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Chapter 1

Improved seasonal conditions since 2009-10 have resulted in significant pasture
growth in most cattle producing regions across Australia. Beef cattle producers
have responded to the improved seasonal conditions by rebuilding herds. Beef cattle
numbers in Australia rose from 24.0 million head in 2010 to 26.2 million head as at
30 June 2011, according to the Australian Bureau of Statistics. During this period,
herd sizes rose in all states except Western Australia and the Northern Territory. In
2011-12 the Australian beef cattle herd is forecast to increase by a further 5 per cent
to 27.6 million head (ABARES 2012).

This report presents the farm financial performance of beef cattle producing farms
in northern and southern Australia from 2009-10 to 2011-12. Northern Australia is
defined as northern Western Australia, the Northern Territory and Queensland. The
remainder of Australia, including southern Western Australia, South Australia, New
South Wales, Victoria and Tasmania, is defined as southern Australia (Map 1).

Northern Australian beef cattle industry
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The report draws heavily on data from the ABARES annual Australian Agricultural
and Grazing Industries Survey (AAGIS) to provide an overview of the production
and financial performance of the Australian beef cattle industry. Meat & Livestock
Australia funded the preparation of this report and also partly funded AAGIS.

In northern and southern Australia, farm businesses with fewer than 100 head of
cattle are excluded from the analysis to focus on larger beef cattle producers. Farm
businesses with fewer than 100 head of cattle represent just 2 per cent of the national
beef cattle herd and only contribute around 5 per cent to the value of beef cattle sales.

Specialist feedlots are mainly involved in hand or mechanical feeding of cattle in a
confined area, with cattle on feed mostly purchased from other producers. Unlike the
farm businesses included in this report, specialist feedlots have minimal involvement
in cattle grazing or cattle breeding. Farm businesses finishing more than 5000 cattle
on grain for more than 70 days during the financial year have been excluded from
this report to remove specialist feedlots and ensure a consistent definition of beef
producers over the period for which AAGIS data are available. Since 2006 specialised
feedlots have been listed in a separate ANZSIC industry classification in Australian
Bureau of Statistics’ collections; they are no longer included in the broadacre group of
industries surveyed in AAGIS.
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Chapter 2

The Australian beef industry is divided into two markedly different regions—
northern and southern Australia. Differences in climatic and pasture conditions have
resulted in significant differences in stocking rates, average herd size and the main
cattle breeds.

Cattle stocking rates in northern Australia are much lower, on average, than in
southern Australia because of the lower quality and more variable quantity of pasture
in most northern areas. More extensive improved pastures in many southern areas
allow for much higher stocking rates.

Land in northern Australia has a lower carrying capacity. To be economically viable
northern properties tend to be much larger in terms of average herd size and the
area of land operated than properties in the south (Table 1). For example, in northern
Australia, 87 per cent of the beef cattle herd is on properties with over 800 head of
cattle, while in southern Australia 61 per cent of the beef cattle herd is on properties
with fewer than 800 head of cattle (Table 2).

Selected physical characteristics, by region average per farm

Northern Australia Southern Australia

2009-10 2010-11p 2011-12y  2009-10 2010-11p 2011-12y
Area operated as at 30 June ha 24 415 22134 na 5698 5443 na
Beef cattle as at 30 June no. 1591 1610 1552 441 422 425
Cows and heifers mated no. 631 638 na 193 185 na
Calves branded no. 460 454 440 167 161 166
Beef cattle purchases no. 60 74 51 40 44 33
Beef cattle sales no. 388 418 407 191 175 165
Within-year change in beef cattle numbers % 4.8 4.0 6.7 1.7 5.7 9.0
Area cropped ha 99 91 63 268 233 154
Sheep as at 30 June no. 323 310 382 1063 986 101

p Preliminary estimates. y Provisional estimates. na not available.
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Distribution of broadacre beef cattle farms, by number of cattle

at 30 June average between 2006-07 and 2010-11
Share of
Number of Share of Share of value of
farms farms beef cattle cattle sales
no. % % S
Northern Australia
<100 1622 17.6 1 2
100-200 head 1417 15.4 2 2
200-400 head 1684 18.3 4 5
400-800 head 1436 15.6 6 7
800-1600 head 1335 14.5 12 13
1600-5 400 head 1326 14.4 29 30
> 5400 head 406 4.4 46 40
Total 9 225 100 100 100
Southern Australia
<100 7 695 316 5 8
100-200 head 6 005 24.6 12 12
200-400 head 5695 23.4 21 21
400-800 head 3135 129 23 21
800-1600 head 1325 5.4 19 18
1600-5 400 head 487 2.0 16 16
>5400 head 39 0.2 4 4
Total 24 381 100 100 100
Australia
<100 9317 277 2 5
100-200 head 7422 221 5 7
200-400 head 7379 22.0 10 13
400-800 head 4571 13.6 13 14
800-1600 head 2 660 79 15 16
1600-5 400 head 1813 5.4 24 23
>5400 head 445 13 30 22
Total 33606 100 100 100

Note: Excludes major feedlots.
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The main breeds of cattle in northern Australia are Bos indicus. Over recent decades,
the proportion of Bos indicus in the region has increased as producers introduced and
selected cattle better suited for beef production in tropical conditions (Rutherford
1995). In southern Australia, British and European Bos taurus breeds, such as the
Angus and Hereford, remain dominant.

Variations in breed, the types of cattle turned off and proximity to live export
markets has resulted in cattle from the two regions being directed to different
markets. In northern Australia, around 85 per cent of beef slaughter is exported

and around 66 per cent of Australian live cattle exports are sourced from northern
Australia. By contrast, 47 per cent of southern beef processing is directed to domestic
markets (Gleeson at al. 2012).

To provide an insight into the performance of the beef cattle industry, farm
businesses with different scales of operation were stratified into four groups based
on the size of their beef cattle herd in each year the farm business was surveyed—
small, medium, large and very large. Beef cattle producers operate significantly
larger properties in northern Australia than their counterparts in southern Australia.
For this reason different sized groups have been used in these regions to enable
meaningful analysis of financial performance by scale (Table 3).

Beef cattle herd group, by number of head

Northern Australia Southern Australia

Small 100-400 100-200
Medium 400-1600 200-400
Large 1600-5400 400-800
Very large >5400 > 800
ABARES

Australian beef

5



Chapter 3
Cattle production

Seasonal conditions

Following a turnaround in seasonal conditions across much of northern Australia
and parts of southern Australia in 2009-10, most of Australia’s agricultural regions
received well above average rainfall through 2010-11 (Map 2).

In the summer of 2010-11 widespread flooding in parts of eastern and northern
Australia resulted in considerable disruption to on-farm activities, as well as cattle
transport and sales. However, losses of cattle were small in relation to the national
herd and the main effect of flooding was damage to farm and public infrastructure.

MAP 2 Australian rainfall percentiles

2011-12a

Rainfall percentiles

@ 90100 Extremely high (0 30-70 Average @ 5-10 Extremely low
@ 80-90 Well above average () 20-30 Below average @ o-5 Severly deficient
(O 70-80 Above average (©10-20 Well bellow average () Non-agricultural land

a Year to March 2012.

Note: Percentiles is a way of dividing sorted data (in this case rainfall data) into 100 equal parts. The 10th
percentile represents the lowest 10 per cent of the data and the goth percentile represents the top 10 per cent
of the data.

Source: Australian Bureau of Meteorology
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In 2011-12 average to above average seasonal conditions for the majority of
broadacre farms resulted in excellent pasture growth. Flooding during late summer
caused damage to some farms in southern Queensland and New South Wales. The
most severe flooding occurred in central north and north-west New South Wales and
south-west Queensland. However, as with the previous financial year the main effect
of flooding was on infrastructure.

Branding rates

Branding rates are typically lower and more variable in northern Australia than in
southern Australia, reflecting the greater variability in the quantity and quality of
pasture. In addition, the extensive production systems and remote locations in the
north make management practices, such as short-term supplementary feeding to deal
with poor seasonal conditions, less cost effective than in southern Australia.

Improved seasonal conditions in 2009-10 led to an increase in the number of cows
mated and calving in northern Australia. The number of calves branded in northern
Australia increased in 2009-10 as branding rates rose to an eight-year high of

73 per cent (Figure 1). In 2010-11 branding rates for northern Australian beef cattle
producers were slightly lower than the previous year at 71 per cent; however, they
remained in line with the 10-year average.

Beef cattle branding rates average per farm

100 Southern beef
— Northern beef
80
—— B
60
40
20

%

T T T T T T T 1
2002 2004 2006 2008 2010
-03 -05 -07 -09 —-11p

p Preliminary estimate.
Note: Branding rate is defined as the number of calves marked as a proportion of cows mated.

In southern Australia, the number of calves branded increased slightly in 2009-10
mainly due to a small increase in cows mated. The average branding rate was
significantly higher than that recorded between 2002-03 and 2007-08 when
prolonged drought conditions were experienced in much of southern Australia
(Figure 1).In 2010-11, branding rates increased to 87 per cent, the highestin
southern Australia since 2000-01.
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Beef cattle slaughter

Slaughter of beef cattle in Australia typically exhibits a strong seasonal pattern,

with slaughter being highest in late spring and lowest in mid to late summer. When
seasonal conditions are poor producers increase turn-off of cattle for slaughter before
summer, leading to a spike in slaughter numbers around October.

Since 2009-10 this spring turn-off effect has not been as apparent. Improved seasonal
conditions have led to a reduction in the sales of beef cattle for slaughter as producers
reduce turn-off to retain stock for herd rebuilding. Consequently, since 2009-10 cattle
slaughter has returned to a more normal seasonal pattern, in line with the 10-year
average to 2010-11 (Figure 2).

Cattle slaughter

800 2009-10
700 Vo = 2010-11

N\ 2 —2011-12
600# ol
\/v Y? — 10-year average
500 A

200

100

'000

head ] ] ] ] ] ] ] ] ] ] ] ]
Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

Source: Australian Bureau of Statistics

In 2002-03 and 2008-09 the female share of beef cattle slaughter increased to
around 50 per cent (Figure 3) reflecting widespread destocking of breeding stock
because of drought conditions. Improvements in seasonal conditions saw the
female share of cattle slaughtered drop to 45 per centin 2010-11. The figure fell to
42 per cent in the first nine months of 2011-12 as producers retained female calves
and replacement heifers to boost breeding cow numbers and future calf production.

Beef cattle slaughter declined from 8.4 million head in 2009-10 to 8.1 million head in
2010-11. With increases in calf brandings, beef cattle numbers in Australia rose to
26.2 million head as at 30 June 2011 (ABS 2011). Herd sizes rose in all states except
Western Australia and the Northern Territory.

Beef cattle slaughter is forecast to fall by 2 per centin 2011-12 to around

7.9 million head, the lowest since 1995-96 (ABARES 2012). However, Australian
beef and veal production is expected to remain largely unchanged in 2011-12,
at 2.1 million tonnes. This is because widespread fodder availability throughout
northern and eastern Australia and the higher proportion of adult males in total
turn-off are expected to result in higher average carcase weights.

ABARES
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Cattle production

FIGURE 3 Female share of beef cattle slaughter
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a Year to March 2012.
Source: Australian Bureau of Statistics

Live cattle exports

In 2009-10 live exports from Australia totalled 870 625 head of feeder and slaughter
cattle (excluding breeder and dairy cattle). This number declined to 728 232 in
2010-11 largely due to enforcement of a 350 kilograms weight limit and imposition
of an import quota by the Indonesian Government. In addition, in early June 2011
concerns about animal welfare saw the Australian Government suspend exports of
live cattle destined for Indonesian abattoirs. The suspension was lifted on 6 July, once
supply chain assurance principles were in place to achieve internationally agreed

animal welfare outcomes.

Indonesia is Australia’s primary market for live cattle exports, accounting for

456 017 (or 63 per cent) of total live cattle exports in 2010-11. Of these, 92 per cent
were sourced from northern Australian ports. Australia’s other large export markets
for live cattle in 2010-11 were Turkey and Israel, together accounting for 151 351
cattle, all of which were sourced from southern Australian ports. In 2010-11 the
number of cattle sourced from northern Australian ports for markets other than
Indonesia was 76 045 (10 per cent of total live exports). Northern Australian cattle
producers have increased specialisation of production toward, and subsequent
dependence on, the Indonesian market over the past decade (Gleeson et al. 2012).

Given Indonesia’s recently announced reduction in cattle import quota, as part of its
‘Blueprint on beef self sufficiency program 2014/, and the difficulty in redirecting
large numbers to other markets in the short term, Australia’s total live cattle
exports to all markets are forecast to fall by 34 per centin 2011-12 to 500 000 head

(Gleeson etal. 2012).

ABARES
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Prices for beef cattle

The Australian weighted average saleyard price for beef cattle increased to
323 cents a kilogram (dressed weight) in 2010-11 from 288 cents a kilogram in 2009-10.

In 2011-12 the weighted average saleyard price is forecast to increase by 2 per cent to
an average of 330 cents a kilogram. Saleyard prices are expected to be supported by

a combination of strong domestic restocker demand for young cattle, limited supplies
because of low slaughter rates and increased demand from emerging markets
(ABARES 2012).

Grain finishing

In the four years to 2010-11, around 5 per cent of southern Australian and

4 per cent of northern Australian beef cattle producers used grain to finish beef
cattle for sale. In both regions grain finishing farms, on average, operated a smaller
area than non-grain finishing farms. Despite operating on a smaller area, grain
finishing farms sold significantly more cattle than non-grain finishing farms.

Based on AAGIS results most beef cattle producers in northern Australia that

used grain to finish cattle for sale were in south eastern and central Queensland.
In northern Australia the proportion of beef cattle producers using grain to finish
beef cattle decreased significantly from 2007-08 to 2010-11. This decrease, which
was especially apparent in 2010-11, is likely to be due to several factors, including
excellent pasture growth and an increase in the proportion of cattle being kept for
herd rebuilding rather than being sold for slaughter.

Over this period, while the proportion of farms grain finishing cattle decreased, farms
that did grain finish sold a higher proportion of grain finished cattle. In the north the
margin between the average price received for cattle sold directly for slaughter by
grain finishing farms and non-grain finishing farms also fell. In 2008-09 cattle sold
for slaughter by grain finishing farms received an average of around $220 per head
more than cattle sold for slaughter by non-grain finishing farms. During 2010-11
grain finishing farms only received $140 per head more for cattle sold for slaughter.

By contrast, the proportion of farms using grain to finish beef cattle for sale in
southern Australia increased in 2009-10 and 2010-11. Unlike the north, the average
proportion of cattle finished on grain did not change significantly. The margin
between the average price received for cattle sold directly for slaughter by grain
finishing farms and non-grain finishing farms widened, from an average premium

of around $54 per head for grain finishing farms in 2007-08 to $127 per head in
2010-11. However, it should be noted that the price received for cattle in 2007-08 was
likely affected by an increase in turn-off caused by drought conditions.

10 ABARES
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Chapter 4

Historical financial performance of Australian
beef producers

Since the end of the 1970s the average financial performance of northern Australian
beef producers has exceeded the average financial performance of beef producers in
southern Australia (Figure 4).

For the decade ending 2004-05 farm cash income for farm businesses in northern
Australia averaged $102 000 per farm business a year, compared with just

$68 000 a year in southern Australia (in 2011-12 dollars). Rates of return averaged
1.7 per cent a year in northern Australia and 0.7 per cent a year in southern Australia.

Farm cash income average per farm

250 Southern beef
— Northern beef

200

150 A n

100 )

50 v \XZ\

N/ YV 1\, J»
201112

S'OOO T ‘ [ ‘ [ ‘ T ‘ [ ‘ T ‘ [ ‘ [ ‘ T ‘
1979 1983 1987 1991 1995 1999 2003 2007 2011
-80 -8 -88 -92 -96 -2000 -04 -08 -12y

y Provisonal estimate.

The superior financial performance of beef producers in northern Australia, on
average, has largely been a consequence of the much larger scale of operations of
northern businesses enabling them to generate relatively large farm cash incomes
and business profits (Gleeson et al. 2012). These relatively high profits combined with
relatively lower land values, particularly in pastoral regions, resulted in higher rates
of return to total capital used compared with those estimated for beef producers in
southern Australia.
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Financial performance of northern Australian
beefproducers
Annual farm cash income for beef producers in northern Australia averaged $71 400

per farm business for the three years ending 2010-11, substantially below the average
of $102 000 per farm business for the decade ending 2004-05 (in 2011-12 dollars).

Rates of return averaged 1.6 per cent a year in northern Australia for the three years
ending 2010-11.

In northern Australia, lower costs are expected to result in an increase in farm cash
income for beef cattle producing farms from an average of $90 690 per farm business
in 2010-11 to an average of $118 900 in 2011-12 (Table 4).

Farm financial performance, northern beef industry average per farm

2009-10 2010-11p 2011-12y
Farm cash receipts
Beef cattle $ 268 585 304 630 5) 303700
Beef cattle transferred out $ 39236 28940 @n 29200
Crops $ 23083 28 380 16) 31200
Sheep and lambs S 6294 7300 24) 6 800
Wool $ 7188 7170 (26) 8100
Total cash receipts S 371459 407 870 (5) 404 600
Farm cash costs
Beef cattle purchases S 40199 45660 (14) 35800
Beef cattle transferred in S 33174 24 640 (66) 12 600
Chemicals S 4391 5230 @1 4800
Contracts $ 14191 14 580 (15) 14100
Fertilisers S 1867 2610 22 2500
Fodder S 24 634 12 650 10) 1200
Fuel, oil and grease S 22175 20 450 ) 20300
Handling and marketing S 8149 8 680 ®) na
Hired labour S 21072 17 500 10) 15900
Interest S 46 429 47 300 © 45500
Repairs and maintenance S 30 864 30390 ) 30300
Total cash costs $ 335 282 317180 (8) 285700
Farm financial performance
Farm cash income S 36177 90 690 18) 118 900
Farm business profit S -9 976 43580 (24) 90 900
Rate of return
- excl. capital appreciation % 0.6 1.6 an 2.5
- incl. capital appreciation % =17 -2.3 35) na

p Preliminary estimate. y Provisional estimate. na not available.
Note: Figures in parentheses are standard errors expressed as a percentage of the estimate.
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Total cash receipts in 2011-12 are expected to fall slightly compared with those
recorded in 2010-11, despite some increase in receipts from crops and higher beef
cattle prices. The fall is due to an estimated reduction in the number of cattle sold as
producers continue building herd sizes.

Farm cash costs in northern Australia are projected to fall in 2011-12, compared
with 2010-11, due to reduced expenditure on all major cost categories. The largest
reductions are expected in the purchase of beef cattle, fodder, expenditure on interest
payments, and repairs and maintenance. With total cash costs projected to fall by
more than the reduction in total cash receipts, farm cash income is estimated to
increase in 2011-12 for northern Australian beef cattle farms.

Financial performance by herd size

2010-11

Farm financial performance varied between producers with different herd sizes
(Table 5). While farm cash income increased in 2010-11 for all herd size groups, those
with a small herd size realised the smallest increase and those with a very large herd
size the largest increase.

On average, farm cash receipts were higher for all producers. For small herd size
producers, receipts from the sale of beef cattle decreased in 2010-11 because higher
beef cattle prices were only able to partially offset a fall in the number of beef cattle
sold. The increase in farm cash receipts for small herd size producers was mainly
driven by an increase in receipts from crops, while increases in the receipts for
sheep, lambs and wool also contributed to higher receipts. By contrast, beef cattle
receipts increased for all other herd size producers. Higher prices received for cattle
resulted in an increase in beef cattle receipts. This was despite a fall in the number of
beef cattle sold by medium herd size producers. For very large herd size producers,
a substantial increase in the number of cattle sold more than offset a decrease in
prices received.

Farm cash costs decreased for all herd size producers except small producers.

For small producers expenditure on fodder, hired labour and interest payments
decreased. However, all other major cost categories increased, including beef
cattle purchases. For large and very large herd size producers expenditure on beef
cattle purchases also increased. Large decreases in expenditure on fodder, cattle
transferred in and interest payments resulted in total cash costs decreasing for the
large and very large herd size groups in 2010-11.

2011-12

Improved farm cash income is forecast for all herd size groups in 2011-12. For small
and medium herd size producers this will be driven by increased farm cash receipts,
which are expected to more than offset higher farm cash costs. The increase in farm
cash receipts is expected to be largely due to projected higher receipts from beef
cattle and crops. Higher beef receipts are expected due to an increase in the number
of cattle sold. Increased crop production is expected as a result of good seasonal
conditions, particularly for small and medium herd size producers located in south
eastern and coastal Queensland.
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Higher farm cash costs have mainly been driven by increased fertiliser, fuel and
repairs and maintenance expenditure for small herd size producers. For medium herd
size producers increased costs were mainly due to increased expenditure on hired
labour, maintenance and repairs, and contracts.

For large and very large-scale producers an expected increase in farm cash income

is aresult of an expected decrease in farm cash costs. This would more than offset
adecrease in farm cash receipts due to an expected reduction in the number of beef
cattle sold and transferred off corporate properties. The fall in farm cash costs is due to
projected decreases in expenditure on beef cattle purchases, hired labour and repairs.

In addition to higher farm cash incomes, all herd size groups are projected to record
a significant increase in farm business profit during 2011-12 (Table 5). Higher farm
business profit is expected as a result of a rise in cattle numbers increasing the value
of on-farm inventories.

Financial performance of corporate and family farms

The average financial performance of beef cattle producers in northern Australia

is strongly influenced by that of larger businesses, particularly corporate farm
businesses, including public companies, large private companies and Indigenous
corporations. Farm cash income for corporately owned farm businesses in northern
Australia is expected to increase from an average of $250 350 per business in
2010-11 to average $1.7 million per business in 2011-12 (Table 6). By contrast,
farm cash income for family operated farm businesses is expected to average

$105 200 per business in 2011-12, up from $86 190 in 2010-11.

Farm financial performance, northern Australian beef industry, by family and corporate farms

average per farm

Family farms Corporate

2009-10 2010-11p 2011-12y 2009-10 2010-11p 2011-12y
Farm cash receipts
Beef cattle $ 235803 260210 (5 280500 1023776 2454750 (9 2966400
Beef cattle transferred out $ 6798 8250 (30 12 400 1376 550 1243820 @n 1954 600
Total cash receipts $ 298 655 338480 (5 364300 2634741 3811150 e 5022800
Farm cash costs
Beef cattle purchases $ 30 690 34010 @3 29300 357 467 676 920 @6) 789 200
Beef cattle transferred in $ 8123 3960 o) 6 300 1058474 1246560 (32 737102
Contracts S 1483 12080 (4 13100 97 398 MN4710 @3 127 300
Fodder $ 20925 10690 (2 10 300 125 061 109700 (o) 112 200
Fuel, oil and grease $ 18143 17360 v 18 700 143335 164 230  (s) 198 700
Hired labour S 13127 11690 2 12700 318 748 329850 () 371300
Interest $ 44282 45860 (9 45800 20763 34010 (o 12 200
Total cash costs S 259867 252290 (5 259100 2808693 3560800 (7 33323800
Farm financial performance
Farm cash income $ 38789 86190 (o) 105200 -173 952 250350 @51 1690100
Farm business profit S -17 503 32890 (28) 65 400 350 038 644390 36 3009200
Rate of return
- excl. capital appreciation % 0.5 1.5 2.2 1.8 22 (@9 8.9
- incl. capital appreciation % =21 -2.5 @39 na 3.2 0.5 (230 na
p Preliminary estimates. y Provisional estimates. na not available.
Note: Figures in parentheses are standard errors expressed as a percentage of the estimate.
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A reduction in the average number of cattle sold for live exportin 2011-12 by family
owned businesses is estimated to be much larger than for corporately owned
businesses (Gleeson et al. 2012). As a consequence, family businesses that are most
highly reliant on live cattle export are projected to record lower farm cash incomes
compared with 2010-11.

Both corporately owned and family owned farm businesses in northern Australia are
expected to increase beef cattle numbers during 2011-12. As a result, both the value
of inventories of cattle and farm business profits are expected to rise on corporately
owned and family owned farm businesses in 2011-12.

Financial performance of live export region

The majority of farm businesses that export live cattle for slaughter to markets in
South-East Asia and the Middle East are located in northern Australia (Map 3). Itis
estimated that beef producers in this region accounted for 97 per cent of the total
value of sales of cattle for live export for the three years to 2010-11. Generally, those
farm businesses with the greatest reliance on sale of live export cattle are in the far
northern and western extremes of the region.

In the northern Australian live cattle export region, farm cash income is projected to
increase from an average of $122 720 per farm business in 2010-11 to an average of
$161 900 in 2011-12 (Table 7). This increase is projected as a result of a reduction in
total costs that is expected to more than offset lower cash receipts.

Northern Australian live cattle export region

16 ABARES
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Farm financial performance, northern live cattle export region

average per farm

2009-10 2010-11p 2011-12y
Farm cash receipts
Beef cattle S 415 520 549780 10) 494100
Beef cattle transferred out S 171333 128 870 (34) 146 500
Crops S 5764 6 230 (44) 9400
Sheep and lambs S 215 3 (105) 600
Wool S 3515 770 (100) 1300
Total cash receipts S 648 063 721050 (11) 691 000
Farm cash costs
Beef cattle purchases S 58 978 67710 32) 59 600
Beef cattle transferred in S 102 740 100 760 (89) 56 500
Chemicals S 826 1620 (0 1500
Contracts S 25762 25270 (4 24800
Fertilisers S 1387 1330 (44) 1800
Fodder S 56 294 30720 ©) 30 000
Fuel, oil and grease S 40 059 36 570 (®) 35000
Handling and marketing S 14 980 16 340 an na
Hired labour S 59 653 47 650 (16) 44 600
Interest S 67 960 73430 (0 70 000
Repairs and maintenance S 48 687 48 570 © 47700
Total cash costs S 623 397 598 320 (1) 529 000
Farm financial performance
Farm cash income $ 24 666 122720 (62) 161900
Farm business profit S 29187 99 610 (29) 243700
Rate of return
- excl. capital appreciation % 11 1.9 (16) 3.9
- incl. capital appreciation % -0.7 -3.3 (28) na

p Preliminary estimates. y Provisional estimates. na not available.

Note: Figures in parentheses are standard errors expressed as a percentage of the estimate.

Turn-off of cattle for live export was reduced in 2010-11 and is expected to be
further reduced in 2011-12. However, farms received higher average prices for cattle
for slaughter, partly due to higher sale weights for cattle resulting from excellent
seasonal conditions in 2011-12. Total cash costs are expected to decrease with

a substantial reduction in expenditure on cattle purchased and transferred onto
northern properties. The increase in average farm cash income in the northern live
cattle export region is mainly being driven by improved performance of the largest

corporately owned farm businesses (ABARES 2012).
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In 2011-12 beef cattle numbers are expected to increase in the northern live export
region, further boosting the value of inventories of cattle on farms. As a result, farm
business profit for beef cattle producers in the region is expected to increase in
percentage terms by a relatively larger amount than farm cash income.

In 2011, 42 per cent of the estimated 1559 farm businesses in the northern live cattle
exportregion, or 660 businesses, intended to export cattle to Indonesia. Around 300
of these businesses planned to sell more than 50 per cent of their total cattle turn-off
for live export, according to an ABARES survey conducted in late June 2011 (ABARES
2011). Just over 40 per cent of businesses intending to sell more than 50 per cent of
total turn-off for live export were located in northern Western Australia and a further
28 per cent in the Northern Territory.

As aresult of further reductions in the number of cattle expected to be sold for live
export to Indonesia in 2011-12, farm cash income for these businesses is projected
to decline by around 40 per cent, from an average of $519 000 per farm business in
2010-11 to around $310 000 per farm business in 2011-12.

Financial performance by zone

Farm business profit of beef cattle producers in each zone (Map 4) is strongly related to
herd size. The northern pastoral zone, which has the largest average herd size, had the
highest average farm business profits in the three years ending 2011-12 (Table 8). This
zone also recorded rates of return that were above the average for northern Australia.

Australian broadacre zones

. . (O Northern pastoral zone
e '
~ i i @ Northern wheat-sheep zone
] i, @ Northern high rainfall zone
[}

/@W g J

(O southern pastoral zone
© southern wheat-sheep zone
@ southern high rainfall zone
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Of the three zones in the region, the northern high rainfall zone had the lowest
estimated average farm cash income in the three years ending 2011-12 (Table 8).
Small herd size is the primary cause of low performance across a range of financial
performance measures, including farm cash income, farm business profit and rate
of return. In the three years ending 2011-12 the average herd size in this region was
750 head, the lowest of all zones in northern Australia. This result is fairly typical

of higher rainfall regions with a high proportion of smaller farm businesses. While
the average financial performance of these businesses is low, the majority generate
positive farm cash income because of substantial input of unpaid family labour.

Financial data for beef cattle producers in northern Australia from 2005-06 to
2009-10 indicates a deterioration in performance, although this varied between
zones. The northern pastoral zone, with relatively high reliance on exports of

live cattle, exhibited the strongest downward trend in average farm cash income
(Figure 5). By contrast, farm cash income increased during this period for beef cattle
producers in the northern wheat-sheep zone.

Farm cash income, northern Australian beef industry, by zone
average per farm

400 Northern pastoral zone

350 - Northern wheat-sheep zone
= Northern high rainfall zone

300 | |

250 | f

200 |/

T
1991 1995 1999 2003 2007 20M
-92 -96 -2000 -04 -08 -12y

y Projection estimate.

Increases in average farm cash income are expected in all zones in 2011-12 asa
consequence of higher cattle prices and an increase in the sale weights of cattle.
Higher sales weights are expected due to the excellent pasture conditions resulting
from above average rainfall in 2010-11 and 2011-12.

Average farm cash income rose significantly in the northern pastoral zone in 2010-11
as cattle turn-off increased. This follows the steady rebuild of cattle numbers after
heavy de-stocking in response to drought in the mid-2000s. Average farm cash
income is projected to increase further in 2011-12 as higher prices are received for
cattle sold and reduced cattle purchases decrease costs.
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Financial performance of southern Australian beef producers

In southern Australia, annual farm cash income for beef producers averaged

$74 000 per farm business for the three years ending 2010-11. This was notably
higher than the average farm cash incomes for the decade ending 2004-05 of

$68 000 per farm business, in real terms. Rates of return averaged 1.3 per cent a year
in southern Australia for the three years ending 2010-11.

2011-12

In southern Australia, farm cash income for beef cattle producing farms is projected
to decrease from an average of $93 400 per farm business in 2010-11 to an average
of $81 600 per farm business in 2011-12 (Table 9), largely as a consequence of lower
receiptsin 2011-12.

Total cash receipts in 2011-12 are expected to fall compared with those recorded in
2010-11. Crop receipts are projected to fall from the record highs of 2010-11, which
were the result of high grain yields and relatively strong grain prices. In addition, an
expected reduction in the number of cattle sold as producers continue building herd
sizes, combined with lower prices received, are expected to lower beef cattle receipts.

Farm financial performance, southern beef industry  average per farm

Southern Australia

2009-10 2010-11p 2011-12y
Farm cash receipts
Beef cattle S 138 841 142 370 (6) 132900
Beef cattle transferred out S 443 100 (68) 0
Crops S 89732 M 660 12) 86 800
Sheep and lambs S 48 787 50 640 © 50 800
Wool S 27700 30150 10) 25900
Total cash receipts S 332893 361240 (5) 320 400
Farm cash costs
Beef cattle purchases S 25001 32500 (15) 23400
Beef cattle transferred in S 976 1090 35) 400
Chemicals S 15283 14 900 14 13800
Contracts S 14 292 15730 16) 1700
Fertilisers S 22 444 21410 ) 22 000
Fodder S 7089 4780 13) 3600
Fuel, oil and grease S 17 451 17 270 ®) 16 800
Handling and marketing S 9543 10 000 ®) na
Hired labour S 12 894 12770 ) 11600
Interest S 31182 29 650 (15) 24 500
Repairs and maintenance S 23963 23290 6) 25500
Total cash costs S 268 426 267 840 () 238 800
Farm financial performance
Farm cash income S 64 467 93400 12) 81600
Farm business profit S -15 253 44150 (24) 32 800
Rate of return
- excl. capital appreciation % 0.5 1.9 12) 1.6
- incl. capital appreciation % 1.8 1.2 (83) na

p Preliminary estimate. y Provisional estimate. na not available.
Note: Figures in parentheses are standard errors expressed as a percentage of the estimate.
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Farm cash costs are also projected to fall in 2011-12 compared with 2010-11 due to
reduced expenditure on the purchase of beef cattle, interest payments and contract
expenditure. Farm cash income is projected to decrease in 2011-12 for southern
Australia beef cattle farms because total cash receipts are expected to fall by more
than the reduction in total cash costs.

Financial performance by herd size

2010-11

The financial performance of farms varied between producers of different scales
of production. Farm cash income is estimated to have increased for all herd size
categories in 2010-11. The increase was largest for small herd size producers and
smallest for very large herd size producers.

Farm cash receipts increased for small, large and very large producers; however,
receipts fell for medium herd size producers (Table 10). Receipts from the sale of beef
cattle fell for small and very large producers due to large decreases in the number of
cattle sold. For medium and large producers, higher prices received more than offset
the relatively small decreases in cattle sold.

Total cash costs increased for small and very large herd size producers. For small
producers this increase was mainly due to increased expenditure on fertiliser,
repairs and maintenance, and fuel. For large herd size producers, the main increases
were in beef cattle purchases, contracts, chemicals and hired labour. Total cash
costs decreased for medium and large herd size producers. Despite increases

in expenditure on beef cattle purchase, handling and marketing, both groups of
producers experienced falls in many of the major cost categories, leading to a fall in
total cash costs.

The farm cash income for all herd size producer groups increased in 2010-11
compared with the previous financial year.

2011-12

Farm cash income is expected to weaken for all herd size categories of producers in
southern Australiain 2011-12 (Table 10).

Farm cash receipts are expected to remain relatively stable for medium herd size
producers. For all other herd size producers they are expected to decrease as a result
of further decreases in both the number of beef cattle sold and in prices received

by small herd size producers, due to variations in quality and type of animals sold.
Receipts from the sale of crops, sheep and lambs, and wool are also expected to
decrease.

Total cash costs are also expected to decrease for small, large and very large size
herd producers, but increase for medium size herd producers. Expenditure on

the purchase of beef cattle is expected to fall across all herd size groups as herd
rebuilding continues with the retention of stock rather than purchase of additional
stock. For very large herd size producers, costs are projected to decrease across all
major cost categories. For small herd size producers, costs are expected to decrease
for most categories, with increases only for chemicals, contracts, hired labour and
maintenance. Large herd size producers can also expect decreases in most categories,
but increases in chemical and maintenance costs.

ABARES
Australian beef



*91eWI1S3 33 Jo 98eIUIdIad B SB Passaldxa S10.I9 pJepue)s aJe sasayjualed ul saindid :910N
*3|qe|IBAR JOU BU "S9)BW|}SI [BUOISIAOIJ A "Sa1eWI}sa Areujwiald d

’U (€€8) $'0— 'L eu @ 97 8l ’U w vl 6'S eu 19 97 Sl % uonenaidde [eyded "pur —
1£8C ©0 97 I 4 w €t 0l 80 e L Lo S0 9 9l 80— % uonepaldde [eyded [oxa -
uinjal jo arey
00T LLL ©Ov) 00679l  9¢€ €9 00. 59 @@ 096 0L €S8V 0059 €y 0696l 0GLzz- 00V S- o) 0g98L  SLLOY- § 1yo.d ssauisng wiled
008 /L @@ Oovecgl 8.8/l 009/cL @ 0869€L C9¥ S8 008€9 (O 068, €/L¥S 00COF @ 0£Cc09 0cv8C S SWwodul ysed wiled
9duewWIO0LIAd [RIDURUY WIeY
008109 €D 0r98v¥8 Wi /l€L 00L66C UM 09OlLCEE GLOLPE 00818L ®D QST OLL 0061l6L 0000¥L GO OL89SL 86 ¥SL S S1502 Ysed [e10L
00¢€ /S ® 009519 69079  00€ ¢ ) 0€50€ Oclee 0086L WO 0OreSL 6609L 00L9L @) 0€€9L  €8l¥lL $  ddURUUIRW pu sieday
00029 80 0TLYOL  8€596 00¥ L& (O 0SS¥y 98Evy 00V SL € 0LL¥L /Llzel 006¢€l ©9 o0v vl LLESL S 1salaU|
009 95 ) 0.7 69 €16 7S 00YOL  (® O/L€L  ¥SEZL  00S§ € Oolcs 89 00s¢ 6% 098¢ So¢e € S ANOQE| paliH
eu €D 089 ¥¢ £7€ 6T eu 00 0/66L S§G5¢CL  ®U W 0669 86/ ®U t© 09¢S 69¢€ S S guneysew pue dujjpueH
008 ¢ € oyl oy 729 6¢ o0 6L 6L Ol OC PyPyeEC 006%L GO 0S6LL 0/9€L 008l w osyel 0901l § 9sea.18 pue |10 ‘|on4
ooL oL (19 068 vl 795 9¢ 00S € ¥ 0t0S 0988 00L¢€ (o 08¢ 0697 00FL @@ 05t 9t ¢ S 19ppod
006 0§ 6 096G 5§ €10 65 00S¥C  ®) Ol6vC 6/8¥C 00LOT ®nW 0SS5l peEro6lL  00€CL € 0gr sl 8yoeL S S1os|iHed
009 9¢ ®Y 001l 99 €99¥¥  0009L (6D 09z6L GCOlZ 0078 w)  0¢€C8 8758 00LL €) 086§ 6189 S S1oeJUOD
00z et ©n 00l 8Y 688 LE 009 /L (66 0€89L 9lecz 00€ll 9 0¥86 68LLL 00§l 69 0168 VL. 6 S S|ea1wy>
006 L (tv) 0TS 8 788 € 0 0 S 0 0 0 00V 6 0¥9 8Ye L S Ul pallajsuel} a13ed Joag
008 56 ©8) 0g8/¢cl  €90VL 00rST 6w 0/cee LyO9T 00Cel 69 0960C 860/LL 00L8 6V 066€L  6V.9L S saseydind a13ed Joog
S350 YSed wieg
009 6/. (@ 0960€01l 95C9l6 00.9Ty @ OvL6SY Ll ccy 00LShC (O ObLSYC v/09¥C 00£08L (€O Ov0 /Ll /6€€8L S sydi2dal ysed (3oL
008 ¥ 0 0gL69 606 LL 00€£0€ GV 0£60v C96SC 00V lz (W 06L0T /Lelcz 00V LL ¥e) oveer 9/£0C $ |00M
000 ¥0L € 0z6/.0L 9/6/0L 00579 M 08L69 G9€/S 008GE (6 0SLE€E [SOSP 00Scy & 00Scy 08867 S squie| pue daays
ooc et O 0¥S99C 8¢/09L 008O0LL @ 0/G56LL CeveEvl 00.S8 (€ QL6 Llcv, 00¥ 09 ©Ow ovee6. Llevvs S sdoid
0 ¥8) 0/9 1§61 0 @ 08 el 0 (VD)  Gf 0 0 0 23749 S 1IN0 pallajsuel] 9)11ed Joag
00899Y (b 0€880S 06L/LS 00LO8L () O¥8TOT ¥Peg/l 00L98 (O 0OPZ98 8l5C8 00£ey O 0981ls STy /iS S 9[11ed Joog
s3d1adal ysed wieg
Az1- di- OoL- Az~ di- oL- Az1- di- oL- Az1- di- oL-
LLoT oLoz 600C LLoz oLoz  600¢ LLoT 0oLoZ  600T  LlOT oLoz 600C
981e| A1ap 981e7 wnipaw |lews

wJey 1od a8eiane

9zIs pJay Aq ‘A11snpul J9aq Uel[eISNY UIBYINoS ‘@dueulloliad [eipueuy wied

23

ABARES
Australian beef



Financial performance by zone

The financial performance of beef farms in the southern pastoral zone (Map 4)
improved markedly in 2010-11, with farm cash incomes rising. Beef cattle receipts
increased with the higher beef cattle turn-off that followed increased cattle numbers
in recent years (Table 11). This zone also recorded average rates of return above
those of the other southern zones in the three years ending 2011-12. In part, this
reflects larger average herd sizes and low land values.

The southern wheat-sheep zone, which had the smallest herd size, outperformed

the southern high rainfall zone in each of the three years to 2011-12 (Figure 6). On
average, farm businesses in this zone had exceptionally high crop receipts in 2010-11
as aresult of record grain yields and strong grain prices.

Average farm cash income is projected to decline for the southern pastoral and
southern wheat-sheep zones in 2011-12 as lower cattle turn-off and grain yields lead
to reduced receipts from beef cattle and crops.

By contrast, average farm cash income is projected to increase in the southern high
rainfall zone. Total cash costs are expected to fall as beef cattle purchases are reduced
from the high in 2010-11 and fodder and interest costs decrease. The fall in total

cash costs is expected to more than offset lower beef receipts resulting from slightly
reduced turn-off.

Farm cash income, southern Australian beef industry, by zone
average per farm

200 Southern pastoral zone
- Southern wheat-sheep zone
150 — Southern high rainfall zone
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Debt

Growth in average debt per farm business in the beef cattle producing sector has
slowed in real terms since 2006-07 (Figure 7).

Average debt for beef cattle producing farms almost tripled between 2000-01

and 2006-07, from an average of $230 000 per farm business in 2000-01 to

$683 000 per farm business in 2006-07. Several factors contributed to the growth in
debt over this period, including the effects of lower interest rates, increases in farm
size, changes in commodities produced and reduced farm incomes in the 2000s as a
consequence of widespread and extended drought.

Composition of farm debt, Australian beef industry average per farm
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Throughout much of the 2000s, interest rates were historically low, reducing the
cost of servicing debt and encouraging borrowing for farm investment. Provision
of interest rate subsidies, as part of drought assistance programs to many farm
businesses, also supported borrowing.

The largest contribution to increases in farm debt on beef cattle producing farms has
been borrowing to fund new investment, particularly purchase of land, machinery
and vehicles, and to develop land and farm improvements. Debt to fund purchase of
land accounted for the largest share of debt on beef cattle producing farms, at around
53 per cent in 2010-11 (Figure 7).

Debt to fund land purchases increased by 260 per cent in real terms between 1990-91
and 2010-11. Borrowing to finance purchase of machinery, plant and vehicles
increased 370 per cent from 1990-91. Over the same period, borrowing to fund land
development increased by 90 per cent.

During the 2000s adverse seasonal conditions depressed farm cash incomes in

many regions and led to increased borrowing to meet working capital requirements.
Working capital debt increased by 180 per cent between 1990-91 and 2010-11,
accelerating after widespread drought began in 2002-03. In 2010-11 working capital
debt accounted for 29 per cent of average farm debt, second only to land purchase debt.

Around 16 per cent of farm businesses increased borrowing to fund on-farm
investment each year for the 10 years ending 2010-11. This included borrowing to
purchase land, vehicles and machinery, and plant and farm improvements.
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A much higher proportion of farms businesses, around 24 per cent, increased
borrowing to fund working capital in each of the 10 years ending 2010-11. However,
the average amount borrowed was smaller than that borrowed for investment.

The proportion of restructured debt has increased since 2007-08. Relatively low
interest rates for some categories of loans and concern about expected future interest
rate increases encouraged restructuring and consolidation of farm debt.

Since 2006-07 there appears to have been more restricted access to credit from
lending institutions and a diminished appetite on the part of farm businesses

for further increases in farm debt. In 2010-11 the proportion of farm businesses
increasing debt fell below the historical lows recorded in 2000-01 (Figure 8).
Further, average debt for beef cattle producing farms is projected to decline slightly
in2011-12.

Farms increasing debt, Australian beef industry
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Debt servicing

The interest-to-receipts ratio is the ratio of interest payments on farm debt to total
farm cash receipts. It is a measure of a farmer’s ability to service debt from farm
revenue. The interest-to-receipts ratio declined in 2010-11 and is projected to further
decline in 2011-12.

The interest-to-receipts ratio trended upward from 2001-02 to 2008-09 (Figure 9).
On average, farm business debt and interest rates increased throughout 2000-01 to
2007-08, resulting in a rise in interest payments. Farm cash receipts also rose during
this period, but at a slower rate than interest payments. Interest rate subsidies paid to
farm businesses through drought assistance partially offset the increase in interest
payments throughout this period.
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Farm financial performance

FIGURE 9 Interest-to-receipts ratio, Australian beef industry
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In 2010-11 higher farm cash receipts resulted in the interest-to-receipts ratio falling
to 10 per cent. In 2011-12 slightly lower interest rates combined with a reduction in
farm debt are projected to lead to a fall in interest payments and result in the
interest-to-receipts ratio falling to 9.5 per cent. This is similar to the ratio recorded
in the early 1990s.

Investment

Australian beef cattle producers’ expenditure on additional capital averaged
$99 000 per farm business in 2010-11, which is significantly higher than the 10-year
average of $66 400 per farm business (in 2011-12 dollars).

Investment in non-land capital, including vehicles, plant, machinery and farm
improvements, was historically high in 2008-09 and 2009-10 and although declining
slightly in 2010-11 was still relatively high in historical terms (Figure 10).

FIGURE 10 Capital purchases, Australian beef industry average per farm
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Farm financial performance

Between December 2008 and December 2009, the Australian Government offered
investment allowances to businesses as part of its support for economic activity
during the global financial crisis. This is likely to have contributed to an increase in
investment in plant, machinery and farm improvements in 2008-09 and 2009-10.

Continued relatively high levels of new non-land investment in 2010-11 can be
attributed to factors such as improved cash flow for many farm businesses, ongoing
expansion in crop enterprises and lower interest rates.

Selling methods

Australian beef cattle producers sell cattle primarily through auction, in the paddock
and over the hooks. AAGIS data indicate significant differences between northern and
southern Australian producers in preferred method of sale.

In southern Australia the auction system remained the main method of sale in 2010-11
with just over 60 per cent of beef cattle sales (Figure 11). Auction sales are most
favoured by producers, particularly in southern Australia, who have smaller herds and
who sell in small lot sizes. Generally, these producers are located in more closely settled
areas where distances to saleyards and freight costs are relatively small. Typically,
these areas also produce and trade a range of cattle types, including store, finished and
stud, which are able to be sold at auction.

FIGURE 11 Method of selling beef cattle, southern Australia
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Farm financial performance

Larger herd size producers are more likely to sell over the hooks or in the paddock
because they are able to generate larger sale numbers. Direct methods of sale, such as
over the hooks, can also reduce the carcase damage and loss of meat quality caused by
additional handling involved in saleyard and auction sales. In 2010-11 the proportion
of cattle sold at auction in northern Australia was higher than over the hooks sales for
the first time since 2000-01 (Figure 12). This appears to reflect increased demand
from restockers for young cattle sold at auction, together with a small increase in the
proportion of cattle directed to the domestic market as numbers of cattle sold for live
export were reduced, relative to the high numbers in 2009-10.

FIGURE 12 Method of selling beef cattle, northern Australia
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Chapter 5

ABARES has conducted surveys of selected Australian agricultural industries since
the 1940s. These surveys provide a broad range of information on the economic
performance of farm business units in the rural sector. This comprehensive
information is widely used for research and analysis that forms the basis of many
publications, briefing material and industry reports.

The annual agricultural surveys currently undertaken are:
Australian Agricultural and Grazing Industries Survey (AAGIS)
Australian Dairy Industry Survey (ADIS).

Target populations

The AAGIS is designed from a population list drawn from the Australian Business
Register and maintained by the Australian Bureau of Statistics (ABS). The Australian
Business Register comprises businesses registered with the Australian Taxation
Office. The Australian Business Register-based population list provided to ABARES
consists of agricultural establishments with their corresponding statistical local area,
ANZSIC and a size of operation variable.

The population list for the ADIS is a list of dairy farms that have paid levies based

on their milk deliveries, sourced from the Levies Revenue Service. Dairy Australia
provides the list, which consists of dairy businesses with their corresponding region
and total milk production.

ABARES surveys target farming establishments that make a significant contribution
to the total value of agricultural output (commercial farms). Farms excluded from the
ABARES target population will be the smallest units, and in aggregate will contribute
less than 2 per cent to the total value of agricultural production for the industries
covered by the surveys.
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The size of operation variable used in ABARES survey designs is usually ‘estimated
value of agricultural operations’ (EVAO). However, in some recent surveys other
measures of agricultural production have also been used. EVAO is a standardised
dollar measure of the level of agricultural output. A definition of EVAO is given in
Agricultural Industries: Financial Statistics (ABS 2001, cat. no. 7506.0). Since 2004-05
the ABARES survey has included establishments classified as having an EVAO of

$40 000 or more. Between 1991-92 and 2003-04 the survey included establishments
with an EVAO of $22 500 or more. Between 1987-88 and 1991-92 the survey included
establishments with an EVAO of $20 000 or more. Before 1986-87 the survey
included establishments with an EVAO of $10 000 or more.

Survey design

The target population is grouped into strata defined by ABARES region, ANZSIC and
size of operation. The sample allocation is a compromise between allocating a higher
proportion of the sample to strata with high variability in the size variable, and an
allocation proportional to the population of the stratum.

Alarge proportion of sample farms is retained from the previous year’s survey. The
sample chosen each year maintains a high proportion of the sample between years to
accurately measure change, while meeting the requirement to introduce new sample
farms to account for changes in the target population and to reduce the burden on
survey respondents.

The sample size for AAGIS is usually around 1600 and for ADIS around 300.

The main method of collection for both surveys is face-to-face interviews with

the owner-manager of the farm. Detailed physical and financial information is
collected on the operations of the farm business during the preceding financial

year. Cooperating farms are required to provide detailed accounting information.
Respondents to the AAGIS and ADIS are also contacted by telephone in October each
year to obtain estimates of projected production and expected receipts and costs for
the current financial year.

ABARES surveys also allow supplementary questionnaires to be attached to the
main or to the telephone surveys. These additional questions help address specific
currentissues.

Sample weighting

ABARES survey estimates are calculated by appropriately weighting the data
collected from each sample farm and using this data to calculate population
estimates. Sample weights are calculated so population estimates from the sample
for numbers of farms, areas of crops and numbers of livestock correspond as closely
as possible to the most recently available ABS estimates from agricultural census
and survey data. The weighting methodology for AAGIS and ADIS uses a model-based
approach, with a linear regression model linking survey variables and estimation
benchmark variables (see Bardsley & Chambers 1984).

For AAGIS, the benchmark variables ABS provide include:
total number of farms in scope
area planted to wheat, rice, other cereals, grain legumes (pulses) and oilseeds

closing numbers of beef and sheep.
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For ADIS, the benchmark variables Dairy Australia provide are:
total number of in-scope dairy farms

total milk production.

Generally, larger farms have smaller weightings and smaller farms have larger
weightings, reflecting both the strategy of sampling a higher fraction of the larger
farms than smaller farms (the former having greater variability of key characteristics
and accounting for a much larger proportion of total output) and the relatively lower
number of large farms.

Reliability of estimates

Reliability of the estimates of population characteristics published by ABARES
depends on the design of the sample and accuracy of the measurement of
characteristics for the individual sample farms.

Preliminary estimates and projections

Estimates for 2009-10 and all earlier years are final. All data from farmers, including
accounting information, have been reconciled; final production and population
information from the ABS has been included and no further change is expected in
these estimates.

The 2010-11 estimates are preliminary, based on full production and accounting
information from farmers. However, editing and addition of sample farms may be
undertaken and ABS production and population benchmarks may also change.

The 2011-12 estimates are projections developed from the data collected through
on-farm interviews and telephone interviews from October to December, as well

as from the preliminary estimates. Projection estimates include crop and livestock
production, receipts and expenditure up to the date of interview together with
expected production, and receipts and expenditure for the remainder of the
projection year. Modifications are made to expected receipts and expenditure where
significant production and price change has occurred post interview. Projection
estimates are necessarily subject to greater uncertainty than preliminary and final
estimates.

Preliminary and projection estimates of farm financial performance are produced
within a few weeks of the completion of survey collections. However, these may

be updated several times at later dates. These subsequent versions will be more
accurate, as they will be based on upgraded information and slightly more accurate
input datasets.

Sampling errors

Only a subset of the total number of farms in a particular industry is surveyed. The
data collected from each sample farm are weighted to calculate population estimates.
Estimates derived from these farms are likely to be different from those that would
have been obtained if information had been collected from a census of all farms. Any
such differences are called ‘sampling errors’.

The size of the sampling error is most influenced by survey design and estimation
procedures, as well as sample size and the variability of farms in the population. The
larger the sample size, the lower the sampling error is likely to be. Hence, national
estimates are likely to have lower sampling errors than industry and state estimates.
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To give a guide to the reliability of the survey estimates, standard errors are
calculated for all estimates published by ABARES. These estimated errors
are expressed as percentages of the survey estimates and termed ‘relative
standard errors’.

Calculating confidence intervals using relative standard errors

Relative standard errors can be used to calculate ‘confidence intervals’ that give an
indication of how close the actual population value is likely to be to the
survey estimate.

To obtain the standard error, multiply the relative standard error by the survey
estimate and divide by 100. For example, if average total cash receipts are estimated
to be $100 000 with a relative standard error of 6 per cent, the standard error for this
estimate is $6000. This is one standard error. Two standard errors equal $12 000.

There is roughly a two-in-three chance that the ‘census value’ (the value that would
have been obtained if all farms in the target population had been surveyed) is
within one standard error of the survey estimate. This range of one standard error
is described as the 66 per cent confidence interval. In this example, there is an
approximately two-in-three chance that the census value is between $94 000 and
$106 000 ($100 000 plus or minus $6000).

There is roughly a nineteen-in-twenty chance that the census value is within two
standard errors of the survey estimate (the 95 per cent confidence interval). In this
example, there is an approximately nineteen-in-twenty chance that the census value
lies between $88 000 and $112 000 ($100 000 plus or minus $12 000).

Comparing estimates

When comparing estimates between two groups, it is important to recognise

that some of the differences are subject to sampling error. As a rule of thumb, a
conservative estimate of the standard error of the difference can be constructed by
adding the squares of the estimated standard errors of the component estimates and
taking the square root of the result.

For example, suppose the estimates of total cash receipts were $100 000 in the beef
industry and $125 000 in the sheep industry—a difference of $25 000—and the
relative standard error is given as 6 per cent for each estimate. The standard error of
the difference can be estimated as:

J(6x$100 000 / 100)? + (6 x $125 000 / 100)? = $9605

A 95 per cent confidence interval for the difference is:
$25 000 + 1.96 x $9605 = ($6174, $43 826)

Hence, if a large number (towards infinity) of different samples was taken, in
approximately 95 per cent of them, the difference between these two estimates would
lie between $6174 and $43 826. Also, since zero is not in this confidence interval, it is
possible to say that the difference between the estimates is statistically significantly
different from zero at the 95 per cent confidence level.
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Owner-manager

The primary decision maker for the farm business.

This person is usually responsible for day-to-day
operation of the farm and may own or have a share in the
farm business.

Physical items

Beef cattle

Cattle kept primarily for producing meat, irrespective
of breed.

Dairy cattle

Cattle kept or intended mainly for producing milk
or cream.

Hired labour

Excludes the farm business manager, partners and family
labour, and work done by contractors. Expenditure on
contract services appears as a cash cost.

Labour

Measured in work weeks, as estimated by the owner-
manager or manager. It includes all work on the farm by
the owner-manager, partners, family, hired permanent
and casual workers and sharefarmers, but excludes work
done by contractors.

Total area operated

Includes all land operated by the farm business, whether
owned or rented by the business, but excludes land share
farmed on another farm.

Financial items

Capital

The value of farm capital is the value of all the assets
used on a farm, including the value of leased items but
excluding machinery and equipment either hired or used
by contractors. The value of ‘owned’ capital is the value
of farm capital excluding the value of leased machinery
and equipment.

ABARES uses the owner-manager’s valuation of the farm
property. The valuation includes the value of land and
fixed improvements used by each farm business in the
survey, excluding land share farmed off the sample farm.
Residences on the farm are included in the valuations.

Livestock are valued at estimated market prices for the
land use zones within each state. These values are based
on recorded sales and purchases by sample farms.

Before 2001-02 ABARES maintained an inventory of plant
and machinery for each sample farm. Individual items
were valued at replacement cost, depreciated for age.

Each year, the replacement cost was indexed to allow for
changes in that cost.
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Since 2001-02 total value of plant and machinery is based
on market valuations provided by the owner-manager for
broad categories of capital, such as tractors, vehicles and
irrigation plant.

The total value of items purchased or sold during the
survey year was added to or subtracted from farm capital
at 31 December of the relevant financial year, irrespective
of the actual date of purchase or sale.

Change in debt

Estimated as the difference between debt at 1 July and
the following 30 June within the survey year, rather
than between debt at 30 June in consecutive years. It
is an estimate of the change in indebtedness of a given
population of farms during the financial year and is
thus unaffected by changes in sample or population
between years.

Farm business debt

Estimated as all debts attributable to the farm business,
but excluding personal debt, lease financed debt and
underwritten loans, including harvest loans. Information
is collected at the survey interview and supplemented by
information contained in the farm accounts.

Farm liquid assets

Assets owned by the farm business that can be readily
converted to cash. They include savings bank deposits,
interest bearing deposits, debentures and shares but
exclude items such as real estate, life assurance policies
and other farms or businesses.

Receipts and costs

Receipts for livestock and livestock products sold are
determined at the point of sale. Selling charges and
charges for transport to the point of sale are included in
the costs of sample farms.

Receipts for crops sold during the survey year are gross

of deductions made by marketing authorities for freight
and selling charges. These deductions are included in farm
costs. Receipts for other farm products are determined on
a ‘farm gate’ basis. All cash receipt items are the revenue
received in the financial year.

Farm receipts and costs relate to the whole area operated,
including areas operated by on-farm sharefarmers.

Thus, cash receipts include receipts from the sale of
products produced by sharefarmers. If possible, on-

farm sharefarmers’ costs are amalgamated with those

of the sample farm. Otherwise, the total sum paid to
sharefarmers is treated as a cash cost.

Some sample farm businesses engage in off-farm contracting
or share farming, employing labour and capital equipment
also used in normal on-farm activities. Since it is not possible
to accurately allocate costs between off-farm and on-farm
operations, the income and expenditure attributable to such
off-farm operations are included in the receipts and costs of
the sample farm business.
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Total cash costs

Payments made by the farm business for materials and
services and for permanent and casual hired labour
(excluding owner-manager, partner and other family
labour). It includes the value of livestock transfers

onto the property as well as any lease payments on capital,
produce purchased for resale, rent, interest, livestock
purchases and payments to sharefarmers. Capital and
household expenditures are excluded from total cash
costs.

Handling and marketing expenses include commission,
yard dues, and levies for farm produce sold.

Administration costs include accountancy fees, banking
and legal expenses, postage, stationery, subscriptions and
telephone.

Contracts paid, refers to expenditure on contracts such as
harvesting. Capital and land development contracts are
not included.

Other cash costs include stores and rations, seed
purchased, electricity, artificial insemination and herd
testing fees, advisory services, motor vehicle expenses,
travelling expenses and insurance. While ‘other cash costs’
may comprise a relatively large proportion of total cash
costs, individually the components are relatively small
overall and, as such, have not been listed.

Total cash receipts

Total of revenues received by the farm business during
the financial year, including revenues from sale of
livestock, livestock products and crops, plus the value

of livestock transfers off a property. It includes revenue
received from agistment, royalties, rebates, refunds,
plant hire, contracts, share farming, insurance claims and
compensation, and government assistance payments to
the farm business.

Financial performance measures

Build-up in trading
stocks

The closing value of all changes in the inventories of
trading stocks during the financial year. It includes the
value of any change in herd or flock size or in stocks of
wool, fruit and grains held on the farm. It is negative if
inventories are run down.

Depreciation of farm
improvements

Estimated by the diminishing value method, based on
replacement cost and age of each item. The rates

applied are standard rates allowed by the Commissioner
of Taxation.

Farm business equity

The value of owned capital, less farm business debt at
30 June. The estimate is based on those sample farms for
which complete data on farm debt are available.
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Farm business profit

Farm cash income plus build-up in trading stocks,
less depreciation and the imputed value of the
owner-manager, partner(s) and family labour.

Farm cash income

The difference between total cash receipts and total
cash costs.

Farm equity ratio

Calculated as farm business equity as a percentage
of owned capital at 30 June.

Imputed labour cost

Payments for owner-manager and family labour may bear
little relationship to the actual work input. An estimate of
the labour input of the owner-manager, partners and their
families is calculated in work weeks and a value is imputed
at the relevant Federal Pastoral Industry Award rates.

Off-farm income

Collected for the owner-manager and spouse only,
including income from wages, other businesses,
investment, and government assistance to the farm
household and social welfare payments.

Plant and equipment

For items purchased or sold during the financial year,
depreciation is assessed as if the transaction had taken
place at the midpoint of the year. Calculation of farm
business profit does not account for depreciation on items
subject to a finance lease because cash costs already
include finance lease payments.

Profit at full equity

Farm business profit, plus rent, interest and finance

lease payments, less depreciation on leased items. It is the
return produced by all the resources used in the

farm business.

Rates of return

Calculated by expressing profit at full equity as a
percentage of total opening capital. Rate of return
represents the ability of the business to generate a return
to all capital used by the business, including that which

is borrowed or leased. The following rates of return are
estimated: rate of return, excluding capital appreciation;
and rate of return, including capital appreciation.
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The ‘Biosphere’ graphic element

The biosphere is a key part of the department’s visual identity.
Individual biospheres are used to visually describe the diverse nature
of the work we do as a department, in Australia and internationally. ’
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