FARM PROFIT WEAK MEDIUM STRONG
7 year average Less than $0 $0 - $90,000 More than $90,000

Your farm, 7 year average

321 PRODLICTION DRIVFRS Cann17
DOLLAR WATER USE EFFICIENCY WEAK MEDIUM STRONG
($/ha/100mm)

Cropping Less than 80 80 - 120 More than 120

7 year average

Mixed Cropping & Grazing Less than 50 50 - 90 More than 90
7 year average

Your farm - Cropping & Grazing

3.2 FARM INPUT COSTS See p.19
FARM INPUT COSTS (%) WEAK MEDIUM STRONG
7 year average More than 40% 40 - 30 % Less than 30%

Your farm, 7 year average

22 MACHINFRY CNOSTS See p.21

MACHINERY COSTS (%) WEAK MEDIUM STRONG
7 year average More than 30% 30-20 % Less than 20%

Your farm, 7 year average

3.4 LABOUR COSTS See p.23
LABOUR COSTS (%) WEAK MEDIUM STRONG
7 year average More than 25% 25-15% Less than 15%

Your farm, 7 year average

R K5 FINANCING COSTS

See p.25

FINANCING COSTS (%) WEAK MEDIUM STRONG
7 year average More than 12% 12-5% Less than 5%

Your farm, 7 year average
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