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foreWordiii

foreWord

The pastoral sector is of immense importance to New Zealand. It determines much of our land use and is vital for 

New Zealand’s economy, providing almost half of our merchandise export revenue. 

One of our core roles at the Ministry of Agriculture and Forestry (MAF) is to help create a prosperous, sustainable 

and innovative pastoral sector in New Zealand. The Pastoral Monitoring Report 2008 is compiled annually by MAF to 

help the sector achieve this goal.

We’ve already seen that the call for greater environmental accountability around sustainable development is creating 

both challenges and opportunities for the pastoral sector. This report examines the relationship between the pastoral 

sector’s financial results and its sustainability and productivity. It also provides general information about the 

production and financial status of dairy, deer, and sheep and beef farms as well as broader trends, issues and sector 

concerns. 

A range of environmental and management indicators are also included in the farm monitoring programme. These 

indicators allow us to monitor trends over time and improve our understanding of sustainable development and 

productivity in the pastoral sector. 

The models in this report were prepared between June and August 2008 and are based on farmer and industry 

expectations at that time. At the time of publication, there was significant uncertainty about the world economic 

situation. This makes the outlook for 2008/09 more difficult to predict. Global commodity prices have fallen and 

Fonterra has reduced its projected payout for the season. Exchange rates, interest rates and oil prices have also 

dropped, suggesting that both revenue and expenditure may be lower than initially expected. Seasonal factors will 

also have an impact on final returns to farmers. The one certainty is that farmers will continue to monitor their 

expenditure and defer discretionary expenditure until revenues are more certain. 

For the first time the pastoral model budgets were released online this year prior to publishing the full report. Each 

web release highlighted the key points as well as model budget and expenditure for the 2007/08 and 2008/09 years. 

The feedback about the web releases has been positive so we intend to continue them in future years. 

The Pastoral Monitoring Report 2008 is evolving to meet the needs of the sector and I look forward to future 

enhancements. 

 

Paul Stocks 

Deputy Director-General 

MAF Policy
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about farM Monitoring1

about the

farM Monitoring PrograMMe 1
The Farm Monitoring Programme provides a short term view of the financial and production status of a range of 

farms types throughout New Zealand. It examines revenue and expenditure for the past season and outlines what 

farmers are budgeting for the year ahead.

The Programme collects data from a range of farm types throughout New Zealand and is supplemented with farmer 

and industry expectations. One use of this data is to produce the models in this Pastoral Monitoring Report 2008. 

Each model is representative of a farm type in a given region and is modelled on how a real farm would operate, as 

opposed to using an average of results from the monitored farms. Each model is then augmented with feedback 

gathered from regional industry meetings and other information sources to best represent the current situation and 

expectations in each region. 

In July 2008, the dairy and deer model budgets were released on the web, and the sheep and beef models followed in 

September 2008. The Pastoral Monitoring Report 2008 identifies the drivers behind the budgets and expectations at 

the time of populating the farm models. It provides information on the issues and trends facing the sectors, and 

farmers’ thinking and intentions in response to those issues. 

As this report goes to press there is significant uncertainty about the world economic situation, and consequently 

farmer and industry expectations are likely to have changed since the models were compiled. Price expectations for 

most of New Zealand’s agricultural commodities in export markets are lower than initially anticipated due to the 

widening economic downturn emanating from the global financial crisis. The falling exchange rate in October and 

November 2008 may have offset some of the weakening in international market prices but may also lead to increased 

costs for some expenditure items. In addition, interest rates and fuel prices have eased over the past few months. 

Faced with such uncertainty, farmers are expected to take a more cautious approach in the year ahead and where 

possible defer decisions until their likely returns become clear. 

For more information on the Farm Monitoring Programme please see Appendix 1 for contact details and 

Appendix 2 for model information.
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1 years referred to in this report are years ending 30 June.
2 national climate centre (2008) National climate summary: Summer 2007/08. niWa: auckland. http://niwa.co.nz/ncc/cs/seasonal/sclimsum_08_summer. 
accessed 14 october 2008.

 financial PerforMance of the Pastoral sector
The Pastoral Monitoring Report 2008 compares the financial performance of the three monitored pastoral sectors – 

dairy, deer, and sheep and beef – and contrasts the variation in actual and expected profitability of each sector 

between 2007/08 and 2008/091. The model information was compiled between June and August 2008 and is based 

on farmer and industry expectations at that time. It should be noted that since then, the global situation has 

changed markedly and become more volatile, making it difficult to predict the financial outcome for 2008/09. For 

example, the exchange rate and fuel prices have dropped along with global dairy prices and Fonterra has revised its 

forecast payout downwards as a result. As the season progresses and prices and production levels become more 

certain, it will be very important, especially this year, for farmers to continue to review their situation.

 Key Points
The 2007/08 year was dominated by drought and relatively poor prices apart from the significantly improved dairy 

payout. For the coming season, farmers were expecting improvements in sheep, beef and deer returns, with dairy 

farming facing a declining payout. Even with better prices expected, low stock numbers and increased expenditure 

mean profit on the sheep and beef model farm is expected to be lean.

The current global financial uncertainty affects the economic outlook as reflected in decreasing commodity prices. 

As always, climatic factors will influence production and therefore farm profitability. 

 drought defines the 2007/08 year

Widespread drought caused by La Niña weather conditions affected many regions, in particular those that 

usually have reliable summer rainfall2. Pasture growth and production were severely reduced in Waikato, 

southern Taranaki, the central North Island, northern Manawatu, Tararua, Wairarapa and northern Southland. 

Many other regions were also affected by dry conditions during the year.

Dairy farmers, with the incentive of a steadily increasing payout for 2007/08, were able to mitigate much of the 

drought impact by buying in supplementary feed to maintain milk production.

The widespread nature and duration of the drought meant supplementary feed reserves were lower than usual 

and, as the drought continued, the prices of hay, silage and grain increased steadily.

Most sheep and beef farmers were unable to afford the increasingly expensive feed, so had to quit stock onto an 

oversupplied store market. This situation severely depressed prices for lambs and cattle as few areas had the feed 

available to finish animals.

Prime lamb schedules and, to a lesser extent, prime beef schedules improved in 2007/08 compared with 2006/07, 

but many farms were unable to take full advantage of this. Stock was often sent for slaughter at light weights 

because the store market was not an option as feed supplies dwindled. Farmers struggled to quit ewes in a timely 

fashion because of limited processing capacity. 

Sheep and beef farm incomes fell as a result, compared with 2006/07, but dairy farmers enjoyed a record season 

financially, despite the production constraints.

›

›

›

›

›

›
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 record dairy incoMes

Fonterra’s record payout of $7.90 per kilogram of milksolids (before retentions) dramatically increased dairy farm 

profits in 2007/08. The payout increased 71 percent (after retentions) compared with the 2006/07 payout. Despite 

the drought, farm profit before tax on the national dairy model rose 449 percent to $384 000 in 2007/08.

 other sectors subdued

By comparison, the sheep and beef sector continued to experience relatively low prices, particularly for lamb and 

wool, which kept incomes low and led farmers to change land use and reduce sheep numbers. Over 2007/08, 

sheep numbers fell 4.3 million (11 percent) as a result of drought and land use change to dairy, dairy support and 

cropping.

Net cash income on sheep and beef farms was boosted by the drought destocking and on the national model fell 

only 2 percent, but farm working expenses increased by an average 4 percent and interest costs by 20 percent. 

Consequently, farm profit before tax and farm surplus for reinvestment fell to low levels ($19 000 and –$15 000 

respectively) on the national sheep and beef model.

Deer farmers’ profitability improved in 2007/08 with higher prices for venison despite velvet prices falling by 

around a quarter compared with 2006/07. Deer farmer confidence is rebuilding, although incomes and drawings 

continue to be modest on these mostly small farms.

 outlooK iMProves for 2008/09 but still looKs very lean

When compiling their budgets, farmers were expecting higher prices for lamb, wool and beef compared with last 

year. This will help offset reduced production because of the drought, increasing net cash income on the national 

sheep and beef model by an estimated 13 percent. However, rising expenses mean that the farm surplus for 

reinvestment at $12 000 is very lean.

Farmers were budgeting on further increases in farm working expenses (8 percent) and interest costs (5 percent). 

Based on these expectations, farm profit before tax on the national sheep and beef model is expected to increase to 

$58 000 in 2008/09, the highest since 2005/06 but still much less than levels prevailing from 2002/03 to 2004/05.

Dairy farmers were expecting profitability to drop back in 2008/09. The expected higher production compared 

with last season will be offset by a lower payout. Despite this, expected profitability was still strong compared with 

three years earlier.

Deer farmers expect improved venison prices and revenue in 2008/09. The North Island model budgeted a farm 

profit before tax of $53 000 in 2008/09, up 127 percent on 2007/08, while the South Island model budgeted 

$64 000, up 20 percent on 2007/08.

 2007/08 financial PerforMance varies MarKedly
While dairy farm profits reached record highs in 2007/08, sheep and beef sector incomes have fallen because of the 

drought and its impact on prices. Farmers’ outlook for 2008/09 was for improvements in lamb, beef and wool prices. 

Reduced numbers of stock for sale, because of the widespread drought, and expected increased costs will offset many 

of the expected gains, leaving many farmers concerned about their cashflows.
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 figure 2.1: Pastoral sectors’ farM Profit before tax trends, 1999/00 to 2008/09
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 table 2.1: trends in Key financial ParaMeters, 2006/07 to 2008/09

   sheeP and beef industry   dairy industry

 2006/07r 2007/08 2008/09 2006/07r 2007/08 2008/09 
   budget   budget4

National model effective area (hectares) 708 705 705 131 131 131

National model stock units or cows milked 4 588 4 484 4 286 360 380 383

Net cash income ($)  293 543  287 803  326 139  577 858 1 021 886  921 104

Farm working expenses ($)  172 783  180 002  193 851  369 084  468 449  514 507

Cash operating surplus ($)  120 760  107 801  132 288  208 774  553 437  406 597

Farm profit before tax ($)  43 849  19 268  58 308  70 014  384 034  223 680

Farm surplus for reinvestment1 ($)  3 158 –15 410  12 047  1 677  263 472  90 804

Farm assets ($) 4 394 494 4 468 186 5 322 422 4 801 561 5 942 256 7 017 786

Farm debt ($)  508 538  515 178  547 042 1 242 813 1 574 948 1 579 916 

Equity ratio2 (%) 88.4 88.5 89.7 74.1 73.5 77.5

Return on equity3 (%) –0.7 –0.3 0.4 –0.3 7.0 3.0

note
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm  
or for repaying principal. it is calculated as discretionary cash less off-farm income and drawings. 
2 ratio of farm assets less debt (i.e. equity) to farm assets.
3 economic farm surplus less interest and lease as a percentage of equity.
4 the 2008/09 budget figures are based on a final total payout of $7.00 per kilogram of milksolids.

symbol
r the 2006/07 model has been revised.
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Dairy farm operating surpluses climbed dramatically in 2007/08, after a period of moderate returns. This provides an 

opportunity for dairy farmers to restructure their finances and improve productivity. Many will look to invest in 

dairy support land to help protect them from the impact of high supplementary feed costs.

For a second successive year, the deer industry experienced a modest improvement in its fortunes in 2007/08 after a 

string of difficult seasons when many deer farmers exited the industry. Deer farmers’ outlook for 2008/09 was similar 

to last year.

 factors affecting PerforMance in 2007/08

The most significant factors affecting the financial performance of the pastoral sectors in 2007/08 are detailed below.

MarKet deMand and Prices

While prime lamb prices improved, store lamb prices tumbled in 2007/08 in the wake of widespread drought, and 

cattle prices were generally weaker as a result of cattle being sold at lighter weights onto a lower market.

Dairy payouts rose to record highs on the back of rising world commodity prices.

Venison prices improved substantially while velvet prices fell 25 percent.

Production

Seasonal conditions were challenging for most farmers with a cool, dry spring suppressing pasture growth, milk 

production, and sheep and beef growth rates. 

Low rainfall in November heralded a summer drought that affected much of New Zealand. 

Recovery in autumn varied with some areas experiencing good feed growth, but others struggling to rebuild 

pasture covers.

costs

Rising input prices forced expenditure up across the pastoral sector despite below-maintenance levels of many 

inputs being purchased. 

The dairy sector increased inputs of nitrogen and feed supplements in particular to maximise production in 

2007/08 and take advantage of the improved payout. 

Significant increases in capital expenditure occurred in the dairy sector. 

The sheep and beef sector cut discretionary spending and reduced fertiliser inputs.

exchange rates

The strength of the New Zealand dollar constrained returns, but this result was more noticeable in the sheep 

and beef sector than in the dairy sector as the large increase in dairy payouts masked exchange rate–related 

constraints. 

 another tough year for sheeP and beef farMers

Low product prices in 2007/08, particularly for lamb and wool, kept incomes low and led farmers to change land use 

and reduce sheep numbers. Severe drought over most of the country also caused a reduction in sheep numbers. The 
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combined effects of land use change and drought led to a 4.3 million (11 percent) decline in sheep numbers in 

2007/08. The decline was greatest in those regions with alternative land use options.

Many sheep and beef farmers supported restructuring the meat industry, considering it essential for the industry to 

have a viable long-term future. At the same time, these farmers sought to increase income by changing land use from 

sheep to dairy support, dairy conversions and cropping. Some farmers have not arranged markets (or contracted) 

with dairy farmers or cropping firms for their products, but were determined that change was required. 

On average, sheep and beef farm net cash income fell 2 percent to $288 000 and would have been lower without 

$15 000 released from destocking 197 stock units (mainly sheep). The average lamb price lifted by just 77 cents, but 

some farmers increased their average price by $4 to $5 per head, while those who were forced by the drought to sell 

store lambs suffered a $3 to $7 decrease. Farmers with feed made good trading margins on cheap store lambs. Wool 

income dropped 4 percent because of a drop of 5 cents per kilogram in wool price and a slight drop in wool weights 

compared with 2006/07. Wool weights were down in some areas because of the drought and in others because of a 

change from six to eight-monthly shearing as farmers sought to reduce shearing costs. 

Cattle income increased 4 percent to $136 000. Cattle prices fell for many farmers because of farmers selling cattle at 

lighter weights onto a lower market. However, some farmers took advantage of the lower store market and increased 

their trading margins. Some sold high-value three-year-old bulls and steers and replaced them with younger, cheaper 

animals later in the season. This will flow into cattle income in 2008/09 when the usual numbers of older cattle will 

not be available for sale. 

With a reduced income and increased farm working expenses, farm profit before tax on the national sheep and beef 

model farm has fallen to $19 000 and farm surplus for reinvestment has fallen to a deficit of $15 000.

Spending on capital purchases, development and principal payments was reduced, but drawings increased 4 percent. 

New borrowing increased by $12 000, to $34 000 as farmers refinanced hard-core overdraft to give a small cash 

surplus of $7000.

 record returns for MilKsolids but drought constrains dairy farM incoMe in 2007/08

The widespread drought throughout the country affected milk production to varying degrees with Waikato/Bay of 

Plenty being worst hit. Milksolids production in this region was down 12 percent on average; in Taranaki and 

northern Southland it was down 7 percent. Regions such as the lower North Island managed to buy sufficient feed, 

so production dropped only 1 percent. However, these regional averages conceal significant variation, with some 

farms in all regions down 20 percent or more.

Despite the effects of the drought in many regions, farm profitability improved dramatically in 2007/08 compared 

with 2006/07. The cash operating surpluses on the dairy farm models have increased between 100 and 200 percent, 

while farm profit before tax increased around 400 to 500 percent.
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In 2007/08, on a gross payout basis for the main co-operative companies, Tatua recorded the 
highest payout per kilogram of milksolids at $8.37, Westland followed at $8.29, and Fonterra at 
$7.90. 

After allowing for retentions and DairyNZ levies, the relevant payouts for each kilogram of 
milksolids were $7.97 from Tatua, $7.96 from Westland, and $7.63 from Fonterra. 

When the average payout is weighted by milksolids collected, farmers received $7.64 per kilogram 
of milksolids. 

Together these three co-operatives accounted for 98 percent of milksolids production for the year 
ended 31 May 2008. (Note that this comparison ignores the complications with Fonterra of 
contract supplies, colostrum payments and payouts based on a 14-month period to 31 July 2008.)

The main driver for the increase in profitability has been the significant increase in the payout to $7.90 per kilogram 

of milksolids (before retentions). While the projected payout for 2008/09 has dropped back to $6.00 per kilogram, 

the expected production increases compared with 2007/08 will help profitability, particularly in those regions 

recovering from the drought,.

The increase in the 2007/08 payout compared with the previous year, combined with the increased deferred payment 

from 2006/07, dramatically lifted dairy farm profitability. Net cash income increased 77 percent on the national dairy 

model farm, despite a 4.3 percent reduction in production. Farm working expenses increased around 27 percent, 

largely fuelled by significant spending on supplementary feed as farmers sought to combat the drought. Total feed 

costs jumped an average $43 000 or 44 percent. The remaining increase in income flowed through to the bottom line: 

the cash operating surplus increased 165 percent, farm profit before tax increased 449 percent, and farm surplus for 

reinvestment increased from $2000 in 2006/07 to $263 000.
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 figure 2.2: seasonal trends in venison Prices, 2007 to 2009

source
agrifax, weighted by north island and south island kill.
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 iMProving venison Prices outshine velvet Prices in 2007/08

Improved revenue from venison offset lower velvet prices in 2007/08, and resulted in increases of 4 percent ($6000) 

and 24 percent ($44 000) in the net cash income of North and South Island deer farms respectively compared with 

2006/07. During the season, venison prices tracked between 13 percent and 38 percent higher than 2006/07 schedule 

prices. Average velvet prices fell 25 percent and 21 percent for North and South Island deer model farms 

respectively.

Rising expenditure almost completely offset the increases in net cash income, resulting in farm profit before tax in 

2007/08 being at similar levels as in 2006/07 for North and South Island deer model farms.

Improved prices for venison resulted from a continuing reduction in the number of deer processed and effective 

marketing strategies. In 2007/08, the number of deer processed decreased 5 percent (to 638 000) compared with 

2006/07. The number of deer processed had peaked at around 745 000 in 2004/05 then fell 7 percent to 722 000 in 

2005/06. 

In 2007/08, the number of hinds processed increased 3 percent compared with 2006/07, while the number of stags 

 table 2.2: farM exPenses Price index (all farMs), for the quarter ended June 2008

   change froM  change froM 
  June 2007 June 2006  
  quarter quarter 
  (%) (%)

Administration  3.0 7.5

Animal health and breeding 4.0 8.7

Dairy shed expenses  3.3 8.0

Electricity  11.4 15.9

Feed, grazing, cultivation and harvesting 14.9 19.3

Fertiliser, lime and seeds 13.9 17.7

Freight  6.3 13.5

Fuel  39.5 24.9

Insurance premiums  7.7 8.3

Rent and hire  4.1 4.0

Repairs, maintenance and motor vehicle repairs 7.7 10.1

Packaging costs  1.1 3.1

Shearing  1.4 5.5

Weed and pest control 3.1 4.3

Subtotal excluding livestock 10.5 12.5

Livestock purchases  –1.1 –1.5

Subtotal including livestock 8.4 10.0

Local and central government rates and fees 5.9 11.3

Interest rates  9.1 12.1

Wages and salaries  2.8 5.4

All inputs excluding livestock 9.2 11.5

All inputs including livestock 7.9 9.9

source
statistics new Zealand
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processed decreased 13 percent. This shows the deer herd is contracting and fewer deer will be available for 

processing in 2008/09.

 farM WorKing exPenditure rises

Farm working expenditure rose significantly during 2007/08 – the main cause being higher prices for feed, fertiliser 

and fuel. Although farmers purchased lower volumes, these did not offset the increase in prices. Table 2.2 shows the 

movements in farm expenses for all farm types.

sheeP and beef exPenditure uP desPite fall in inPuts

In 2007/08, sheep and beef farmers held or reduced spending where they could. Despite this, farm working expenses 

increased an average 4 percent. Rising prices increased expenditure on electricity, freight, fuel and vehicles, 

administration, rates and insurance. Feed costs increased 4 percent as the cost of bought-in feed to get through the 

drought more than offset the savings from the smaller amounts of hay and baleage made on farm. Sheep and beef 

farmers bought minimal amounts of supplementary feed as there was a shortage of feed in the market and they could 

not compete with the prices dairy farmers were able to pay.

Labour, shearing, weed and pest control, and repairs and maintenance were reduced as farmers cut inputs on 

discretionary items. Some farmers moved to doing their own shearing or crutching and used less casual labour to 

reduce costs, so were working harder than ever. This has contributed to farmers moving out of sheep. Shearing costs 

still represent 45 percent of wool income.

Farmers bought less high-analysis fertiliser such as urea and di-ammonium phosphate and less superphosphate, but 

still spent an average 16 percent more on fertiliser than in 2006/07. 

Many farmers have refinanced overdraft debt onto term loans over the past year and this is expected to continue in 

2008/09 as farmers reach overdraft limits before income comes in. Refinancing reduces the interest cost in the short 

term but does not solve long-term profitability problems. Interest costs increased 20 percent in 2007/08 compared 

with 2006/07 because of increased debt and higher interest rates. At $10.89 per stock unit and 17 percent of net cash 

income on the average farm, this interest cost is still sustainable. Fortunately, farmers still have plenty of equity to 

borrow against, as the value of land has increased significantly.

drought increases dairy exPenditure

Dairy farm working expenses increased significantly, up by 15 to 30 percent in 2007/08 compared with 2006/07. 

While a significant portion of this increase was due to extra spending because of the drought, it continues to be a 

worrying trend. Farmers are budgeting on an overall increase in costs of 5 to 10 percent for 2008/09, especially in the 

face of major increases in fertiliser and fuel costs during the 2007/08 season.

The Farm Expenses Price Index for dairy farms, as collated by Statistics New Zealand, shows that prices in June 2008 

were 11 percent higher overall compared with June 2007. Included in this figure are increases in feed costs 
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(17 percent), fertiliser, lime and seed costs (16 percent), and fuel costs (40 percent).

From the national budget based on the farm monitoring models, farm working expenses are expected to increase to 

an estimated $3.72 per kilogram of milksolids in 2008/09 from $2.77 per kilogram of milksolids in 2005/06 (an 

expected 34 percent increase over three years).

There are concerns that farm expenditure is rising faster than production or productivity, so if payouts drop back to 

around $5.00 per kilogram of milksolids, farms will face a significant financial squeeze.

deer farMs not iMMune froM Price increases

Deer farm working expenses increased 6 percent and 18 percent in 2007/08 for the North and South Island model 

farms respectively. Significant price rises for fuel (23 percent and 24 percent in the North and South Islands 

respectively) and feed costs (25 percent and 37 percent in the North and South Islands respectively, due to the 

drought) were largely responsible for the increased expenditure. The doubling of fertiliser prices led to a 

compensating reduction in inputs. Electricity costs also increased, and repairs and maintenance were cut to help 

balance the budget.

 outlooK for 2008/09 uncertain 
The current economic uncertainty makes the outlook for 2008/09 more difficult to predict than usual. The falling 

exchange rate in October and November 2008 may offset some of the weakening in international market prices; at 

the same time this is likely to push up input costs. On the other hand, in October and November 2008 the cost of 

fuel continued to fall as some international commodity prices declined at a greater rate than the exchange rate 

dropped. Interest rates have also eased. Faced with such uncertainty, farmers are expected to defer decisions where 

this is possible until their likely returns become clear. 

Although Fonterra’s forecast payout has dropped to $6.00 per kilogram of milksolids from initial estimates of around 

$7.00, this still represents a better-than-average return for dairy farmers. Sheep and beef, and deer farmers were 

expecting higher product prices to improve their financial situation in 2008/09. However, the recent drought (which 

continued for a second consecutive year in parts of Wairarapa, Tararua and Central Hawkes Bay) reduced the 

number of stock being carried and fewer animals will be available for sale in 2008/09 as farmers rebuild cattle herds 

and sheep flocks.  

It is unusual to have a declining projected milksolids payout. Because the dairy model reflects a financial year ending 

30 June, the payout within a year is a combination of the advance payment for the current season and the deferred 

payment from the preceding season.

 dairy incoMe falls froM record levels

The carry-over effects of the drought will be felt for some time. Pasture covers and cow condition going into the 2008 

spring were less than ideal on many dairy farms, which will negatively affect production. The likelihood of increased 
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deaths and problems getting cows back in calf is high. Many farmers will have to feed increased levels of supplements 

over the spring to ensure cows are well fed, which will add to farm operating costs. As a result, it is likely that farms 

will take more than one year to recoup the production losses suffered during 2007/08.

A long-term impact of the 2008 drought is that many young replacement stock have not grown to target 

bodyweights, returning from grazing in relatively poor condition.

International dairy commodity prices have fallen from the peaks achieved in early 2008. Prices in New Zealand 

dollars are expected to continue to fall in 2008/09 as the weakening of the New Zealand dollar is unlikely to 

compensate for falls in international dairy commodity prices. In November 2008, Fonterra revised its original 

forecast payout for 2008/09 from $7.00 to $6.00 per kilogram of milksolids. The uncertainty will result in more 

cautious decision-making. Combined with the crisis in international financial markets, the payout reduction will 

dampen farmers’ enthusiasm for expansion and encourage them to repay debt to hedge against leaner times ahead. 

Farmers are still expected to convert land to dairy farming, but may face obstacles if they are relying on significant 

debt funding. 

Dairy farm profitability was budgeted to drop in 2008/09, with farm profit before tax expected to be down 

42 percent; the expected higher production being offset by a lower payout. A payout of $6.00 will decrease the 

national dairy model farm’s milksolids revenue by $113 000 or 13 percent compared with the original budgets (that 

were based on a final payout of $7.00). Despite this, profitability is still strong compared with three years earlier 

when the price was $4.46.

Table 2.3 compares the regional dairy farm models on various parameters, based on a budgeted payout of $7.00 per 

kilogram of milksolids. The table shows that farm profit before tax in 2008/09 was expected to fall by between about 

$72 000 (Taranaki model farm) and $367 000 (Canterbury), despite increases in milksolids production of 10 percent 

in Taranaki and 5 percent in Canterbury. On a per cow basis, the farm surplus for reinvestment was expected to fall 

by between about 51 percent (Taranaki) and 82 percent (Southland).

Farmers were budgeting total farm working expenses per cow to increase by between 6 percent (Waikato/Bay of 

Plenty) and 18 percent (Southland). In terms of milksolids, this corresponds to a reduction in expenditure of 

1 percent in the Waikato/Bay of Plenty farm model and an increase of 13 percent in Southland.

Farm working expenses per kilogram of milksolids in 2007/08 ranged from $3.22 (Northland) to $3.75 (Waikato/Bay 

of Plenty). Much of the range in 2007/08 can be attributed to the impact of the drought. In 2008/09, farm working 

expenses per kilogram of milksolids were expected to range from $3.53 (Taranaki, reflecting lower costs and 

increased milk production without a drought) to $3.96 (lower North Island). If the cost of interest is added in, farm 

working expenses per kilogram of milksolids will range from $4.21 (Taranaki) to $5.18 (lower North Island), 

indicating the pressure that falling future milk revenue might bring.
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 sheeP and beef farMers’ revenue iMProves – better Prices but feWer stocK

Prices for lamb, wool and beef were expected to increase due to reduced supply and a significant drop in the 

exchange rate. Some of the benefit of these improved expected prices will be offset by reduced production, the need 

to rebuild stock numbers following the drought, and increased expenses. The cash operating surplus on the national 

sheep and beef model in 2008/09 was expected to increase 23 percent (to $132 000).

Farmers were expecting a falling exchange rate and reduced sheep numbers to lead to an increase in farm gate prices 

for lamb and wool. Lambs were expected to reach an average price of $70 in 2008/09 (an increase of $19 or 

38 percent) and wool to increase 13 percent (to an average $2.76 per kilogram). Beef prices were also expected to 

increase, but the increase in revenue was expected to be smaller because fewer older cattle (which have a higher 

value) are for sale following the drought.

 table 2.3: coMParison of dairy Model farM results, 2007/08 and 2008/09

notes
1 ratio of farm assets less debt (equity) to farm assets.
2 economic farm surplus less interest and lease as a percentage of equity.
3 economic farm surplus divided by total farm assets.

  northland WaiKato/  loWer   
   bay of Plenty taranaKi  north island canterbury southland

Effective area (hectares) 121 106 96 130 210 178
Number of cows milked (as at 15 December 2008) 268 300 267 360 691 522
Milksolids 2007/08 (kilograms)  79 400  88 900  81 900  113 500  286 000  194 600
Milksolids per cow 2007/08 (kilograms)  296  296  307  315  414  373
Percentage increase in milksolids budgeted 
in 2008/09 (%) 2.0 8.0 9.9 2.2 4.5 5.3

farM Profit before tax ($)      

2007/08  293 755  231 426  271 042  310 850  873 044  605 737
2008/09 budget  182 401  132 390  198 787  159 740  506 001  329 339
Decrease in profit  111 354  99 036  72 255  151 110  367 043  276 398

farM surPlus for reinvestMent Per coW     

2007/08 ($) 776 470 746 647 848 886
2008/09 budget ($)  231 139 363 143 400 159
Percentage reduction (%) 70 70 51 78 53 82

farM WorKing exPenses Per KilograM of MilKsolids ($)      

2007/08 3.22 3.75 3.57 3.72 3.68 3.31
2008/09 budget  3.61 3.69 3.53 3.96 3.82 3.73

farM WorKing exPenses Plus interest  

Per KilograM of MilKsolids ($)      

2007/08 3.96 4.93 4.33 5.00 4.67 4.58
2008/09 budget  4.35 4.85 4.21 5.18 4.93 5.02

Equity ratio1 2007/08 (%) 79 80 85 71 65 73
Return on equity2 2007/08 (%) 9.5 3.3 4.5 5.7 13.2 12.3
Return on assets3 2007/08 (%) 9.4 4.6 5.1 6.7 11.6 10.7
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Farm working expenses were budgeted to increase a further 8 percent despite farmers’ intention to hold expenditure, 

at least until revenues are known with more certainty. Feed costs were expected to increase 15 percent as farmers 

rebuild feed stocks and face higher costs from feed contractors. Farmers were budgeting fertiliser expenditure to 

increase a further 12 percent despite their intention to cut fertiliser applications even further. Many farmers were 

expected to apply below-maintenance rates of fertiliser and most have cut back on high-analysis fertilisers. These 

cut-backs are likely to reduce farm production in the future.

notes
1 ratio of farm assets less debt (equity) to farm assets.
2 economic farm surplus less interest and lease as a percentage of equity.
3 economic farm surplus divided by total farm assets.

       eastern  Western 
   WaiKato central   loWer loWer 
   /bay of north  haWKes bay north north 
   Plenty island gisborne /WairaraPa island island 
  northland intensive hill hill  hill intensive intensive  
    

Effective area (hectares) 314 300 635 821 624 347 208
Stock units (as at 1 July 2007) 3 216 3 094 5 399 7 022 5 621 3 348 2 670
Sheep to cattle ratio 24 : 76 51 : 49 63 : 37 55 : 45 73 : 27 63 : 37 64 : 36

laMbing Percentage (%)       

2007/08  123  126  121  113  109  116 121
2008/09 budget  126 111 109 109 107 114 110

farM Profit before tax ($)       

2007/08  48 577  59 837 –12 108  18 029 –35 122  7 709 49 158
2008/09 budget   67 103  102 461  12 174  84 999  46 736  48 902 49 833
Increase in profit  18 526  42 624  24 282  66 970  81 858  41 193  675

farM surPlus for reinvestMent Per  

stocK unit ($)       

2007/08 0.44 –6.02 –4.88 –10.07 –11.40 –23.75 14.57
2008/09 budget  8.77 –14.91 –6.94 2.82 –2.23 –4.37 5.15
Change 8.34 –8.89 –2.05 12.89 9.17 19.38 –9.42

total net cash incoMe Per stocK unit ($)       

2007/08 67.05 84.35 57.37 44.19 49.30 63.21 88.03
2008/09 budget  76.34 104.56 62.69 54.55 63.98 79.08 96.23

farM WorKing exPenses Per stocK unit ($)       

2007/08 36.71 50.66 36.39 32.82 37.52 47.32 47.82
2008/09 budget  39.39 53.22 42.14 32.08 40.25 47.90 59.26

farM WorKing exPenses Plus interest Per  

stocK unit ($)       

2007/08 47.38 63.36 47.70 40.89 48.55 62.50 52.75
2008/09 budget 50.26 65.50 55.45 40.79 52.55 63.34 65.42

Equity ratio1 2007/08 (%) 91 90 86 89 86 87 97
Return on equity2 2007/08 (%) –0.5 –0.4 –2.2 –1.1 –2.7 –1.5 –0.6
Return on assets3 2007/08 (%) 0.6 0.7 –0.4 0.2 –0.9 –0.2 –0.2

 table 2.4: coMParison of north island sheeP and beef Model farM results, 2007/08 and 2008/09
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notes
1 ratio of farm assets less debt (equity) to farm assets.
2 economic farm surplus less interest and lease as a percentage of equity.
3 economic farm surplus divided by total farm assets.

    canterbury      
   canterbury Marlborough  southland southland 
  south island Marlborough breeding otago south south 
  high hill and dry otago otago 
  country country finishing hill  hill intensive  
    

Effective area (hectares)  10 212 1 397 365 2 000 723 194
Stock units (as at 1 July 2007)  10 788 5 566 3 755 6 546 6 067 2 646
Sheep to cattle ratio 80 : 20 62 : 38 74 : 26 86 : 14 87 : 13 97 : 03

laMbing Percentage (%)       

2007/08  90  112  124  120  123  134
2008/09 budget  91 109 124 117 121 132

farM Profit before tax ($)       

2007/08  3 921  23 187  46 428  800  62 929  15 047
2008/09 budget   62 321  50 866  68 022  76 792  108 312  57 630
Increase in profit  58 400  27 679  21 594  75 992  45 383  42 583

farM surPlus for reinvestMent Per stocK unit ($)       

2007/08 1.49 1.18 8.65 –0.95 3.02 –3.29
2008/09 budget  –1.64 2.05 14.59 7.51 6.66 7.61
Change –3.13 0.87 5.94 8.45 3.64 10.90

total net cash incoMe Per stocK unit ($)       

2007/08 57.69 57.30 86.00 58.61 65.79 77.85
2008/09 budget  61.41 66.06 108.60 68.93 77.75 94.78

farM WorKing exPenses Per stocK unit ($)       

2007/08 37.12 36.78 49.45 38.56 36.47 43.07
2008/09 budget  41.98 43.70 61.67 44.51 42.73 51.01

farM WorKing exPenses Plus interest Per stocK unit ($)       

2007/08 44.70 44.57 59.42 46.32 41.26 57.22
2008/09 budget  50.23 52.10 73.62 53.36 48.49 67.12

Equity ratio1 2007/08 (%) 91 91 91 82 86 91
Return on equity2 2007/08 (%) –0.8 –1.0 –0.6 –2.1 –0.3 –0.6
Return on assets3 2007/08 (%) 0.4 –0.1 0.3 –0.4 1.1 0.3

 table 2.5: coMParison of south island sheeP and beef Model farM results, 2007/08 and 2008/09

Farmers were budgeting fuel costs to increase a further 20 percent over 2008/09, and higher fuel prices were 

expected to flow on to other expenses, including higher freight costs. Rates, insurance and administration costs were 

also expected to increase around 5 percent over the next year. Shearing costs were expected to decrease, but only 

because fewer sheep will be shorn.
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Interest costs were budgeted to increase a further 5 percent as a result of increased indebtedness and a slight rise in 

interest rates. With the official cash rate falling, this may ease the pressure on seasonal finance and any term loans up 

for renewal.

Sheep and beef farmers are concerned that they only have the ability to control expenses in a few areas. Expenditure 

in areas such as animal health, feed, fertiliser, weed and pest control, regrassing, and repairs and maintenance can 

potentially be cut back, but will have a direct effect on production and future income, as farmers have been 

constraining spending in these areas for several years now.

The farm surplus for reinvestment on the national sheep and beef model was budgeted to move back into positive 

territory at just $12 000 in 2008/09 compared with a deficit of $15 000 in 2007/08. In many cases this is only achieved 

by holding expenditure to the minimum, and is of concern to farmers. New borrowings of $34 000 are needed to 

keep the national sheep and beef model afloat. The amount of tax paid has fallen substantially since 2005/06 and is 

expected to be minimal in 2008/09. Generally, cash deficits are reflected in increased overdrafts, which are then 

refinanced into term loans. This process may come under scrutiny in the wake of the current international credit 

crisis.

Sheep and beef farmers are in a finely balanced situation after the previous year’s drought with less stock available for 

sale and low levels of supplementary feed supplies. Expectations are for a decreasing exchange rate, average climatic 

conditions, and better live weights for lambs resulting in increased prices. If any of these expectations alter, then the 

anticipated profitability (which is already very lean) will deteriorate.

Tables 2.4 and 2.5 highlight the variations between the sheep and beef farm models on a range of parameters. Note 

that Gisborne, Hawkes Bay/Wairarapa and the eastern lower North Island intensive models were also affected by 

drought in 2006/07.

 confidence returning to deer industry

Deer farmers expect improved venison prices and revenue. The North Island model budgeted a farm profit before 

tax of $53 000 in 2008/09, up 127 percent compared with 2007/08; while the South Island model budgeted $64 000 

(up 20 percent) in the same period. 

North Island deer farmers were more bullish about rising prices than their South Island counterparts, expecting 

venison prices to increase around $1.00 per kilogram over the season (compared with around 50 cents for South 

Island deer farmers); and velvet prices are expected to increase to a season average of $80 per kilogram (compared 

with $78 for the South Island in 2007/08).

North Island deer farmers were also optimistic about their ability to keep expenditure under control, budgeting an 

increase of around 4 percent. South Island deer farmers were budgeting an increase of around 7 percent. 
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 table 2.6: coMParison of deer Model farM results, 2007/08 and 2008/09

  north island south island

Effective area (hectares) 140 180

Deer stock units (as at 1 July 2007) 2 197 2 848

farM Profit before tax ($)  

2007/08  23 523  53 222

2008/09 budget   53 280  63 697

Increase in profit  29 757  10 475

farM surPlus for reinvestMent Per stocK unit

2007/08 ($) –6.71 9.92
2008/09 budget ($) 7.56 9.78

Percentage change (%) 213 –1

net cash incoMe Per stocK unit ($)

2007/08 70.56 79.92

2008/09 budget  84.37 85.24

farM WorKing exPenses Per stocK unit ($)  

2007/08 47.26 38.33

2008/09 budget  49.29 42.54

land and buildings Per stocK unit ($)  

2007/08 1 167 790

2008/09 budget  1 167 1 638

Equity ratio1 2007/08 (%) 93 83

Return on equity2 2007/08 (%) 0.9 2.3

Return on assets3 2007/08 (%) 1.4 3.4

notes
1 ratio of farm assets less debt (equity) to farm assets.
2 economic farm surplus less interest and lease as a percentage of equity.
3 economic farm surplus divided by total farm assets.

Table 2.6 compares the smaller North Island deer farm with its larger South Island counterpart on a range of 

parameters.
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 figure 2.3: north island Pastoral Production statistics, June 2002 and 2007 

sources
statistics new Zealand agricultural production census; 2003 and 2007.

symbol
…c confidential.

aucKland
 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 109 000 87 000

Beef cattle 172 000 157 000

Sheep 368 000 288 000

Deer 20 000 12 000

Pigs 14 000 …c

bay of Plenty nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 244 000 233 000

Beef cattle 135 000 120 000

Sheep 415 000 385 000

Deer 73 000 54 000

Pigs 9 500 7 000

 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 298 000 287 000

Beef cattle 468 000 496 000

Sheep 522 000 534 000

Deer 23 000 8 000

Pigs 4 700 4 000

northland

bay of Plenty

WaiKato
 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 1 270 000 1 361 000

Beef cattle 667 000 677 000

Sheep 2 592 000 2 660 000

Deer 143 000 117 000

Pigs 63 000 47 000

gisborne

 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 7 900 5 000

Beef cattle 310 000 287 000

Sheep 1 679 000 1 825 000

Deer 26 000 27 000

Pigs 1 400 2 000

haWKes bay
 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 64 000 61 000

Beef cattle 556 000 438 000

Sheep 3 789 000 3 624 000

Deer 127 000 88 000

Pigs 8 000 8 000

ManaWatu-Wanganui
 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 297 000 300 000

Beef cattle 726 000 681 000

Sheep 6 564 000 6 747 000

Deer 147 000 104 000

Pigs 25 600 23 000

Wellington
 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 78 000 73 000

Beef cattle 181 000 156 000

Sheep 1 813 000 1 822 000

Deer 27 000 16 000

taranaKi
 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 499 000 480 000

Beef cattle 127 000 137 000

Sheep 698 000 656 000

Deer 11 000 4 000

Pigs 15 800 18 000
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 figure 2.4: south island Pastoral Production statistics, June 2002 and 2007

sources
statistics new Zealand agricultural production census; 2003 and 2007.

symbol
…c confidential.

bay of Plenty

 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 51 000 48 000

Beef cattle 49 000 51 000

Sheep 356 000 348 000

Deer 32 000 21 000

Pigs 800 300

tasMan

bay of Plenty

 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 23 000 …c

Beef cattle 72 000 66 000

Sheep 785 000 579 000

Deer 23 000 …c

Pigs …c …c

Marlborough

bay of Plenty

 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 395 000 575 000

Beef cattle 505 000 585 000

Sheep 7 758 000 7 167 000

Deer 412 000 395 000

Pigs 152 000 202 000

canterbury

bay of Plenty

 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 151 000 169 000

Beef cattle 267 000 292 000

Sheep 6 121 000 6 031 000

Deer 197 000 188 000

Pigs 15 000 …c

otago

bay of Plenty

 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 94 000 121 000

Beef cattle 39 000 30 000

Sheep 93 000 54 000

Deer 33 000 42 000

Pigs 300 200

West coast

bay of Plenty

 nuMber
stocK tyPe 2002 2007

Dairy cows in

milk or in calf 262 000 345 000

Beef cattle 204 000 208 000

Sheep 5 951 000 5 662 000

Deer 352 000 308 000

Pigs 7 400 4 000

southland



Part 1
trends and issues
The New Zealand pastoral sector is grappling with a range of issues as it works to ensure a sustainable 

future and remain ahead of major competitors. Many issues are common across the dairy, deer, and 

sheep and beef sectors, impacting on large and small industries alike. 

The first chapter looks at the effects of the widespread and severe drought during 2007/08.  

The second chapter calculates nitrate leaching and greenhouse gas emissions from the model pastoral 

farms. The chapter also summarises a range of environmental and management indicators collected 

from farmer panels as part of the farm monitoring programme. 

The trends and issues specific to the individual pastoral sectors are covered in more detail in the sector 

issues and developments chapters in Parts 2, 3 and 4.
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the suMMer of discontent – 3drought 2007/08
The most significant feature of the 2007/08 season was a widespread and severe drought over much of the country 

during summer and autumn. The only regions to escape the worst effects were Northland, Gisborne and Westland. 

The weather turned dry in December, and then gradually intensified, with drought-breaking rain not falling in most 

areas until mid-to-late April.

NIWA noted that summer temperatures were at least 1ºC above average in the western North Island, Nelson and 

inland South Island areas, while the eastern North Island and Canterbury were up to 0.5ºC above average. 

Meanwhile rainfall over summer was less than 50 percent of the usual amount in the Waikato and less than 

75 percent in most other North Island areas, Southland and Otago. By March 2008, severe soil moisture deficits 

(more than 130 millimetres) existed in much of the North Island and Marlborough, with significant soil moisture 

deficits (more than 110 millimetres) in Nelson and eastern and southern South Island.3 

The effects of the drought on farms were significant and widespread, with supplementary feed shortages and reduced 

production, and many sheep and beef farmers forced to sell off capital stock. The effects of this drought will take 

some years to dissipate.

 dairy sector
In the dairy sector, the drought had a variable impact on different dairying regions. The Waikato/Bay of Plenty was 

generally the worst hit region, with milksolids production down an average 12 percent. The regions next most 

affected were Taranaki and northern Southland (down an average 7 percent). Production in the lower North Island 

fell an average 1 percent. However, these average figures conceal significant variation among farms, with production 

on some farms in all regions falling 20 percent or more. At a national level, milksolids production fell 4.3 percent.

The carry-over effects of the drought will be felt for some time. Pasture covers and cow condition going into the 2008 

spring were less than ideal on many farms, which will negatively affect production in 2008/09. The likelihood of 

increased deaths and problems getting cows back in calf is high. Many farmers will have to feed increased levels of 

supplements over the spring to ensure cows are well fed, which will add to farm operating costs. As a result, farms 

will take more than one year to recoup the production losses suffered during 2007/08.

A long-term impact of the drought is that many young replacement stock have not grown to target bodyweights. 

Many returned from grazing in relatively poor condition.

Generally, younger (less-experienced) farmers found the dry weather more difficult to handle than older (more-

experienced) farmers did. Most farmers considered a drought of this extent to be an infrequent event, so do not plan 

to change farm management or farm systems to increase resilience for future droughts. Farmers, however, will 

probably make a concerted effort to replenish their supplementary feed inventories in 2008/09. With the dairy 

industry’s current good profitability, farmers are not hesitating to buy in feed if required.

3 http://niwa.co.nz/__data/assets/pdf_file/0006/67506/sclimsum_08_summer.pdf. accessed 14 october 2008.
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MAF is analysing the cost of the drought to the dairy industry, and early estimates indicate a $1.4 billion cost: a 

production loss of $900 million over the two seasons 2007/08 and 2008/09; extra feed costs of $437 million; and 

“hidden” costs, including cows not getting back in calf, increased deaths, and the life-time effect on young stock, of 

around $100 million. 

In many respects, the record payout of $7.90 per kilogram of milksolids lessened the impact of the drought by 

allowing farmers to buy in significant quantities of supplementary feed, especially palm kernel. If the payout had 

been down around $5.00, it would have been a different story.

 deer sector
The drought was also a major issue for North Island and South Island deer farmers in 2007/08. Drought-affected 

farmers in the North Island tried hard not to sell capital stock, with even better venison returns expected for 2008/09 

than received in 2007/08. However, some farmers did reduce stock numbers, with the industry reporting a higher-

than-expected kill over the autumn. Dry conditions throughout the South Island also affected production in 

2007/08, and are expected to negatively affect reproductive rates in 2008/09. 

The drought caused poorer-than-average hind condition going into winter 2008, low pasture covers, and no 

contingency feed for future adverse events. Farmers’ ability to source additional feed is of concern as national stocks 

are low. One-third of the usual quantity of silage was made in 2007/08, and high demand for additional 

supplementary feed helped to drive up farm operating expenses.

The average age of deer farmers (over 50) may have worked in their favour as many had experienced droughts before 

and were generally proactive in managing the effects of this drought.

The impact of the drought is estimated to average $68 000 per deer farm over 2007/08 and 2008/09, based on the 

North Island deer model.

 sheeP and beef sector
The overall cost of the drought to the sheep and beef sector is less than that to the dairy sector, but the drought had a 

more severe impact on the sheep and beef sector due to its more fragile economic situation, its lesser ability to buy in 

supplements, and its limited response alternatives (apart from selling stock). For the southern areas of the east coast 

of the North Island, this drought was back to back with the 2007 drought.

Farmers in all areas were forced to sell off stock throughout the drought period, particularly as supplementary feed 

for purchase was scarce and expensive, and competition for feed from the dairy industry was strong. The widespread 

nature of the drought meant few areas could finish the usual number of animals (or had more profitable options for 

selling their grass, mainly to dairy operations), and the flood of lambs and cull ewes onto the store market was met 

with very few buyers. Prices collapsed and, while the price for store lambs averaged $25 to $35 per head, some sold at 

the worst time for less than $20 per head. 
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While farmers were unhappy at the time it took to get cull ewes processed, it must be acknowledged that the meat 

industry processed 1.4 million more ewes in 2007/08 than in 2006/07. Farmers are concerned that future reductions 

in processing capacity will make these delays in processing more common and that farm management will need to 

adapt to this trend. Many lambs were also killed at light weights, due to the depressed nature of the store market. 

While the drought broke in most areas through April, the weather remained relatively dry and cold, so pastures did 

not recover sufficiently. Many farms went into winter facing a very tight feed situation. With ewes going to the ram 

in relatively poor condition, scanning percentages were 20 to 30 percentage points less than in previous years.

Winter 2008 was mild in many areas and with above-average winter soil moisture levels farmers expected above-

average spring growth. This growth would allow farmers to replenish reserves of hay and silage, which have been 

eroded of the past three winters. 

Ironically, it is likely many farmers will have a surplus of feed through the late spring-summer period, and will have 

difficulty controlling this with lower stock numbers than usual. 

One of the main impacts of the drought will be a significant decrease in the number of lambs born in 2008/09 

compared with 2007/08 – a combination of fewer ewes and lower lambing percentages (as outlined in Table 3.1).

 table 3.1: laMbing Percentages, nuMber of breeding eWes, and nuMber of laMbs born, 2007/08 and 2008/09 

     forecast 
    oPening reduction in 
    nuMber of laMbs born 
    breeding eWes on Model 
  laMbing (%)  on Model farM farM in
Model farM 2007/08  2008/092 2007/08  2008/092 2008/09

Northland 123 126  614  572 35
Waikato/Bay of Plenty intensive 126 111  1 014  1 009 165
Central North Island hill country 121 109  2 727  2 509 566
Gisborne hill country1 113 109  2 990  3 000 109
Hawkes Bay/Wairarapa hill country1 109 107  3 140  2 965 250
Eastern lower North Island intensive1 116 114  1 615  1 562 93
Western lower North Island intensive 121 110  1 213  1 029 339
South Island high country 90 91 5 491  5 051 345
Canterbury/Marlborough hill country 112 109 2 614 2 486 218
Canterbury/Marlborough breeding and  
finishing 124 124 2 368 2 043 403
Otago dry hill 120 117  4 675  4 155 749
Otago/Southland hill country 123 121  4 374  4 110 407
Southland/South Otago intensive 134 132  2 165  2 061 181
National model (weighted averages) 120 116 2 591 2 408 322

note
1 the number of breeding ewes and lambing percentages were less than usual in 2007/08 because of the 2007 autumn drought (see footnotes 5 also).
2 the 2008/09 figures used are budgeted rather than actual figures.
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If the difference in the number of lambs born is multiplied up by the number of farms each model represents, the 

total equals 3.97 million4 fewer lambs for 2008/09 than in 2007/08. If this figure is then multiplied by the average 

price farmers are budgeting for lambs in 2008/09, the total loss will be $269 million.5 (Note that this reduction in the 

number of lambs born does not take into account further reductions due to very few hoggets being mated and fewer 

absolute numbers due to sheep farms being converted to dairy.)

In addition to the decrease in lambs, the opening number of ewes between 2007/08 and 2008/09 is expected to fall 

2.25 million6.

Where possible, farmers chose to reduce sheep numbers rather than cattle. However, some hill country farms did 

significantly reduce cattle numbers. The Central North Island hill country model farm decreased the number of 

breeding cows by 6 percent, and the Hawkes Bay/Wairarapa hill country and Canterbury/Marlborough hill country 

models both decreased the number of breeding cows by 8 percent. This will reduce the number of beef weaners 

coming forward for finishing in future.

One of the flow-on impacts of the drought is that fewer store animals, both lambs and beef, are expected to be 

available in the summer and autumn. With lower stocking rates and fewer lambs born, hill country farms are 

expected to try to finish a larger proportion of their lambs rather than selling them store, and some are planning to 

plant summer feed crops to make this possible. This is expected to be a long-term adaptation to drought. Further 

long-term impacts will come from poorly grown replacement heifers and ewe hoggets. Two-tooth lamb scanning 

rates on the east coast of the North Island were lower in 2007/08 than in 2006/07, reflecting the impact of the 2007 

drought.

It is noticeable that farmers who reacted quickly to the drought and stuck with their plans for selling off stock have 

seen their farms come through the winter in much better condition. 

Farmers will look to rebuild stock numbers after the drought, but their ability to do so will be constrained by their 

need to maintain cash flow, especially when faced with significant increases in fertiliser prices.

Overall, the sector’s profitability outlook is poor, especially in the hill country where farmers have fewer options for 

diversification or intensification. As the model budgets show, many farms made a loss in 2007/08 and are expected to 

make a loss again in 2008/09. Many farms are surviving by increasing borrowing against equity and raising off-farm 

income. Morale in the sector is low. 

4 the number of farms, 12 340, multiplied by an average reduction of 322 lambs (weighted national figure).

5 the reductions in the numbers of lambs expected to be born on the east coast of the north island in table 3.1 in 2008 are in addition to reductions that 
occurred in 2007 because of the autumn 2007 drought. in 2007, compared with a year earlier, 500 fewer lambs were born on the gisborne hill country 
model farm, 700 fewer on the hawkes bay/Wairarapa hill country model farm, and 400 fewer on the eastern lower north island intensive model farm.

6 the number of farms, 12 340, multiplied by the 183 weighted average reduction in opening ewes (2591 – 2408). 
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greenhouse gas eMissions 4nitrate leaching and 

 Key Points
Nitrate leaching and greenhouse gas emissions are generally higher when stocking rates, application rates of 

nitrogen fertiliser, and/or volumes of purchased feed are higher.

Nationally, nitrogen losses through nitrate leaching averaged 39 kilograms of nitrogen per hectare per year (kgN/

ha/yr) for the dairy models, 12 kgN/ha/yr for the deer models, and 8 kgN/ha/yr for the sheep and beef models.

Greenhouse gas emissions on model dairy farms averaged about 10 400 kilograms of carbon dioxide equivalents 

per hectare per year (kgCO2-e/ha/yr), on model deer farms 5900 kgCO2-e/ha/yr, and on model sheep and beef 

farms 3600 kgCO2-e/ha/yr.

 bacKground
Estimates of farm productivity have expanded beyond economic performance to include social and environmental 

factors. To better understand environmental outputs, MAF analysed the farm monitoring pastoral models7 using 

AgResearch’s nutrient budget model Overseer8. In particular, Overseer was used to estimate greenhouse gas 

emissions and losses of nitrogen in the soil through nitrate leaching. 

Overseer is a tool for examining the impact of nutrient use and flows on a farm. It looks at nutrient use efficiency and 

possible environmental impacts. Overseer can also be used to assess options for reducing the environmental impact 

of nutrients. 

The models provided insufficient information for Overseer, so assumptions had to be made about land use practices9. 

Given these assumptions and that Overseer was applied to models rather than individual farms,10 a degree of caution 

needs to be applied when interpreting the results.

In addition to this analysis, MAF measures a range of environmental and management indicators from individual 

farms. This information is summarised in the second part of this chapter. 

 nitrate leaching
Nitrate leaching rates reflect the variation in the range of inputs (particularly the use of nitrogen fertilisers and 

imported supplementary feed), stocking rates and livestock policies across the different MAF models (Table 4.1). 

At a national level, nitrate-leaching rates on dairy farms was 39 kgN/ha/yr and on deer farms was 12 kgN/ha/yr in 

both 2006/07 and 2007/08. The rate for sheep and beef farms was 8 kgN/ha/yr in 2006/0711.

›

›

›

7 the analysis was completed for dairy and deer models for 2006/07 and 2007/08 and for sheep and beef models for 2006/07.
8 Overseer version 5.3.6.1 was used for this report.
9 For further information, see appendix 3. 
10 maF is collecting Overseer data from each monitored farm, so it can undertake further research into the impacts of different variables on 
greenhouse gas emissions and nitrate outputs.
11 For information about the weightings used to compile the national models, see appendix 3. 
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 table 4.1: nitrate leaching losses for Pastoral Models, 2006/07 and 2007/08

  national average range of nitrogen exPected range 
  nitrogen leaching for all for average farM1 
Model  year leaching (Kgn/ha/yr) Models (Kgn/ha/yr)  (Kgn/ha/yr) 
  
Dairy 2006/07 39 17–51 30–50

 2007/08 39 19–54 

Deer 2006/07 12 11–13 5–20

 2007/08 12 11–13 

Sheep and beef 2006/07 8 3–11 5 –20

notes
kgn/ha/yr = kilograms of nitrogen per hectare per year
1 this information provided in overseer.

There was little variation in leaching rates in the deer and sheep and beef models. However, the dairy models varied 

considerably, although the difference between years was not large (Table 4.2).

notes
gn/kgms = grams of nitrogen per kilogram of milksolids; ha = hectare; kgms/ha = kilograms of milksolids per hectare; kgn/ha = kilograms of nitrogen per hectare; 
yr = year.
1 lower north island and southland models have a run-off. the stocking rates and nitrate leaching rates are calculated across both the run-off and milking 
platform.

 national  WaiKato/bay  loWer north  
 average northland of Plenty taranaKi island1  canterbury southland1 
2006/07      

Stocking rate (cows/ha) 2.83 2.26 2.83 2.76 2.77 3.36 2.75
Production (kgMS/ha) 962 600 931 916 880 1 324 1 101
Nitrogen fertiliser applied (kgN/ha) 144 94 134 134 110 249 146
Nitrate leaching loss (kgN/ha/yr) 39 17 43 39 31 51 30
Nitrate leaching loss (gN/kgMS)  4.0 2.8 4.7 4.3 3.5 3.9 2.7

2007/08       

Stocking rate (cows/ha) 2.84 2.21 2.83 2.78 2.77 3.29 2.93
Production (kgMS/ha) 933 656 839 853 873 1 362 1 093
Nitrogen fertiliser applied (kgN/ha) 136 95 108 134 142 241 132
Nitrate leaching loss (kgN/ha/yr) 39 19 39 44 34 54 31
Nitrate leaching loss (gN/kgMS) 4.2 2.9 4.7 5.2 3.9 4.0 2.8

 table 4.2: nitrate leaching losses for dairy Models, 2006/07 and 2007/08

Over 2006/07 and 2007/08, average nitrate losses per hectare for the dairy models ranged from 18 kgN/ha/yr 

(Northland) to 53 kgN/ha/yr (Canterbury). When nitrate-leaching rates are compared on a milksolids production 

basis, the models ranged from 2.7 to 5.2 grams of nitrogen per kilogram of milksolids. 

More-intensive farms, that is, those farms with higher stocking rates and nitrogen fertiliser inputs had higher nitrate 

leaching rates. The use of supplements with high crude protein percentages can also increase nitrogen leaching rates. 

Lower winter nitrogen fertiliser application rates and grazing stock off-farm (replacements and winter grazing) 

reduced leaching rates.
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All of the dairy models, except the Waikato/Bay of Plenty model, had small increases in leaching rates per hectare 

between 2006/07 and 2007/08 with an average increase of 6 percent and increases ranging from 3 percent to 

13 percent. 

The Waikato/Bay of Plenty model’s decrease in leaching losses largely reflected the impact of the severe summer 

drought with lower pasture production and intake, and lower total milksolids production. Management changes as a 

result of the drought included less nitrogen fertiliser applied than in the previous year and a proportion of the herd 

wintered off. An additional 47 tonnes of dry matter was also purchased as maize silage. The maize silage would have 

had lower crude protein content than the pasture consumed resulting in reduced nitrogen intakes and less nitrogen 

in the urine. This would have further reduced nitrate leaching rates and emissions. In addition, although Overseer 

does not use changes in annual rainfall to model leaching, reduced leaching could also be expected in a drought year, 

as leaching is rainfall dependent12. 

The largest increase in nitrate-leaching rates occurred in the Taranaki model. This was also due to the drought with 

an additional 105 tonnes of dry matter purchased (mainly palm kernel). Palm kernel is likely to have had a higher 

metabolisable energy and crude protein content than the drought-affected pastures. This would have resulted in 

higher nitrogen intakes, increased nitrogen leaching, and more nitrous oxide emissions.

 greenhouse gas eMissions
Greenhouse gases are atmospheric gases that help to trap heat within the Earth’s atmosphere. Agricultural emissions 

make up almost half of New Zealand’s total emissions13. The term “agricultural emissions” refers to the non-carbon 

dioxide greenhouse gas emissions from agricultural production: methane from livestock (about two-thirds) and 

nitrous oxide from animal excrement and the use of nitrogen fertiliser (about one-third). (See the definitions of 

methane and nitrous oxide below.)

Methane 

Microbial activity in the rumen of sheep, cattle and deer allows these animals to digest fibrous 
foods. The microbial activity also produces methane, which is lost to the atmosphere through 
belching. It is estimated that ruminant livestock account for 97 percent of New Zealand’s 
agricultural methane emissions and 88 percent of New Zealand’s total methane production. 

One unit of methane is equivalent to 21 units of carbon dioxide.

nitrous oxide 

Nitrous oxide is produced as a natural by-product of the nitrogen cycle, when nitrogen, principally 
from urine patches but also from nitrogen fertiliser, is converted by a series of chemical reactions 
into nitrate, and the nitrate is then converted back to inert nitrogen gas.

One unit of nitrous oxide is equivalent to 310 units of carbon dioxide.
source: 
Fert research (2007) impact of fertiliser on greenhouse gas emissions. code of practice for nutrient management.  
Fact sheet 10. http://www.fertresearch.org.nz/code-of-practice/fact-sheets. Fert research; auckland. accessed 24 october 2008.

12 Overseer does not vary its measure of rainfall to actual yearly values when modelling leaching. 
13 ministry for the environment (2008) Factsheet 21: Agriculture in the emissions trading scheme. ministry for the environment; Wellington. 
http://www.mfe.govt.nz/publications/climate/emissions-factsheets/factsheet-21.html. accessed 24 october 2008.
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Overseer estimates four different components of greenhouse gases, including:

methane from animals;

nitrous oxide emissions from excreta, effluent and nitrogen fertiliser;

carbon dioxide emissions from lime, electricity, fuel, and nitrogen fertiliser; 

capital development, which are the indirect carbon dioxide emissions associated with the production of capital 

items such as tractors, machinery, buildings, fences, and races (which are not included in this report)14.

 greenhouse gas eMissions for Pastoral Models

The different models have a wide range of greenhouse gas emissions, particularly in the dairy and sheep and beef 

sectors (Table 4.3). At a national level, across both 2006/07 and 2007/08, greenhouse gas emissions from the dairy 

models averaged about 10 400 kilograms of carbon dioxide equivalents per hectare per year (kgCO2-e/ha/yr) and the 

deer models averaged about 5850 kgCO2-e/ha/yr. The average emissions for the sheep and beef models in 2006/07 

were about 3600 kgCO2-e/ha/yr. 

›

›

›

›

 table 4.3: greenhouse gas eMissions for Pastoral Models, 2006/07 and 2007/08

  national average range of greenhouse 
  greenhouse gas  gas eMissions 
  eMissions1 for all Models 
Model  year (Kgco2-e/ha/yr)  (Kgco2-e/ha/yr)

Dairy 2006/07 10 513 8 144–14 385

 2007/08 10 309 8 604–14 158

Deer 2006/07 5 801 5 596–6 001

 2007/08 5 916 5 848–5 988

Sheep and beef 2006/07 3 581 368–4 882

notes
kgco2-e/ha/yr = kilograms of carbon dioxide equivalents per hectare per year.
1 this is weighted across the different farm-monitoring models.

As with nitrate leaching, emission levels per hectare varied considerably between the different farming sectors and 

between models within the same sector. In general, higher stocking rates, higher nitrogen fertiliser applications and 

more protein-rich supplements result in higher emissions. Grazing stock off the main property reduced emission 

rates per hectare (for example, as in the Southland dairy model).

Emissions per hectare for each dairy model varied little between seasons, but the range of emissions between the 

different models was wide: from a two-year average of about 8400 kgCO2-e/ha/yr (Northland) to about 

14 300 kgCO2-e/ha/yr (Canterbury) (Table 4.4).

However, when compared against milksolids production (as measured by kilograms of carbon dioxide equivalents 

per kilogram of milksolids or kgCO2-e/kgMS), Canterbury is slightly below and Northland is slightly above the 

national average of 11 kgCO2-e/kgMS. Note that the MAF farm monitoring models do not capture electricity and 

14 For further information see appendix 3.
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fuel use or capital items for calculating greenhouse gas emissions. If these items were included emissions would be 

expected to increase for all models, but especially Canterbury because of the high irrigation use in the region.

Methane makes up almost two-thirds (64 percent) of the animal-sourced emissions for each dairy model (nitrous 

oxide plus methane). This is closely related to dry matter intake and hence production. There was little variation in 

methane emissions between models or across years.

notes
kgco2-e/ha = kilograms of carbon dioxide equivalents per hectare; kgms/ha = kilograms of milksolids per hectare; kgn/ha = kilograms of nitrogen per hectare; yr = 
year.
1 lower north island and southland models have a run-off. the stocking rates and nitrate leaching rates are calculated across both the run-off and milking 
platform.

 national  WaiKato/bay  loWer north  
 average northland of Plenty taranaKi island1  canterbury southland1 
2006/07      

Stocking rate 2.83 2.26 2.83 2.76 2.77 3.36 2.75
Production (kgMS/ha) 962 600 931 916 880 1 324 1 101
Nitrogen fertiliser applied (kgN/ha) 144 94 134 134 110 249 146
Greenhouse gas emissions per  
hectare (kgCO2-e/ha/yr) 10 513 8 144 10 466 10 006 9 719 14 385 9 419
Greenhouse gas emissions per  
kilogram milksolids (kgCO2-e/kgMS) 11.1 13.6 11.2 11.0 11.0 10.9 8.6

2007/08       

Stocking rate 2.84 2.21 2.83 2.78 2.77 3.29 2.93
Production (kgMS/ha) 933 656 839 853 873 1 362 1 093
Nitrogen fertiliser applied (kgN/ha) 136 95 108 134 142 241 132
Greenhouse gas emissions per  
hectare (kgCO2-e/ha/yr) 10 309 8 604 9 765 10 117 9 907 14 158 9 298
Greenhouse gas emissions per  
kilogram milksolids (kgCO2-e/kgMS) 11.2 13.1 11.6 11.9 11.3 10.4 8.5

 table 4.4: greenhouse gas eMissions for dairy Models, 2006/07 and 2007/08

The emissions estimated in Table 4.4 are similar to the recently published estimates from New Zealand dairy farms 

in Table 4.5. New Zealand dairy farms typically have lower emissions per kilogram of milk (emissions intensity) than 

European dairy farms, largely due to a favourable temperate climate and perennial ryegrass and white clover pasture. 

However, the intensification of New Zealand dairy farms tends to increase emissions intensity15.

Across the sheep and beef models (Table 4.6), the range on a per hectare basis was from 370 kgCO2-e/ha/yr (South 

Island high country) to 4900 kgCO2-e/ha/yr (Southland/south Otago intensive). However, when viewed on a per-

stock-unit basis, the models varied little with emissions averaging 390 kilograms carbon dioxide equivalent per stock 

unit (kgCO2-e/su), and ranging from 350 to 440 kgCO2-e/su. This is largely due to the proportion of emissions 

attributed to methane, which is directly linked to the quantity of dry matter consumed by each stock unit and does 

not vary much between farm models. 

15 c basset-mens, s ledgard and m boyes (2007) Eco-efficiency of intensification scenarios for milk production in New Zealand, ecological 
economics  doi:10.1016/j.ecolecon.2007.11.017.
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Emissions between the two deer models varied little (Table 4.7), reflecting similar stocking rates and similar low 

inputs of supplements and nitrogen fertiliser. 

Across the deer and sheep and beef models, 72 percent of animal-sourced emissions are from methane compared 

with 64 percent in the dairy models. 

 table 4.5: estiMated eMissions froM neW Zealand dairy farM

  KilograMs KilograMs 
  of carbon of carbon dioxide 
  dioxide equivalents equivalents Per 
source of estiMate  Per hectare  tonne of MilKsolids

Basset-Mens et al (2007)1 11 320 11 185

Ministry of Agriculture and Forestry, Sustainable Farming Fund project2 10 340 9 920

Lincoln University dairy farm – no eco-n2,3 17 700 8 875

Lincoln University dairy farm – with eco-n2,3 15 645 7 845

notes
1 c basset-mens, s ledgard and m boyes (2007) Eco-efficiency of intensification scenarios for milk production in New Zealand, ecological economics  
doi:10.1016/j.ecolecon.2007.11.017. note that these figures are taken from the sustainable Farming Fund project report referenced below and do not deduct 
15 percent of emissions allocated to farm meat outputs.
2 ministry of agriculture and Forestry. project l07 057: lincoln university dairy Farm (ludF) Resource Inventory and Carbon Footprint Final Report.  
http://www.maf.govt.nz/sff/about-projects/search/l07-057/final-report.htm. accessed 20 october 2008. note that this report includes emissions associated with 
capital and energy use.
3 eco-n is a nitrification inhibitor (dicyandiamide).

notes
kgco2-e/ha = kilograms of carbon dioxide equivalents per hectare; 
kgn/su = kilograms of nitrogen per stock unit; 
kgn/ha = kilograms of nitrogen per hectare; yr = year.

             southland 
   WaiKato/   haWKes bay/ loWer south south canterbury/ canterbury/  south southland 
 national  bay of central gisborne WairaraPa north north island Marlborough Marlborough otago otago south 
 Weighted  Plenty north hill hill island island high hill breeding & dry hill hill otago 
 average northland intensive island country country east West country country finishing country country intensive

Stock units per hectare  9.2 10.0 11.2 8.5 9.1 9.6 11.7 11.8 0.9 3.9 9.7 3.3 8.3 13.9

Leaching loss (kgN/ha/yr) 8 10 11 8 8 7 11 10 3 5 9 3 5 8

Total greenhouse gas emissions  

(kgCO2-e/ha/yr) 3 581 4 380 4 210 3 282 3 650 3 858 4 626 4 447 368  1 540 3 774 1 228 2 896 4 882

Nitrate losses per stock unit (kgN/su) 0.9 1.0 1.0 0.9 0.9 0.7 0.9 0.8 3.5 1.3 0.9 0.9 0.6 0.6

Emissions per stock unit (kgCO2e/su)  390 436 375 385 401 403 394 376 429 400 387 376 348 352

 table 4.6: greenhouse gas eMissions for sheeP and beef Models, 2006/07
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 table 4.7: nitrate leaching rates and greenhouse gas eMissions for deer Models, 2006/07 and 2007/08

Model outPut 2006/07 2007/08

North Island deer Stock units per hectare1 15.7 15.7

 Leaching loss (kgN/ha/yr) 13 13

 Greenhouse gas emissions (kgCO2-e/ha/yr) 6 001 5 988

South Island deer  Stock units per hectare 15.3 15.8

 Leaching loss (kgN/ha/yr) 11 11

 Greenhouse gas emissions (kgCO2-e/ha/yr) 5 596 5 848

notes
kgco2-e/ha = kilograms of carbon dioxide equivalents per hectare; kgn/ha = kilograms of nitrogen per hectare; yr = year.
1 stocking rates for both deer models are based on opening numbers and do not take into account flows of animals in and out of the farm system.

 ManageMent and environMental indicators
In 2007, MAF began collecting environmental and management indicators through its farm monitoring programme. 

The indicators (outlined in Table 4.8), help to provide a broader picture of on-farm activities and their usefulness will 

increase as the data is collected over successive years.

 level of nutrient budgeting

The Dairying and Clean Streams Accord and strong industry support for the accord are reflected in the large 

proportion of dairy farms (97 percent) having completed a nutrient budget. However, the level of understanding of 

what the nutrient budget means varied considerably (Table 4.9). Sixty-two percent of monitored farmers said they 

fully or mostly understood the budget, but 38 percent said they had only a slight or no understanding. 

In most cases, farmers rely on the expertise of advisers such as fertiliser representatives and farm consultants to 

develop nutrient budgets.

In 2006/07, 60 percent of monitored dairy farmers reported changing their fertiliser policies because of the nutrient 

budget completed for their farm. In 2007/08, this proportion rose to 71 percent. Policy changes included reducing 

nitrogen fertiliser rates, increasing and/or decreasing application rates of other elements, using lime, and reducing or 

stopping the application of fertiliser to effluent areas on the farm where dary shed effluent is spread. 

Several farmers commented that the nutrient budget had improved their decision-making in relation to fertiliser use.

Thirty-five percent of monitored deer farmers in 2007/08 (14 out of 40 farms) had completed a nutrient budget. 

Most of these deer farmers said they mostly or fully understood it. 
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 use of nitrification inhibitors

The use of nitrification inhibitors was monitored in 2007/08: an average of 17 percent of monitored dairy farmers 

used them. Taranaki reported the highest use at 38 percent with Canterbury the second highest at 33 percent. This 

compares with an average 10 percent use in the other regions16, ranging from 2 percent to 16 percent. Care should be 

taken in interpreting these figures, as the programme monitors relatively few farmers who were not randomly selected. 

 sources of inforMation

In 2006/07, farmers were asked where they source their information. Rural and industry publications provided the 

most information for farmers across all farm types (Table 4.10). Merchants were also an important source of 

information. The use of consultants, discussion groups, field days, toolkits and the Internet was higher for dairy 

farmers than for sheep and beef farmers and deer farmers. Field days and workshops were also important sources for 

deer farmers and sheep and beef farmers.

 table 4.8: environMental and ManageMent indicators collected 

environMental indicators farM ManageMent Practices

Soil type and fertility Irrigation (quantity, type used, technologies used)

Use of nutrient budgets Fertiliser application rates

Effluent management (system used, area applied Supplements purchased (including winter grazing)

Off-paddock wintering systems Staff turnover

 Information sources

     loWer   total 
   WaiKato/bay  north   resPonses 
  northland of Plenty taranaKi island  canterbury southland (%)

Fully  3 3 3 3 17 9 22
Mostly 6 20 15 10 4 15 40
Slightly 8 21 7 10 1 6 30
None 8 4 0 1 0 0 8

 table 4.9: level of understanding of individual dairy farM nutrient budgets

16 northland, Waikato/bay of plenty, lower north island and southland.
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 resPonses froM  resPonses froM sheeP resPonses froM 
 dairy farMers  and beef farMers froM deer farMers  
 (%) (%) (%)

Discussion groups 57 18 42

Rural publications 92 85 92

Industry publications 92 85 96

Field days 76 39 63

Workshops 38 39 13

Toolkits 30 3 4

Internet search  48 15 21

Merchants 83 53 54

Consultants 69 18 38

Other – 40 –

 table 4.10 sources of inforMation for Monitored farMers, 2006/07



 

Part 2
dairy sector
This section provides information on the production and financial status of dairy farmers from 

different regions throughout New Zealand, as well as commentary on dairy sector issues and 

developments. 

The dairy farm models typify an average dairy farm within a region. Each model presents actual 

figures for 2007/08 and a budget for 2008/09. Budgets are based on farmer views collected in May 

2008, augmented with input from those servicing the sectors. The budgets have been calculated using 

Fonterra’s payout announcement of $7.00 on 30 May 2008. See Appendix 2 for information on the 

dairy payout calculations.

The information for the dairy models has been collected from 189 seasonal supply dairy farms that 

supply to Fonterra. All the monitored farms are owner-operated.

This year, a Taranaki dairy model has been reintroduced. A Taranaki model existed until 2000, when 

it was incorporated into the lower North Island model. 

The West Coast South Island chapter, which covers dairy farms supplying to Westland Milk Products, 

does not contain a model but includes financial information in the commentary. For more 

information on the models, see Appendix 2. 

stoP Press 
As this report went to press Fonterra’s forecast final payout for the 2008/09 season was $6.00 per 
kilogram of milksolids. This is lower than the $7.00 forecast used to prepare these dairy farm 
model budgets in June 2008 for this publication. A deteriorating economic outlook has seen 
commodity prices fall significantly since the onset of the current phase of the credit crisis in 
September 2008 and uncertainty remains as to what the actual final payout will be. 

If the national dairy model budget (Table 12.1) is adjusted using the revised forecast final payout 
of $6.00, milksolids revenue falls nearly $113 000 for the 2008/09 season compared with the 
original forecast. 

  sePteMber noveMber change froM 
 original   revised revised  original to  
 2008/09   2008/09 budget  2008/09 budget noveMber  revised   
 budget ($) ($) ($) budget (%)

Total payout 7.00 6.60 6.00 –14

Milksolids revenue 872 558 827 922 759 218 –13

Net cash income 921 104 876 476 807 764 –12

Farm profit before tax 223 680 179 045 110 340 –51
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 dairy Payout calculations for 2008/09
The MAF dairy models work on a financial year of 1 July to 30 June. The payout within the year is a combination of 

the advance payment to 20 June for the current year and the deferred payment from the preceding season, payment 

of which is spread over July to October.

 deferred PayMent

The deferred payment of $1.00 per kilogram of milksolids supplied in the 2007/08 season was paid from July to 

October 2008. It brings the total payment for supply in the 2007/08 season to $7.62 per kilogram of milksolids ($7.90 

less 28 cents retention). The advance payment for 2007/08 was calculated as $6.62 per kilogram1. 

 advance PayMent

The advance payment for milk produced in the 2008/09 season is based on payments made up to 20 June 2009. 

Fonterra pays for milk delivered each month based on a schedule of advance payment rates which generally increase 

during the season. If the payment rate increases, farmers also receive a top-up on milk delivered earlier in the season 

which was paid at a lower advance payment rate. 

The 2008/09 budgets include an advance payment calculated as $5.41 per kilogram of milksolids. This is made up of 

$5.30 commodity milk price (Fonterra’s 30 May 2008 forecast advance payment rate for milk to 20 June 2009), plus 

11 cents per kilogram of milksolids value-added payment. 

The 11 cents value-added payment was calculated as representing approximately two-thirds of the forecast value-

added payment of 15 cents per kilogram of milksolids that was previously paid in February for milk produced by 

31 December2. 

As this report went to press Fonterra’s forecast final payout for the 2008/09 season was $6.00 per kilogram of 

milksolids (down from $7.00). The new advance payment for milk to 20 June 2009 was $4.45 per kilogram of 

milksolids, compared with the $5.30 earlier announced. The advance value-added payment was increased to 20 cents 

to be paid on 20 April 2009. Therefore, the total advance payment in 2008/09 would be $4.58 per kilogram of 

milksolids.

With a total forecast payout of $6.00, an advance of $4.58 leaves a deferred payment of $1.42 per kilogram of 

milksolids to be paid in the first quarter 2009/10 (down from $1.59 forecast deferred payment when the total 

forecast payout was $7.00).  

1 the advance payment for 2007/08 was calculated as $6.62 per kilogram, made up of $6.55 commodity milk price, plus 7 cents value-added payment. in February 
2008, Fonterra paid 10 cents (value added) per kilogram of milksolids on production through to 31 december. assuming that an average of two-thirds of production is 
achieved by 31 december, the 10 cents per kilogram of milksolids would be equivalent to 7 cents per kilogram of milksolids over the whole season.
2 the exception to this is canterbury, which produces approximately 50 percent of production pre- and post-december. For the canterbury model, the advance value-
added payment in 2008/09 is equivalent to 8 cents per kilogram of milksolids, 50 percent of 15 cents, giving a total advance to 20 June 2009 of $5.38 per kilogram of 
milksolids.
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 coMParison of fonterra’s initial and revised Payout 

  May 2008  noveMber 2008 
  forecast revision 
  $/Kg MilKsolids $/Kg MilKsolids

Total payout for 2008/09  7.00 6.00

Made up of:  

Advance to 20 June  5.30 4.45

Added value proportion of April 2009 payment1 0.11 0.13

Total Advance payment  5.41 4.58

Deferred payment (to be made in July to October 2009) 1.59 1.42

notes
1 assuming that the april portion of the value-added payment is paid on an average of two-thirds of production is achieved by 
31 december, the 15 and revised 20 cents per kilogram of milksolids would be equivalent to 11 and 13 cents per kilogram of 
milksolids respectively over the whole season.

notes
1 the 2008/09 expected figures used in the model budgets are based on a final total payout of $7.00 per kilogram of milksolids.
2 Fonterra revised its 2008/09 forecast payout to $6.00 per kilogram of milksolids in november 2008.

           2008/09 2008/09 
year ended 30 June 2004/05 2005/06 2006/07 2007/08 exPected1 revised2  
  

Season Payout ($/kg) 4.59 4.10 4.46 7.62 7.00 6.60
Milksolids advance to 20 June ($/kg) 3.95 3.60 3.65 6.62 5.41 5.08
Previous season’s deferred payment ($/kg) 0.30 0.64 0.50 0.81 1.00 1.00

 Payout calculations
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northland
dairy 5
The Northland model represents approximately 1200 spring calving dairy herds north of Auckland city.

 Key Points 
The record payout for the 2007/08 season and a 2 percent increase in milksolids production to 79 000 kilograms 

resulted in an 86 percent increase in milksolids income (to $588 000) compared with 2006/07. 

A 27 percent increase in farm working expenses in 2007/08, followed by a further expected increase of 14 percent 

in 2008/09 will be of concern to farmers, who expect the payout to decrease in coming years. 

The net cash income for the model farm was up 74 percent to $627 000 in 2007/08 compared with $360 000 

in 2006/07. This income is expected to reduce 11 percent to $556 000 in 2008/09 due to an anticipated drop in 

milksolids payout. 

The higher-than-expected milksolids payout will require effective tax planning in 2008/09, especially for those 

farmers who did not plan ahead in 2007/08. 

The widespread drought of 2007/08 had a minimal impact on Northland, with only the most southern areas 

moderately affected. 

›

›

›

›

›

 table 5.1: Key ParaMeters, financial results and budget for the northland dairy Model farM
  2004/05 2005/06 2006/07r 2007/08 2008/09  
      budget2

year ended 30 June

Effective area (ha) 108 108 121 121 121

Cows wintered (head) 242 250 278 275 275

Replacement heifers (head) 66 66 66 73 69

Cows milked 15th December (head) 233 237 268 268 268

Stocking rate (cows/ha) 2.2 2.2 2.2 2.2 2.2

Total milksolids (kg)  63 520  64 790  77 816  79 372  80 960

Milksolids per ha (kg/ha) 588 600 643 656 669

Milksolids per cow milked (kg/cow) 273 273 290 296 302

MS advance to end June ($/kg) 3.95 3.60 3.65 6.62 5.41

MS deferred payment ($) 0.50 0.64 0.50 0.81 1.00

Net cash income ($)  312 328  311 489  359 583  626 895  555 914

Farm working expenses ($) 136 839 127 735 200 464  255 522  292 195

Farm profit before tax($) 105 657 92 258 75 678  293 755  182 401

Farm surplus for reinvestment1  ($) 58 971 29 530 28 005  208 096  61 982

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm 
or for principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
2 the 2008/09 budget figures are based on a final total payout of $7.00 per kilogram of milksolids. see appendix 2 for information on the dairy payout 
calculation.

symbol
r the model parameters have been revised, so the data for 2006/07 will not match that published in Pastoral Monitoring Report 2007. 
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 financial PerforMance of the northland dairy Model farM in 2007/08
The cash operating surplus for the Northland dairy model farm was up 133 percent to $371 000 in 2007/08. This 

reflects both the record price paid for milksolids and a 2 percent increase in milksolids production to 79 000 

kilograms. See Tables 5.2 and 5.3 for details of the model’s budget and expenditure in 2007/08.

 substantial increase in revenue

The first half of the season to December 2007 was a difficult period for Northland dairy farmers, being mostly wet 

and cold with below-average pasture growth. In contrast, summer and autumn delivered more favourable growing 

conditions. The north-eastern coastal areas had periods of exceptional pasture growth, with some farmers saying 

they were the best in living memory.

Fonterra announced a record payout of $7.90 per kilogram of milksolids for 2007/08, including a proposed retention 

of 28 cents. The payout was higher than expected and has driven an 86 percent lift in milksolids revenue to $588 000. 

An 11 percent decrease in cattle revenue to $39 000 had a small impact on the net cash income position, which 

increased 74 percent to $627 000.

 exPenditure cliMbs substantially 

Marked increases in the unit cost of fertiliser, feed, fuel and electricity contributed to a 27 percent increase (to 

$256 000) in the model farm’s working expenses. Generally costs increased compared with 2006/07. Farm working 

expenses on the model farm equated to $953 per cow, while working expenses on the monitored farms ranged from 

$635 to $1540 per cow.

Much of the increased spending on repairs and maintenance (up 81 percent to $35 000), development (up 

150 percent to $13 000) and regrassing (up 122 percent to $5000) occurred in the latter half of the season as farmers’ 

bank balances improved.  

The model farm has continued to make ongoing principal repayments and, as a result, interest expenditure was 

down almost 11 percent, or $26 per cow, to $59 000 for the season. However, among the monitored farms, debt 

management strategies varied considerably depending on factors such as farm size, expansion options and the age of 

the owners. For example, in general, older farmers with smaller farms are aiming to reduce debt, while larger farms, 

those expanding or farms with younger owners are more likely to be taking on debt.

 net result extreMely Pleasing

Farm profit after tax for the Northland dairy model farm was $244 000 or $912 per cow. This represents an increase 

of 349 percent on 2006/07, despite a decision to prepay $28 000 of the expected 2008/09 tax liability.

Reflecting the strong financial position of the model farm, drawings increased from $44 000 to $55 000. Capital 

purchases were up 222 percent to $63 000 and development expenditure increased 150 percent to $13 000. Despite 

these increases, the model farm was still able to achieve a cash surplus of $117 000, well up on the $6000 cash deficit 
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of 2006/07. Much of this surplus was earmarked for tax payments, debt reduction, further capital purchases or off-

farm investment.

 budget financial PerforMance of the northland dairy Model farM in 2008/09
On the back of an expected strong milk price, the Northland dairy model’s cash operating surplus in 2008/09 is 

expected to be $264 000. Though this represents a 29 percent drop on the actual result in 2007/08, it is still 

66 percent up on the 2006/07 result. See Tables 5.2 and 5.3 for details of the model’s income and expenditure in 

2008/09. This budget was compiled in June 2008 and is based on farmer and industry expectations at that time.

 revenue holding

Northland dairy farmers approached the winter with good pasture covers, although a cold and wet late May 

markedly slowed pasture growth. The good growing conditions through the previous summer and autumn meant 

that cow condition heading into winter was also good. These favourable factors are offset by the disappointing 

mating results of 2007/08, which will likely constrain production growth. As a result, milksolids production for the 

model farm is expected to grow by 2 percent in 2008/09 to about 81 000 kilograms. The milk price of $7.00 per 

kilogram of milksolids, as signalled in May 2008, results in expected milksolids revenue for the season of $517 000, 

down 12 percent on 2007/08.

 exPenditure continues to rise

Farm working expenses are expected to increase by 14 percent to $1090 per cow (or $292 000 for the model farm) 

for the 2008/09 season.

Higher international energy prices are a primary driver of this increase, and are expected to flow through to farm 

expenditure in 2008/09. Affected items include electricity (up 20 percent to $50 per cow) and fuel (up 20 percent to 

$58 per cow). 

Fertiliser prices are also being driven up but, despite unit prices almost doubling over the past 12 months, on-farm 

spending is expected to increase by only 40 percent to $214 per cow. This is due to the model farm stockpiling 

nitrogen products in response to earlier price signals, and the potential for “mining” existing farm fertility in the 

short-term without a loss of production. Increasing (although still poor) understanding of potential nutrient losses 

through farm-level nutrient budgeting is also contributing to better targeted fertiliser applications and consequent 

cost savings.

The model farm expects labour expenditure increases of 33 percent in 2008/09. This is due to many Northland farms 

having continuing trouble sourcing and retaining quality labour and because their strong financial position allows 

farm owners more flexibility around time off. 

Milk and cow prices remaining near historical highs are good incentives for farmers to maintain herd health. The 

model farm is expected to increase spending on animal health by 21 percent to $75 per cow. 
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Following substantial repairs and maintenance, regrassing and development during the autumn of 2007/08, 

expenditure on these items is expected to decrease in 2008/09, while remaining substantially higher than 

expenditure on these items in 2006/07. 

 net result deteriorates

Farm profit before tax is expected to decline 38 percent to $182 000 in the 2008/09 season. This decline is due to 

revenue decreasing and expenditure increasing compared with 2007/08, and a sharp increase in depreciation because 

of the increase in plant and machinery expenditure in 2007/08 (up 50 percent to $22 000). A 77 percent increase in 

tax expenditure is expected to reduce the farm profit after tax to $95 000.

Drawings are expected to remain steady at their increased 2007/08 level of $55 000. Expenditure on capital items 

continues near last year’s high levels as farmers take advantage of the expected high payout to invest in technologies 

to either improve output or reduce labour requirements.

These factors, along with an ongoing strategy of principal repayments, result in an overall expected cash deficit of 

$20 000 for 2008/09.

 figure 5.1: northland dairy Model farM Profitability trends 

source
maF monitoring reports; 2005 to 2008.
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 2007/08 2008/09 budget

 Whole  Per  Per Kg of Whole  Per Per Kg of 
 farM coW MilKsolids farM coW MilKsolids2 
 ($)  ($) ($)  ($) ($) ($)

revenue

Milksolids  588 476  2 196 7.41  517 365  1 930 6.39

Cattle   38 519   144 0.49  38 649   144 0.48

Other farm income  1 000   4 0.01  1 000   4 0.01

less:      

Cattle purchases  1 100   4 0.01  1 100   4 0.01

Net cash income  626 895  2 339 7.90  555 914  2 074 6.87

Farm working expenses  255 522   953 3.22  292 195  1 090 3.61

Cash operating surplus  371 373  1 386 4.68  263 718   984 3.26

Interest  58 986   220 0.74  59 631   223 0.74

Rent and/or leases   0   0 0.00   0   0 0.00

Stock value adjustment –4 148 –15 –0.05   0   0 0.00

Minus depreciation  14 484   54 0.18  21 686   81 0.27

Farm profit before tax  293 755  1 096 3.70  182 401   681 2.25

Taxation  49 290   184 0.62  87 104   325 1.08

Farm profit after tax  244 465   912 3.08  95 296   356 1.18

Add back depreciation  14 484   54 0.18  21 686   81 0.27

Reverse stock value adjustment  4 148   15 0.05   0   0 0.00

Off-farm income  15 000   56 0.19  12 000   45 0.15

Discretionary cash  278 096  1 038 3.50  128 982   481 1.59

aPPlied to:      

Net capital purchases  62 500   233 0.79  53 669   200 0.66

Development  12 500   47 0.16  12 000   45 0.15

Principal repayments  31 162   116 0.39  28 400   106 0.35

Drawings  55 000   205 0.69  55 000   205 0.68

New borrowings   0   0 0.00   0   0 0.00

Introduced funds   0   0 0.00   0   0 0.00

Cash surplus/deficit  116 935   436 1.47 –20 087 –75 –0.25

Farm surplus for reinvestment1  208 096   776 2.62  61 982   231 0.77

assets and liabilities      

Farm, forest and building (opening) 1 751 380  6 535 22.07 1 926 518  7 189 23.80

Plant and machinery (opening)   96 559   360 1.22  144 575   539 1.79

Stock valuation (opening)  650 439  2 427 8.19  646 291  2 412 7.98

Dairy company shares  528 371  1 972 6.66  442 104  1 650 5.46

Other farm related investments   0   0 0.00   0   0 0.00

Total farm assets (opening) 3 026 749  11 294 38.13 3 159 488  11 789 39.03

Total liabilities (opening)  647 620  2 416 8.16  608 270  2 270 7.51

Total equity (assets-liabilities)  2 379 129  8 877 29.97 2 551 218  9 519 31.51

note
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, that is available for investment on the farm or for 
principal repayments. it is is calculated as discretionary cash less off-farm income and drawings.
2 this figure may slightly differ between regional models due to being derived from rounded milksolids production values.

 table 5.2: northland dairy Model budget 
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 table 5.3: northland dairy Model exPenditure 

   2007/08        2008/09 budget

 Whole Per Per Kg of Whole Per Per Kg of 
 farM coW MilKsolids farM coW MilKsolids 
 ($) ($) ($) ($) ($) ($)

farM WorKing exPenses       

Permanent wages   0  0 0.00   0  0 0.00

Casual wages  15 000  56 0.19  20 000  75 0.25

ACC   270  1 0.00   357  1 0.00

Total labour expenses  15 270  57 0.19  20 357  76 0.25

Animal health  16 500  62 0.21  20 000  75 0.25

Breeding  9 112  34 0.11  9 500  35 0.12

Dairy shed expenses  7 504  28 0.09  7 800  29 0.10

Electricity  11 256  42 0.14  13 507  50 0.17

Feed (hay and silage)  10 800  40 0.14  13 400  50 0.17

Feed (feed crops)  6 000  22 0.08  7 000  26 0.09

Feed (grazing)  14 820  55 0.19  18 460  69 0.23

Feed (other)  15 275  57 0.19  16 580  62 0.20

Fertiliser  41 000  153 0.52  57 280  214 0.71

Lime  3 950  15 0.05  4 300  16 0.05

Freight (not elsewhere deducted)  2 144  8 0.03  2 400  9 0.03

Regrassing costs  4 824  18 0.06  3 800  14 0.05

Weed and pest control  4 288  16 0.05  4 200  16 0.05

Fuel  12 864  48 0.16  15 437  58 0.19

Vehicle costs (excluding fuel)  13 400  50 0.17  12 000  45 0.15

Repairs and maintenance  35 000  131 0.44  30 000  112 0.37

Total other working expenses  208 737  779 2.63  235 664  879 2.91

Communication costs (phone and mail)  2 948  11 0.04  2 950  11 0.04

Accountancy  3 886  15 0.05  4 300  16 0.05

Legal and consultancy  2 680  10 0.03  2 680  10 0.03

Other administration  2 144  8 0.03  1 400  5 0.02

Water charges (irrigation)   0  0 0.00   0  0 0.00

Rates  5 896  22 0.07  6 190  23 0.08

Insurance  5 896  22 0.07  6 000  22 0.07

Other expenditure1  8 065  30 0.10  12 654  47 0.16

Total overhead expenses  31 515  118 0.40  36 174  135 0.45

Total farm working expenses  255 522  953 3.22  292 195 1 090 3.61

Wages of management  68 267  255 0.86  69 595  260 0.86

Depreciation  14 484  54 0.18  21 686  81 0.27

Total farm operating expenses  338 273 1 262 4.26  383 477 1 431 4.74

calculated ratios      

Economic farm surplus (EFS2)  284 473 1 061 3.58  172 437  643 2.13

Farm working expenses/NCI3 41%   53%  

EFS/total farm assets 9.4%   5.5%  

EFS less interest and lease/equity 9.5%   4.4%  

Interest + rent + lease/NCI 9.4%   10.7%  

EFS/NCI 45.4%   31.0%  

notes
1 includes dairy nZ levy and accident compensation corporation (acc) employer levy.    
2 eFs (or earnings before interest and tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less 
wages of management (Wom). Wom is calculated as follows: $38 000 allowance for labour input plus 1% of opening total farm assets to a maximum of $85 000.  
3 net cash income.      
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WaiKato/bay of Plenty 6dairy

The Waikato/Bay of Plenty dairy model represents about 5140 dairy farms in the Waikato and Bay of Plenty regions.

 Key Points
The 2007/08 season saw the worst drought on record, which significantly affected most parts of the region.

Overall milksolids production dropped 12 percent to 88 900 kilograms compared with 2006/07.

Despite the drought and resulting increased expenditure, farm profit before tax lifted by around 400 percent to 

$231 000 due to the record payout.

Farms were not in a good physical position entering the 2008/09 season, with pasture covers and cow condition 

well below optimal level.

The record payout in 2007/08 and the prospect of a good payout in 2008/09 have buoyed farmers’ morale, despite 

the carry-over effects of the drought.

›

›

›

›

›

 table 6.1: Key ParaMeters, financial results and budget for the WaiKato/bay of Plenty dairy Model 
farM

  2004/05 2005/06 2006/07r 2007/08 2008/09  
      budget2

year ended 30 June

Effective area (ha) 102 103 106 106 106

Cows wintered (head) 290 295 304 304 304

Replacement heifers (head) 52 53 55 55 55

Cows milked 15th December (head) 285 292 300 300 300

Stocking rate (cows/ha) 2.8 2.8 2.8 2.8 2.8

Total milksolids (kg)  89 000  95 000  101 000  88 900  96 000

Milksolids per ha (kg/ha)   873   922   953   839   906

Milksolids per cow milked (kg/cow) 331 325 337 296 320

MS advance to end June ($/kg) 3.95 3.60 3.65 6.62 5.41

MS deferred payment ($) 0.30 0.64 0.50 0.81 1.00

Net cash income ($)  420 205  428 378  453 056  702 271  632 070

Farm working expenses ($)  235 879  263 096  278 909  332 969  354 171

Farm profit before tax($)  105 918  75 633  45 906  231 426  132 390

Farm surplus for reinvestment1 ($)  24 310  13 685  2 095  140 862  41 708

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm 
or for principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
2 the 2008/09 budget figures are based on a final total payout of $7.00 per kilogram of milksolids. see appendix 2 for information on the dairy payout 
calculation.

symbol
r the model parameters have been revised, so the data for 2006/07 will not match that published in Pastoral Monitoring Report 2007. 
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 financial PerforMance of the WaiKato/bay of Plenty dairy Model farM in 2007/08
The cash operating surplus for the Waikato/Bay of Plenty dairy model in 2007/08 lifted an appreciable 112 percent 

(to $369 000) compared with 2006/07. This is due to the record payout and despite the significantly higher costs due 

to the drought.

A more direct reflection of the cash profitability of dairy farming is the “farm surplus for reinvestment”, which is up a 

staggering 67 times over 2006/07 to $141 000. See Tables 6.2 and 6.3 for details of the model’s budget and 

expenditure in 2007/08.

 MaJor rise in revenue

The two defining factors for revenue in the 2007/08 season were the significant lift in the Fonterra payout and the 

decreased production due to the drought.

drought cuts Production by 12 Percent on average

The 2007/08 season turned out to be one of the most difficult. The cool, dry spring saw limited supplements 

conserved. This turned into a major drought over the summer and autumn period. Some farms had dried off by the 

end of February, most by the end of March and almost all by the end of April. On the 50 farms monitored, average 

production was down 12 percent compared with 2006/07, and many individual farms were down 20–30 percent.

In June 2007, many farms were budgeting for a 2 to 3 percent increase in production through 2007/08. So as well as 

the decrease in average production, the drought also had an opportunity cost to farmers who were not able to 

increase their production and maximise the benefits of the season’s high payout.

 figure 6.1: rainfall recorded at ruaKura 

source
niWa.
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record Payout announced

The lift in the Fonterra payout throughout the season buoyed farmers’ spirits in the face of the drought. In May 2008, 

Fonterra announced a record payout of $7.90 per kilogram of milksolids for the 2007/08 season, with an expected 

retention of 28 cents. This higher payout significantly increased farm profitability, with farm profit before tax lifting 

over 400 percent to $231 000 compared with the 2006/07 season.

cattle incoMe varies

The average sale price for cull cows was $593, compared with $499 in 2006/07 (an increase of 19 percent). While the 

boner cow price to the meat works increased moderately, the main reason for the increase in the average sale price is 

attributed to farmers selling surplus stock to other dairy farmers for next season.

Calf income declined for dairy farmers: the average calf price in 2007/08 from the monitored farms was $40, 

compared with $54 in 2006/07. This figure comprises both bobby calves (sold for an average of $8 to $15 per head) 

and bull calves for rearing for beef farming (sold for an average of $60 to $80 per head), plus surplus replacement 

heifer calves (sold for an average of $200 to $400 per head).

 exPenditure increases

Farm working expenses increased 19 percent to $333 000 compared with 2006/07, although a significant proportion 

of this rise is due to increased costs as a result of the drought. On a per hectare basis, the costs increased from $2631 

to $3141 compared with 2006/07. On a per kilogram of milksolids basis, farm working expenses were $3.75, 

although this is distorted due to the drop in production as a result of the drought. Farm working expenditure varied 

hugely on the monitored farms (from $1.88 to $5.62 per kilogram of milksolids).

feed costs uP 64 Percent

The biggest increase in costs was in the feed category, as most farmers bought in feed to combat the drought. The 

model farm’s total expenditure on feed, including grazing, increased by 64 percent or $38 000 compared with 

2006/07. This represents increased spending of $195 million across the Waikato/Bay of Plenty regions. The total 

average feed cost for the 50 monitored farms was $325 per cow (varying from $43 to $880 per cow), and a number of 

farms spent several hundred thousand dollars on bought-in feed.

Feed costs were also affected by significant increases in the unit costs of supplementary feed. For example, maize 

silage rose from a range of 20 to 25 cents per kilogram of dry matter to 30 to 40 cents per kilogram of dry matter. 

Baled silage prices rose from around $80 per bale up to $200 per bale. In addition to the increased feed costs for 

2007/08, there has been a noticeable decrease in feed inventory, with fewer feed supplements on hand at 1 June 2008 

compared with 1 June 2007.

other costs increase

Other costs also rose during the year. Breeding costs increased 17 percent to $12 000 as a result of both increased 

unit costs and an increase in intervention practices to maximise lactation length and reproductive performance. 
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Electricity costs increased 21 percent to $11 000. Regrassing costs increased 90 percent to about $5000 in 2007/08 

compared with about $2000 in 2006/07 as farmers increased the total area regrassed after the drought. Spending on 

fertiliser increased 4 percent to $44 000. While prices rose throughout the year, farmers have applied less autumn 

fertiliser and nitrogen due to the conditions being too dry. Overhead expenses increased 6 percent to $34 000 – a 

9 percent rise in local council rates contributed significantly. While the effects of the drought imposed additional 

costs, farm expenses continue to rise faster than the rate of inflation, negatively affecting any productivity gains.

 net result

Farm profit before tax rose 404 percent to $231 000 compared with 2006/07 – a direct effect of the record payout. 

Taxation payments lifted 277 percent to $58 000. Many farms were looking at paying a similar amount of taxation as 

in 2006/07. However, when faced with a massive increase in taxation liabilities in 2008/09, many reassessed their 

final taxation payment in May, effectively paying “forward provisional tax” and thereby significantly reducing the 

amount of terminal taxation due in 2008/09. The increased cash flow has also meant that the model farm has 

resumed principal repayments, which had been suspended in previous years due to the lack of income. 

Overall, the model farm finishes the year with a cash surplus of $65 000. Many farms have this potentially destined 

for such things as taxation payments, debt reduction or off-farm investment.

 budget financial PerforMance of the WaiKato/bay of Plenty dairy Model farM in 2008/09
The Waikato/Bay of Plenty dairy model farm’s cash operating surplus is expected to fall 25 percent to $278 000 in 

2008/09 as the expected increase in production is offset by a decrease in the milksolids payout and rising farm 

working expenses. See Tables 6.2 and 6.3 for details of the model’s budget and expenditure in 2008/09. This budget 

was compiled in June 2008 and is based on farmer and industry expectations at that time.

 revenue exPected to fall 10 Percent

At the start of winter 2008, farms throughout the region had not recovered well from the drought. By mid-winter 

pasture covers were down by 10 to 20 percent on optimal levels. Cow condition was also lighter than desirable (most 

were in the low- to mid-condition score four). Ground conditions were cold and dry so farmers were still feeding a 

lot of bought-in supplement.

Surprisingly, the monitored farmers were budgeting for an average 17 percent increase in production in 2008/09, in 

essence recovering all of the drought loss plus 2 to 3 percent. Given the low winter pasture covers, low cow condition 

score, slow pasture growth, the probability of a higher death rate at calving, and problems getting cows back in calf, 

the model is budgeting on a modest 8 percent increase in production to 96 000 kilograms of milksolids compared 

with 2007/08. This leaves the model 5 percent down (5000 kilograms of milksolids) on the 2006/07 production.

With the May 2008 expected advance payment to 30 June 2009 of $5.41 per kilogram of milksolids and lower income 

from cattle sales (budgeting less cull cows due to a higher death rate and lower prices), the net cash income is 

expected to drop 10 percent, to $632 000 compared with 2007/08.
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Farmers originally expected the 2008/09 payout to be $6.50 per kilogram of milksolids, so Fonterra’s initial forecast 

of $7.00 per kilogram of milksolids in May 2008 was a pleasant surprise. Consequently, many farmers expected a rise 

in both the advance payout throughout the year and the final total payout. In November 2008, Fonterra revised its 

forecast payout to $6.60 per kilogram of milksolids, and again in November 2008 to $6.00 per kilogram of 

milksolids. This is expected to cause some farmers to revise their final payout expectations downwards. 

 exPenditure continues to increase

Farmers are budgeting on an overall 6 percent increase to $354 000 in farm working expenses in 2008/09. In terms of 

per kilogram of milksolids, expenditure is expected to drop from $3.75 in 2007/08 to $3.69 in 2008/09, due to the 

distortion of the drought-induced drop in production in 2007/08. 

Labour expenses are anticipated to increase 7 percent to $53 000 due to increased wage rates and increased use of 

casual labour. Feed expenses are expected to drop by only 10 percent to $87 000. This is due to a combination of 

continual feeding of bought-in supplements over the winter and spring, increased grazing costs and many farms 

looking to rebuild their supplementary feed inventory.

fertiliser costs rise

Fertiliser expenditure is expected to jump 34 percent to $59 000, due to significant increases in fertiliser prices. 

Farmers are budgeting on spending up to a set dollar figure on fertiliser. This means the model farm will apply a 

similar amount of nitrogen per hectare but a third less potassic superphosphate. Most farmers are likely to revisit this 

in the autumn, once income levels and any further price changes are known.

Expenditure on fuel is budgeted to be up 15 percent to $11 000, following recent rises in fuel prices. However, the 

recent variability in fuel prices makes it difficult to anticipate what the actual expenditure will be in 2008/09. Repairs 

and maintenance expenditure is budgeted at very similar levels to 2007/08.

 net result reduced

Farm profit before tax is budgeted to be down 43 percent to $132 000 as a result of lower income, increased farm 

working expenses and higher interest costs.

Taxation payable is similar to 2007/08 but only because provisional taxation payable in 2008/09 was reassessed. 

Without this reassessment, taxation liability in 2008/09 would be up to 50 percent higher than in 2007/08. Even with 

a reassessment downwards in provisional taxation, a reasonable refund is likely in the 2009/10 year.

At the start of the year, farmers cautiously budgeted their capital and development spending, and they plan to review 

this as the year progresses. Principal debt repayments will again occur during the year.
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The model shows $43 000 of “introduced funds”. This is the return to the model from shares redeemed as a result of 

the drought. With the differential in share prices, most farmers will redeem surplus shares and buy them back at the 

lower price. The model will sell surplus shares arising from the drop in production due to the drought at $6.79 and 

buy them back at $5.57. It will also sell off further surplus or dry shares. The introduction of these funds lifts the 

overall cash surplus to $60 000, a similar figure to 2007/08. How this will be spent will be determined once the 

season unfolds.

 figure 6.2: WaiKato/bay of Plenty dairy Model farM Profitability trends 

source
maF monitoring reports; 2005 to 2008.
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 2007/08 2008/09 budget

 Whole  Per  Per Kg of Whole  Per  Per Kg of 
 farM coW MilKsolids farM coW MilKsolids2 
 ($)  ($) ($)  ($) ($) ($)

revenue

Milksolids  670 328 2 234 7.54  608 260 2 028 6.34

Cattle   36 159  121 0.41  27 774  93 0.29

Other farm income   0  0 0.00   0  0 0.00

less:      

Cattle purchases  4 216  14 0.05  3 964  13 0.04

Net cash income  702 271 2 341 7.90  632 070 2 107 6.58

Farm working expenses  332 969 1 110 3.75  354 171 1 181 3.69

Cash operating surplus  369 302 1 231 4.15  277 899  926 2.89

Interest  104 980  350 1.18  110 895  370 1.16

Rent and/or leases   0  0 0.00   0  0 0.00

Stock value adjustment   0  0 0.00  3 111  10 0.03

Minus depreciation  32 896  110 0.37  37 725  126 0.39

Farm profit before tax  231 426  771 2.60  132 390  441 1.38

Taxation  58 460  195 0.66  57 796  193 0.60

Farm profit after tax  172 966  577 1.95  74 594  249 0.78

Add back depreciation  32 896  110 0.37  37 725  126 0.39

Reverse stock value adjustment   0  0 0.00 - 3 111 - 10 -0.03

Off-farm income  22 500  75 0.25  14 500  48 0.15

Discretionary cash  228 362  761 2.57  123 708  412 1.29

aPPlied to:      

Net capital purchases  53 500  178 0.60  2 500  8 0.03

Development  10 000  33 0.11  2 500  8 0.03

Principal repayments  34 760  116 0.39  33 411  111 0.35

Drawings  65 000  217 0.73  67 500  225 0.70

New borrowings   0  0 0.00   0  0 0.00

Introduced funds   0  0 0.00  42 612  142 0.44

Cash surplus/deficit  65 102  217 0.73  60 409  201 0.63

Farm surplus for reinvestment1  140 862  470 1.58  41 708  139 0.43

assets and liabilities       

Farm, forest and building (opening) 4 000 000 13 333 44.99 4 500 000 15 000 46.88

Plant and machinery (opening)   126 621  422 1.42  161 128  537 1.68

Stock valuation (opening)  694 759 2 316 7.82  694 759 2 316 7.24

Dairy company shares  685 790 2 286 7.71  562 570 1 875 5.86

Other farm related investments (opening)   0  0 0.00   0  0 0.00

Total farm assets (opening) 5 507 170 18 357 61.94 5 918 457 19 728 61.65

Total liabilities (opening) 1 090 000 3 633 12.26 1 095 000 3 650 11.41

Total equity (assets-liabilities)  4 417 170 14 724 49.69 4 823 457 16 078 50.24

note
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
2 this figure may slightly differ between regional models due to being derived from rounded milksolids production values.   
    

 table 6.2: WaiKato/bay of Plenty dairy Model budget 
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 table 6.3: WaiKato/bay of Plenty dairy Model exPenditure

  2007/08                                  2008/09 budget

 Whole Per Per Kg of Whole Per Per Kg of 
 farM coW MilKsolids farM coW MilKsolids 
 ($) ($) ($) ($) ($) ($)

farM WorKing exPenses

Permanent wages  45 000  150 0.51  47 500  158 0.49

Casual wages  3 000  10 0.03  4 000  13 0.04

ACC  1 107  4 0.01  1 142  4 0.01

Total labour expenses  49 107  164 0.55  52 642  175 0.55

Animal health  20 916  70 0.24  24 000  80 0.25

Breeding  11 754  39 0.13  12 459  42 0.13

Dairy shed expenses  6 462  22 0.07  6 513  22 0.07

Electricity  11 403  38 0.13  11 907  40 0.12

Feed (hay and silage)  39 750  133 0.45  31 250  104 0.33

Feed (feed crops)   0  0 0.00   0  0 0.00

Feed (grazing)  29 385  98 0.33  31 876  106 0.33

Feed (other)  28 330  94 0.32  24 200  81 0.25

Fertiliser  43 695  146 0.49  58 507  195 0.61

Lime  1 197  4 0.01  1 143  4 0.01

Freight (not elsewhere deducted)  2 661  9 0.03  2 679  9 0.03

Regrassing costs  4 635  15 0.05  4 119  14 0.04

Weed and pest control  2 826  9 0.03  2 859  10 0.03

Fuel  9 649  32 0.11  11 095  37 0.12

Vehicle costs (excluding fuel)  10 077  34 0.11  9 543  32 0.10

Repairs and maintenance  26 961  90 0.30  27 600  92 0.29

Total other working expenses  249 701  832 2.81  259 750  866 2.71

Communication costs (phone and mail)  2 778  9 0.03  2 832  9 0.03

Accountancy  3 801  13 0.04  3 582  12 0.04

Legal and consultancy  3 249  11 0.04  2 880  10 0.03

Other administration  3 225  11 0.04  3 471  12 0.04

Water charges (irrigation)   0  0 0.00   0  0 0.00

Rates  10 086  34 0.11  10 332  34 0.11

Insurance  5 355  18 0.06  5 516  18 0.06

Other expenditure1  5 667  19 0.06  13 166  44 0.14

Total overhead expenses  34 161  114 0.38  41 778  139 0.44

Total farm working expenses  332 969 1 110 3.75  354 171 1 181 3.69

Wages of management  85 000  283 0.96  85 000  283 0.89

Depreciation  32 896  110 0.37  37 725  126 0.39

Total farm operating expenses  450 865 1 503 5.07  476 896 1 590 4.97

calculated ratios      

Economic farm surplus (EFS2)  251 406  838 2.83  158 285  528 1.65

Farm working expenses/NCI3 47%   56%  

EFS/total farm assets 4.6%   2.7%  

EFS less interest and lease/equity 3.3%   1.0%  

Interest + rent + lease/NCI 14.9%   17.5%  

EFS/NCI 35.8%   25.0%  

notes
1 includes dairy nZ levy and accident compensation corporation (acc) employer levy.    
2 eFs (or earnings before interest and tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less 
wages of management (Wom). Wom is calculated as follows: $38 000 allowance for labour input plus 1% of opening total farm assets to a maximum of $85 000.  
3 net cash income.
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taranaKi
dairy 7
This model represents approximately 1800 dairy farms in the Taranaki region. 

 Key Points 
Taranaki experienced a drought in the 2007/08 season resulting in a 7 percent drop in production to 81 900 

kilograms of milksolids.

The high milksolids payout more than offset the impact of lower production, with farm profit before tax 

increasing 245 percent to $271 000 in 2007/08 compared with $79 000 in 2006/07.

Production for 2008/09 is expected to rebound to pre-drought levels, up 10 percent on 2007/08.

The lower milk payout and increased farm working expenses for 2008/09 is expected to lower farm profit before 

tax by 27 percent to $199 000.

Although farm surplus for reinvestment for 2008/09 is expected to be significantly lower than for 2007/08, it is 

expected to still be considerably higher than for seasons prior to 2007/08.

The trend of buying in feed to increase production is expected to continue.

›

›

›

›

›

›

 table 7.1: Key ParaMeters, financial results and budget for the taranaKi 
dairy Model farM

   2006/07 2007/08 2008/09  
     budget2

year ended 30 June

Effective area (ha)  96 96 96

Cows wintered (head)  280 284 284

Replacement heifers (head)  69 69 69

Cows milked 15th December (head)  265 267 267

Stocking rate (cows/ha)  2.8 2.8 2.8

Total milksolids (kg)   87 900  81 900  90 000

Milksolids per ha (kg/ha)  916 853 938

Milksolids per cow milked (kg/cow)  332 307 337

Milksolids advance to end June ($/kg)  3.65 6.62 5.41

Milksolids deferred payment ($)  0.50 0.81 1.00

Net cash income ($)   395 699  651 387  607 210

Farm working expenses ($)  234 517  292 382  317 726

Farm profit before tax($)   78 652  271 042  198 787

Farm surplus for reinvestment1 ($)   27 525  199 056  96 941

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, 
which is available for investment on the farm or for principal repayments. it is calculated as discretionary cash less off-
farm income and drawings.
2 the 2008/09 budget figures are based on a final total payout of $7.00 per kilogram of milksolids. see appendix 2 for 
information on the dairy payout calculation.
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 financial PerforMance of the taranaKi dairy Model farM in 2007/08
The cash operating surplus increased $198 000 (up 123 percent) compared with 2006/07, due to the improved 

milksolids payments in 2007/08. The high payout offset the increased expenditure on supplementary feed and the 

drop in production, due to the drought. See Tables 7.2 and 7.3 for details of the model’s budget and expenditure in 

2007/08.

 MaJor lift in revenue

Net cash income increased by $256 000 (65 percent) compared with 2006/07. Milksolids revenue rose $249 000, 

driven by a significant lift in the milksolids price. On a per cow basis, milksolids revenue was up 67 percent. 

The advance payment improved $2.97 per kilogram of milksolids in 2007/08, while the deferred payment for 

2006/07 production was 31 cents per kilogram of milksolids higher than the previous year.

Stock revenue (net) increased by $7000 or 23 percent to about $38 000 in 2007/08. This was mostly driven by selling 

cull cows as higher-priced “budget” cows suitable for milking for a further season.

dry causes droP in Production

Drought conditions led to a drop in production, with the season reported to be the driest experienced in 30 years. 

The model produced 82 000 kilograms of milksolids, down 7 percent from the previous year. 

The season started reasonably well, with cows coming through the winter in good to moderate condition and feed 

supplies at good levels. After a wet start in early August, conditions were excellent through to the end of September. 

 figure 7.1: rainfall recorded at haWera
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Wet, dull conditions in October reduced pasture growth and milk production followed by five months of warm, dry 

conditions. Rainfall was around 30 to 50 percent below average levels, resulting in drought conditions over much of 

the region. 

The extent of the drought varied around the region, with north and central Taranaki not as severely affected as south 

Taranaki. A wide range of production was recorded on the monitored farms, from a slight increase to a 20 percent 

decrease compared with 2006/07. 

Farmers tried to offset the impact of the drought by buying in large quantities of extra supplementary feed 

(predominantly palm kernel and molasses), drying off lower-producing cows and cows in light condition, and 

moving to once-a-day milking if somatic cell counts were low. Generally, farmers finished milking earlier in the 

season, although in hindsight many milked on too long, which lowered the condition of their cows going into winter.

The region also experienced tornadoes and flash floods in 2007/08. While these were not widespread, they caused 

significant damage on some farms.

lift in coW Prices

The movement in stock prices was variable, with higher prices for cows and lower prices for calves. Sale prices for 

breeding dairy stock generally doubled, with average cow values going from $1100 to $2200 during the year due to 

demand from dairy farm conversions around the country. The cows sold in the Taranaki model are cull cows and 

usually sold to the works. However, this year, many were sold as “budget” cows or empty cows for holding over, at 

prices above the works price. This achieved an overall improvement of around $160 per head on cow sales compared 

with 2006/07. 

Prices for bobby calves were lower in the 2007/08 year at $13 per head compared with $18 in 2006/07, and four-day-

old Friesian bull calf sales were around $20 per head lower. However, some of this was countered by increased values 

for heifer calf sales for replacement stock. 

eMPty rates doWn

Herd empty rates averaged about 10 percent, which was down on the previous year. Farmers mated the cows for a 

longer period to ensure more cows were in calf, since in-calf cows were valuable even if due to calve late. 

 drought drives lift in exPenditure

Farm working expenses increased to $3.57 per kilogram of milksolids in 2007/08, up from $2.67 in 2006/07. 

Increased expenditure on supplementary feed was the main contributor, along with the costs being spread over 

reduced milk production. 

Total farm working expenses were up $58 000 to $292 000 on the previous year. The impact of this increased 

expenditure on the farm business was reduced by the lift in the payout. The ratio of farm expenses to net cash 
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income fell from 59 percent to 45 percent. Expenditure increased for most items, especially feed (up 65 percent) and 

fertiliser (up 20 percent). 

feed Purchased to coPe With drought

Expenditure on feed increased from $195 per cow to $319 per cow in 2007/08. This was partly due to need, and 

partly to farmers wanting to take advantage of the high milk payout. The extra purchased feed is calculated to have 

reduced the drop in production from the previous season by about half. 

Farms conserved 30 to 50 percent less supplementary feed than normal, due to the poor conditions in October and 

the dry summer. The use of purchased feed in the model budget is up by 200 percent (105 tonnes) on the previous 

year, reflecting the trend in the region. 

Palm kernel was the main feed purchased to meet the feed shortage. Lesser quantities of hay, maize silage and 

molasses were also bought in. As the drought was widespread throughout the country, strong demand for feed 

caused some prices to almost double and grazing to become difficult to find. The drought situation overall in 

Taranaki was not extreme, so farmers were not forced to buy feed at top prices. Most hay was purchased early in the 

season at about $110 per bale before the price rose to $160, and much of the palm kernel was bought on contract at a 

lower price than spot prices.

fertiliser Prices rise

Expenditure on fertiliser increased from $136 per cow to $162 per cow in 2007/08. Fertiliser prices rose about 

20 percent through the season compared with 2006/07 prices, with companies holding off major increases until the 

2008 winter. Farmers delayed applications in the dry weather but, from April when the rain started, there was an 

influx of fertiliser orders as farmers applied extra to beat the expected price rise. As a result, fertiliser companies had 

trouble meeting the demand. 

no sKiMPing on aniMal health 

Expenditure on animal health increased by $16 to $71 per cow in 2007/08. There were no major health issues in the 

season, apart from some areas having severe facial eczema problems in the late autumn. The increased expenditure 

was a result of the high payout and an increase in cow value, leading farmers to spend more on preventive measures 

to maximise cow health and production. The use of dry cow therapy also increased.

regrassing to boost Winter Pasture

Regrassing expenditure increased, as farmers under-sowed pastures with winter active grasses to improve winter 

grass growth in an attempt to overcome the feed shortage caused by the drought. The dry season reduced the amount 

of weed and pest control carried out.

slight increase in other exPenditure

Repairs and maintenance expenditure increased by $2400 between 2006/07 and 2007/08. This was less than expected 

as the extra revenue was diverted into buying feed. The increased time spent feeding out also left less time for repairs 

and maintenance. 
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The increase in fuel expenditure was also less than expected because less supplementary feed was made on the farm. 

Expenditure on wages did not significantly increase, as these were set for the 2007/08 season before the high payout 

was known. In order to reduce the cost of accident compensation cover, farmers are adopting alternative methods 

from the standard employers’ ACC, such as income protection insurance and “Cover plus”. 

Interest rates changed little between years as most farms were on fixed interest rate loans that are only just coming 

due for renewal.

 net result soars

Farm profit before tax in 2007/08 increased to $271 000 from $79 000, an increase of $2.41 per kilogram of 

milksolids to $3.31. Tax paid on the monitored farms varied, because some reassessed tax payments up significantly 

during the year to reduce the large terminal tax liability due in 2008/09 and some paid no extra. The model reflects 

the average for the monitored farms. 

Farm surplus for reinvestment increased more than 600 percent from $28 000 to $199 000. Farmers commonly used 

the surplus to reduce or eliminate overdrafts, and spread the remainder between development, paying off extra 

principal and riparian protection planting, with a small increase in drawings and a significant increase in capital 

expenditure. Some farmers used the surplus to invest in equity partnerships outside Taranaki, where cheaper land 

was available. 

In 2007/08, the return on assets for the model improved to 5.1 percent (from 1.6 percent in 2006/07). Equity in the 

model increased significantly during the year as the value of land and stock rose. 

 budget financial PerforMance of the taranaKi dairy Model farM in 2008/09
Although another profitable year is anticipated, it will be at a reduced level from 2007/08. The cash operating surplus 

is expected to be $70 000, or 19 percent less than 2007/08, a fall of $261 per cow. An increase in milk production is 

expected, but a lower milk payout and increased farm working expenses will lead to a fall in profitability compared 

with 2007/08. A high tax bill and continued high capital and development expenditure are expected, but the end 

result is expected to be a healthy cash surplus, although lower than in 2007/08. 

See Tables 7.2 and 7.3 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

June 2008 and is based on farmer and industry expectations at that time.

 revenue exPected to fall

Net cash income is expected to be $607 000 in 2008/09, a fall of $44 000 from 2007/08. 

Milksolids revenue is expected to be $45 000 lower – a result of the lower milksolids payout offsetting the anticipated 

rise in production. On a per cow basis, milksolids revenue will be down 7 percent. 
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This budget is based on farmers expectation of a deferred payment of $1.00 per kilogram of milksolids from 2007/08 

and an advance payment of $5.41 for 2008/09. The total milk payment is expected to be down $1.02 per kilogram of 

milksolids compared with 2007/08.

Production exPected to rise

In 2008/09, farmers are expecting a 10 percent increase in production to 90 000 kilograms of milksolids, returning to 

the production levels of 2005/06. However, the carry-over effect of the drought into the 2008/09 season is likely to 

make an increase of this magnitude difficult to achieve. 

Pasture covers in May 2008 were 200 to 300 kilograms of dry matter per hectare below normal and 25 percent of 

farms in the region were reported to have significant feed deficits, though some of this was expected to be addressed 

with supplementary feed in the spring. 

Cow condition going into winter was also poorer than normal, with an average condition score of around 4.2. Most 

herds had the main mob in moderate condition but also had a mob of light cows, while some herds were in low 

condition overall.

stocK Prices static 

Stock prices are expected to remain at a similar level to 2007/08. The expected payout and dairy conversions should 

maintain the demand for “budget” cows through 2008/09.

 ongoing increases in exPenditure

Although farm working expenses are expected to rise $25 000 to $318 000 in 2008/09, the cost per kilogram of 

milksolids is expected to fall slightly from $3.57 to $3.53, as the costs will be spread over higher milk production.

Increases are planned for most items except for feed, which is expected to fall $31 per cow. Spending on fertiliser is 

expected to increase 44 percent to $62 000 as a result of price rises.

less feed Purchased

Expenditure on feed is expected to fall 10 percent to $77 000, with the amount of “other” feed (palm kernel and 

molasses) purchased decreasing significantly due to an expected return to normal seasonal conditions. At the same 

time, the prices for palm kernel and molasses are expected to increase, offsetting the impact of reduced volumes on 

expenditure. Less hay and maize silage will be purchased because more is expected to be made on farms (although at 

a higher cost than the previous year). Prices for grazing have increased for 2008/09. 

Although volumes of feed purchased are expected to fall between 2007/08 and 2008/09, there is an increasing trend 

for farms to buy in more supplementary feed to increase productivity. Monitored farmers were asked how they 

planned to strengthen their business viability and the most common response was by increasing feed inputs by either 

purchasing more feed or leasing land to grow maize.
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 2007/08 2008/09 budget

 Whole  Per  Per Kg of Whole  Per  Per Kg of 
 farM coW MilKsolids farM coW MilKsolids2 
 ($)  ($) ($)  ($) ($) ($)

revenue

Milksolids  613 377 2 297 7.49  568 800 2 130 6.32

Cattle   41 910  157 0.51  41 910  157 0.47

Other farm income   500  2 0.01   500  2 0.01

less:      

Cattle purchases  4 400  16 0.05  4 000  15 0.04

Net cash income  651 387 2 440 7.95  607 210 2 274 6.75

Farm working expenses  292 382 1 095 3.57  317 726 1 190 3.53

Cash operating surplus  359 005 1 345 4.38  289 484 1 084 3.22

Interest  61 963  232 0.76  61 142  229 0.68

Rent and/or leases   0  0 0.00   0  0 0.00

Stock value adjustment   0  0 0.00   0  0 0.00

Minus depreciation  26 000  97 0.32  29 555  111 0.33

Farm profit before tax  271 042 1 015 3.31  198 787  745 2.21

Taxation  38 986  146 0.48  71 401  267 0.79

Farm profit after tax  232 056  869 2.83  127 386  477 1.42

Add back depreciation  26 000  97 0.32  29 555  111 0.33

Reverse stock value adjustment   0  0 0.00   0  0 0.00

Off-farm income  17 000  64 0.21  17 000  64 0.19

Discretionary cash  275 056 1 030 3.36  173 941  651 1.93

aPPlied to:      

Net capital purchases  42 000  157 0.51  30 000  112 0.33

Development  30 000  112 0.37  20 000  75 0.22

Principal repayments  24 991  94 0.31  24 378  91 0.27

Drawings  59 000  221 0.72  60 000  225 0.67

New borrowings   0  0 0.00   0  0 0.00

Introduced funds   0  0 0.00  15 993  60 0.18

Cash surplus/deficit  119 065  446 1.45  55 556  208 0.62

Farm surplus for reinvestment1  199 056  746 2.43  96 941  363 1.08

assets and liabilities       

Farm, forest and building (opening) 3 500 000 13 109 42.74 4 500 000 16 854 50.00

Plant and machinery (opening)   90 000  337 1.10  115 784  434 1.29

Stock valuation (opening)  666 703 2 497 8.14  666 703 2 497 7.41

Dairy company shares  617 211 2 312 7.54  506 313 1 896 5.63

Other farm related investments (opening)    0  0 0.00   0  0 0.00

Total farm assets (opening) 4 873 914 18 254 59.51 5 788 800 21 681 64.32

Total liabilities (opening)  727 707 2 725 8.89  672 716 2 520 7.47

Total equity (assets-liabilities)  4 146 207 15 529 50.63 5 116 084 19 161 56.85

note
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
2 this figure may slightly differ between regional models due to being derived from rounded milksolids production values.

 table 7.2: taranaKi dairy Model budget 
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 table 7.3: taranaKi dairy Model exPenditure

 2007/08                                  2008/09 budget

 Whole Per Per Kg of Whole Per Per Kg of 
 farM coW MilKsolids farM coW MilKsolids 
 ($) ($) ($) ($) ($) ($)

farM WorKing exPenses

Permanent wages  33 000  124 0.40  35 000  131 0.39

Casual wages  3 000  11 0.04  3 000  11 0.03

ACC   891  3 0.01   878  3 0.01

Total labour expenses  36 891  138 0.45  38 878  146 0.43

Animal health  19 000  71 0.23  20 025  75 0.22

Breeding  10 500  39 0.13  10 680  40 0.12

Dairy shed expenses  6 000  22 0.07  6 141  23 0.07

Electricity  10 146  38 0.12  10 680  40 0.12

Feed (hay and silage)  25 800  97 0.32  23 720  89 0.26

Feed (feed crops)  2 400  9 0.03  2 700  10 0.03

Feed (grazing)  26 496  99 0.32  30 330  114 0.34

Feed (other)  30 400  114 0.37  20 200  76 0.22

Fertiliser  43 312  162 0.53  62 462  234 0.69

Lime   650  2 0.01  3 000  11 0.03

Freight (not elsewhere deducted)  2 300  9 0.03  2 500  9 0.03

Regrassing costs  3 000  11 0.04  3 200  12 0.04

Weed and pest control  2 100  8 0.03  2 500  9 0.03

Fuel  6 000  22 0.07  7 000  26 0.08

Vehicle costs (excluding fuel)  10 000  37 0.12  10 000  37 0.11

Repairs and maintenance  27 000  101 0.33  29 000  109 0.32

Total other working expenses  225 104  843 2.75  244 138  914 2.71

Communication costs (phone and mail)  3 000  11 0.04  3 000  11 0.03

Accountancy  3 900  15 0.05  4 500  17 0.05

Legal and consultancy  2 000  7 0.02  2 200  8 0.02

Other administration   850  3 0.01   850  3 0.01

Water charges (irrigation)   0  0 0.00   0  0 0.00

Rates  7 800  29 0.10  8 100  30 0.09

Insurance  5 500  21 0.07  6 000  22 0.07

Other expenditure1  7 337  27 0.09  10 060  38 0.11

Total overhead expenses  30 387  114 0.37  34 710  130 0.39

Total farm working expenses  292 382 1 095 3.57  317 726 1 190 3.53

Wages of management  85 000  318 1.04  85 000  318 0.94

Depreciation  26 000  97 0.32  29 555  111 0.33

Total farm operating expenses  403 382 1 511 4.93  432 281 1 619 4.80

calculated ratios

Economic farm surplus (EFS2)  248 005  929 3.03  174 929  655 1.94

Farm working expenses/NCI3 45%   52%  

EFS/total farm assets 5.1%   3.0%  

EFS less interest and lease/equity 4.5%   2.2%  

Interest + rent + lease/NCI 9.5%   10.1%  

EFS/NCI 38.1%   28.8%  

notes
1 includes dairy nZ levy and accident compensation corporation (acc) employer levy.    
2 eFs (or earnings before interest and tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less 
wages of management (Wom). Wom is calculated as follows: $38 000 allowance for labour input plus 1% of opening total farm assets to a maximum of $85 000.  
3 net cash income.      
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fertiliser exPenditure JuMPs uP

Expenditure on fertiliser is expected to increase significantly to $62 000 (up 44 percent) as a result of price rises. 

Farmers therefore plan to use less, and some plan to apply more lime instead. Farmers are keen to maintain fertility 

levels, and nutrient budgeting has shown this can be managed with lower applications. 

other costs

Increased expenditure is expected across the board for most other items. Price increases will push up expenditure on 

electricity and fuel. Expenditure on accountancy is expected to increase, with higher priority given to tax planning in 

2008/09 because a high terminal tax payment is due.

Interest costs are expected to increase as loans come up for renewal at higher rates. However, like all expenditure 

items the actual cost will be determined by interest rates available at the time of renewal.

 net result loWer 

Farm profit before tax is expected to fall 27 percent (down $72 000) from the previous year but is still expected to be 

a healthy $199 000. Tax paid will increase significantly as a result of the high level of profit in 2007/08.

Farm surplus for reinvestment is expected to be $97 000, a decrease of 51 percent from 2007/08. Farmers plan to 

spend less on development and capital purchases and keep drawings at a similar level as 2007/08. 

At the end of the 2007/08 season, Fonterra encouraged farmers to redeem their dry shares and sell surplus shares. In 

the model, the value of redeemed shares ($16 000) is reflected in introduced funds in the 2008/09 budget. 

The return on assets is expected to fall back to 3 percent in 2008/09, a result of the lower economic farm surplus and 

the increase in farm assets due to higher land and stock values.

 figure 7.2: taranaKi dairy Model farM Profitability trends
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loWer north island 
dairy 8
This model represents approximately 1080 seasonal supply dairy farms in the bottom half of the North Island, 

including the regions of Manawatu, Horowhenua, Wairarapa and southern Hawkes Bay.

 Key Points 
Drought affected most parts of the region in summer/autumn 2008, leading to a third consecutive year of lower-

than-average production.

Farmers fed supplements to maintain milk production, which ended up down only 1 percent overall at 113 500 

kilograms in 2007/08.

The record payout resulted in a cash operating surplus of $491 000, up 158 percent on 2006/07.

High feed costs due to the drought reduced potential farm profits with feed expenses on the model farm 

increasing 46 percent to $383 per cow.

Farm profit before tax in 2007/08 increased more than eight times to $311 000, and much of the cash surplus is 

expected to be used to reduce overdrafts accumulated in the two previous poor seasons.

The cash operating surplus in 2008/09 is expected to decline 32 percent to $335 000, due to the reduced expected 

milk payout. This is despite production being expected to increase 2 percent to near normal levels.

Expenditure is expected to continue increasing in 2008/09, due primarily to higher fertiliser and fuel prices, and 

higher charges for grazing and silage.

›

›

›

›

›

›

›

 table 8.1: Key ParaMeters, financial results and budget for the loWer 
north island dairy Model farM    

  2006/07 2007/08 2008/09 
    budget2

year ended 30 June

Effective area (ha)   130 130 130

Cows wintered (head)   370 370 370

Replacement heifers (head)   85 85 85

Cows milked 15 December (head)   360 360 360

Stocking rate (cows/ha)  3.0 2.8 2.8

Total milksolids (kg)  114 400  113 500  116 000

Milksolids per ha (kg/ha)   880 873 892

Milksolids per cow milked (kg/cow)   318 315 322

MS advance to end June ($/kg) 3.65   6.62 5.41

MS deferred payment ($) 0.50   0.81 1.00

Net cash income ($)  518 831  913 094  794 640

Farm working expenses ($)  328 363  422 394  459 338

Farm profit before tax ($)  35 968  310 850  159 740

Farm surplus for reinvestment1  ($)  1 351  232 947  51 530

notes   
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living 
costs, which is available for investment on the farm or for principal repayments. it is calculated as discretionary 
cash less off-farm income and drawings.
2 the 2008/09 budget figures are based on a final total payout of $7.00 per kilogram of milksolids. see appendix 
2 for information on the dairy payout calculation.
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 financial PerforMance of the loWer north island dairy Model farM in 2007/08
Most dairy farms in the lower North Island have shown a dramatic increase in their cash operating surplus, driven 

by the high payouts, even though milk production remained at a similar level to 2006/07. The cash operating surplus 

for the model farm was $491 000, an increase of $300 000 or 158 percent. This reflects the dramatic lift in the total 

payout from $4.46 per kilogram of milksolids for milk supplied in 2006/07 to $7.62 for the 2007/08 season. See 

Tables 8.2 and 8.3 for details of the model’s budget and expenditure in 2007/08.

 revenue increases by More than 75 Percent

Net cash income in 2007/08 was up $394 000 or 76 percent on the previous year, to $913 000. Milksolids revenue was 

up about $370 000 or 78 percent, to $844 000. The key driver for this significant lift in milk income was the dramatic 

increase in the milk payout. The interim payout to 30 June 2008 was $6.55 per kilogram of milksolids, plus the 

10 cents value-added payment in February. This was significantly higher than the milksolids advance payment in the 

previous year, at $3.65 per kilogram of milksolids (including value-added payment).

MilKsolids Production variable but overall doWn 1 Percent due to drought

This was the third consecutive season of below-average production and was, on average, 1 percent behind the 

previous year. Farms varied significantly, however, with individual properties ranging between a 20 percent decrease 

and a 20 percent increase on the previous year.

The lower North Island generally experienced an average winter in 2007, with a dry August and September resulting 

in good use of pasture and few animal health problems over the calving period. From November onwards, minimal 

rain fell during a major summer drought that effectively did not break until late April or early May. Temperatures 

were higher than normal through summer. As a result, even farmers with irrigation had pastures suffering from heat 

stress, which resulted in lower-than-anticipated pasture growth rates on those farms.

Areas including northern Manawatu, Rangitikei and parts of the Wairarapa and Tararua suffered more from the lack 

of summer rainfall. And while, overall, average production was only 1 percent down on the previous season, this was 

only achieved by significantly higher feed inputs.

Prices for calves and surPlus coWs iMProve

Stock income increased $25 000, or 51 percent, for the 2007/08 year. The increase was mainly due to higher prices for 

surplus calves and a significant lift in mixed-age cow sales and prices. Given the significant lift in livestock prices 

associated with the higher demand for dairy stock, a high proportion of cull cows were sold as “budget” cows 

suitable for milking for a further season, rather than going to the works.

The empty rates were normal at around 12 to 14 percent. However, many farmers left the bulls in the herd two weeks 

longer, or until mid-January, given the high prices for dairy stock and the potential to sell later-calving in-calf cows 

at a significantly higher value than cull empty cows.
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 cash exPenditure uP 29 Percent

Overall, total farm working expenses in 2007/08 were up by $94 000 on the previous year to $422 000 – an increase 

of 29 percent. This equates to $3.72 per kilogram of milksolids (compared with $2.87 in 2006/07). Farm working 

expenses for the monitored farms varied from $2.55 to $4.99 per kilogram of milksolids. Most of the variation can be 

explained by differences in expenditure on permanent labour, feed costs (including grazing), fertiliser, and repairs 

and maintenance.

Expenditure increased notably for labour (up 14 percent in total to $41 000), with increasing salaries/wages and 

more casual labour such as relief milking and feed (up 46 percent to $138 000) due to the impact of the drought on 

demand and prices. Fertiliser expenditure increased by 56 percent to $65 000, reflecting the higher prices of fertiliser 

and urea, and higher applications of lime. A number of farms applied next year’s phosphate in autumn in 

anticipation of increasing fertiliser prices. Freight costs increased by 108 percent to $6000 due to higher freight 

charges and significantly more freight with the transport of livestock and extra supplement. Vehicle costs increased 

by 25 percent to $13 000, largely due to increased feeding out. Repairs and maintenance expenditure rose 

significantly (up 21 percent), reflecting increased activity, particularly later in the season as the forecast payout was 

revised upwards.

There were no major animal health problems, except for a higher incidence of facial eczema throughout the lower 

North Island in mid- to late autumn. On average, somatic cell counts were higher than usual, given reduced milk 

yields. The other major effect from the drought was lower liveweights for both rising two-year heifers and calves.

feed costs rise sharPly due to drought

Feed costs on the model farm were $383 per cow compared with $262 in 2006/07. This reflects increasing 

supplementary feed prices as a result of the widespread drought, and higher purchases of supplement, including 

palm kernel, to negate the effects of the drought. Monitored feed costs ranged from $74 to $860 per cow, reflecting 

the variation in the impact of the drought and the timing of feed purchases.

The drought meant that significantly higher levels of supplement were purchased at increasing prices through the 

summer. In October 2007, maize silage could be obtained for 24 to 26 cents per kilogram of dry matter, but by late 

summer this had increased to around 30 to 32 cents per kilogram of dry matter. There was a dramatic increase in the 

use of palm kernel throughout the lower North Island to keep cows in milk, given the high payout, and to extend the 

existing supplementary feed reserves.

The 2007 late autumn drought on the East Coast also forced many farms to winter their dry cows at home, and this 

led to increased use of supplementary feed, particularly palm kernel, in spring 2007. Dry conditions in late spring 

reduced pasture growth rates and meant that fewer supplements could be made on-farm.

In general, crop yields were variable, with the upper Manawatu and Wairarapa maize silage yields being 15 to 

20 percent lower than usual, and the lower Manawatu and Horowhenua around 20 percent higher. Turnip yields 

were average.
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There was significantly more undersowing of pastures in late autumn 2008 as a result of the drought, to increase 

plant density and production for the following season.

 large turnaround in net result

Farm profit before tax at $311 000 in 2007/08 is more than eight times what it was in the previous year. Overall, a net 

cash surplus of $164 000 reflects the dramatic increase in the payout and represents a very good financial outcome 

for the season.

Interest costs in the model farm budget increased to $1.28 per kilogram of milksolids. However, interest costs as 

a percentage of net cash income decreased to 16 percent, compared with 24 percent in the previous year. Interest 

costs on monitored farms ranged from 26 cents to $2.85 per kilogram of milksolids. The high interest cost is partly 

due to high opening overdrafts (overdraft interest expenditure in the model is 9 cents per kilogram of milksolids). 

The majority of dairy farmers had very high overdrafts at the start of 2007/08, but the high cash surplus by the year’s 

end meant most farmers went into 2008/09 with credit in the current account or very small overdrafts.

Taxation shows a significant lift from $14 000 in 2006/07 to $51 000 for 2007/08. This reflects the improvement in 

farm profit before tax in 2007/08, which led most farmers to revise their provisional tax payments. Terminal tax of 

about $44 000 is due in 2008/09.

Drawings increased to approximately $62 000. This 20 percent increase on the previous financial year reflects higher 

incomes and discretionary cash. The improved financial outcome has also resulted in development and capital 

expenditure increasing by 88 percent to $47 000, up from $25 000 in 2006/07.

Farm surplus for reinvestment increased to $233 000 from only $1350 the year before. This is despite significantly 

higher farm working expenditure, interest costs, taxation and drawings.

There has been a major lift in farm values in the southern North Island from an average of around $35 per kilogram 

of milksolids to around of $46 (including shares). This represents an increase in farm values approaching one-third, 

one of the largest increases for a significant number of years.

 budget financial PerforMance of the loWer north island dairy Model farM in 2008/09
Although production is expected to return to near normal levels in 2008/09, the fall in the expected payout means 

the cash operating surplus is expected to decline by $155 000 (32 percent) in the 2008/09 year. See Tables 8.2 and 8.3 

for details of the model’s budget and expenditure in 2008/09. This budget was compiled in June 2008 and is based on 

farmer and industry expectations at that time.

 revenue exPected to fall by 13 Percent 

Net cash income is expected to decrease $118 000 (13 percent) to $795 000 for the 2008/09 season as a result of the 

fall in the payout.
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MilK revenue droPs as exPected Payout falls froM record levels

Milksolids revenue is expected to decline $103 000 (or 12 percent) to $741 000. This reflects a lower expected 

advance milk price to June 2009, at $5.30 per kilogram of milksolids, plus 15 cents value-added payment in February. 

The total payment for the 2007/08 year of $7.62 per kilogram of milksolids (net of retention) means that the deferred 

payment is budgeted to be $1.00 per kilogram of milksolids.

MilKsolids Production exPected to increase by 2 Percent

Milksolids production is expected to increase 2500 kilograms, or 2 percent, to 116 000 kilograms of milksolids in 

2008/09 (892 kilograms of milksolids per hectare). This reflects a more normal year.

As a result of the drought, pasture covers going into the winter of 2008 were below normal by about 200 kilograms of 

dry matter per hectare. Given declining soil temperatures, pasture covers at the start of calving were low, and may 

have an impact on early spring feeding levels.

Most farms in the lower North Island went into winter with a marginally low to adequate level of supplementary 

feed. There is the ability to extend supplementary feed reserves with the use of palm kernel, so at the start of winter 

the level of supplement on hand was not a major concern.

The other major consequence of the drought is cow condition, with condition scores averaging around 4.0 to 4.5, 

around one-quarter to one-half a condition score less than usual. The main impact will be lower-than-desirable cow 

condition at calving, which will affect submission rates and mating results in spring.

stocK revenue anticiPated to decline by 21 Percent

Stock revenue is expected to decrease by $15 000 to $57 000, reflecting a significant reduction in surplus calf prices 

and lower mixed-age cow prices. Rising heifer prices for dairy expansion in New Zealand and offshore means that 

dairy farmers are expected to significantly reduce bull calf rearing and instead rear slightly more heifers than 

required as herd replacements. There has been increased use of artificial insemination over heifers this season, 

suggesting a desire to increase the number of quality heifer replacements.

 exPenditure exPected to continue rising

Total farm working expenditure is expected to increase $37 000 (or 9 percent) to $459 000. This is equivalent to 

$3.96 per kilogram of milksolids (up 6.5 percent). Expenditure is expected to increase for labour (up 12 percent to 

$46 000), electricity (up 13 percent to $15 000) and freight (up 17 percent to $7000). Animal health and breeding 

expenditure is up 9 percent, due to drought-related metabolic issues and uptake of new semen technologies such as 

DNA-proven semen. Further increases in fuel prices are expected to increase fuel expenditure 11 percent to $15 000. 

Weed and pest control expenditure is expected to increase 16 percent to $5000, due to the impact of the drought on 

pastures and rising prices.
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Farmers expect to maintain the current level of expenditure on repairs and maintenance, but higher costs mean less 

will be done.

Total overhead expenses are expected to continue increasing, particularly as a result of the employers’ ACC levy 

increasing 90 percent (the levy is based on the high taxable income of the previous year).

fertiliser Prices rise to record levels and force rethinK of aPPlication rates

Fertiliser expenditure is expected to increase significantly (20 percent). However, the model farm’s budget reflects the 

fact that some farmers applied 2008/09’s phosphate requirements in autumn 2008. Farmers are also expected to use 

slightly lower application rates, given the significant increase in fertiliser prices and their ability to “mine” some of 

their existing soil fertility. Fertiliser expenditure will be carefully scrutinised but will continue to be applied as long 

as it is cost-effective at the expected payout level.

feed Prices uP but quantities doWn coMPared With the drought year

Expenditure on feed is expected to be similar to 2007/08. Although prices are higher, lower volumes will be 

purchased. This level of expenditure reflects a more average season with no drought. Farmers are expected to feed 

cows well to boost milk production in light of the anticipated payout, and more supplementary feeding may be 

required in spring to recover cow condition.

Winter grazing charges increased significantly for winter 2008 because the drought reduced pasture covers in many 

parts of the North Island and there was competition for the limited grazing available. Prices rose to an average of 

around $23 per cow per week, an increase of nearly 50 percent. Heifer grazing is also expected to increase from 

around $6.50 to $7.00 per head per week.

Increasing demand for land for cropping and higher fuel costs are expected to increase the price of supplementary 

feed, particularly maize silage. The model farm is budgeting 32 cents per kilogram of dry matter for maize (up from 

28 cents in 2007/08) and 28 cents per kilogram of dry matter for pasture silage (up from 25 cents).

 net result falls froM record levels of Previous year

Farm profit before tax is expected to be down 49 percent to $160 000 in 2008/09 as a result of the sharp reduction in 

the payout and the continuing increase in farm working expenses.

Taxation is expected to increase 55 percent to $79 000. This increase is due largely to terminal tax liabilities from 

2007/08 (around $44 000), even with a revision of provisional tax to reflect the lower income expected in 2008/09.

Interest expenses are expected to fall to around $1.22 per kilogram of milksolids, but interest as a percentage of net 

cash income is expected to increase to 18 percent. Average mortgage interest rates increased 0.5 percent, but 

overdrafts have fallen significantly. The model farm has an opening debt ratio of 24 percent in 2008/09, down from 

29 percent in 2007/08. This reflects the use of the 2007/08 cash surplus primarily to repay the overdraft that built up 

during the two previous difficult seasons.
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A small expected increase in personal expenditure reflects the general increase in the cost of living. Capital and 

development expenditure is expected to decrease slightly (by $5000 or 11 percent) to $42 000. No major change is 

expected in principal repayments or new borrowings. However, some farms in the region are likely to purchase extra 

land for run-off or dairy support purposes to help control feed costs, or for dairy expansion. This will be largely 

funded by additional debt. No change in off-farm income is anticipated, with little reliance on this.

The model farm’s budget includes some Fonterra share redemption – most farmers will redeem any surplus or “dry” 

shares, as the share value is expected to reduce for the 2008/09 season. The budget includes $13 000 income from 

share redemption, shown as introduced funds.

The model farm’s expected farm surplus for reinvestment is $52 000, less than a quarter of what it was in 2007/08.

 figure 8.1: loWer north island dairy Model farM Profitability trends
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 2007/08  2008/09 budget

 Whole  Per  Per Kg of Whole  Per Per Kg of 
 farM coW MilKsolids farM coW MilKsolids2 
 ($)  ($) ($)  ($) ($) ($)

revenue

Milksolids  844 034 2 345 7.44  741 060 2 059 6.39

Cattle   72 560  202 0.64  57 080  159 0.49

Other farm income  2 000  6 0.02  2 000  6 0.02

less:      

Cattle purchases  5 500  15 0.05  5 500  15 0.05

Net cash income  913 094 2 536 8.04  794 640 2 207 6.85

Farm working expenses  422 394 1 173 3.72  459 338 1 276 3.96

Cash operating surplus  490 700 1 363 4.32  335 302  931 2.89

Interest  144 850  402 1.28  141 000  392 1.22

Rent and/or leases   0  0 0.00   0  0 0.00

Stock value adjustment   0  0 0.00   0  0 0.00

Minus depreciation  35 000  97 0.31  34 563  96 0.30

Farm profit before tax  310 850  863 2.74  159 740  444 1.38

Taxation  50 903  141 0.45  78 772  219 0.68

Farm profit after tax  259 947  722 2.29  80 968  225 0.70

Add back depreciation  35 000  97 0.31  34 563  96 0.30

Reverse stock value adjustment   0  0 0.00   0  0 0.00

Off-farm income  5 000  14 0.04  5 000  14 0.04

Discretionary cash  299 947  833 2.64  120 530  335 1.04

aPPlied to:      

Net capital purchases  30 000  83 0.26  25 000  69 0.22

Development  17 000  47 0.15  17 000  47 0.15

Principal repayments  26 716  74 0.24  25 683  71 0.22

Drawings  62 000  172 0.55  64 000  178 0.55

New borrowings   0  0 0.00   0  0 0.00

Introduced funds   0  0 0.00  13 235  37 0.11

Cash surplus/deficit  164 231  456 1.45  2 083  6 0.02

      

Farm surplus for reinvestment1  232 947  647 2.05  51 530  143 0.44

assets and liabilities       

Farm, forest and building (opening) 3 700 000 10 278 32.60 4 446 000 12 350 38.33

Plant and machinery (opening)   150 000  417 1.32  147 500  410 1.27

Stock valuation (opening)  865 435 2 404 7.62  865 435 2 404 7.46

Dairy company shares  797 825 2 216 7.03  654 475 1 818 5.64

Other farm related investments (opening)   0  0 0.00   0  0 0.00

Total farm assets (opening) 5 513 260 15 315 48.57 6 113 410 16 982 52.70

Total liabilities (opening) 1 580 000 4 389 13.92 1 500 000 4 167 12.93

Total equity (assets-liabilities)  3 933 260 10 926 34.65 4 613 410 12 815 39.77

note
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
2 this figure may slightly differ between regional models due to being derived from rounded milksolids production values.   
    

 table 8.2: loWer north island dairy Model budget 
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 table 8.3: loWer north island dairy Model exPenditure

 2007/08  2008/09 budget

 Whole Per Per Kg of Whole Per Per Kg of 
 farM coW MilKsolids farM coW MilKsolids 
 ($) ($) ($) ($) ($) ($)

farM WorKing exPenses

Permanent wages  35 000  97 0.31  38 000  106 0.33

Casual wages  5 000  14 0.04  7 000  19 0.06

ACC  1 053  3 0.01   952  3 0.01

Total labour expenses  41 053  114 0.36  45 952  128 0.40

Animal health  19 800  55 0.17  21 500  60 0.19

Breeding  11 880  33 0.10  13 000  36 0.11

Dairy shed expenses  7 500  21 0.07  8 000  22 0.07

Electricity  13 400  37 0.12  15 200  42 0.13

Feed (hay and silage)  67 200  187 0.59  65 000  181 0.56

Feed (feed crops)  5 200  14 0.05  6 000  17 0.05

Feed (grazing)  40 510  113 0.36  49 940  139 0.43

Feed (other)  25 000  69 0.22  19 600  54 0.17

Fertiliser  65 300  181 0.58  78 300  218 0.68

Lime  2 250  6 0.02  2 250  6 0.02

Freight (not elsewhere deducted)  6 000  17 0.05  7 000  19 0.06

Regrassing costs  8 000  22 0.07  8 000  22 0.07

Weed and pest control  4 300  12 0.04  5 000  14 0.04

Fuel  13 500  38 0.12  15 000  42 0.13

Vehicle costs (excluding fuel)  13 000  36 0.11  13 500  38 0.12

Repairs and maintenance  36 500  101 0.32  36 500  101 0.31

Total other working expenses  339 340  943 2.99  363 790 1 011 3.14

Communication costs (phone and mail)  3 600  10 0.03  4 000  11 0.03

Accountancy  4 700  13 0.04  5 000  14 0.04

Legal and consultancy  5 000  14 0.04  5 500  15 0.05

Other administration  2 600  7 0.02  2 750  8 0.02

Water charges (irrigation)   0  0 0.00   0  0 0.00

Rates  12 000  33 0.11  13 000  36 0.11

Insurance  5 000  14 0.04  5 500  15 0.05

Other expenditure1  9 101  25 0.08  13 846  38 0.12

Total overhead expenses  42 001  117 0.37  49 596  138 0.43

Total farm working expenses  422 394 1 173 3.72  459 338 1 276 3.96

Wages of management  85 000  236 0.75  85 000  236 0.73

Depreciation  35 000  97 0.31  34 563  96 0.30

Total farm operating expenses  542 394 1 507 4.78  578 900 1 608 4.99

calculated ratios      

Economic farm surplus (EFS2)  370 700 1 030 3.27  215 740  599 1.86

Farm working expenses/NCI3 46%   58%  

EFS/total farm assets 6.7%   3.5%  

EFS less interest and lease/equity 5.7%   1.6%  

Interest + rent + lease/NCI 15.9%   17.7%  

EFS/NCI 40.6%   27.1%  

notes
1 includes dairy nZ levy and accident compensation corporation (acc) employer levy. 
2 eFs (or earnings before interest and tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less 
wages of management (Wom). Wom is calculated as follows: $38 000 allowance for labour input plus 1% of opening total farm assets to a maximum of $85 000. 
3 net cash income.
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canterbury 
dairy 9
The model represents approximately 770 dairy farms throughout Canterbury and north Otago. It represents a farm 

that has a mix of spray and border irrigation, and does not own a run-off. 

 Key Points 
Despite the dry weather, per cow production lifted 5 percent to give a total of 286 000 kilograms of milksolids, due 

to increased supplementary feeding throughout the season.

Increased production and the high payout resulted in net cash income increasing 88 percent for the 2007/08 year 

to $2.2 million.

Farm working expenses increased 30 percent to $1.05 million due to increases in the costs of feed, labour, fertiliser 

and energy.

Farm surplus for reinvestment increased dramatically to $586 000 following the $38 000 deficit in 2006/07.

Cash surplus is expected to reduce to $74 000 for 2008/09, from $312 000 in 2007/08, due to the reduced payout 

and higher costs.

Interest in dairy expansion in Canterbury is high.

›

›

›

›

›

›

 table 9.1: Key ParaMeters, financial results and budget for the canterbury dairy Model

  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget2

year ended 30 June

Effective area (ha) 195 195 203 210 210

Cows wintered (head) 637 647 700 720 733

Replacement heifers (head) 155 162 170 180 183

Cows milked 15th December (head) 613 621 682 691 705

Stocking rate (cows/ha) 3.1 3.2 3.4 3.3 3.4

Total milksolids (kg)  237 700  246 500  268 700  286 000  299 000

Milksolids per ha (kg/ha)  1 219  1 264  1 324  1 362  1 424

Milksolids per cow milked (kg/cow) 388 397 394 414 424

MS advance to end June ($/kg) 3.95 3.60 3.62 6.60 5.38

MS deferred payment ($) 0.45 0.64 0.50 0.81 1.02

Net cash income ($) 1 127 000 1 130 400 1 187 065 2 234 002 2 018 510

Farm working expenses ($)  660 600  697 436  805 529 1 051 058 1 142 719

Farm profit before tax($)  286 400  249 513  99 079  873 044  506 001

Farm surplus for reinvestment1 ($)  151 809  73 157 –37 906  585 731  281 994

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm 
or for principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
2 the 2008/09 budget figures are based on a final total payout of $7.00 per kilogram of milksolids. see appendix 2 for information on the dairy payout 
calculation.
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 financial PerforMance of the canterbury dairy Model farM in 2007/08
The cash operating surplus grew threefold, from $382 000 in 2006/07 to nearly $1.2 million in 2007/08, due 

primarily to the increase in payout. Production also lifted in line with increases in recent years, despite a difficult 

production season. See Tables 9.2 and 9.3 for details of the model farm’s income and expenditure in 2007/08. 

 MaJor lift in revenue

Net cash income increased 88 percent from $1.2 million to $2.2 million for the 2007/08 season. This was mainly due 

to the vastly improved payouts and production that was close to expected levels. 

Production per cow increased 5 percent, from 394 to 414 kilograms of milksolids. This is an increase of 3 percent on 

a per hectare basis. These good results belie the highly variable season and the extra feed costs that were required to 

reach these production levels. 

The climate varied throughout the season. The mild winter resulted in above-average pasture growth following on 

from the good autumn, meaning that on-farm pasture levels for calving were good. However, a cool October meant 

that feed intended for autumn needs was fed out earlier to maintain production. This led to shortages later in the 

season.

The warm, dry summer was good for well-irrigated dairy farms, although some farms suffered severely where 

irrigation was restricted. February rains were very welcome, but were followed by another dry period through to 

May. Irrigation in this period fell behind on some properties, affecting potential production. May was considerably 

colder than in recent years, bringing the season to a premature end.

While the drought was severe until February, it did not cause any significant issues other than irrigation restrictions 

in some locations and a general increase in supplementary feed costs. “Run of river” irrigation schemes were 

restricted at times but generally not to a level causing significant problems. The exception to this was the 

Waimakariri River, which was on restriction for about two months and caused major feed issues for farms that 

depend solely on this source.

 exPenditure driven uP by feed costs 

Given that it was a high payout year, farmers chose to respond to the effects of the weather by spending more on 

feed, rather than restricting production. Feed expenses were the major contributor to the 30 percent or $246 000 

increase in farm working expenses to $1.1 million compared with 2006/07.

feed use and Prices rose significantly

Feed expenditure rose 44 percent to $346 000 compared with 2006/07, due to price increases and the need for more 

feed to keep cows producing. Price increases were caused by a combination of climate-induced shortages both 

regionally and nationally, increasing demand for feed and the global lift in crop prices. Farmers were also more 

willing to pay the higher prices commanded in the market place, rather than risk being short of feed. 
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Instead of conserving surplus feed through October and November as in a usual season, many farms were still 

feeding supplements during that time. Any surpluses conserved in January and February were likewise fed in 

autumn rather than being carried over to winter.

There were three distinct feed shocks during the season – in October, during the summer and then again in March/

April. These shocks pushed up feed prices as the season progressed. 

An example of the price increases through the season is standing grass silage, which averaged about 13 cents per 

kilogram of dry matter in 2006. In 2007/08, market prices rose to 16 cents per kilogram of dry matter in November 

2007, and then to about 24 cents per kilogram of dry matter in March 2008. Early contracted maize silage was priced 

at 20 cents per kilogram of dry matter but reached 24 cents per kilogram of dry matter by the end of the season. Feed 

barley went from $260 per tonne to $440 per tonne (a 69 percent increase) over the same period.

Grazing prices for young stock lifted 31 percent, from $6.50 per week for heifers to $8.50 per week, and winter cow 

grazing from $16 per week to $25 per week, an increase of 56 percent. The improved profitability of the arable sector 

means that, even at $8.50 per week for grazing heifers, it is proving very difficult to place heifers onto well-irrigated 

farms. 

labour, fertiliser and energy costs also increased

Significant cost increases were seen in labour (36 percent to $178 000), fertiliser (21 percent to $115 000) and fuel 

(40 percent to $20 000). These are major expenditure items on dairy farms, and there is little scope to reduce 

expenditure on them during the year as they directly affect production.

Labour costs continue to increase in a tight labour market. High payouts and the need to keep good staff have led to 

increases in wages, especially for workers with some experience and ability as mid-level herd managers.

The impact of fertiliser price increases started to hit in the latter part of the season, and will likely have an even more 

dramatic effect in 2008/09. There is little ability to cut application rates, although farmers are using nutrient budgets 

prepared for them by fertiliser suppliers to better match use with need.

Fuel use is modest on dairy farms but is difficult to reduce. Electricity expenditure rose 15 percent to $74 000, mainly 

reflecting increased irrigation demand during the drought.

Overhead expenditure increased 4 percent, around the rate of inflation, to $69 000. Interest expenses also increased 

modestly by 7 percent to $284 000, although individuals who had to re-mortgage experienced larger increases.

Repairs and maintenance, and capital and development expenditure increased significantly following the poorer 

2006/07 season, when cheque books were firmly closed due to poor cash flow.
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 net result increases draMatically

Cash surplus increased dramatically to $312 000, following the very difficult year in 2006/07 when the model showed 

a $37 000 deficit.

At the time the data was gathered, most farmers had not decided what to do with the surplus, other than to reduce 

the overdrafts that had built up during the past year. Funds will probably be put towards a combination of debt 

repayment, further development, off-farm investment and increased personal use. Term-debt reduction is not 

expected to be a high priority, except for those in high-debt situations.

 budget financial PerforMance of the canterbury dairy Model farM in 2008/09
The Canterbury dairy model farm shows a 26 percent reduction in the cash operating surplus, to $876 000, for the 

2008/09 season, based on Fonterra’s announced advance payments in May 2008. Farmers are intending to keep cost 

increases to a minimum and where possible defer decisions until their likely returns become clear. Continued 

production increases are also anticipated. 

See Tables 9.2 and 9.3 for details of the model farm’s income and expenditure in 2008/09. This budget was compiled 

in June 2008 and is based on farmer and industry expectations at that time.

 revenue reduced froM PeaK in 2008

Net cash income is expected to reduce 10 percent to $2.0 million in 2008/09 compared with 2007/08. The model 

farm shows that farmers expect to lift per cow production 2 percent to 424 kilograms of milksolids per cow. There is 

the potential that, if the winter is very cold, potential production will decrease for the 2008/09 season if feed supplies 

are short. With the benefit of hindsight, industry commentators note that some farmers may have milked too long in 

May, spurred on by the better payout and memories of the previous year’s mild May.

 exPenditure increase exPected

Farm working expenses are expected to increase 9 percent to $1.1 million in the model farm’s budget. Farmers want 

to hold costs to less than this but industry commentators note that even this level may be conservative, given that 

recent rises in input prices are unlikely to be the last.

Significant rises are expected in expenditure on fertiliser (up 66 percent to $191 000), fuel (up 34 percent to $27 000) 

and electricity (up 9 percent to $81 000). The expected price increase is unlikely to significantly reduce the use of 

these inputs as they are essential to keeping production at current levels. However, farmers will seek to improve their 

efficiency. In the case of fertiliser, farmers will use less phosphate fertiliser, as current fertility levels in the soil are 

high enough in the short term.

Other major cost categories are labour and feed. Industry commentators note that high price pressures in these 

categories are not reflected in the model farm budget. Labour remains in very tight supply, particularly for mid-level 

herd managers. This means that there are likely to be increasing demands on farmers to retain good staff by offering 

better remuneration.
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Feed costs are budgeted to remain at 2007/08 levels, assuming that the amount of feed required will reduce to more 

normal levels and prices will only increase marginally. Returns from competing land uses and global cereal prices are 

expected to remain around current levels over the season, which will support prices at current levels. 

Interest costs are expected to rise by about $47 000, as the model farm’s interest rate is expected to increase 1 percent 

when fixed-term mortgages are renewed. However, like all expenditure items the actual cost will be determined by 

interest rates available at the time of renewal.

 net result deteriorates

The cash surplus is expected to reduce 76 percent to $74 000, following the high surplus of the 2007/08 season. With 

significant capital gains incorporated, return on assets falls from 12 percent in 2007/08 to 7 percent in 2008/09. Risks 

remain in the global dairy market, and it is yet to be seen whether this level of return on capital is adequate for the 

uncertainties over the next few years. The model farm is categorised as high input and high cost, which leads some 

industry observers to question its resilience to future shocks.

suPPliers exPect to defer Purchase of fonterra shares

At the time of writing (June 2008), farmers had not decided how the surplus from 2007/08 would be applied. While 

total expenditure on capital and development is expected to continue at high levels in 2008/09, the budget shows a 

68 percent reduction in capital expenditure to $43 000. This is the amount allocated for new or replacement plant. 

The expected reduction in capital expenditure comes about because of the reduction in the value of Fonterra shares. 

In previous years, the model farm has “fully shared” its milk production, that is, bought additional shares for each 

additional kilogram of milksolids produced. This year, for the first time, Fonterra’s share price is set to fall. Because 

Fonterra allows its suppliers to have up to 20 percent of their production not backed by shares (“unshared supply”), 

farmers are expected to defer where possible the purchase of shares for their increased production. If the model farm 

had fully shared its milk as normal, it would have expected to spend an additional $117 500 in 2008/09 on shares 

(17 300 shares at $6.79 per share) based on its 2007/08 production. Instead, it will now buy the required shares in 

2009/10. At the reduced fair value share price of $5.57, this will amount to $96 400. This will be additional to any 

increase in shares required due to production increases during the 2008/09 year. 

Principal repayments are not expected to increase, indicating farmers believe they will get a better return from using 

those funds in other ways than from reducing term debt. Bankers report a mixture of responses, and accountants 

observe that farmers are simply not attuned to paying off debt. In good times such as these, they would rather invest 

in the future by reducing the need for labour, minimising risk and securing water supply. 

Drawings are expected to increase modestly, reflecting the 2007/08 year’s considerable increase in cash surplus. Some 

individuals are increasing their personal spending to a much greater extent than this.
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 figure 9.1: canterbury dairy Model farM Profitability trends

�
��
��
��
���

�

���������

���������

���������

�������

�

������� ������� ������� �������
������

������������������

�������

���������������

���������������������

����������������������

�����������������������������

���������

��������

source
maF monitoring reports; 2005 to 2008.



canterbury dairy74

       2007/08 2008/09 budget

 Whole  Per  Per Kg of Whole  Per  Per Kg of 
 farM coW MilKsolids farM coW MilKsolids2 
 ($)  ($) ($)  ($) ($) ($)

revenue

Milksolids 2 105 253 3 047 7.36 1 900 340 2 696 6.36

Cattle   124 349  180 0.43  113 950  162 0.38

Other farm income  11 000  16 0.04  11 000  16 0.04

less:      

Cattle purchases  6 600  10 0.02  6 780  10 0.02

Net cash income 2 234 002 3 233 7.81 2 018 510 2 863 6.75

Farm working expenses 1 051 058 1 521 3.68 1 142 719 1 621 3.82

Cash operating surplus 1 182 945 1 712 4.14  875 791 1 242 2.93

Interest  283 620  410 0.99  330 770  469 1.11

Rent and/or leases   0  0 0.00   0  0 0.00

Stock value adjustment  30 179  44 0.11  21 721  31 0.07

Minus depreciation  56 460  82 0.20  60 741  86 0.20

Farm profit before tax  873 044 1 263 3.05  506 001  718 1.69

Taxation  238 593  345 0.83  183 027  260 0.61

Farm profit after tax  634 450  918 2.22  322 974  458 1.08

Add back depreciation  56 460  82 0.20  60 741  86 0.20

Reverse stock value adjustment –30 179 –44 –0.11 –21 721 –31 –0.07

Off-farm income   0  0 0.00   0  0 0.00

Discretionary cash  660 731  956 2.31  361 994  513 1.21

aPPlied to:      

Net capital purchases  132 938  192 0.46  43 000  61 0.14

Development  120 000  174 0.42  135 000  191 0.45

Principal repayments  21 000  30 0.07  30 000  43 0.10

Drawings  75 000  109 0.26  80 000  113 0.27

New borrowings   0  0 0.00   0  0 0.00

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit  311 793  451 1.09  73 994  105 0.25

   

Farm surplus for reinvestment1  585 731  848 2.05  281 994  400 0.94

assets and liabilities

Farm, forest and building (opening) 5 542 000 8 020 19.38 8 070 000 11 447 26.99

Plant and machinery (opening)   176 400  255 0.62  209 940  298 0.70

Stock valuation (opening) 1 701 672 2 463 5.95 1 731 851 2 457 5.79

Dairy company shares 1 824 527 2 640 6.38 1 593 020 2 260 5.33

Other farm related investments (opening)   0  0 0.00   0  0 0.00

Total farm assets (opening) 9 244 599 13 379 32.32 11 604 811 16 461 38.81

Total liabilities (opening) 3 260 000 4 718 11.40 3 410 000 4 837 11.40

Total equity (assets-liabilities)  5 984 599 8 661 20.93 8 194 811 11 624 27.41

note    
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
2 this figure may slightly differ between regional models due to being derived from rounded milksolids production values.   
    

 table 9.2: canterbury dairy Model budget 
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 table 9.3 canterbury dairy Model exPenditure

       2007/08 2008/09 budget

 Whole Per Per Kg of Whole Per Per Kg of 
 farM coW MilKsolids farM coW MilKsolids 
 ($) ($) ($) ($) ($) ($)

farM WorKing exPenses

Permanent wages  174 460  252 0.61  179 400  254 0.60

Casual wages   0  0 0.00   0  0 0.00

ACC  3 425  5 0.01  4 152  6 0.01

Total labour expenses  177 885  257 0.62  183 552  260 0.61

Animal health  54 340  79 0.19  53 820  76 0.18

Breeding  28 600  41 0.10  23 920  34 0.08

Dairy shed expenses  14 300  21 0.05  11 960  17 0.04

Electricity  74 360  108 0.26  80 730  115 0.27

Feed (hay and silage)  128 700  186 0.45  119 600  170 0.40

Feed (feed crops)   0  0 0.00   0  0 0.00

Feed (grazing)  125 840  182 0.44  140 530  199 0.47

Feed (other)  91 520  132 0.32  101 660  144 0.34

Fertiliser  115 000  166 0.40  191 300  271 0.64

Lime  2 860  4 0.01  4 186  6 0.01

Freight (not elsewhere deducted)  11 440  17 0.04  8 970  13 0.03

Regrassing costs  14 300  21 0.05  14 950  21 0.05

Weed and pest control  5 720  8 0.02  5 980  8 0.02

Fuel  20 020  29 0.07  26 910  38 0.09

Vehicle costs (excluding fuel)  22 880  33 0.08  24 518  35 0.08

Repairs and maintenance  94 380  137 0.33  74 750  106 0.25

Total other working expenses  804 260 1 164 2.81  883 784 1 254 2.96

Communication costs (phone and mail)  5 720  8 0.02  5 382  8 0.02

Accountancy  3 432  5 0.01  3 887  6 0.01

Legal and consultancy  2 860  4 0.01  2 691  4 0.01

Other administration  8 580  12 0.03  8 970  13 0.03

Water charges (irrigation)  8 580  12 0.03  9 269  13 0.03

Rates  12 870  19 0.05  13 156  19 0.04

Insurance  11 440  17 0.04  11 960  17 0.04

Other expenditure1  15 431  22 0.05  20 068  28 0.07

Total overhead expenses  68 913  100 0.24  75 383  107 0.25

Total farm working expenses 1 051 058 1 521 3.68 1 142 719 1 621 3.82

Wages of management  85 000  123 0.30  85 000  121 0.28

Depreciation  56 460  82 0.20  60 741  86 0.20

Total farm operating expenses 1 192 518 1 726 4.17 1 288 460 1 828 4.31

calculated ratios       

Economic farm surplus (EFS2) 1 071 664 1 551 3.75  751 771 1 066 2.51

Farm working expenses/NCI3 47%   57%  

EFS/total farm assets 11.6%   6.5%  

EFS less interest and lease/equity 13.2%   5.1%  

Interest + rent + lease/NCI 12.7%   16.4%  

EFS/NCI 48.0%   37.2%  

notes
1 includes dairy nZ levy and accident compensation corporation (acc) employer levy.
2 eFs (or earnings before interest and tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less 
wages of management (Wom). Wom is calculated as follows: $38 000 allowance for labour input plus 1% of opening total farm assets to a maximum of $85 000.
3 net cash income.
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southland 
dairy 10
The Southland dairy model represents the 660 owner-operators in the Southland region who supply milk to the 

Fonterra factory at Edendale. The model consists of a 178 hectare milking platform and a 30 hectare run-off.

 Key Points 
The model farm’s total milksolids production decreased 1 percent to 195 000 kilograms of milksolids in 2007/08. 

However, drought affected the northern Southland area and caused milksolids production there to fall by up to 

7 percent.

The record milksolids payout gave the highest net cash income ever recorded in the model.

Feed, fertiliser and fuel costs increased significantly, with farm working expenses now $3.31 per kilogram of 

milksolids.

Farm profit before tax increased six-fold to $606 000 in 2007/08. The cash surplus was $251 000.

Around 100 new dairy farms will start milking in the spring of 2008.

Dairy farmers’ morale is buoyant and they are confident in their businesses. The increase in land price is an 

indication of this.

From 1 July 2007 to 1 July 2008, equity increased by $3.3 million to over $7 million per farm.

›

›

›

›

›

›

›

 table 10.1: Key ParaMeters, financial results and budget for the southland dairy Model

  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget2

year ended 30 June

Effective area (ha) 162 178 178 178 178

Cows wintered (head) 455 499 518 549 557

Replacement heifers (head) 100 102 127 127 137

Cows milked 15th December (head) 432 478 490 522 528

Stocking rate (cows/ha) 2.7 2.7 2.8 2.9 3.0

Total milksolids (kg)  152 100  185 375  196 000  194 600  205 000

Milksolids per ha (kg/ha)   939  1 042  1 101  1 093  1 152

Milksolids per cow milked (kg/cow) 352 388 400 373 388

MS advance to end June ($/kg) 3.95 3.60 3.65 6.60 5.38

MS deferred payment ($) 0.45 0.64 0.50 0.81 1.02

Net cash income ($)  709 095  816 276  857 495 1 511 277 1 369 635

Farm working expenses ($)  439 417  490 532  553 052  643 305  765 263

Farm profit before tax($)  101 287  164 630  99 516  605 737  329 339

Farm surplus for reinvestment1  41 045  67 016 –6 944  462 700  83 989

 notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm 
or for principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
2 the 2008/09 budget figures are based on a final total payout of $7.00 per kilogram of milksolids. see appendix 2 for information on the dairy payout 
calculation.
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 financial PerforMance of the southland dairy Model farM in 2007/08
The cash operating surplus for the Southland dairy model farm increased 185 percent compared with 2006/07 to 

$868 000 in 2007/08. Income per cow increased due to a higher milksolids payout and despite lower per cow 

performance (down 7 percent to 373 kilograms of milksolids per cow). The stocking rate also increased by 0.1 cows 

per hectare to 2.9 cows per hectare.

Although total farm working expenses increased 17 percent to $3.31 per kilogram of milksolids in 2007/08, the 

record payout outweighed the extra costs. See Tables 10.3 and 10.4 for details of the model’s budget and expenditure 

in 2007/08.

 revenue uP significantly 

The 2007/08 milk production season varied in the Southland region. Overall, the model farm averaged 1093 

kilograms of milksolids per hectare, down 1 percent on 2006/07. Farmers received a significantly better payout and 

maintained production, which increased the net cash income by 76 percent to $1 511 000. Milk sales contributed 

96 percent of this. Farmers also had an improved cash flow during the season due to the higher-than-normal 

advance payment. 

drought reduced Production in northern southland

Most southern, western and central Southland properties achieved close to 2006/07 production levels. Generally, 

coastal properties achieved their budgeted production from sufficient grass growth. However, northern Southland 

had an extended dry spell in late spring and summer. This affected grass growth, supplementary feed takes, winter 

crop establishment and milksolids yield.  

It was not until March 2008 that sufficient rain fell to kick-start pasture production again. Figure 10.1 shows the 

long-term average pasture growth at the AgResearch Woodlands Research Station compared with the 2007/08 

season. Much of the usual late summer to autumn growth simply did not occur. Consequently, silage and baleage 

normally fed out in late autumn and winter was fed out much earlier to keep cows milking. Many drought-affected 

farms went onto once-a-day or 16-hourly milkings. It is estimated that northern Southland was 7 percent behind the 

2006/07 production levels.

record advance increases Payout by 79 Percent 

Fonterra’s cash payout in the 2007/08 season was up 79 percent or $3.26 per kilogram of milksolids compared with 

the 2006/07 season. This was a result of a record advance payment of $6.60 per kilogram of milksolids to 30 June 

2008 combined with a deferred payment of 81 cents for milk produced in the 2006/07 season.

stocK incoMe rises

Net stock revenue increased 28 percent to $54 000 in 2007/08 but contributed only 4 percent of net cash income. The 

increased revenue was largely due to better prices for cull cows. However, calf sale prices were low, ranging from $37 

to $41 per head. The demand for reared calves was low due to the feed shortage and the increasing cost of rearing 
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calves meant that rearers’ margins were poor. As a result, some calf rearers decided to change to other livestock 

systems or land uses.

 figure 10.1: Woodlands seasonal rate of Pasture groWth 2007/2008

source
agresearch Woodlands research station.

 exPenditure uP

Although many farmers wished to contain spending, increasing farm costs and the desire to grow their businesses 

meant expenditure increased. Farm working expenses increased 16 percent to $643 000 in 2007/08, or $3.31 per 

kilogram of milksolids, the highest ever recorded for this model. However, farm working expenses only accounted 

for 43 percent of net cash income due to the high payout.

The main areas of increased expenditure from the previous season were labour (up 33 percent to $126 000) and 

freight (up 55 percent to $9000). Labour costs increased due to the demand for skilled labour. Labour recruitment 

and retention on-farm as well as in associated agribusinesses is a perennial issue. The full impact of fuel price 

increases was felt in freight charges, contractor rates and, to some extent, fuel expenditure (up 18 percent to 

$18 000).

suPPleMentary feed costs increase significantly

Feed costs were $418 per cow (up 19 percent). This was mostly due to the increased cost of purchased feeds such as 

grain, palm kernel and molasses. Hay and silage costs varied, depending on how much surplus was conserved. More 

late silage was made in autumn 2008. 
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The price of supplements increased significantly throughout the season as the impact of the drought became evident 

and the revised dairy payout encouraged farmers to feed cows more and increased their ability to pay for feed to 

overcome the pasture deficit. 

Standing grass and cereal silage was tendered at 25 cents per kilogram of dry matter by late February 2008. Brassica 

prices also moved sharply through May to 30 cents per kilogram of dry matter by early June. Brassica yields were 

down on average by 2 tonnes of dry matter per hectare (15 percent). The lack of fibrous feed, especially for feeding 

out on brassicas, inflated straw prices to 33 cents per kilogram of dry matter delivered on-farm.

Some graziers revoked earlier confirmed winter grazing prices, with late May and June grazing prices reaching 

$28.00 to $30.00 per cow per week. Some graziers, on assessing their winter feed, refused to take as many cows for 

grazing as they had previously agreed.

 table 10.2: feed Prices in southland

   october deceMber  March June 
   2007 2007 2008 2008

Baleage ($/bale delivered) 70 85 100 115

Crushed barley ($/tonne delivered) 385 450 500 525

Standing grass (cents/kg dry matter) 16 18 22 25

Brassica (cents/kg dry matter) 18 20 22 30

Calf grazing ($/head/week) 4.00 4.50 4.75 4.75

Heifer grazing ($/head/week) 6.75 7.00 7.50 8.00

Cow grazing ($/head/week) 20.00 22.00 24.00 30.00

coW condition affected by dry conditions

Animal health was generally good and expenditure was similar to 2006/07. However, cow condition deteriorated 

from December to February due to the dry weather. But once farms changed milking frequency, cow condition 

slowly improved. The reliance on silage to keep cows milking saw the younger cows start to lose condition in late 

summer and early autumn, which led to their early drying off. Cow condition on 1 June 2008 at 4.7 was 0.2 of a 

condition score less than average. Cow empty rates, at 8 percent, were around 2 percent lower than average.

Cow blood selenium levels were significantly lower after the summer dry. Worm burdens in calves also proved a 

problem in late summer, and generally calf condition was less than average for the start of winter.

fertiliser Prices rise

Fertiliser expenditure increased slightly (up 4 percent to $66 000), but the large increases in fertiliser prices are 

expected to come through in the 2008/09 season. Many farmers looked for alternative products to Di-ammonium 

Phosphate (DAP), as this was one of the first fertilisers to jump in price in 2007/08. The model farm applied the 

equivalent of 132 kilograms of nitrogen per hectare. This was less than average, as there was no point applying 

nitrogen when soil moisture was the most limiting factor.
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interest rates rise

Interest rates increased during the year, but most farms have a mix of fixed and floating interest rates and varying 

loan maturity dates, which smoothes interest rate changes. No principal was repaid, with farm families preferring to 

invest in their farms rather than pay off debt. Dairy farmers are also seen as an attractive lending proposition. The 

ratio of debt servicing to net cash income was very low at 16 percent, due to increased cash farm income.

The average debt for the model is $15 per kilogram of milksolids, with debt servicing at $1.27 per kilogram of 

milksolids. However, many new conversions will have much higher debt levels of $20 plus per kilogram of 

milksolids, and consequently higher debt servicing costs.

Debt servicing and farm working expenditure together total $4.58 per kilogram of milksolids. Farms need a 

continuing high payout to support this cost structure.

 huge Positive net result 

Farm profit before tax increased $506 000, or 509 percent, to $606 000. This significant result will have positive 

financial implications for all of Southland.

Capital purchases for the model farm included $72 000 worth of Fonterra shares plus the general renewal of vehicles 

and plant.

Many farms took the opportunity provided by the high payout to develop home blocks and run-offs with fencing, 

lanes, drainage, fertiliser, shed alterations and similar improvements. In general, the farms are very well maintained 

and developed.

After tax, drawings, development and capital purchases, the model recorded a cash surplus of $251 000, a significant 

lift from the loss of $82 000 in 2006/07. This large, tax-paid amount of cash will not stay in bank accounts for long. 

Farmers are looking at opportunities to invest this money, mainly in more land.

The model shows a farm surplus for reinvestment of $463 000, and equity increased by $3.3 million from July 2007 

to July 2008.

 budget financial PerforMance of the southland dairy Model farM in 2008/09
The Southland dairy model’s cash operating surplus is expected to decrease $264 000 (down 30 percent) in 2008/09 

compared with the previous year. This results from the reduced forecast payout announced by Fonterra in May 2008, 

of $7.00 per kilogram of milksolids. In November 2008, Fonterra’s forecast payout was revised down to $6.00 per 

kilogram of milksolids. See Tables 10.3 and 10.4 for details of the model’s budget and expenditure in 2008/09. This 

budget was compiled in June 2008 and is based on farmer and industry expectations at that time.
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 revenue decreases but still at a high level 

Farms began the 2008/09 season with pasture covers that were 100 to 300 kilograms of dry matter per hectare less 

than desired, a consequence of the dry late summer followed by the average autumn. Generally, winter feed crop 

yields were average to below average, and grazing and purchased feed was scarce and very expensive. Cow condition 

was average to below average. However, farmers are confident that an average pasture growth season will let them 

achieve higher total milksolids production.

Although production is expected to increase, the decreased milksolids payout means the model farm’s budget net 

cash income in 2008/09 will decrease 9 percent to $1 370 000 or $2594 per cow. This is the second highest net cash 

income recorded by this model farm.

Payout exPected to boost Production

The record Fonterra milksolids payout in 2007/08 and expected $7.00 per kilogram of milksolids for 2008/09 are 

driving the production goals and spending habits of suppliers. Milksolids production for the model farm is expected 

to increase 5 percent to 205 000 kilograms in 2008/09. Farmers will increase stocking rates slightly and look to regain 

per cow production. The model farm’s production is expected to rise to 388 kilograms of milksolids per cow and 

1152 kilograms of milksolids per hectare.

 escalating cost structure a concern

Farm working expenditure is expected to increase to $765 000 ($3.73 per kilogram of milksolids), a lift of 13 percent. 

Some of this total increase reflects increased production. Cow numbers are up slightly and milk production is 

expected to increase 5 percent. However, most of the increases are in feed, fertiliser and fuel, with feed costs 

predicted to increase $78 000 (36 percent to $296 000) and fertiliser expenditure is expected to increase $42 000 

(64 percent) to $109 000.

farM WorKing exPenditure Per KilograM of MilKsolids exPected to increase by 19 Percent

Farm working expenditure per kilogram of milksolids is predicted to increase by 13 percent compared with 2007/08, 

to $3.73 in 2008/09, which follows a 17 percent increase in 2007/08 compared with 2006/07. To achieve their 

production targets, farmers will have to pay more for items like grazing, silage and hay making, contract cultivation, 

bought-in grain and molasses. All feed costs are affected by high international prices for oil and fertilisers, as well as 

a strong domestic market for feed due to the widespread drought in 2008.

Interest rates are expected to increase to around 9 percent in 2008/09. The higher-than-average advance milksolids 

payment will keep current account interest payments similar.

 net result 

Farm profit before tax is expected to drop 46 percent to $329 000. Due to terminal tax and high provisional tax, farm 

profit after tax drops 70 percent to $154 000. Most farmers will be looking to minimise their tax liability.



southland dairy82

 2007/08 2008/09 budget

 Whole  Per  Per Kg of Whole  Per  Per Kg of 
 farM coW MilKsolids farM coW MilKsolids2 
 ($)  ($) ($)  ($) ($) ($)

revenue

Milksolids 1 450 120 2 778 7.45 1 301 392 2 465 6.35

Cattle   56 714  109 0.29  64 582  122 0.32

Other farm income  6 743  13 0.03  6 061  11 0.03

less:    

Cattle purchases  2 300  4 0.01  2 400  5 0.01

Net cash income 1 511 277 2 895 7.77 1 369 635 2 594 6.68

Farm working expenses  643 305 1 232 3.31  765 263 1 449 3.73

Cash operating surplus  867 972 1 663 4.46  604 372 1 145 2.95

Interest  247 200  474 1.27  264 600  501 1.29

Rent and/or leases   0  0 0.00   0  0 0.00

Stock value adjustment  27 276  52 0.14  30 423  58 0.15

Minus depreciation  42 311  81 0.22  40 856  77 0.20

Farm profit before tax  605 737 1 160 3.11  329 339  624 1.61

Taxation  93 962  180 0.48  175 783  333 0.86

Farm profit after tax  511 776  980 2.63  153 556  291 0.75 

Add back depreciation  42 311  81 0.22  40 856  77 0.20

Reverse stock value adjustment –27 276 –52 –0.14 –30 423 –58 –0.15

Off-farm income   0  0 0.00   0  0 0.00

Discretionary cash  526 811 1 009 2.71  163 989  311 0.80

aPPlied to:      

Net capital purchases  132 255  253 0.68  57 000  108 0.28

Development  79 016  151 0.41  40 000  76 0.20

Principal repayments   0  0 0.00   0  0 0.00

Drawings  64 111  123 0.33  80 000  152 0.39

New borrowings   0  0 0.00   0  0 0.00

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit  251 429  482 1.29 –13 011 –25 –0.06

      

Farm surplus for reinvestment1  462 700  886 2.38  83 989  159 0.41

assets and liabilities      

Farm, forest and building (opening) 4 371 000 8 374 22.46 7 870 000 14 905 38.39

Plant and machinery (opening)   183 484  352 0.94  190 550  361 0.93

Stock valuation (opening) 1 281 377 2 455 6.58 1 308 653 2 479 6.38

Dairy company shares 1 330 840 2 550 6.84 1 091 720 2 068 5.33

Other farm related investments   0  0 0.00   0  0 0.00

Total farm assets  7 166 701 13 729 36.82 10 460 923 19 812 51.03

Total liabilities (opening) 2 930 000 5 613 15.06 2 930 000 5 549 14.29

Total equity (assets-liabilities)  4 236 701 8 116 21.77 7 530 923 14 263 36.74

note    
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
2 this figure may slightly differ between regional models due to being derived from rounded milksolids production values.   
    

 table 10.3: southland dairy Model budget 
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 table 10.4 southland dairy Model exPenditure

  2007/08                                  2008/09 budget

 Whole Per Per Kg of Whole Per Per Kg of 
 farM coW MilKsolids farM coW MilKsolids 
 ($) ($) ($) ($) ($) ($)

farM WorKing exPenses

Permanent wages  108 054  207 0.56  102 849  195 0.50

Casual wages  15 138  29 0.08  12 262  23 0.06

ACC  2 476  5 0.01  2 932  6 0.01

Total labour expenses  125 668  241 0.65  118 043  224 0.58

Animal health  31 466  60 0.16  33 000  63 0.16

Breeding  19 345  37 0.10  18 300  35 0.09

Dairy shed expenses  11 484  22 0.06  12 000  23 0.06

Electricity  18 792  36 0.10  20 064  38 0.10

Feed (hay and silage)  43 896  84 0.23  52 800  100 0.26

Feed (feed crops)  14 951  29 0.08  20 000  38 0.10

Feed (grazing)  102 933  197 0.53  152 064  288 0.74

Feed (other)  56 471  108 0.29  71 808  136 0.35

Fertiliser  66 460  127 0.34  108 765  206 0.53

Lime  1 495  3 0.01  1 273  2 0.01

Freight (not elsewhere deducted)  9 161  18 0.05  9 610  18 0.05

Regrassing costs  7 830  15 0.04  8 330  16 0.04

Weed and pest control  6 442  12 0.03  6 440  12 0.03

Fuel  17 981  34 0.09  23 760  45 0.12

Vehicle costs (excluding fuel)  17 572  34 0.09  18 500  35 0.09

Repairs and maintenance  40 716  78 0.21  29 040  55 0.14

Total other working expenses  466 996  895 2.40  585 754 1 109 2.86

Communication costs (phone and mail)  5 199  10 0.03  5 300  10 0.03

Accountancy  6 100  12 0.03  6 200  12 0.03

Legal and consultancy  3 070  6 0.02  3 400  6 0.02

Other administration  5 552  11 0.03  5 912  11 0.03

Water charges (irrigation)   0  0 0.00   0  0 0.00

Rates  11 484  22 0.06  12 184  23 0.06

Insurance  6 888  13 0.04  6 648  13 0.03

Other expenditure1  12 349  24 0.06  21 823  41 0.11

Total overhead expenses  50 642  97 0.26  61 467  116 0.30

Total farm working expenses  643 305 1 232 3.31  765 263 1 449 3.73

Wages of management  85 000  163 0.44  85 000  161 0.41

Depreciation  42 311  81 0.22  40 856  77 0.20

Total farm operating expenses  770 616 1 476 3.96  891 119 1 688 4.35

calculated ratios

Economic farm surplus (EFS2)  767 937 1 471 3.95  508 939  964 2.48

Farm working expenses/NCI3 43%   56%  

EFS/total farm assets 10.7%   4.9%  

EFS less interest and lease/equity 12.3%   3.2%  

Interest + rent + lease/NCI 16.4%   19.3%  

EFS/NCI 50.8%   37.2%

notes
1 includes dairy nZ levy and accident compensation corporation (acc) employer levy.
2 eFs (or earnings before interest and tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less 
wages of management (Wom). Wom is calculated as follows: $38 000 allowance for labour input plus 1% of opening total farm assets to a maximum of $85 000.
3 net cash income.
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After significant amounts are spent on capital, development and drawings, the cash deficit is expected to be $13 000. 

This is equivalent to 1 percent of net cash income, or 1800 kilograms of milksolids, or 6 cents per kilogram of 

milksolids.

With recent high levels of income, farmers have very well-maintained properties and will look to continue 

development and replace machinery and equipment as required, although may defer some decisions until their likely 

returns become clear.

The model farm has not purchased additional run-off land, but many Southland dairy farmers are looking to 

purchase additional land as a run-off block. Major development costs will therefore be associated with fencing, water 

supply and fertiliser for those blocks.

Of most concern is the high-cost structure of these farms, requiring a $5.00 plus payout for economic sustainability.

Return on assets is expected to decrease from 11 percent in 2007/08 to 5 percent in 2008/09. This is due to a reduced 

economic farm surplus and increased land and cow prices. These increases in land and herd value more than 

compensate for the drop in the dairy company share price.

 figure 10.2: southland dairy Model farM Profitability trends
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sources
maF monitoring reports; 2005 to 2008.
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West coast 
south island dairy 11
This commentary describes the collective dairy sector’s perspective of dairying on the West Coast of the South 

Island. 

 Key Points
Production levels were slightly above the 2006/07 season. Coupled with a payout over 50 percent higher, this led 

to a significant increase in the net cash income and cash surplus in 2007/08.

Variable weather through the mid-spring period saw feed surpluses and purchased high-energy supplements fed 

to maintain production levels. 

Production peaked later in the 2007/08 season than for previous seasons.

On the back of a good payout in 2007/08, the outlook for 2008/09 is positive.

Dairy cow numbers on the West Coast are expected to increase by a further 7900 (6 percent) in the 2008/09 

season. In total just under 140 000 cows are projected to be milked on just under 63 000 hectares on the West 

Coast.

There is concern about the impact that rapidly escalating expenditure costs will have on budgets if the higher 

payouts come to an end. Focus is moving to maximise the cost-effectiveness of major farming inputs.

 financial PerforMance of West coast south island dairying in 2007/08
 revenue exPectations cliMbed throughout the season

The advance by Westland Milk Products reached $6.10 per kilogram of milksolids by 30 June 2008. As early as 

October 2007, the advance payout lifted from $3.75 to $4.65 per kilogram of milksolids and suppliers were informed 

of a lift in the expected final payout to between $6.25 and $6.40 per kilogram of milksolids. Budgets were again lifted 

in January, May, and June.

Regular announcements from Fonterra detailing forecast payout increases over 2007/08 continued to be met by 

Westland Milk Products statements that a comparable payout was expected. The total final payout (less retentions 

and DairyNZ levies) for 2007/08 was $7.96 per kilogram of milksolids.

 Production

The 2007/08 season started off slowly but positively, with initial supply 2 percent ahead of the 2006/07 season. By 

October, supply had fallen behind the previous season but was back on par by the end of December. Supply was 

adversely affected by the dry weather in December and, while comparable with last season, was below the levels 

budgeted. Excellent growing conditions prevailed over much of the region through most of the summer and autumn 

and supply maintained a 2 percent advantage over 2006/07 through the rest of the season. A 5 percent increase in 

cow numbers (5000 cows) over the supply area saw many farms’ per cow production levels drop, despite more costly 

feed inputs being used.

feed and MilKing intervals closely Managed to Match Pasture groWth

Favourable weather at calving saw the season get off to a good start, and pasture surpluses appeared early in the 

season. However, during September and October, pasture growth rates slowed and the feed surpluses were quickly 

›
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used to ensure cow nutritional intakes were not compromised in the lead-up to mating. In addition, the increased 

payout expectations saw higher-priced and high-energy supplements purchased to help maintain sagging production 

levels. 

Variations in milking interval were used to manage periods of feed shortage, especially around the shoulders of the 

season. Even though the intention was to maximise milk production in a season where the payout was greater, the 

need to match feed supply with stock needs and ensure cows were in adequate condition for mating meant that a 

number of herds were on either once-a-day or 16-hourly milkings for the majority of the season.

Good growing conditions over summer and lower milk production levels meant that feed supply remained ahead of 

stock demand for long periods. Up to three cuts of silage were not uncommon through the late summer and autumn, 

with some silage being made as late as April. As a result, on-farm stocks of supplement, and pasture cover at drying 

off, are at reasonably typical levels.

 exPenditure: all costs able to be Met

While the final payout is expected to be over 50 percent higher than the original budget, the escalation in farm 

working expenses will absorb much of the increased revenue. Fuel, electricity, fertiliser and nitrogen costs, as well as 

labour charges, have been increasing significantly.

develoPMent activity increases

The constantly improving payout expectations have seen more of the “big ticket” expenditure items addressed. 

Development of more marginal land and bridging waterways have both been more common activities than would 

have been the case in an average season. The good growing conditions that prevailed through autumn 

accommodated many late sowings of new pasture. Financiers have been supportive and have extended further 

finance to strengthen the production base of many farms.

inPut Prices increase

Electricity and fuel prices continue to move upwards and, while they are less noticeable in a high-income year, are 

still a cause for concern. They are an integral ingredient of farming and are more expensive on the West Coast.

nitrogen use increases 

Nitrogen use continues to be an important management tool on West Coast dairy farms. Slowing pasture growth 

rates through the spring resulted in regular applications of nitrogen throughout the season. Nitrogen application 

rates have tended to lift from around 30 kilograms per hectare to rates approaching 50 kilograms per hectare. As soil 

temperatures in some areas were still above 10 degrees Celsius in late May, applications continued to maintain the 

build-up of pasture cover going into winter. 
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stocK health good

Despite the fluctuating spring conditions, stock health has not been an issue in many of the West Coast supply areas 

through the 2007/08 season. To address energy shortages and maintain stock condition at a good level, most farms 

used their extra income to purchase extra meal throughout the season. 

Reported mating submission rates were good, but only seemed to result in average conception rates. Veterinarians 

report typical empty rates of above 10 percent, depending on when mating finally ceased. There is still a desire to 

shorten the mating period, but this is being balanced by the need to maximise the number of cows in-calf for the 

following season. Minimising induction rates is likely to be an issue for many farmers to manage in the short term. 

Some farms through the Buller region experienced facial eczema for the first time, affecting cows rather than young 

stock.

 iMProved net result as exPected

The cash surplus has improved significantly compared with last season, though not by as much as would have been 

initially expected. The combination of a small increase in production, a dramatic increase in the payout and a 

significant increase in on-farm running costs has resulted in an increase in the cash surplus of 25 to 30 percent 

compared with 2006/07.

 budget financial PerforMance of West coast south island dairying in 2008/09
This commentary was compiled in June 2008 and is based on farmer and industry expectations at that time.

 returns uncertain

In May, suppliers received positive news that the advance price for the 2008/09 season had been set at $4.65 per 

kilogram of milksolids. It came with a note of caution that the two key drivers – commodity prices and the exchange 

rate – were both looking less favourable than in 2007/08, and that the payout will probably not be as high for the 

season ahead.

 Production

Herd size on the West Coast is projected to continue the past decade’s pattern of gradual increase. The need to lift per 

cow performance has slowed the increase in herd size. Milk supply has not mirrored the increase in overall cow 

numbers in the supply area. Cow census data indicates that cow numbers are set to increase by a further 7900 

(6 percent) in the 2008/09 season, with just under 140 000 cows projected to be milked on just under 63 000 

hectares. Westland Milk Products have budgeted for a 5 percent lift in production for the 2008/09 season compared 

with the 2007/08 result.

 on-farM exPenditure levels Will continue to increase

Fertiliser and fuel costs are predicted to continue to increase, along with most other costs that form part of the 

production system. In many cases, the farmer is not in a strong position to reduce the cost. 
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The effects of the good payout year in 2007/08 will flow through into the 2008/09 season. Full levels of maintenance 

expenditure will be budgeted for, as will an allowance for increased tax payments. The effect of the increased input 

prices will be felt more in 2008/09, although some forward purchases were made in the 2007/08 season.

 net result exPected to be siMilar to 2007/08

At the time of budgeting, farmers were expecting to receive similar returns in 2008/09 to 2007/08. However, as global 

commodity prices have fallen and Fonterra has reduced its projected payout for the season, these expectrations are 

likely to have been revised downwards.
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national dairy

budget 12
The national dairy budget depicted below has been constructed via a weighted average of the MAF dairy farm 

monitoring models. The weighting is based on the number of dairy cows in each region from the 2007 Livestock 

Improvement Survey. The weightings, on a model basis, are as follows:

Northland: 8.3 percent;

Waikato/Bay of Plenty: 42.8 percent;

Taranaki: 12.9 percent;

Lower North Island: 10.4 percent;

Canterbury: 14.4 percent;

Southland: 11.2 percent.

Based on these weightings, the 2007/08 national dairy model has an effective area of 131 hectares and milks 380 cows. 

›

›

›
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 table 12.1: Key ParaMeters, financial results and budget for the national dairy Model

  2004/05 2005/06 2006/071 2007/08 2008/09  
      budget6

year ended 30 June

Total milksolids revenue/cow ($)  1 400 1 405 1 488 2 538 2 261

Kg milksolids/ha  873  958 1 034  992 1 049

Kg milksolids/cow milked  327  346  361  342  359

Milksolids advance to end June ($/kg) 3.95 3.60 3.65 6.62 5.41

Milksolids deferred payment ($/kg) 0.50 0.64 0.50 0.81 1.00

Cattle income ($)  37 981  42 923 40 004 55 854 50 052

Other farm income ($)  1 225  1 654 2 347 2 690 2 614

Net cash Income ($) 486 191 536 685 577 858 1 021 886 921 104

Farm working expenses ($) 286 062 326 462 369 084 468 449 514 507

Cash operating surplus ($) 200 129 210 223 208 774 553 438 406 597

Farm profit before tax ($) 111 911 110 358 70 014 384 034 223 680

Farm surplus for reinvestment2 ($) 39 575 33 563 1 677 263 472 90 804

EFS3 per cow ($) 302 302 300 1175 762

FWE4/NCI5 (%) 57.4 60.9 63 45.3 55.5

EFS/total farm assets (%) 3.0 2.5 2.1 7.5 4.1

notes
1 due to a revision of model parameters, the data for the 2006/07 year will not match that published in the Pastoral Monitoring Report 2007. some previous 
years’ data has also been revised.
2 Farm surplus for reinvestment represents the cash available for the farming business, after meeting living costs, which is available for investment on the farm 
or for principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
3 economic farm surplus (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less 
depreciation less wages of management (Wom). Wom is calculated as follows: $38 000 allowance for labour input plus 1 percent of opening total farm working 
assets to a maximum of $85 000.
4 Farm working expenses.
5 net cash income.
6 the 2008/09 budget figures are based on a final total payout of $7.00 per kilogram of milksolids. see appendix 2 for information on the dairy payout 
calculation.
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 2007/08 2008/09 budget

 Whole  Per  Per Kg of Whole  Per  Per Kg of 
 farM coW MilKsolids farM coW MilKsolids2 
 ($)  ($) ($)  ($) ($) ($)

revenue

Milksolids  967 585 2 546 7.45  872 558 2 278 6.30

Cattle   55 854  147 0.43  50 052  131 0.36

Other farm income  2 690  7 0.02  2 614  7 0.02

less:      

Cattle purchases  4 242  11 0.03  4 120  11 0.03

Net cash income 1 021 886 2 689 7.87  921 104 2 405 6.66

Farm working expenses  468 449 1 233 3.61  514 507 1 343 3.72

Cash operating surplus  553 438 1 456 4.26  406 597 1 062 2.93

Interest  141 315  372 1.09  152 111  397 1.11

Rent and/or leases   0  0 0.00   0  0 0.00

Stock value adjustment  7 042  19 0.05  7 856  21 0.06

Minus depreciation  35 131  92 0.27  38 662  101 0.27

Farm profit before tax  384 034 1 011 2.96  223 680  584 1.61

Taxation  84 233  222 0.65  95 361  249 0.71

Farm profit after tax  299 801  789 2.31  128 319  335 0.90

Add back depreciation  35 131  92 0.27  38 662  101 0.27

Reverse stock value adjustment –7 042 –19 –0.05 –7 856 –21 –0.06

Off-farm income  13 594  36 0.10  9 922  26 0.07

Discretionary cash  341 483  899 2.63  169 047  441 1.19

aPPlied to:   

Net capital purchases  70 536  186 0.54  24 568  64 0.20

Development  37 046  97 0.29  30 288  79 0.21

Principal repayments  26 493  70 0.20  26 792  70 0.20

Drawings  64 417  170 0.50  68 321  178 0.49

New borrowings   0  0 0.00   0  0 0.00

Introduced funds   0  0 0.00  21 681  57 0.14

Cash surplus/deficit  142 991  376 1.10  40 759  106 0.23

 

Farm surplus for reinvestment1  263 472  693 2.03  90 804  237 0.63

assets and liabilities       

Farm, forest and building (opening) 3 980 225 10 474 30.64 5 170 449 13 500 35.20

Plant and machinery (opening)   135 332  356 1.04  162 770  425 1.21

Stock valuation (opening)  915 471 2 409 7.05  922 513 2 409 6.69

Dairy company shares  911 229 2 398 7.01  762 055 1 990 5.49

Other farm related investments   0  0 0.00   0  0 0.00

Total farm assets (opening) 5 942 256 15 638 45.75 7 017 786 18 323 48.60

Total liabilities (opening) 1 574 948 4 145 12.12 1 579 916 4 125 11.50

Total equity (assets-liabilities)  4 367 308 11 493 33.62 5 437 870 14 198 39.57

note    
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on the farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
2 this figure may slightly differ between regional models due to being derived from rounded milksolids production values.   
      
    

 table 12.2:  national dairy Model budget 
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 2007/08                                  2008/09 budget

 Whole Per Per Kg of Whole Per Per Kg of 
 farM coW MilKsolids farM coW MilKsolids 
 ($) ($) ($) ($) ($) ($)

farM WorKing exPenses

Permanent wages  64 317  169 0.50  66 084  173 0.48

Casual wages  5 133  14 0.04  5 863  15 0.04

ACC  1 490  4 0.01  1 656  4 0.01

Total labour expenses  70 939  187 0.55  73 602  192 0.54

Animal health  26 166  69 0.20  28 183  74 0.21

Breeding  14 654  39 0.11  14 339  37 0.10

Dairy shed expenses  8 285  22 0.06  8 123  21 0.06

Electricity  21 304  56 0.16  23 020  60 0.17

Feed (hay and silage)  51 635  136 0.40  47 405  124 0.34

Feed (feed crops)  3 024  8 0.02  3 794  10 0.03

Feed (grazing)  51 043  134 0.39  61 498  161 0.45

Feed (other)  39 391  104 0.30  39 023  102 0.28

Fertiliser  58 458  154 0.45  85 672  224 0.62

Lime  1 737  5 0.01  2 212  6 0.02

Freight (not elsewhere deducted)  4 907  13 0.04  4 762  12 0.03

Regrassing costs  6 535  17 0.05  6 404  17 0.05

Weed and pest control  3 827  10 0.03  3 996  10 0.03

Fuel  12 267  32 0.09  15 021  39 0.11

Vehicle costs (excluding fuel)  13 325  35 0.10  13 371  35 0.10

Repairs and maintenance  39 848  105 0.31  35 839  94 0.26

Total other working expenses  356 405  938 2.74  392 663 1 025 2.86

Communication costs (phone and mail)  3 600  9 0.03  3 628  9 0.03

Accountancy  4 119  11 0.03  4 245  11 0.03

Legal and consultancy  3 146  8 0.02  3 079  8 0.02

Other administration  3 792  10 0.03  3 948  10 0.03

Water charges (irrigation)  1 232  3 0.01  1 331  3 0.01

Rates  10 198  27 0.08  10 590  28 0.08

Insurance  6 427  17 0.05  6 669  17 0.05

Other expenditure1  8 590  23 0.07  14 752  39 0.11

Total overhead expenses  41 104  108 0.32  48 241  126 0.35

Total farm working expenses  468 449 1 233 3.61  514 507 1 343 3.74

Wages of management  83 610  220 0.64  83 720  219 0.61

Depreciation  35 131  92 0.27  38 662  101 0.28

Total farm operating expenses  587 189 1 545 4.52  636 888 1 663 4.64

calculated ratios

Economic farm surplus (EFS2)  446 458 1 175 3.44  291 749  762 2.12

Farm working expenses/NCI3 45%   56%  

EFS/total farm assets 8%   4%  

EFS less interest and lease/equity 7%   3%  

Interest + rent + lease/NCI 14%   16%  

EFS/NCI 42%   30%

Physical ParaMeters

Effective area (ha) 131   131

Cows milked 380   383

Milksolids (kg) 129 889   137 408  
notes
1 includes dairy nZ levy and accident compensation corporation (acc) employer levy.
2 eFs (or earnings before interest and tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less 
wages of management (Wom). Wom is calculated as follows: $38 000 allowance for labour input plus 1% of opening total farm assets to a maximum of $85 000.
3 net cash income.

 table 12.3: national dairy Model exPenditure
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 figure 12.1: national dairy budget Profitability trends
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sources
maF monitoring reports; 2005 to 2008.

 Key Points
A major drought affected most dairying areas, particularly the Waikato, southern Taranaki and northern 

Southland. As a result, national milksolids production in 2007/08 dropped 4 percent compared with 2006/07. 

Despite the drought, profitability as measured by farm profit before tax rose 449 percent due to a record payout of 

$7.90 per kilogram of milksolids. 

Farm working expenses rose 27 percent, largely fuelled by significant spending on supplementary feed as farmers 

sought to combat the drought. 

Total feed costs jumped an average of $43 000, or 44 percent, in 2007/08. 

Profitability is expected to drop back in 2008/09, with farm profit before tax expected to be down 42 percent (the 

expected higher production is offset by a lower payout). Despite this, profitability is still strong compared with two 

to three years earlier. 

Although many farms entered the 2008 winter in less-than-ideal condition as a result of the drought, farmer 

morale is buoyed by the expected higher payouts. 
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dairy sector

Percentile analysis 13
The following tables are based on an analysis of the actual dairy farms monitored as part of the MAF monitoring 

programme. The programme takes a total national sample of 189 farms, and breaks them down from the bottom 

10 percent of farms to the top 10 percent, on both a physical and a financial basis. The analysis was based on sorting 

the farms according to their 2007/08 farm profit before tax per hectare.

 table 13.1: Percentile assessMent of financial data froM dairy Monitoring farMs, 2007/08 

   average of        average of 
  bottoM  bottoM bottoM   toP toP toP 
  10% 25% 25–50% Mean Median 50–75% 25% 10% 
  ($) ($) ($) ($) ($)  ($) ($) ($)

Farm profit before tax/ha ($) –300   390  1 547  2 109  2 016  2 511  4 074  5 018

Negative farm profit after  

tax (%) 47 0 0 5 5 0 0 0

Negative farm surplus

for reinvestment (%) 32 3 0 4 4 0 0 0

revenue          

Milksolids   866 141  893 548  878 681 1 030 060  862 460 1 079 791 1 281 066 1 551 943

Cattle sales  59 857  53 306  54 136  66 799  40 885  74 644  86 030  130 670

Other revenue  9 142  5 760  11 100  6 177  1 189  3 718  3 985  4 730

Cattle purchases  104 283  64 600  6 562  20 837   0  7 492  4 590  6 065

Net cash income  830 857  888 214  937 711 1 082 824  910 026 1 151 980 1 367 102 1 682 047

Farm working expenses  505 047  496 208  467 757  500 905  419 583  486 570  556 460  653 259

Cash operating surplus  325 810  392 006  469 954  581 918  456 401  665 411  810 641 1 028 788

Rent  12 130  8 603  7 344  9 116   0  13 181  7 206  7 687

Interest  198 928  186 503  148 895  175 598  136 705  198 909  167 828  227 796

Stock value adjustment  117 079  74 747  11 628  23 069  8 247  4 909   669 –34 968

Depreciation  51 682  40 790  34 887  37 757  28 000  43 877  31 121  39 295

Farm profit before tax –54 009  81 363  267 200  336 378  262 986  404 534  603 817  788 979

Taxation  31 260  34 287  43 073  65 212  38 801  75 049  110 635  136 004

Farm profit after tax –85 269  47 076  224 127  271 166  200 935  329 486  493 181  652 975

Add back depreciation  51 682  40 790  34 887  37 757  28 000  43 877  31 121  39 295

Reverse stock value  

adjustment  117 079  74 747  11 628  23 069  8 247  4 909   669 –34 968

Off-farm income  58 328  27 391  5 675  12 231   0  9 334  6 480  2 975

Discretionary cash  141 820  190 004  276 317  344 222  266 500  387 606  531 451  660 277

Capital purchases  171 570  178 092  54 419  109 305  35 764  61 185  147 335  192 957

Development  61 878  50 845  23 113  34 338   0  20 799  43 514  66 882

Principal repayments  13 990  11 359  15 598  23 287   0  25 801  41 265  26 354

Drawings  66 360  62 026  53 810  57 918  56 000  64 228  51 278  42 980

New borrowings  151 053  153 191  40 458  92 926   0  100 000  78 400  134 400

Cash surplus/deficit –46 314  24 988  158 381  181 926  151 321  243 952  304 793  465 502

Farm surplus for  

reinvestment  17 133  100 587  216 832  274 074  192 783  314 044  473 693  614 321
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 table 13.2: Percentile assessMent of Production data froM dairy Monitoring farMs, 2007/08 

   average of       average of  
  bottoM  bottoM bottoM   toP toP toP 
  10% 25% 25–50% Mean Median 50–75% 25% 10% 

Milking area (ha)   214   201   176   171   140   161   147   157

Opening cow numbers   430   409   389   419   368   420   460   556

Closing cow numbers   512   464   401   437   375   428   458   531

Total opening stock numbers   550   531   496   536   459   542   578   701

Total closing stock numbers   665   607   508   560   456   546   582   676

Cows in milk (15 December)   430   400   364   387   340   389   398   471

Total milk production 

(kilograms of milksolids)  122 336  124 487  120 470  139 487  113 433  143 368  171 300  206 521

Milksolids per hectare  

(kg/ha)   607   646   740   865   818   947  1 141  1 304

Milksolids production  

per cow   284   305   324   338   326   354   370   392

Stocking rate (cows/ha) 2.2 2.2 2.3 2.5 2.6 2.7 2.7 3.1

 difference betWeen highest and loWest-decile farMs
The main difference between the highest- and lowest-decile farms is significantly higher production levels (see 

Table 13.3). 

While farm working expenses on the top-decile farms are only 18 percent higher, their total feed costs are 

66 percent higher ($495 per cow versus $298 per cow), indicating that much more supplementary feed is being 

bought in and more stock are being grazed off-farm. 

The top-decile farms also spend much more on animal health ($70 per cow versus $57 per cow). 

Interest costs are 56 percent higher on the top-decile farms, indicating that they are carrying much more debt.

The lowest-decile farms have the greatest cost of cattle purchases, highest depreciation cost, and very high capital 

expenditure and new borrowings, which would indicate that they are rapidly expanding.

›

›

›

›

›

 
 table 13.3: coMParison betWeen loW and high-decile farMs, 2007/08

  average of average of 
source of estiMate  bottoM 10%  toP 10%

Milksolids per ha (kg/ha) 607 1 304

Milksolids production per cow (kg/cow) 284 392

Stocking rate (cow/ha) 2.2 3.1

Farm working expenses per cow ($) 1 174 1 387

Interest costs per ha ($) 929 1 451

Farm profit before tax per ha ($) –300 5 018
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14dairy sector
issues and develoPMents

 fonterra caPital restructuring
Industry commentators report that some dairy farmers were pleased that the Fonterra capital restructuring, proposed 

in November 2007, has been parked for the moment. They thought there would be a conflict of interest between the 

co-operative and the new company, with concerns as to how accurate the milk transfer price would be between the 

two entities. Some farmers also feared they would sooner or later lose control of their co-operative, and believe the 

stated requirement for capital is not an issue at present. Farmers seem to prefer joint venture arrangements.

There was general surprise with the decline in Fonterra’s share value from $6.79 to $5.57 per kilogram of milksolids. 

This is a reduction of $1.22 per kilogram of milksolids, and the size of the decline surprised most farmers. Most 

farmers will take advantage and redeem any surplus shareholding at the higher share price; few are worried about the 

share value, believing the overall value of dairy farms will not decline with the drop in share price. Most farmers 

accept that higher commodity prices mean a lower return from the value-added component from Fonterra. There 

will be an increasing proportion of “unshared milk” in the 2008/09 year as farmers defer the purchase of shares to 

take advantage of the lower share price in 2008/09.

 neW dairy factories
Up to two new milk processors may be operating in Southland. New Zealand Dairy Trust has committed suppliers 

for the 2008/09 season at its factory in Awarua. No shares are required to supply and tactical pricing with both 

existing and potential Fonterra suppliers is creating a competitive payout environment. A second proposed factory, 

Mataura Valley, is located near Gore and also requires no shares from suppliers. Mataura Valley is planning to start 

production in the 2009/10 season depending on meeting certain key milestones.

Industry feedback is that farmers are divided on the emergence of these two new processors. Some see this as a 

fragmentation of the industry, which they consider will not be good for suppliers in the long term. Others embrace 

competition and the lower capital requirement to supply milk for processing.

In Canterbury, industry commentators note that the emergence of two strong alternative milk-processing companies 

is creating mixed feelings among dairy farmers. More choice of supply arrangement is expected to become available 

for new and existing suppliers. There has been more flexibility through the Fonterra shareholding system to work out 

a suitable combination of share-based and contract milk supply to suit personal situations. Influences on land prices 

are being seen, as share and supply arrangements alter. However, many farmers see these developments as the start of 

the end of the co-operative model and are concerned about its long-term viability. 

New Zealand Dairy Trust is also considering opening a milk powder factory in Wanganui, which would open up 

competition in southern Taranaki and northern Manawatu.

 labour
There is a continuing shortage of skilled labour, especially managers and herd managers. Finding staff, including 

relief milkers, is becoming more difficult, and the salary and wages of farm staff have continued to rise. Increasingly, 
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overseas labour is being brought into the country, with most farmers who have taken this option being very happy 

with the results and the calibre of staff.

Industry commentators report that the Southland dairy farming community is becoming more ethnically diverse as 

a result of the influx of overseas workers to fill dairy industry labour shortages. Dairy workers are coming from the 

Philippines, Chile and Romania, and integration into the dairy industry and the Southland community is mixed. It 

has provided an opportunity for the Southland community to gain more exposure to different cultures, but has also 

created challenges to provide better immigration support to retain these overseas workers.

Farmers commented that, while traditionally young employees were encouraged to share accommodation, often they 

are now demanding more “separate” housing and are reluctant to share. Owners are concerned at both the capital 

invested in extra housing and the repairs and maintenance, which tends to be higher. However, the ratio of one full-

time equivalent worker per 180 to 200 cows indicates more staff are being employed and so hours worked are 

improving. Farmers hope that, by providing better working conditions for staff (for example, single accommodation 

and structured time off), they will be better able to retain staff. 

The tight labour market and the ability to invest in new systems have heightened interest in adopting greater 

technology in the milking shed and beyond, such as cow identification collars, automatic drafting, weighing, cup 

removers, feed systems and teat spraying. The new systems should increase labour productivity on-farm and/or 

allow staff greater time off. One weekend off per month used to be acceptable practice, whereas an average of one day 

off per week (plus annual leave) is now becoming normal.

Of particular note this season was the impact of high cow prices on the ability to recruit 50:50 sharemilkers for 

smaller units (fewer than 250 cows). While most positions were filled, it has often been a struggle to find suitable 

sharemilkers.

Recruiting and retaining staff on-farm, as well as in the wider agribusiness industry, is a perennial issue.

 stocK
The demand for dairy livestock has also increased sharemilker equity. Stock prices in July 2008 were typically as 

follows: six-month old heifers, $950; in-calf heifers, $1900; mixed-age cows, $2200. Demand seems certain to 

continue through 2008/09.

Stock prices have lifted dramatically, to an average of around $2200 for mixed-age cows and $1800 for rising two-

year heifers. As a result, many farmers have now begun to synchronise oestrus and use artificial insemination in their 

yearling heifers to increase the number of quality heifer replacements available for rearing. These will be used either 

to improve the herd by increasing the level of culling or for sale as surplus stock. As a result, more heifers, and 

significantly fewer bull calves, are likely to be reared. 
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Early in the season, there was greater interest in keeping empty cows. However, with the drought, many have been 

culled and not retained for breeding. Also, as a result of high stock prices, some 50:50 sharemilkers have sold their 

herds to capitalise on the high prices and either invested in land ownership or taken management positions on dairy 

farms. The price for 8- to 10-month heifers and export heifers has increased to around $1000 to $1200 per head, 

reflecting the high demand for dairy stock.

 suPPleMentary feed
The use of bought-in feed on dairy farms has increased substantially over the past ten years. The significant increase 

in 2007/08 is due to the dry weather and the high milk payout. On many farms, purchased feed now equals 8 to 

12 percent of total feed used in a standard year. An increasingly high proportion of this is feed that is imported into 

the country (mainly palm kernel but also other feedstuffs such as molasses and tapioca). Imports of palm kernel in 

2007/08 more than doubled from 364 000 tonnes in 2006/07 to 809 000 tonnes, particularly fuelled by demand as a 

result of drought. (See the box and Figure 14.1 below.)

Maize silage in the North Island and other crop silages in the South Island are increasingly popular. The area grown 

for maize silage increased by 43 percent in the 2007/08 season, and this is expected to increase again by 10 to 

20 percent in 2008/09, given increasing demand from the dairy industry. This is despite the unit cost increasing from 

around 25 cents per kilogram of dry matter to 30 to 40 cents per kilogram of dry matter.

There are some concerns that farms are becoming increasingly dependent on supplementary feeds and again could 

face a squeeze if the payouts drop.

PalM Kernel exPeller Meal 

Palm kernel expeller (PKE) is a powdery meal that is rich in oil, protein and energy.  New Zealand 
imports of PKE have grown a thousand-fold between 30 June 2000 and 30 June 2007. PKE is 
normally fed at 2 to 3 kilograms per milking cow per day when required to supplement pasture.

PKE meal is a by-product of the mechanical extraction of palm oil from the fruit and seeds of the 
oil palm tree. The political push for more renewable energy content in automotive fuel 
consumption (primarily in the United States and the European Union) is expected to expand 
future production of palm oil – and the supply of PKE.

As a consequence of the drought, import volumes of PKE tripled to 186 000 tonnes in the March 
2008 quarter compared with 2007, while the import price doubled to $284 per tonne. 

The 510 000 tonnes imported for the nine months to March 2008 would on average have provided 
about 50 days’ ration to the national dairy herd. During the drought, many farmers lifted the PKE 
content to around 50 percent of the daily 12 to 14 kilograms of dry matter required for a milking 
cow at this time of year. 
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 conversions
Farms continue to convert to dairying. Southland industry feedback indicates there will be approximately 100 new 

dairy farms supplying by December 2008, with a similar number again the following season. This increases demand 

for builders and associated trade staff. The rising price of raw materials (steel rose 15 percent in June) and labour is 

pushing up the cost of conversions, which concerns farmers who are converting. 

Equity partnerships are more common, and sought-after managers are employed as equity partners with a 5 to 

15 percent share of the company and an attractive salary.

In Taranaki, there are four to five large conversions of dry stock land to dairy farms, mainly in south Taranaki. These 

will come into production for the 2008/09 season, along with a few smaller conversions or old dairy farms returning 

to dairying. In Taranaki, minimal land is left for conversions from dry stock. There are a lot of run-offs that were 

once small dairy farms that could go back into milking, although these and other small farm blocks tend to be used 

as dairy support blocks with grazing and forage crops. 

In Canterbury, there are around 80 new conversions for the 2008/09 season. They are existing sheep farms, run-offs 

or some arable farms on poorer soils, and most have secure irrigation water. Consultants report unprecedented 

interest through the year for conversion feasibility investigations. Delays in securing building contractors and 

sourcing irrigation equipment are the main constraints.

 figure 14.1: PalM Kernel iMPorts by voluMe and Price
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Some observers in Canterbury feel that the boundaries are being pushed, as dairy expands onto increasingly 

marginal land in climatically challenging parts of the region. Feed supply over the region always fluctuates but has 

always been adequate in years of shortage as other land uses have surpluses and feed is readily traded. However, 

there is some concern that traditional feed surpluses are disappearing, regardless of any changes in climate that may 

be occurring. Sheep and beef farmers are likely to move to fill this gap by planting increased acreages of crops, as 

returns are better than for sheep, while arable farmers are virtually fully engaged in producing feed for dairy systems 

and crops for other uses. 

In the Waikato, more farms are coming into production in the Central Plateau, following conversion from forestry. 

Nine will start production in 2008/09, and a possible 21 in 2009/10.

 environMental issues
Environmental impacts are a major issue within the industry. Considerable work continues around such initiatives as 

the Dairying and Clean Streams Accord, and significant funding from both farmers and other partners is being 

directed into research on practical means to address environmental impacts. Farmers increasingly accept they will 

need to meet high standards of environmental management. Considerable efforts have been made to ensure 

compliance with effluent discharge consents following the publicity surrounding non-compliance. Farmers remain 

concerned at the potential costs associated with constraints on nitrogen leaching, as in the Lake Taupo and Rotorua 

Lakes catchments, and the Emissions Trading Scheme.

 land Prices
In Southland, the price of existing dairy farms has increased by 40 to 50 percent per kilogram of milksolids over the 

past 12 months to around $43 per kilogram of milksolids. The best quality conversion land is selling for $42 000 per 

hectare before conversion costs. Land suitable for run-offs, even on the margins, rose by 60 to 80 percent, to $20 000 

per hectare before development costs. Established run-offs were valued at $30 000 per hectare.

In Taranaki, there has been a high level of farm sales throughout the region. The farms sold will be used as a mix of 

stand-alone dairy farms or dairy support run-offs or amalgamated with a neighbouring farm. Most were purchased 

by existing landowners and the average farm size continues to increase as farm numbers decrease. Land prices have 

increased by around 25 percent over the year, with prices in the range of $32 000 to $62 000 per hectare for dairy or 

good run-off land. This equals $42 to $52 per kilogram of milksolids produced in addition to the cost of dairy 

company shares, stock and plant.

In the Waikato, purchase prices have continued to improve. Prices of $60 per kilogram of milksolids or over $60 000 

per hectare are not uncommon, although the typical value of a Waikato/Bay of Plenty dairy farm is more around 

$40 000 to $50 000 per hectare.

In the lower North Island, the price of dairy farms has also increased significantly over the last 12 months, with some 

increasing by as much as 30 percent. Current average market values are $50 to $55 per kilogram of milksolids in the 

Manawatu region, and $38 to $42 per kilogram of milksolids in the East Coast/Wairarapa regions.
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 Water issues in canterbury continue
On farm practices to improve irrigation water management continues in Canterbury. Farms continue to convert 

from old border dyke to pivot irrigation by building on-farm buffer ponds, despite the inherent loss of land. The level 

of this activity has increased significantly, only held back by the ability to source contractors. Unfortunately, 

conversion to centre pivots also requires the removal of shelter trees, which is a visual change that catches the 

attention of the general public.

Farmers generally accept that volumetric consents and metered supplies will be required in the near future. 

Environment Canterbury’s Natural Resources Regional Plan hearings process has continued throughout the year. 

There is some concern among farmers, especially dairy farmers, about the outcome of the process, especially 

whether the final allocations will be adequate given their current irrigation system and management. 

Individual groundwater irrigators are still working through some very specific issues, depending on their location in 

relation to “red zones” (areas where ground water is deemed to be fully or over-allocated). 

There is a slowly increasing demand to purchase water (by way of transfer of consents) from existing consent 

holders. The nature and extent of such transfers and prices paid and the terms of the transaction are not publicly 

available because there is no mechanism to do this.

 farMer Morale
Farmers are very happy with the current and projected high payouts but, while they have a lot of confidence in their 

industry, this has been dented by the effects of the drought. Their main concerns are around rising costs, over which 

they have little control, and what this might mean when the payouts drop.



Part 3
deer sector
This section provides information on the production and financial status of deer farmers, as well as 

commentary on deer sector issues and developments. 

The deer farm models presented typify an average deer farm within a region. The two deer models (a 

North Island model and a South Island model) represent owner-operated, stand-alone deer farms. 

Each model presents actual figures for 2007/08 and a budget for 2008/09. Budgets are based on farmer 

views collected in May 2008, augmented with input from those servicing the sector. Appendix 2 

contains further information on the models. 
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north island 
deer 15
The North Island deer model farm is a small stand-alone deer farm that is big enough to support a family, does not 

run sheep or beef cattle and is theoretically situated in the central North Island/East Coast/Hawkes Bay region. 

Appendix 2 contains more details about the model farm.

Note: Prior to 2008, the theoretical location of this model farm was near Rotorua, and it incorporated farm 

monitoring data from the Waikato and Bay of Plenty. As a result, comparisons with earlier years need to be treated 

with care.  

 Key Points 
The 2007/08 cash operating surplus of $51 000 was similar to 2006/07. This was the result of significant increases 

in feed- and fuel-related expenditure offsetting increases in revenue.

The 2007/08 net cash income of $155 000 was 4 percent higher than for the previous year. Net cash income would 

have been significantly higher if velvet returns had not been well below earlier expectations.

Venison prices are steadily improving and revenue from the venison herd in 2007/08 was up 26 percent on 

2006/07.

The peak of the venison schedule was higher in 2007 than in 2006 and held for longer. This provided good returns 

for venison producers and allowed late sellers to be rewarded by increasing prices.

2007/08 was a disappointing season for velvet. Pre-season optimism was not realised with average per kilogram 

velvet prices down around 25 percent.

Inconsistent velvet pricing, industry marketing issues and the increasing age of the average deer farmer has started 

to impact on farm decisions, with some farmers reducing their velveting herds in favour of venison production. 

The North Island deer model farm’s budget for 2008/09 is for increased returns, as further gains in venison prices 

and similar velvet prices are expected.

 financial PerforMance of the north island deer Model farM in 2007/08
The cash operating surplus for the North Island deer model farm in 2007/08 was $51 000. This is only slightly higher 

in dollar terms than the cash operating surplus of $50 000 in 2006/07, and static at $23 per deer stock unit for both 

years. Lower velvet returns, increased expenditure for feed, fuel and fertiliser, and overall higher costs of living 

impacted on the resulting cash surplus. See Tables 15.2 and 15.3 for details of the model’s budget and expenditure in 

2007/08.

Unusual weather throughout 2007/08 caused various problems depending on the location of deer farms. Deer 

farmers in the eastern regions of the North Island were still recovering from the effects of the 2007 drought, while 

the 2008 drought particularly affected the central North Island and kept affected deer farmers busy feeding out what 

feed they had on hand. Farmers who got rain in the “green belt” had problems too, with facial eczema in these areas 

severe and some farmers lost stock. Facial eczema had previously not been considered to be a significant animal 

health issue with deer.

›

›

›

›

›

›

›
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 table 15.1: Key ParaMeters, financial results and budget for north island deer Model

 2004/05 2005/06 2006/073 2007/08 2008/09  
     budget

year ended 30 June

Effective area (ha)  140  140  140  140  140

Opening deer stock units 2 184 2 197 2 197 2 197 2 198

Mixed age breeding hinds (head)  440  440  440  440  440

Rising 2-year hinds (head)  100  100  100  100  110

Rising 1-year hinds and stags (head)  446  454  454  454  486

Rising 2-year stags (head)  25  25  25  25  25

Rising 3-year plus stags (head)  80  80  80  80  57

Stocking rate (stock units/ha) 15.6 15.7 15.7 15.7 15.7

faWning1     

Farm average (%)  86  86  86  85  83

Mixed age hinds (%)  88  88  88  88  88

2-year-old hinds (%)  76  76  74  70  65

velvet     

Average price ($/kg)  44  44  100  75  80
Farm average (includes re-growth but excludes  
yearling velvet) (kg/stag) 2.2 2.3 2.5 3.6 3.6

Mixed age stags (kg/stag) 4.0 4.2 4.5 4.7 4.7

3-year-old stags (kg/stag) 3.5 3.7 4.1 4.1 4.1

2-year old stags (kg/stag) 1.8 2.0 2.2 2.4 2.4

carcass Weights     

2-year-old stags (kg)  69  69  70  72  73

Yearling stags (kg)  55  55  56  57  58

incoMe     

Net cash income ($) 103 363 110 632 148 688 155 043 185 440

Farm working expenses ($) 75 404 86 661 98 322 103 828 108 330

Farm profit before tax ($) 3 985  233 23 390 23 523 53 280

Farm surplus for reinvestment2 ($) –36 754 –53 622 –34 140 –14 748 16 627

notes
1 Fawning percentage is live calves available for sale as a percentage of hinds mated.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
3 the differences in velvet and venison carcass weights between 2006/07 and 2007/08 reflect the change in the theoretical location of the model farm and so 
comparisons between these years should be made with care.  
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 revenue uP four Percent

Net cash income for the model was $155 000 in 2007/08 ($71 per deer stock unit), up 4 percent from $149 000. 

Improvements in venison prices received by farmers were somewhat eroded by lighter slaughter weights of yearling 

hinds (25 percent of the model farm’s deer sales), as a result of drought on the east coast in 2007 and in the Bay of 

Plenty/Waikato in 2008, and lower-than-expected velvet returns.

venison Prices are uP and bacK on the Menu

The North Island deer model farm recorded an increase of 26 percent to $146 000 in deer sales revenue from the 

venison herd, compared with 2006/07.

Sale prices of mixed-sex weaners were up $1 per kilogram compared with 2006/07. This was the result of lower 

weaner numbers and early market indications of significantly higher venison schedules. The effect of the drought 

also meant weaner weights in these areas were down by two or three kilograms. 

Table 15.1 shows a small increase in carcass weight for two-year-old and yearling stags. This is a feature of the change 

in the North Island model farm’s theoretical location. However, farmers affected by drought felt that carcass weights 

had dropped around two to four kilograms from 2006/07. Drought-affected farmers killed stock at lighter weights at 

the usual peak of the schedule, and were forced to destock and reduce on-farm feed demands as part of their drought 

management strategy. 

The venison schedule provided higher returns to farmers and continued to strengthen on the improved prices 

received in 2006/07. Through winter, 2007 venison schedules were 50 cents per kilogram higher than the equivalent 

period the previous year and, by spring (the traditional peak period), prices were 65 cents per kilogram higher at 

$6.65 per kilogram. The spring schedule did not decline as usual as the season progressed. Schedules held at these 

levels through summer and autumn and reached $7.00 per kilogram and above by the end of the financial year. This 

flatter schedule gave farmers more flexibility in deciding when to sell stock, while still receiving peak prices. Late 

sellers profited from the strengthening schedule.

Sale values for surplus hinds suitable for breeding increased markedly as a result of the lift in venison prices: 

breeding hinds that made $300 per head in 2006/07 made $425 plus per head in 2007/08. Processors and farmers 

have been willing to pay more due to the increased profitability of venison and expectations of further price 

increases as venison supply falls. The improved hind prices have meant that farmers looking at potential revenue 

from dairy grazing or who want to get out of deer farming have seen an opportunity to quit stock at good prices. 

Although monitored farmers did not reflect significant increases in hind kills, discussion groups and industry are 

quite concerned about this. The industry reports 54 percent of the 633 000 deer processed for the 12 months ended 

29 February 2008 were hinds. This indicates that the deer herd is contracting.
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farMers rePort a lacK of confidence in velvet

The model farm experienced a 39 percent drop in velvet revenue to $26 000 for 2007/08, contributing just 17 percent 

of the model farm’s net cash income in 2007/08, compared with 28 percent in 2006/07. The consistently high 

New Zealand dollar against the Korean won and variable demand contributed to the lower velvet prices.

The average velvet price (excluding spiker) per kilogram for 2007/08 was $75, down 25 percent from $100 in 

2006/07. This average of $75 per kilogram is in line with the industry’s 10-year weighted average but is below what 

farmers require for a reasonable return on their investment. Not only was the velvet price unsatisfactory, the average 

velvet price received greatly varied – monitored farms received from $65 to $95 per kilogram. Farmers also noted 

only small variations in price for different velvet grades. These inconsistencies in velvet pricing have led some 

monitored farmers to alter stocking numbers away from velvet in favour of venison production. 

Table 15.1 shows a 1.1 kilogram increase in the model farm’s average velvet production. This increase is a result of 

the change to the North Island deer model farm’s theoretical location rather than a gain in velvet production in 

2007/08. In fact, for some farmers, the lack of substantial gains in velvet production and the fall in velvet prices had a 

significant impact on farm profitability and negated some of the gains made from improved venison values.

Poorer-than-expected velvet returns, the continued variability of velvet pricing, limited feed availability for older 

stock due to drought and the high feed prices all contributed to the model farm reducing its velveting herd in favour 

of venison production. As a result the model farm ended the year with fewer older stags and increased numbers of 

rising 1-year stags and hinds and rising 2-year hinds. The model’s stocking rate was unchanged and the farm was 

heavily stocked at 15.7 stock units per hectare. These farm management changes have meant a higher cost in deer 

purchasing in 2007/08 compared with 2006/07.

 fuel and feed drive 6 Percent exPenditure increase

Farm working expenses increased 6 percent to $104 000 in 2007/08. This was due to significant price rises for fuel 

(up 23 percent to $10 000) and feed (up 25 percent to $15 000). Usual inflationary price increases of other key 

expenses (for example, electricity, rates and wages) also added to the ever-increasing farm working expenses. 

Fertiliser more than doubled in price during the 2007/08 year to $23 000. Monitored farmers are planning to apply 

fertiliser up to a set dollar amount and have completed below-maintenance fertiliser programmes, many skipping the 

autumn fertiliser dressing and shifting to cheaper sources of phosphate (from Di-ammonium Phosphate (DAP) to 

superphosphate), to keep total fertiliser costs down in a poor-weather season.

Breeding costs for the model farm fell 21 percent to 41 cents per stock unit, while animal health costs increased 

9 percent to $6000, due mainly to inflationary price rises. The industry reports that less artificial insemination 

occurred in 2007/08 than was initially anticipated, as hinds were below optimal condition as a result of the drought. 

However, industry sources report that more farmers are experimenting with this technology, although on fewer 

animals. Changes to bovine tuberculosis (Tb) testing have also moderated animal health costs. Triennial testing for 
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Tb in low-risk areas has been introduced in place of biennial testing and the existing sample testing regime has been 

retained. 

High demand for supplementary feed, due to the combined effects of the drought and the higher dairy payout, 

pushed feed costs up significantly. Deer farmers looked for cheaper options to keep expenses down and also 

experienced difficulty in sourcing the higher-priced silage. This is reflected in the 150 percent increase for “other 

feed” to about $4000 in the 2007/08 North Island deer model.

Bucking the trend of the increasing business costs, repairs and maintenance expenditure is down 20 percent to $7000 

on 2006/07 figures. This is a deliberate measure by farmers to balance the books in the short term.

 net result siMilar to Previous year

Farm profit before tax in 2007/08 was $24 000 or $11 per deer stock unit. This was only slightly up on the model 

farm’s 2006/07 result of $23 000. Taxation has increased markedly to $9000 in 2007/08 compared with less than 

$1000 in 2006/07.  The tax payment in 2007/08 includes $4500 of terminal tax resulting from the increase in taxable 

income in 2006/07 from the very low levels in prior years.  As a result farm profit after tax fell 37 percent or $8000 to 

just $14 000 in 2007/08.

Personal drawings increased $1700 in 2007/08 compared with 2006/07. Drawings of $38 000 are low compared with 

other pastoral models, with living costs being supplimented by off-farm income.

Development costs of $800 are minimal and reflect the relative lack of profitability of this model as a farming 

business. Despite the current good venison prices, this model farm suffers from a lack of scale and the adverse 

impacts of rising input costs. 

 budget financial PerforMance of the north island deer Model farM in 2008/09
The expected cash operating surplus for the North Island deer model farm in 2008/09 is expected to improve 

51 percent to $77 000 ($35 per deer stock unit). The main drivers are continued rises in venison prices, and less need 

for and a lower cost of bought-in feed, both of which were driven up in 2007/08 by drought. Farm management 

changes to favour venison production rather than velvet will also contribute to North Island deer farmers’ improved 

cash operating surplus. See Tables 15.2 and 15.3 for details of the model’s budget and expenditure in 2008/09. This 

budget was compiled in June 2008 and is based on farmer and industry expectations at that time.

 rising revenue for deer farMers

The model farm’s net cash income is expected to increase 20 percent to $185 000 ($84 per deer stock unit) in 

2008/09.

venison Production and Prices exPected to increase

The model’s venison sales revenue for 2008/09 is expected to rise 19 percent to $174 000 ($79 per deer stock unit). 
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Venison producers are optimistic about better venison returns and a more stable, longer peak in the schedule. 

Farmers anticipate a season average price of $7.50 to $8.00 per kilogram for 2008/09.

Liveweight production is also expected to improve coming out of a drought year. 

farMers exPect velvet Price to rise slightly

The model farm’s budget for 2008/09 is for a 7 percent increase in velvet prices from an average of $75 per kilogram 

in 2007/08 to $80 per kilogram. This modest budget possibly reflects deer farmer optimism and velvet price 

variability. 

Unless velvet values return to 2006/07 levels (average prices of around $100 per kilogram), deer farmers are expected 

to further rationalise their velveting herds and cull lower-yielding stags.

 exPenditure uP 

The 2008/09 budget for the model farm is for total farm working expenses to increase 4 percent to $108 000. The 

most significant increases in expenditure are expected for fertiliser (up 25 percent to $29 000), lime (up 32 percent to 

$2000), freight (up 15 percent to $1000), regrassing (up 20 percent to $3000), and fuel (up 15 percent to $12 000).

Fertiliser price increases reflect increased global demand driven by high commodity prices and the biofuel industry. 

The physical constraints on the speed with which the fertiliser industry can increase production are also contributing 

to these substantial price increases. Farmers are looking at changing to cheaper fertiliser products, minimising waste 

and using more lime to meet nutrient demands.

Price increases in freight are directly related to increased fuel prices, as transport companies pass on their increased 

fuel costs to consumers. 

Regrassing and weed and pest expenses are expected to increase due to poor germination of new pasture and crops 

as a result of droughts around the North Island. 

 net result Much iMProved

Farm profit before tax is expected to increase 127 percent to $53 000 ($24 per deer stock unit) in 2008/09 as a result 

of improving venison prices and expenditure holding fairly constant. Taxation falls to $3000 but the expected 

increase in income in 2008/09 means that there will be terminal tax of $5000 payable in 2009/10. The combined 

impact of increasing income and falling tax means that farm profit after tax is expected to increase by $35 000, or 

252 percent to $50 000 in 2008/09.
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 figure 15.1: north island deer Model farM Profitability trends
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maF monitoring reports; 2005 to 2008.
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 2007/08 2008/09 budget

 Whole  Per  Per deer Whole  Per Per deer 
 farM ha stocK unit farM ha stocK unit 
 ($)  ($) ($)  ($) ($) ($)

revenue

Deer sales  146 101 1 044 66.50  174 358 1 245 79.32

Velvet (per stag stock unit)  25 706  184 37.61  27 530 197 42.91

Other farm income   0  0 0.00   0 0 0.00

less:      

Deer purchases  16 764  120 7.63  16 448 117 7.48

Net cash income  155 043 1 107 70.57  185 440 1,325 84.36

Farm working expenses  103 828  742 47.26  108 330 774 49.28

Cash operating surplus  51 215  366 23.31  77 110 551 35.08

Interest  18 461  132 8.40  17 920 128 8.15

Rent and/or leases   0  0 0.00   0 0 0.00

Stock value adjustment –2 279 –16 –1.04   0 0 0.00

Minus depreciation  6 953  50 3.16  5 910 42 2.69

Farm profit before tax  23 523  168 10.71  53 280 381 24.24

Taxation  9 302  66 4.23  3 217 23 1.46

Farm profit after tax  14 220  102 6.47  50 063 358 22.78

Add back depreciation  6 953  50 3.16  5 910 42 2.69

Reverse stock value adjustment  2 279  16 1.04   0 0 0.00

Off-farm income  28 875  206 13.14  28 875 206 13.14

Discretionary cash  52 327  374 23.82  84 848 606 38.60

aPPlied to:      

Net capital purchases  10 000  71 4.55   0 0 0.00

Development   800  6 0.36   640 5 0.29

Principal repayments  8 653  62 3.94  10 034 72 4.57

Drawings  38 200  273 17.39  39 346 281 17.90

New borrowings  10 000  71 4.55   0 0 0.00

Introduced funds   0  0 0.00   0 0 0.00

Cash surplus/deficit  4 673  33 2.13  34 828 249 15.84

      

Farm surplus for reinvestment1 –14 748 –105 –6.71  16 627 119 7.56

assets and liabilities      

Farm, forest and building (opening) 2 564 100 18 315 1 167.14 2 564 100 18,315 1 166.51

Plant and machinery (opening)   46 350  331 21.10  39 398 281 17.92

Stock valuation (opening)  320 705 2 291 145.98  318 426 2 274 144.86

Other farm related investments (opening)   0  0 0.00   0 0 0.00

Total farm assets (opening) 2 931 155 20 937 1 334.22 2 921 924 20 871 1 329.30

Total liabilities (opening)  217 185 1 551 98.86  218 532 1,561 99.42

Total equity (assets-liabilities)  2 713 970 19 386 1 235.36 2 703 392 19 310 1 229.88

note
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

 table 15.2: north island deer Model budget 
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 table 15.3: north island deer Model exPenditure 

 2007/08                                  2008/09 budget

 Whole Per Per deer Whole Per Per deer 
 farM ha stocK unit farM ha stocK unit 
 ($) ($) ($) ($) ($) ($)

farM WorKing exPenses       

Permanent wages   0  0 0.00   0  0 0.00

Casual wages  6 400  46 2.91  6 592  47 3.00

ACC   167  1 0.08   156  1 0.07

Total labour expenses  6 567  47 2.99  6 748  48 3.07

Animal health  6 000  43 2.73  6 240  45 2.84

Breeding   900  6 0.41   927  7 0.42

Electricity  3 080  22 1.40  3 172  23 1.44

Feed (hay and silage)  7 696  55 3.50  6 926  49 3.15

Feed (feed crops)  4 175  30 1.90  3 758  27 1.71

Feed (grazing)   0  0 0.00   0  0 0.00

Feed (other)  3 500  25 1.59  1 750  13 0.80

Fertiliser  23 321  167 10.62  29 045  207 13.21

Lime  1 656  12 0.75  2 190  16 1.00

Freight (not elsewhere deducted)   900  6 0.41  1 035  7 0.47

Regrassing costs  2 134  15 0.97  2 561  18 1.17

Weed and pest control  1 600  11 0.73  1 792  13 0.82

Fuel  10 000  71 4.55  11 500  82 5.23

Vehicle costs (excluding fuel)  5 500  39 2.50  5 610  40 2.55

Repairs and maintenance  6 900  49 3.14  6 900  49 3.14

Total other working expenses  77 362  553 35.21  83 406  596 37.94

Communication costs (phone and mail)  2 500  18 1.14  2 550  18 1.16

Accountancy  2 700  19 1.23  2 754  20 1.25

Legal and consultancy  1 100  8 0.50  1 133  8 0.52

Other administration   0  0 0.00   0  0 0.00

Rates  5 880  42 2.68  6 174  44 2.81

Insurance  3 450  25 1.57  3 450  25 1.57

Water charges (irrigation)   0  0 0.00   0  0 0.00

Other expenditure1  4 268  30 1.94  2 115  15 0.96

Total overhead expenses  19 898  142 9.06  18 176  130 8.27

Total farm working expenses  103 828  742 47.26  108 330  774 49.28

Wages of management  60 312  431 27.45  60 219  430 27.40

Depreciation  6 953  50 3.16  5 910  42 2.69

Total farm operating expenses  171 092 1 222 77.88  174 459 1 246 79.41

calculated ratios

Economic farm surplus (EFS2)  41 983 300 19.11  71 200 509 32.39

Farm working expenses/NCI3 67%   58%  

EFS/total farm assets 1.4%   2.4%  

EFS less interest and lease/equity 0.9%   2.0%  

Interest + rent + lease/NCI 11.9%   9.7%  

EFS/NCI 27.1%   38.4%  

notes

1 includes the accident compensation corporation (acc) employer levy.     

2 eFs (or earnings before interest and tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less 

wages of management (Wom). Wom is calculated as follows: $38 000 allowance for labour input plus 1% of opening total farm assets to a maximum of $85 000.  

3 net cash income.
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south island 
deer 16
This model represents deer farms in Southland and south Otago that stock deer only. Appendix 2 contains more 

detail about the model farm.

 Key Points 
The venison schedule held above $6.30 per kilogram for most of the 2007/08 production season, which is well 

above the prices achieved in 2006/07.

Farmer confidence in venison has returned due to early announcements of higher spring contracts in 2008/09 and 

subsequent strength in the traditional frozen supply period.

The velvet price in 2007/08 was down 21 percent on 2006/07 to $75 per kilogram.

The cash operating surplus increased 30 percent to $118 000 in 2007/08.

The dry conditions throughout the South Island affected production in 2007/08 and will have consequences in the 

2008/09 season, particularly for reproductive rates.

Farm surplus for reinvestment in 2007/08 increased to $28 000, up 158 percent on 2006/07.

Equity increased 96 percent to $4.5 million in the year ended 30 June 2008 due to the demand for land suitable for 

dairy conversion or dairy support.

 financial PerforMance of the south island deer Model farM in 2007/08
The 2007/08 cash operating surplus for the South Island deer model farm was $118 000 ($42 per stock unit). This 

was an improvement of 30 percent on 2006/07.

See Tables 16.2 and 16.3 for details of the model’s budget and expenditure in 2007/08.

 revenue iMProves thanKs to venison Price buoyancy

Net cash income increased 24 percent to $228 000 ($80 per stock unit) in 2007/08. This was the second consecutive 

year that net cash income improved and was due to higher and more sustained venison prices throughout the 

season. The fawning percentages were also up slightly in both mixed-age hinds and 2-year-old hinds (to 87 and 

78 percent, respectively).

venison Price rises to More than $7.00 Per KilograM

The venison price was above $5.50 per kilogram in early spring and climbed to stay above $6.50 per kilogram for the 

summer of 2008. The venison price then increased again in the autumn of 2008 to above $7.00 per kilogram. This is 

35 to 45 percent above the corresponding autumn schedule in 2006/07. Farmers, in general, are quietly optimistic 

about venison prices going into the 2008/09 season. The average rising 1-year stag returned $333 per head in 

2007/08 compared with $272 per head in 2006/07, representing a 22 percent increase.

Stag carcass weights stayed remarkably constant for the model. Improved carcass weights and earlier kill dates 

remain a target for the industry. However, both were adversely affected by climatic conditions this season. A cool 

spring and very dry summer reduced feed levels.

›

›

›

›

›

›

›
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 table 16.1: Key ParaMeters, financial results and budget for south island deer Model

 2004/05 2005/06 2006/07 2007/08 2008/09  
     budget

year ended 30 June

Effective area (ha) 180 180 180 180 180

Opening deer stock units  2 832  2 860  2 752  2 848  2 748

Mixed age breeding hinds (head) 540 540 540 563 568

Rising 2-year hinds (head) 130 130 100 100 82

Rising 1-year hinds and stags (head) 560 552 564 538 514

Rising 2-year stags (head) 60 65 50 81 78

Rising 3-year plus stags (head) 105 95 104 119 109

Stocking rate (stock units/ha) 15.7 15.9 15.3 15.8 15.3

faWning1     

Farm average (%) 84 84 84 86 85

Mixed age hinds (%) 86 87 86 87 86

2-year-old hinds (%) 74 72 74 78 79

velvet     

Average price ($/kg) 42 42 95 75 78

Farm average (includes re-growth but excludes  

yearling velvet) (kg/stag) 3.1 3.0 3.4 3.7 3.7

Mixed age stags (kg/stag) 4.0 4.0 4.3 4.7 4.7

3-year-old stags (kg/stag) 3.0 2.9 3.6 3.9 3.9

2-year old stags (kg/stag) 1.8 1.8 2.3 2.7 2.7

carcass Weights     

2-year-old stags (kg) 65 65 65 65 65

Yearling stags (kg) 55 56 55 55 55

incoMe     

Net cash income ($)  143 681  142 508  183 216  227 602  234 245

Farm working expenses ($)  95 901  78 230  92 254  109 172  116 902

Farm profit before tax ($)  7 834  12 500  51 088  53 222  63 697

Farm surplus for reinvestment2 ($) –31 278 –15 104  10 952  28 258  26 881

notes
1 Fawning percentage is live calves available for sale as a percentage of hinds mated.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings.  
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Even farmers in areas with normally reliable summer rainfall had reduced pasture growth leading to reduced 

yearling growth rates and consequently later killing dates. This actually helped the average sale price that farmers 

received in 2007/08, as deer killed later in the summer and autumn benefited from a rising venison schedule.

Some farms that traditionally buy weaners to finish over winter held off purchasing their usual numbers due to a lack 

of pasture cover, fewer stored supplements and only average to below-average brassica crop yields. This held store 

weaner prices down in autumn 2008, but the price is likely to escalate in late winter when feed starts to come away 

and contract prices are still high.

The dairy industry provides a ready market for the feed on deer farms. Many farmers are working out how much 

profit per kilogram of dry matter they are making and carefully considering what mix of systems will be most 

profitable on their farms.

velvet Price falls

The model farm’s average net velvet price in 2007/08 was $75 per kilogram, equivalent to the weighted average pool 

price for the season. This was 21 percent down on the 2006/07 average price. Production per head was up slightly. 

Farmers who farm primarily for velvet generally feed appropriately, select for genetic gain and harvest velvet at the 

optimal time. On farms where velvet is not a focus, grade quality and subsequently price can suffer. Velvet made up 

17 percent of the model farm’s net cash income. 

off-farM incoMe still iMPortant

Although it only made up the equivalent of 9 percent of net cash income, off-farm income continues to be a feature 

of this model, with $21 000 of off-farm income in 2007/08.

 exPenditure increases inevitable

In the past three seasons, deer farmers have trimmed their costs to bare maintenance. With the improvement in 

venison returns, some full maintenance expenditure resumed, but the major increase in total farm working 

expenditure was due to the increasing cost of inputs. Farm working expenditure was $109 000 ($38 per stock unit) 

and accounted for 48 percent of net cash income in 2007/08.

The most notable total increases during 2007/08 reflected the rising price of fuel, fertiliser and feed. Increases in fuel 

price affect many other farm inputs, such as contractor prices, freight and fertiliser spreading. Major items to 

increase in 2007/08 compared with 2006/07 were electricity (up 63 percent to $5000), feed (up 37 percent overall to 

$20 000) and fuel (up 24 percent to $10 000). One of the few categories to reduce was repairs and maintenance 

(down 57 percent to $4000), as farmers stopped other than essential repairs.  

Feed costs increased due to a cool spring and then a dry summer in some areas. Hay and silage yields were well 

down on previous years. This resulted in more feed, such as baleage and grain, being purchased.
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Fertiliser and lime expenditure stayed at similar levels to 2006/07 at $6.50 per stock unit, but this represented a 

reduction in the total tonnage applied. The increasing price of Di-ammonium Phosphate (DAP), which farmers use 

on feed crops or new grass, encouraged farmers to look at other ways of applying nitrogen and phosphate, such as 

urea plus superphosphate.

Expenditure on overheads continued to increase in areas such as insurance premiums, rates and professional fees 

(lawyers and accountants).

debt servicing readJusted

The South Island deer model farm has adjusted its total amount of debt in line with industry recommendations and 

monitored farms. The model has $447 000 ($248 per hectare) of term debt on a mixture of fixed and floating interest 

rates, giving an average interest rate in 2007/08 of 8.6 percent. The overdraft interest rate was 12 percent. No 

principal was repaid.

 net result uP 4 Percent

Due to the increase in venison income, farm profit before tax was up 4 percent to $53 000 in 2007/08. After adjusting 

for capital purchases, development and drawings and the addition of $21 000 of off-farm income, the model made a 

cash surplus of $46 000. This was a welcome return to profitability for the deer sector.

 budget financial PerforMance of the south island deer Model farM in 2008/09
The cash operating surplus is expected to decrease 1 percent to $117 000 in 2008/09 ($43 per stock unit). See Tables 

16.2 and 16.3 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in June 2008 

and is based on farmer and industry expectations at that time.

 net cash incoMe uP

Confidence in the venison schedule and hope that the velvet price will improve slightly means the model farm’s net 

cash income is expected to increase 3 percent to $234 000 in 2008/09. Farm working expenditure is expected to rise 

due to increases in the prices of fuel, fertiliser and feed, giving a cash operating surplus of $117 000, similar to 

2007/08.

venison Prices exPected to reMain uP

Venison was over $7 per kilogram in the late autumn of 2008. Farmers are expecting an increase of at least 10 to 

15 percent in the average schedule throughout the season.

Rising 1-year stags are expected to net $381 per head, giving an average price per kilogram of $6.90 for a 55.2 

kilogram carcass.

Fawning is expected to be similar to 2007, at 86 percent in the mixed-age hinds. The total number of deer carried 

will also stay at similar levels.
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velvet Prices exPected to be steady

Farmers expect the velvet price to increase 4 percent to $78 per kilogram, based on reduced volumes, rather than 

clear marketing signals. Positive signs for velvet include a softening New Zealand currency and an anticipated low 

throughput of velvet in 2008/09.

 exPenditure continues to rise

Despite the best efforts of deer farmers to keep a lid on costs, the average farm working expenditure is expected to 

rise 7 percent to $43 per stock unit. Farm working expenditure is expected to be $117 000, accounting for 50 percent 

of net cash income.

As in 2007/08, feed, fertiliser, fuel and vehicle costs will be major expense items and together comprise 55 percent of 

all farm working expenditure.

The increasing cost of fuel also affects other farm working expenses, such as contracting rates, freight on inputs and 

fertiliser spreading.

Most farmers intend to apply fertiliser. However, they will spend to a total budgeted dollar amount rather than 

applying a set volume of fertiliser. This means fewer tonnes will be applied to keep costs under control. Full 

maintenance fertiliser will go on feed crops and new grass paddocks.

Spring growth in 2008/09 needs to be at least average to give pasture covers a chance to reach targets and to replenish 

supplementary feed reserves. Farmers expect an average season with less reliance on bought-in feed. However, any 

feed that is bought in will cost more due to strong competition from the dairy industry for hay, silage, baleage and 

grain.

Farmers plan to keep expenditure on capital purchases and development low. These rates are below maintenance and 

may mean more repairs and maintenance will be required in the long term.

Drawings will increase in line with increases in food prices and general inflation.

 net results siMilar

The farm surplus for reinvestment is predicted to be $27 000, a decrease of 5 percent. However, the cash surplus, 

after limited discretionary spending, is expected to increase 4 percent to $48 000.

This model has experienced a tremendous increase in land value. The land and buildings as at 1 July 2008 were worth 

$4 500 000. This corresponds to a 96 percent increase in equity over the past season, but reduces the return on capital 

to 2 percent.
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The increase in land price was driven by dairy conversion potential, dairy run-off potential and “cashed up” farmers 

looking for bigger units on the hills. Another factor is the growing number of established deer farmers reaching an 

age where retirement decisions also feature in land sales. Increasing land prices have encouraged some older farmers 

to take “early retirement” with the benefit of high levels of equity, and this has increased the number of farm sales. 

This also has significant industry impacts, as capital stock is sent for slaughter rather than being sold in a difficult live 

sale market. The industry is very concerned with this trend and its potential impact on venison supply.

 figure 16.1: south island deer Model farM Profitability trends
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 2007/08 2008/09 budget

 Whole  Per  Per deer Whole  Per Per deer 
 farM ha stocK unit farM ha stocK unit 
 ($)  ($) ($)  ($) ($) ($)

revenue

Deer sales  186 421 1 036 65.46  189 892 1 055  69.10

Velvet (per stag stock unit)  39 281  218 39.26  40 853  227  43.08

Other farm income  6 900  38 2.42  8 500  47  3.09

less:      

Deer purchases  5 000  28 1.76  5 000  28  1.82

Net cash income  227 602 1 264 79.92  234 245 1 301  85.24

Farm working expenses  109 172  607 38.34  116 902  649  42.54

Cash operating surplus  118 430  658 41.59  117 342  652  42.70

Interest  41 021  228 14.40  41 423  230  15.07

Rent and/or leases   0  0 0.00   0  0  0.00

Stock value adjustment –13 282 –74 –4.66 –1 622 –9 –0.59

Minus depreciation  10 905  61 3.83  10 600  59  3.86

Farm profit before tax  53 222  296 18.69  63 697  354  23.18

Taxation  9 627  53 3.38  7 038  39  2.56

Farm profit after tax  43 595  242 15.31  56 659  315  20.62

Add back depreciation  10 905  61 3.83  10 600  59  3.86

Reverse stock value adjustment  13 282  74 4.66  1 622  9  0.59

Off-farm income  20 600  114 7.23  23 000  128  8.37

Discretionary cash  88 382  491 31.04  91 881  510  33.44

aPPlied to:      

Net capital purchases  1 500  8 0.53   600  3  0.22

Development  1 200  7 0.42  1 200  7  0.44

Principal repayments   0  0 0.00   0  0  0.00

Drawings  39 524  220 13.88  42 000  233  15.28

New borrowings   0  0 0.00   0  0  0.00

Introduced funds   0  0 0.00   0  0  0.00

Cash surplus/deficit  46 158  256 16.21  48 081  267  17.50

Farm surplus for reinvestment1  28 258  157 9.92  26 881  149  9.78

assets and liabilities       

Farm, forest & building (opening) 2 250 000 12 500 790.11 4 500 000 25 000 1 637.55

Plant and machinery (opening)   107 036  595 37.59  97 631  542  35.53

Stock valuation (opening)  420 049 2 334 147.50  406 767 2 260  148.02

Other farm related investments (opening)    0  0 0.00   0  0  0.00

Total farm assets (opening) 2 777 085 15 428 975.20 5 004 398 27 802 1 821.11

Total liabilities (opening)  467 000 2 594 163.99  467 000 2 594  169.94

Total equity (assets-liabilities)  2 310 085 12 834 811.21 4 537 398 25 208 1 651.16

note
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

 table 16.2: south island deer Model budget 



south island deer119

 table 16.3: south island deer Model exPenditure 

 2007/08                                  2008/09 budget

 Whole Per Per deer Whole Per Per deer 
 farM ha stocK unit farM ha stocK unit 
 ($) ($)  ($) ($) ($) ($)

farM WorKing exPenses       

Permanent wages   0  0 0.00   0  0 0.00

Casual wages  3 417  19 1.20  3 400  19 1.24

ACC   68  0 0.02   81  0 0.03

Total labour expenses  3 485  19 1.22  3 481  19 1.27

Animal health  7 205  40 2.53  6 952  39 2.53

Breeding   570  3 0.20  1 924  11 0.70

Electricity  5 325  30 1.87  5 950  33 2.17

Feed (hay and silage)  11 191  62 3.93  12 478  69 4.54

Feed (feed crops)  3 780  21 1.33  3 900  22 1.42

Feed (grazing)   0  0 0.00   0  0 0.00

Feed (other)  5 488  30 1.93  4 251  24 1.55

Fertiliser  15 126  84 5.31  19 724  110 7.18

Lime  3 381  19 1.19  2 280  13 0.83

Freight (not elsewhere deducted)  1 902  11 0.67  2 402  13 0.87

Regrassing costs  2 715  15 0.95  2 700  15 0.98

Weed and pest control  3 018  17 1.06  2 800  16 1.02

Fuel  10 125  56 3.56  13 125  73 4.78

Vehicle costs (excluding fuel)  7 543  42 2.65  7 600  42 2.77

Repairs and maintenance  3 750  21 1.32  7 700  43 2.80

Total other working expenses  81 119  451 28.49  93 786  521 34.13

Communication costs (phone and mail)  2 094  12 0.74  2 100  12 0.76

Accountancy  2 379  13 0.84  2 400  13 0.87

Legal and consultancy  2 088  12 0.73  2 200  12 0.80

Other administration  1 018  6 0.36  1 000  6 0.36

Rates  4 591  26 1.61  4 700  26 1.71

Insurance  4 505  25 1.58  4 595  26 1.67

Water charges (irrigation)   0  0 0.00   0  0 0.00

Other expenditure1  7 893  44 2.77  2 640  15 0.96

Total overhead expenses  24 568  136 8.63  19 635  109 7.15

Total farm working expenses  109 172  607 38.34  116 902  649 42.54

Wages of management  58 771  327 20.64  75 000  417 27.29

Depreciation  10 905  61 3.83  10 600  59 3.86

Total farm operating expenses  178 848  994 62.80  202 502 1 125 71.11

calculated ratios

Economic farm surplus (EFS2)  94 243 524 33.09  105 120 584 38.25

Farm working expenses/NCI3 48%   50%  

EFS/total farm assets 3.4%   2.1%  

EFS less interest and lease/equity 2.3%   1.4%  

Interest + rent + lease/NCI 18.0%   17.7%  

EFS/NCI 41.4%   44.9%  

notes

1 includes the accident compensation corporation (acc) employer levy.     

2 eFs (or earnings before interest and tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less 

wages of management (Wom). Wom is calculated as follows: $38 000 allowance for labour input plus 1% of opening total farm assets to a maximum of $85 000.

3 net cash income.
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17deer sector
issues and develoPMents

 dairy industry offers deer farMers a Profitable alternative
Deer farmers continue to leave the industry. Statistics New Zealand reports in the Agriculture Production Census 

2007 that deer numbers fell from 1.6 million in 2006 to 1.4 million in 2007. In addition, the number of deer mated in 

2007 (680 000) was 8 percent fewer than in 2006. 

The deer industry has slowly eroded over the past few years, with the average deer farmer’s age moving closer to 

retirement and dairy grazing or dairy conversion becoming very tempting. While the North Island deer farmers 

monitored have either kept stock numbers the same or made marginal increases, many deer farmers are beginning to 

consider whether to convert to dairying or are re-evaluating their livestock mix. The South Island deer model in 

particular is showing the effects of dairying profitability, with its land value increasing about 100 percent compared 

with the 2007/08 season. 

Farmers are concerned that increased hind kills and capital stock slaughter is in part a flow-on effect of a booming 

dairy industry. Farmers expect it will adversely impact on the deer industry’s ability to sufficiently supply venison 

and meet market demand. Deer Industry New Zealand already reports that production shortages are beginning to 

frustrate some North American and European buyers.

 long-terM ProsPects for the industry
Following basic supply and demand principles, the long-term prospects for committed deer farmers appear to be 

good. As more farmers leave the deer industry, supply falls while demand for venison overseas is slowly increasing 

due to well-directed marketing programmes and increasing commodity prices. However, the industry is cautious 

that venison production does not drop too much further, otherwise venison could become overpriced.

The long-term prospects for velvet producers are variable. If stability in velvet pricing cannot be achieved, farmers 

are likely to reduce velvet herds and put more energy into venison production, as is currently being seen.

Small family-owned deer farms are losing their appeal. Some deer farmers have commented that their children are 

not interested in farming deer. Fewer, larger farm operations will result, as smaller farms cash up while good land 

prices, dairy land-use pressures and good venison prices remain. Anecdotal comments from industry sources 

suggest those staying in the deer industry are looking to expand. The South Island’s dominance is expected to 

continue, with 69 percent of the national deer herd currently located there.

Productivity gains through science-based programmes and genetic monitoring are contributing to the industry’s 

longevity. Deer industry “focus farms” are working to improve performance and environmental best practice 

standards. The original focus farms in Otago and Southland have run for three years and a further four throughout 

New Zealand are operating in Rotorua, central Hawkes Bay, north Canterbury and south Canterbury. “Making the 

Difference” focus-farm projects are also aiming to increase carcass weights by 1 kilogram per year over the next five 

years. Productivity gains in deer are essential for the deer industry’s future competitiveness. 
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In addition to farmed venison and velvet production, a small but vibrant trophy stag market has developed, which 

will add another dimension to the industry. Safari outfitting and hunting in New Zealand has a good reputation for 

quality and this niche market looks to become well established.

 velvet develoPMents
Velvet price variability is a key issue for the industry. The Velconz model lacked the support it needed, with less 

velvet sold (271 tonnes) than was targeted (280 tonnes). This has sparked a review by PGG Wrightson of the Velconz 

model. 

Velvet prices did not meet expectations at early sales, which caused a substantial amount of product to be passed in. 

However, later in the year, velveters received good news with the development of fixed-price contracts with a 

Chinese consortium (a first for the New Zealand velvet industry), which led to increased volume being sold. 

Deer Industry New Zealand (DINZ) reports that, anecdotally, only a relatively small quantity of velvet is still on-

farm and only a small quantity remains unsold at the pool. DINZ’s levy income is down by approximately 15 percent 

compared with 2006/07 and it is unclear whether this is due to the late, unusual velvet season or lower velvet 

production.

Uncertainty exists about future velvet prices and producers feel that at least $100 per kilogram is required to keep 

velveters from changing to alternative deer or other livestock systems. However, some velvet producers are 

enthusiastic and passionate about their product and they are working together to develop more markets for velvet, 

such as wound healing and pet health.

Velvet’s traditional use in oriental medicine should benefit deer farmers under the China–New Zealand Free Trade 

Agreement, as all tariffs will be reviewed and removed by 2012.

 deer health initiatives
Johnes disease, bovine tuberculosis (Tb) and drench resistance are still key health issues affecting deer. Johnes 

Management Limited continues to fight the incidence of Johnes disease and is putting together a network of 

veterinarians and information to help farmers manage the disease. Tb is still an issue, though decreasing in 

incidence. Drench-resistance research continues.

 labour
Some deer farmers and the industry continue to express concern at the increasing age of deer farmers and lack of 

veterinarians skilled in deer matters. Reasons given for the lack of labour succession planning are the boom-bust 

history of deer farming revenues, the perception that the dairy industry is more lucrative, and health and safety 

issues in handling large animals. 
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 closure of venison Processing Plants
Silver Fern Farms recently announced the closure of its Oringi plant in the North Island at Dannevirke and its 

Burnside venison processing plant near Dunedin. The Burnside plant employed 138 staff in its venison processing 

facility, cold storage facility and tannery. The predicted drop in deer and lamb numbers for processing was one of the 

key reasons for this rationalisation.

Silver Fern Farms has assured South Island suppliers that its four other South Island venison processing facilities 

have sufficient capacity to handle the continued deer kill. North Island deer farmers have reported they are confident 

that additional capacity is available if needed, despite the Dannevirke closure.

 environMental Pressures increase 
Increasingly more pressure is coming on deer farmers to improve environmental performance, especially around 

water quality. Southland farmers are conscious of the need to exclude stock from waterways when strip grazing 

during winter. South Island farmers are dominating deer industry environmental awards and many Southland 

farmers are reporting a higher use of nutrient budgeting. 



Part 4
sheeP and beef sector
This section provides information on the production and financial status of sheep and beef farmers 

and commentary on issues and developments in the sheep and beef sector.

Sheep and beef farm models are presented that typify an average sheep and beef farm within a region. 

Each model presents actual figures for 2007/08 and a budget for 2008/09.

Since 2007, the Meat & Wool New Zealand Ltd (M&WNZ) sheep and beef farm survey data has been 

the basis for the models. To create the final model, the data from this survey is augmented with input 

from farmers and those servicing the sectors.

To provide a comprehensive picture of what is occurring on high country land in the South Island, the 

South Island merino model has been replaced with the South Island high country model. A comment 

on the merino industry is also included in the chapter. For more information about the models, see 

Appendix 2.

Caution should be taken when comparing data in this report with data prior to 2005/06. Generally, 

the 2005/06 values in the parameter tables and graphs are based on recalculated budgets using the 

M&WNZ farm survey data. For models that changed significantly, only data from 2005/06 is shown 

in the tables and graphs.

 
stoP Press 
At the time of publishing, there is significant uncertainty about the world economic situation, 
making predictions for 2008/09 very difficult. Price expectations for New Zealand’s agricultural 
commodities in export markets are generally lower than initially anticipated due to the widening 
economic downturn emanating from the global financial crisis. However, the falling exchange 
rate in October and November 2008 may offset some of the weakening in international market 
prices. Faced with such uncertainty farmers are expected to defer decisions where this is possible 
until their likely returns become clear. These sheep and beef farm models were prepared in 
August 2008 and are based on farmer and industry expectations at that time. 
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18northland
sheeP and beef

The Northland sheep and beef model farm represents 983 intensive finishing farms from Auckland north. The model 

farm is a family partnership that employs casual labour. The cattle to sheep ratio is high with cattle making up 

75 percent of total stock units.

Several key expense items have been altered from the previous report to more accurately reflect farmers’ decisions in 

the 2007/08 budget. Where appropriate, these items were also applied retrospectively to the 2006/07 budget. All 

tables in this chapter have been updated to reflect these changes.

 Key Points
The cash operating surplus for the Northland sheep and beef model farm was up a modest 3 percent to $98 000 in 

2007/08 compared with 2006/07, but it is expected to improve a further 23 percent to $121 000 in 2008/09.

Net cash income improved 3 percent in 2007/08 compared with 2006/07 and is expected to improve a further 

15 percent in 2008/09. This improvement is a result of an expected fall in the exchange rate and higher global meat 

prices, which translate to higher farm gate prices for both sheep and cattle.

Farm working expenses continue their upward trend. This trend is driven predominantly, in both the actual and 

budget periods, by higher fuel, freight and fertiliser costs. In 2007/08, the increase was 3 percent while in 2008/09 

it is expected to be a further 9 percent.

Farmers on the model farm continue to mine the fertility of the farm’s soil by applying fertiliser at less-than-

maintenance levels in an attempt to constrain fertiliser expenditure. In 2007/08, this was necessary because of 

continued poor returns from sheep and beef farming. In 2008/09 reduced fertiliser use is expected because of 

further substantial increases in fertiliser prices.

Farmer confidence in the sector remains at a low ebb, primarily because of continued poor returns from sheep. 

This is exacerbated by the good returns currently enjoyed by the dairy sector and has resulted in increasing 

numbers of Northland farmers including a proportion of dairy support in their farm policies.

Land prices in the Northland sheep and beef sector are being strongly influenced by the farm’s suitability for 

dairying or dairy support. Suitable properties in dairying areas are experiencing 10 to 15 percent increases in value 

while those less suitable are experiencing little growth in value.

 financial PerforMance of the northland sheeP and beef Model farM in 2007/08
The cash operating surplus for the Northland sheep and beef model farm was up a modest 3 percent to $98 000 in 

2007/08 compared with 2006/07. Drivers of the result include small increases in net revenue derived from both 

sheep and cattle and constrained farm expenditure in the face of rapidly rising costs in fertiliser and fuel.

See Tables 18.3 and 18.4 for details of the model’s budget and expenditure in 2007/08.

 revenue increases Modestly

Northland experienced a severe storm during the winter of 2007 and an unusually dry October. However, in late 

November rain quickly lifted pasture covers and allowed farmers some flexibility with lamb-marketing decisions. A 

5 percent reduction in sheep numbers over the year in favour of cattle and a modest increase in the schedule 

›

›

›

›

›

›
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translated to a 4 percent increase in net sheep revenue (sales less purchases to $42 000). Wool income remained flat 

with a 2 cents per kilogram price increase unable to offset the reduction in flock size.

Net cattle revenue (sales less purchases) improved 3 percent to $157 000 compared with 2006/07. Gross cattle 

revenue was up 4 percent, but this was offset by increased purchasing costs as the cattle herd was expanded to replace 

the less profitable sheep flock.

Some farms also sold surplus hay and baleage to the drought-affected Waikato. This is reflected in the model farm by 

the addition of a small of amount of grazing income (see Table 18.2).

 table 18.1: Key ParaMeters, financial results and budget for northland sheeP and beef Model

  2004/05 2005/06 2006/07r 2007/08 2008/09  
      budget

year ended 30 June

Effective area (ha)   314   314   314   314   314

Breeding ewes (head)   585   621   616   614   572

Replacement ewe hoggets (head)   180   188   180   175   173

Other sheep (head)   55   75   60   60   58

Breeding cows (head)   129   99   99   108   116

Rising 1-year cattle (head)   238   235   235   242   250

Other cattle (head)   121   159   151   156   158

Opening sheep stock units    751   806   785   780   735

Opening cattle stock units   2 331  2 372  2 367  2 436  2 526

Opening total stock units (su)  3 082  3 178  3 152  3 216  3 261

Stocking rate (stock unit/ha) 9.8 10.1 10.0 10.2 10.4

Ewe lambing (%) 124 127 128 123 126

Average lamb price ($/head) 66.62 57.29 55.78 59.00 75.00

Average wool price ($/kg) 2.47 2.27 2.24 2.26 2.42

Total wool produced (kg)  3 818  3 821  3 690  3 587  3 477

Wool production (kg/ssu) 5.09 4.80 4.70 4.60 4.73

Average rising 2-year steer ($/head)   840   738   775   750   855

Average cull cow ($/head)   580   600   571   435   496

Net cash income ($)  221 920  213 170  209 566  215 641  248 954

Farm working expenses ($)  135 791  120 163  114 599  118 064  128 449

Farm profit before tax ($)  59 835  41 286  47 888  48 577  67 103

Farm surplus for reinvestment ($)1  12 141  1 920  11 209  1 403  28 614

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 

symbol
r the model parameters have been revised so the data for 2006/07 will not match that published in the Pastoral Monitoring Report 2007.
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 table 18.2: northland sheeP and beef cash farM incoMe

  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget 
  ($) ($) ($) ($) ($)

year ended 30 June

Sheep sales less purchases 42 268 43 330 40 195 41 913 47 186

Cattle sales less purchases 165 195 152 060 152 806 157 071 184 719

Wool 10 488 8 780 8 266 8 107 8 414

Grazing income (including hay and silage sales) 0 0  0 249 0

Other income 300 9 000 8 300 8 300 8 634

Net cash income 221 920 213 170 209 566 215 641 248 954

 exPenditure constrained Where Possible

On the back of a poor financial result in 2006/07 and with little prospect of prices improving significantly, farmers 

acted early to constrain expenditure in 2007/08. Farmers also cut discretionary expenditure such as weed and pest 

control (down 11 percent to $4000) and repairs and maintenance (down 6 percent to $16 000).

Significant expenditure items such as fertiliser, fuel and freight proved more difficult to control in the face of large 

unit cost increases (expenditure rising 12 percent, 19 percent and 15 percent respectively).

In 2006/07, farmers cut fertiliser expenditure in response to poor sales prices for sheep and cattle. Lower fertiliser 

application rates continued into 2007/08 and were exacerbated late in the season by substantial price increases for in 

both urea and superphosphate. Although the fertiliser companies clearly signalled the price increases, farmers 

without storage were left with little choice but to apply less fertiliser if they wanted to limit their total fertiliser 

expenditure. For many farmers, that meant less than maintenance application rates, although they still spent more 

than they budgeted for fertiliser.

 net result is flat

A 3 percent increase to $98 000 in the model farm’s cash operating surplus was eroded by a 1 percent increase in 

interest costs to $34 000, resulting from higher interest rates and new borrowings, a 10 percent reduction in the stock 

value adjustment, and a 3 percent increase in depreciation to $22 000. This left only a 1 percent increase in farm 

profit before tax to $49 000 – a result that has done little for the spirits of Northland sheep and beef farmers.

The model farm moved to interest-only payments on outstanding debt as a result of the ongoing modest returns 

made by the model farm and the wider sector.
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 budget financial PerforMance of the northland sheeP and beef Model farM in 2008/09
The outlook for Northland sheep and beef farmers appears brighter in 2008/09 than in 2007/08. Improvements in 

cattle and sheep prices look likely and should be underpinned by a lower exchange rate, higher international lamb 

prices, and a lower supply as a result of the 2007/08 drought. This improvement, in turn, is expected to lead to a 

23 percent improvement in the model farm’s cash operating surplus, to $120 000.

See Tables 18.3 and 18.4 for details of the model’s forecast budget and expenditure in 2008/09. This budget was 

compiled in August 2008 and is based on farmer and industry expectations at that time.

 revenue increase exPected

Substantial reductions in the national sheep flock over recent years because of drought and poor farm gate prices are 

expected to result in supply shortages in 2008/09. Some industry commentators suggest that strong competition 

between meat processors to procure lambs may result in a serious procurement competition. Furthermore, the 

exchange rate is expected to fall during the year, suggesting that higher farm gate prices for sheep will be possible in 

2008/09. It is expected that overall sheep sales less purchases will increase a healthy 13 percent to $47 000 in the 

2008/09 season compared with the 2007/08 season.

Cattle revenues are also expected to improve on the back of improved global demand, an expected decline in the 

exchange rate, and reduced supply because of the widespread drought felt outside Northland in 2007/08. Although 

this revenue increase will be offset by higher purchase prices for replacement cattle, the expectation is for cattle 

revenue less purchases to improve by around 18 percent to $185 000 compared with 2007/08.

 exPenditure exPected to increase 

Farm working expenditure, driven by inflationary pressures across the board and further substantial rises in the unit 

costs of fuel and fertiliser, is expected to increase 9 percent in 2008/09 from 2007/08.

If revenues improve as expected, it is likely that farmers will increase their expenditure to address deferred 

expenditure from the previous year. However, in 2008/09 many farmers are still expected to apply less than 

maintenance levels of fertiliser as they attempt to minimise cost over-runs in this area.

Expenditure on wages for casual staff in 2008/09 is expected to increase 20 percent from 2007/08 to $9000. This 

expenditure will be driven by increased spending on repairs and maintenance (up 10 percent to $17 000) and weed 

and pest control (up 13 percent to $5000), as well as farm owners taking more time out from the farm.

Fuel and freight expenses are expected to increase by 15 percent and 13 percent respectively, as an anticipated lower 

exchange rate leads to higher prices at the pumps for both farmers and trucking firms. However, the recent 

variability in fuel prices makes it difficult to anticipate what the actual fuel expenditure will be in 2008/09.
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Fertiliser expenses are expected to increase 12 percent from 2007/08 to $29 000, despite farmers attempting to 

control total spending by reducing the amount of fertiliser they apply by 29 percent.

 net result exPected to iMProve

The overall picture for the Northland sheep and beef model farm is one of improving profitability in 2008/09 (see 

Figure 18.1). Farm profit before tax is expected to increase 38 percent to $67 000, while discretionary cash is 

predicted to increase 49 percent tp $90 000. Once the increased profit before tax is applied to drawings (up 5 percent 

to $51 000), development (up from $3000 to $4000), capital purchases (up 1 percent to $17 000) and with new 

borrowings of about $17 000, the model farm is left with a cash surplus of $35 000. This surplus represents a 

significant improvement on the 2007/08 surplus of just $9000.

 figure 18.1: northland sheeP and beef Model farM Profitability trends

�
��
��
��
���

�

�������

�������

�������

������

�
������� ������� ������� ��������������

������������������
�������

�������

�������

���������������

���������������������

����������������������

�����������������������������

source
maF monitoring reports; 2005 to 2008.
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 2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  45 027  143 57.76  51 885  165 70.62

Wool  8 107  26 10.40  8 414  27 11.45

Cattle   229 918  732 94.37  266 780  850 105.60

Grazing income  (including hay and silage sales)   249  1 0.08   0  0 0.00

Other farm income  8 300  26 2.58  8 634  27 2.65

less      

Sheep purchases  3 114  10 4.00  4 699  15 6.40

Cattle purchases  72 847  232 29.90  82 061  261 32.48

Net cash income  215 641  687 67.05  248 954  793 76.34

Farm working expenses  118 064  376 36.71  128 449  409 39.39

Cash operating surplus  97 577  311 30.34  120 505  384 36.95

Interest  34 326  109 10.67  35 452  113 10.87

Rent and/or leases   0  0 0.00   0  0 0.00

Stock value adjustment  7 430  24 2.31  4 536  14 1.39

Minus depreciation  22 104  70 6.87  22 485  72 6.90

Farm profit before tax  48 577  155 15.11  67 103  214 20.58

Taxation  13 198  42 4.10  5 339  17 1.64

Farm profit after tax  35 379  113 11.00  61 764  197 18.94

allocation of funds      

Add back depreciation  22 104  70 6.87  22 485  72 6.90

Reverse stock value adjustment –7 430 –24 –2.31 –4 536 –14 –1.39

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  10 500  33 3.27  10 500  33 3.22

Discretionary cash  60 553  193 18.83  90 214  287 27.66

Farm surplus for reinvestment2  1 403  4 0.44  28 614  91 8.77

aPPlied to

Net capital purchases  16 750  53 5.21  16 950  54 5.20

Development  2 850  9 0.89  3 990  13 1.22

Principal repayments   0  0 0.00   0  0 0.00

Drawings  48 650  155 15.13  51 100  163 15.67

New borrowings  16 560  53 5.15  16 560  53 5.08

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit  8 863  28 2.76  34 734  111 10.65

assets and liabilities       

Farm, forest and building (opening) 2 927 875 9 324 910.44 3 210 237 10 224 984.43

Plant and machinery (opening)   84 171  268 26.17  88 296  281 27.08

Stock valuation (opening)  313 302  998 97.42  320 732 1 021 98.35

Other produce on hand (opening)   192  1 0.06   214  1 0.07

Total farm assets (opening) 3 325 540 10 591 1 034.09 3 619 478 11 527 1 109.93

Total assets (opening) 3 379 240 10 762 1 050.79 3 684 929 11 735 1 130.00

Total liabilities (opening)  300 218  956 93.35  316 778 1 009 97.14

Total equity (farm assets–liabilities) 3 025 322 9 635 940.74 3 302 700 10 518 1 012.79

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. in the remainder of cases, total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 

 table 18.3: northland sheeP and beef Model budget 
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 table 18.4: northland sheeP and beef Model exPenditure 

 2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages   0   0 0.00   0  0 0.00

Casual wages  7 700   25 2.39  9 240  29 2.83

ACC   215   1 0.07   183  1 0.06

Total labour expenses  7 915   25 2.46  9 423  30 2.89

Animal health  10 357   33 3.22  10 803  34 3.31

Breeding  1 351   4 0.42  1 500  5 0.46

Electricity  2 329   7 0.72  2 478  8 0.76

Feed (hay and silage)  2 734   9 0.85  2 804  9 0.86

Feed (feed crops)   900   3 0.28  1 011  3 0.31

Feed (grazing)   0   0 0.00   0  0 0.00

Feed (other)  1 608   5 0.50  1 696  5 0.52

Fertiliser  25 916   83 8.06  29 050  93 8.91

Lime  2 727   9 0.85  2 826  9 0.87

Cash crop expenses   213   1 0.07   225  1 0.07

Freight (not elsewhere deducted)  4 136   13 1.29  4 679  15 1.43

Regrassing costs   780   2 1.00   847  3 0.26

Shearing expense  5 003   16 6.42  5 100  16 6.94

Weed and pest control  4 193   13 1.30  4 744  15 1.45

Fuel  5 717   18 1.78  6 575  21 2.02

Vehicle costs (excluding fuel)  6 334   20 1.97  6 778  22 2.08

Repairs and maintenance  15 700   50 4.88  17 270  55 5.30

Total other working expenses  89 997   287 27.99  98 386  313 30.17

Communication costs (phone & mail)  1 576   5 0.49  1 598  5 0.49

Accountancy  1 704   5 0.53  1 826  6 0.56

Legal and consultancy   997   3 0.31  1 076  3 0.33

Other administration  1 962   6 0.61  2 087  7 0.64

Water charges (irrigation)   0   0 0.00   0  0 0.00

Rates  6 052   19 1.88  6 275  20 1.92

Insurance  2 741   9 0.85  2 868  9 0.88

Other expenditure2  5 120   16 1.59  4 909  16 1.51

Total overhead expenses  20 151   64 6.27  20 640  66 6.33

Total farm working expenses  118 064   376 36.71  128 449  409 39.39

Wages of management  64 255   205 19.98  67 195  214 20.61

Depreciation  22 104   70 6.87  22 485  72 6.90

Total farm operating expenses  204 423   651 63.57  218 129  695 66.89

calculated ratios

Economic farm surplus (EFS3)  18 648 59 5.80  35 361 113 10.84

Farm working expenses/NCI4 55%   52%  

EFS/total farm assets 0.6%   1.0%  

EFS less interest and lease/equity –0.5%   0.0%  

Interest + rent + lease/NCI 15.9%   14.2%  

EFS/NCI 8.6%   14.2%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.      
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WaiKato/bay of Plenty 
The Waikato/Bay of Plenty intensive sheep and beef model represents 722 farms that bound the predominantly 

dairying districts of the Waikato/Bay of Plenty region. The model farm is 300 hectares (effective) and represents a 

typical finishing beef cattle and sheep farm with rolling-to-easy hill contour and volcanic ash soil.

This model has been reviewed to take into account changes in farms in the area so caution should be taken when 

comparing figures in this report with figures in previous monitoring reports.

 Key Points
A significant drought affected the whole Waikato/Bay of Plenty region for much of the 2007/08 season.

While returns for prime lambs were well down, cattle margins improved from 2006/07.

Farm costs continued to rise and farmers are particularly concerned about the implications of the recent significant 

increase in the cost of fertiliser.

Farm profitability will improve in 2008/09 on the back of rising lamb and cattle returns. There is some concern at 

the supply and likely cost of store stock because of the flow-on effects of the drought.

Land prices for this class of country will continue to firm, being influenced by demand from the dairy industry.

 financial PerforMance of the WaiKato/bay of Plenty intensive sheeP and beef Model farM in 
2007/08
The cash operating surplus for the Waikato/Bay of Plenty intensive sheep and beef model farm in 2007/08 at 

$108 000 remains at the same low level as in 2006/07. While net cash income increased (up 10 percent to $271 000), 

driven mostly by improved cattle margins, this was offset by higher farm working expenditure (up 15 percent to 

$163 000).

See Tables 19.3 and 19.4 for details of the model’s budget and expenditure in 2007/08.

 revenue higher desPite drought

The season started reasonably well with good lamb survival rates over the spring. However, the overall 

lambing percentage ended down slightly at 126 percent (compared with 131 percent in 2006/07). The weather started 

turning dry in November 2007 and eventually developed into one of the worst droughts ever recorded, affecting 

much of the country. This directly reduced production levels and many farmers were forced to sell off stock earlier 

than anticipated. The drought finally broke in late April/early May 2008.

Net sheep returns (sales less purchases) dropped 26 percent to $59 000 in 2007/08 compared with 2006/07. This was 

mostly due to poor lamb returns, which were in part the result of lambs being sold at lighter weights than in the 

previous year. While returns for wool dropped 1 percent due to lower production and lower prices, wool is not a 

significant income item for this model at $15 000.

Net cattle income (sales less purchases) increased 41 percent compared with 2006/07 to $178 000 due to schedules 

holding up and increased margins with lower store cattle prices resulting from drought-induced destocking.

›

›

›

›

›
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 table 19.1: Key ParaMeters, financial results and budget for WaiKato/bay of Plenty sheeP and beef 
Model farM
  2004/05 2005/06 2006/07r 2007/08 2008/09  
      budget

year ended 30 June

Effective area (ha) 300 300 300   300   300

Breeding ewes (head)  1 230  1 230 1014  1 014  1 009

Replacement ewe hoggets (head)   400   400 336   336   336

Other sheep (head)   50   52 123   123   160

Rising 1-year cattle (head)   205   205 186   186   200

Other cattle (head)   158   158 108   108   116

Opening sheep stock units   1 545  1 545  1 584  1 584  1 608

Opening cattle stock units   1 975  1 975  1 696  1 510  1 621

Opening total stock units (su)  3 520  3 520  3 280  3 094  3 228

Stocking rate (stock unit/ha) 11.7 11.7 10.9 10.3 10.8

Ewe lambing (%) 132 129 132 126 111

Average lamb price ($/head) 63.40 58.47 56.37 56.51 74.89

Average wool price ($/kg) 2.74 2.35 2.32 2.24 2.61

Total wool produced (kg)  7 425  5 701  7 424  6 869  7 901

Wool production (kg/ssu) 4.81 4.09 4.70 4.34 4.91

Average rising 2-year steer ($/head)  1 020 812 840   682  1 011

Net cash income ($)  298 569  269 728  247 035  270 839  350 591

Farm working expenses ($)  136 869  141 635  141 907  162 659  178 430

Farm profit before tax ($)  132 155  98 654  49 501  59 837  102 461

Farm surplus for reinvestment ($)1  65 034  22 219 –14 456 –19 333  49 997

note
1 Farm surplus for reinvestment represents the cash available from the farm business, after meeting living costs, which is available for investment on the farm or 
for repaying principal. it is calculated as discretionary cash less off-farm income and drawings.

symbol
r the model parameters have been revised, so the data for 2006/07 will not match that published in Pastoral Monitoring Report 2007.
 

Capital sheep numbers remained relatively static between the start and finish of 2007/08, while cattle numbers 

increased slightly.

 exPenditure increases as costs rise

Total farm working expenditure per stock unit lifted by 18 percent to $52.58 per stock unit in 2007/08, with increases 

in costs across the board compared with 2006/07.

Animal health expenditure per stock unit was up 36 percent to $3.72 per stock unit in 2007/08 compared with 

2006/07. This was due to the impacts of the drought and outbreaks of clinical facial eczema on many farms. The 

range of expenditure on animal health from the survey varied from $0.89 per stock unit to $5.09 per stock unit.
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 table 19.2: WaiKato/bay of Plenty intensive sheeP and beef cash farM incoMe

  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget 
  ($) ($) ($) ($) ($)

year ended 30 June

Sheep sales less purchases  107 866  89 934 80 630  59 316  80 120

Cattle sales less purchases  143 245  136 095 126 070  177 570  228 369

Wool  20 337  16 849 17 249  15 400  20 599

Grazing income (including hay and silage sales)  27 120  27 120 16 786  12 152  15 104

Other income  0  0  6 300  6 400  6 400

Net cash income  298 569  269 728  247 035  270 839  350 591

Fertiliser expenditure increased 21 percent to $34 000 as many farmers applied similar levels to those applied in 

2006/07 but paid higher prices. 

Regrassing expenditure increased 118 percent to $9000, a direct legacy of the drought, as many farmers re-sowed 

once the drought had broken. 

Fuel and vehicle expenditure increased 22 percent to $9000  and 10 percent to $7000 respectively, while repairs and 

maintenance expenditure was relatively constant in 2007/08 compared with 2006/07 at $15 000.

The total cost of interest payments per stock unit rose 15 percent to $13.19 per stock unit through a combination of 

increased debt and higher interest rates. Interest is now 17 percent of net cash income in 2007/08.

 net result negative

Farm profit before tax per stock unit increased 28 percent to just over $19 per stock unit in 2007/08. Increased 

spending is also noted for capital purchases, development and drawings. Because of poor farm profitability overall, 

farmers suspended principal debt repayments and debt servicing was reduced to interest-only payments. Overall, the 

model farm had a cash deficit of $12 000 despite the input of $23 000 new borrowings and $17 000 of off-farm 

income.

Land values have increased rapidly on this class of farm to $1330 per stock unit in 2007/08. The dairy boom has 

driven this increase, with many of the farms in this class suitable for dairying or, more commonly, dairy support.

 budget financial PerforMance of the WaiKato/bay of Plenty intensive sheeP and beef Model 
farM in 2008/09
The cash operating surplus is expected to increase 59 percent to $172 000 in 2008/09 compared with 2007/08. The 

expected strong rise in net cash income (up 29 percent to $351 000) through improved sheep, wool and beef prices 

will be offset only slightly by the expected 10 percent rise in farm working expenditure to $178 000.
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See Tables 19.3 and 19.4 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

 revenue budgeted to iMProve

While the drought had broken by early May 2008, temperatures remained cool, which slowed pasture recovery. The 

rain brought outbreaks of facial eczema and problems with internal parasites. Pasture covers and stock conditions on 

most farms were well below desirable levels going into the winter of 2008. Late July and August 2008 turned very 

wet, which exacerbated the problems in adequately feeding animals.

Farms depicted in this model are largely based on trading stock, which gives these farmers a greater degree of 

flexibility compared with hill country farmers. Many waited until pasture covers recovered before re-stocking, and 

while the drought brought about a severely depressed store market, many farmers are concerned that the prices will 

swing the other way in 2008/09.

Net sheep returns (sales less purchases) are expected to be up 35 percent in 2008/09 compared with 2007/08 to 

$80 000. This is mainly due to an expected lift in lamb returns, even though the expected lambing percentage drops 

to 111 percent (compared with 126 percent in 2007/08). Farmers are budgeting on $75 to $80 per head for prime 

lambs.

Wool returns are expected to rise 34 percent to $21 000, driven by a 15 percent increase in production and a 

16 percent increase in price. Farmers are budgeting on an average $2.61 per kilogram across their whole clip 

(compared with $2.24 per kilogram in 2007/08).

Net cattle returns (sales less purchases) are expected to increase 29 percent to $228 000. While gross returns are 

expected to increase 36 percent, this is dragged down by an expectation of much higher store prices and a return to 

more normal margins.

 exPenditure exPected to increase

Total farm working expenditure per stock unit is expected to increase 5 percent, to $55.27 per stock unit in 2008/09. 

The main influences on this increase in total expenditure are:

casual labour expenditure, up 26 percent to $14 000 as farmers restore spending to 2006/07 levels;

fuel expenditure, up 20 percent to $11 000;

fertiliser expenditure, up 18 percent to $40 000.

In the face of significant increases in fertiliser prices, farmers appear to be budgeting a dollar figure for fertiliser 

expenditure rather than making a volume-based decision. While fertiliser expenditure is expected to increase 

18 percent in 2008/09 compared with 2007/08, farmers will purchase 30 percent less physical product. At the 

currently budgeted figure, the model shows less than half of the maintenance fertiliser is expected to be applied.

Farmers are expected to hold expenditure on repairs and maintenance to levels similar to those in 2007/08. 

›

›

›
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 2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  65 631  219 41.43  90 224  301 56.12

Wool  15 400  51 9.72  20 599  69 12.81

Cattle   278 337  928 184.37  379 649 1 265 234.27

Grazing income  (including hay and silage sales)  12 152  41 3.93  15 104  50 4.68

Other farm income  6 400  21 2.07  6 400  21 1.98

less      

Sheep purchases  6 315  21 3.99  10 104  34 6.29

Cattle purchases  100 767  336 66.75  151 280  504 93.35

Net cash income  270 839  903 87.55  350 591 1 169 108.60

Farm working expenses  162 659  542 52.58  178 430  595 55.27

Cash operating surplus  108 180  361 34.97  172 161  574 53.33

Interest  40 793  136 13.19  41 204  137 12.76

Rent and/or leases  6 400  21 2.07  6 500  22 2.01

Stock value adjustment  12 651  42 4.09 –4 742 –16 –1.47

Minus depreciation  13 800  46 4.46  17 255  58 5.35

Farm profit before tax  59 837  199 19.34  102 461  342 31.74

Taxation  14 519  48 4.69  6 361  21 1.97

Farm profit after tax  45 318  151 14.65  96 100  320 29.77

allocation of funds      

Add back depreciation  13 800  46 4.46  17 255  58 5.35

Reverse stock value adjustment –12 651 –42 –4.09  4 742  16 1.47

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  17 400  58 5.62  17 600  59 5.45

Discretionary cash  63 867  213 20.64  135 697  452 42.04

Farm surplus for reinvestment2 –19 333 –64 –6.25  49 997  167 15.49

aPPlied to:

Net capital purchases  21 000  70 6.79  24 400  81 7.56

Development  11 400  38 3.68  3 600  12 1.12

Principal repayments   0  0 0.00   0  0 0.00

Drawings  65 800  219 21.27  68 100  227 21.10

New borrowings  22 700  76 7.34  26 000  87 8.05

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit –11 633 –39 –3.76  65 597  219 20.32

assets and liabilities

Farm, forest & building (opening) 4 104 977 13 683 1 326.89 4 514 659 15 049 1 398.53

Plant and machinery (opening)   71 720  239 23.18  79 200  264 24.53

Stock valuation (opening)  227 637  759 73.58  240 288  801 74.44

Other produce on hand (opening)  14 696  49 4.75  18 990  63 5.88

Total farm assets (opening) 4 419 030 14 730 1 428.40 4 853 136 16 177 1 503.39

Total assets (opening) 4 782 725 15 942 1 545.96 5 120 736 17 069 1 586.28

Total liabilities (opening)  420 266 1 401 135.85  428 386 1 428 132.70

Total equity (farm assets–liabilities) 3 998 764 13 329 1 245.18 4 424 750 14 749 1 370.68

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. in the remainder of cases, total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 

 table 19.3: WaiKato/bay of Plenty intensive sheeP and beef Model budget 
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 table 19.4: WaiKato/bay of Plenty intensive sheeP and beef Model exPenditure 

 2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages   0   0 0.00   0  0 0.00

Casual wages  11 152   37 3.60  14 249  47 4.41

ACC   325   1 0.10   265  1 0.08

Total labour expenses  11 477   38 3.71  14 514  48 4.50

Animal health  11 521   38 3.72  12 314  41 3.81

Breeding   0   0 0.00   0  0 0.00

Electricity  3 232   11 1.04  3 336  11 1.03

Feed (hay and silage)  12 180   41 3.94  12 720  42 3.94

Feed (feed crops)   0   0 0.00   0  0 0.00

Feed (grazing)   0   0 0.00   0  0 0.00

Feed (other)   0   0 0.00   0  0 0.00

Fertiliser  33 935   113 10.97  39 900  133 12.36

Lime  1 920   6 0.62  1 908  6 0.59

Cash crop expenses   0   0 0.00   0  0 0.00

Freight (not elsewhere deducted)  6 721   22 2.17  7 387  25 2.29

Regrassing costs  9 121   30 5.76  9 572  32 2.97

Shearing expense  10 935   36 6.90  11 193  37 6.96

Weed and pest control  4 320   14 1.40  4 549  15 1.41

Fuel  9 399   31 3.04  11 315  38 3.51

Vehicle costs (excluding fuel)  6 961   23 2.25  7 535  25 2.33

Repairs and maintenance  15 241   51 4.93  15 842  53 4.91

Total other working expenses  125 486   418 40.56  137 571  459 42.62

Communication costs (phone & mail)  2 291   8 0.74  2 456  8 0.76

Accountancy  3 028   10 0.98  3 247  11 1.01

Legal and consultancy  1 732   6 0.56  1 857  6 0.58

Other administration  1 829   6 0.59  1 961  7 0.61

Water charges (irrigation)   0   0 0.00   0  0 0.00

Rates  8 815   29 2.85  9 423  31 2.92

Insurance  4 062   14 1.31  4 432  15 1.37

Other expenditure2  3 938   13 1.27  2 968  10 0.92

Total overhead expenses  25 696   86 8.31  26 344  88 8.16

Total farm working expenses  162 659   542 52.58  178 430  595 55.27

Wages of management  75 000   250 24.24  75 000  250 23.23

Depreciation  13 800   46 4.46  17 255  58 5.35

Total farm operating expenses  251 459   838 81.28  270 685  902 83.85

calculated ratios

Economic farm surplus (EFS3)  32 031 107 10.35  75 164 251 23.28

Farm working expenses/NCI4 60%   51%  

EFS/total farm assets 0.7%   1.5%  

EFS less interest and lease/equity –0.4%   0.6%  

Interest + rent + lease/NCI 17.4%   13.6%  

EFS/NCI 11.8%   21.4%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.      
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Overhead expenses are expected to increase only 3 percent to $26 000. 

Total interest costs are expected to increase just 1 percent to $41 000, and, while term debt will increase slightly, 

overdraft levels are expected to be lower and interest rates much the same as in 2007/08.

 net result exPected to be favourable

Farm profit before tax is expected to be up 71 percent to just over $102 000 in 2008/09 compared with 2007/08, 

which will affect tax payments in 2009/10. Spending on capital purchases and personal drawings is expected to 

remain healthy, although spending on development is expected to drop 68 percent to $4000. With the addition of 

$18 000 of off-farm income and further borrowings of $26 000, the model farm will finish the year with a cash 

surplus of $66 000. Farmers are very likely to revise their budgets throughout the year, and, if the projected surplus 

eventuates, farmers expect to increase their spending on fertiliser, repairs and maintenance, and development.

 figure 19.1: WaiKato/bay of Plenty intensive sheeP and beef Model farM Profitability trends

source
maF monitoring reports; 2005 to 2008.
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20hill country sheeP and beef

central north island 
The central North Island hill country sheep and beef model farm represents 1272 hill country farms from across the 

central area of the North Island. It includes the Waikato, Taranaki and Manawatu/Wanganui regions.

 Key Points
A severe drought adversely affected the entire region, forcing farmers to reduce capital stock numbers. It will take 

several years for farms to recover from the effects of the drought.

At the close of 2007/08, breeding ewe numbers were down 8 percent, replacement ewe hoggets were down 

15 percent, breeding cows were down 5 percent, and finishing cattle were down 10 percent from 2006/07.

The drought exacerbated the sector’s poor profitability, with the model running at a loss and expecting a further 

loss in 2008/09 – the third consecutive seasonal loss. Many farmers are borrowing to stay afloat.

Farmer morale is low. While there is some optimism about higher returns in 2008/09, there is also significant 

concern at the price of fertiliser and the impact this may have on profitability. Currently, the model is budgeting to 

apply less than half the fertiliser required for maintenance in 2008/09.

 financial PerforMance of the central north island hill country sheeP and beef Model farM in 
2007/08
The cash operating surplus for the central North Island hill country sheep and beef model farm of $113 000 in 

2007/08 is about the same as in 2006/07, but includes a $31 000 decrease in capital stock. 

See Tables 20.3 and 20.4 for details of the model’s budget and expenditure in 2007/08.

 revenue increases froM sale of caPital stocK

Net cash income for 2007/08 increased to $310 000, slightly higher than in 2006/07. This was mainly the result of 

cattle prices holding up and capital stock being sold.

sheeP revenue doWn 12 Percent

Poor prime lamb returns and the virtual collapse of the store market due to widespread drought-led destocking 

caused an 11 percent decrease in total sheep returns (sales less purchases) compared with 2006/07 to $137 000. The 

rush of stock into the meat works resulted in a backlog, especially for cull ewes. Resulting prices for cull ewes were 

very low.

The decrease in sheep returns was also masked by farmers selling off capital stock in order to reduce the demand for 

feed during the drought. The average decrease from the central North Island survey of 105 farms was an 8 percent 

decrease in breeding ewes and a 15 percent decrease in replacement ewe hoggets. Many farmers sold their ewe 

hoggets, despite the implication of this action for future farm production, because this class of stock attracted higher 

prices compared with other classes.

Wool returns dropped 6 percent to $40 000 due to a combination of lower prices (the average price across the whole 

clip was $2.26 per kilogram) and lower production, as farmers tried to sell lambs unshorn whenever possible.

›

›

›

›
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 table 20.1: Key ParaMeters, financial results and budget for central north island sheeP and beef 
Model farM
  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget

year ended 30 June

Effective area (ha)   550   635   635   635   635

Breeding ewes (head)  2 850  2 700  2 754  2 727  2 509

Replacement ewe hoggets (head)   800   850   860   851   723

Other sheep (head)   65   70   77   77   71

Breeding cows (head)   145   145   145   157   148

Rising 1-year cattle (head)   142   153   153   153   137

Other cattle (head)   119   120   120   108   100

Opening sheep stock units   3 459  3 348  3 414  3 380  3 068

Opening cattle stock units   2 045  2 002  2 002  2 018  1 864

Opening total stock units (su)  5 504  5 350  5 416  5 399  4 932

Stocking rate (stock unit/ha) 10.0 8.4   8. 5  8.5 7.8

Ewe lambing (%)   122   124 123 121 109

Average lamb price ($/head) 59.00 50.00 49.00 45.83 62.62

Average wool price ($/kg) 2.84 2.46 2.31 2.26 2.47

Total wool produced (kg)  17 512  18 317  18 492  17 799  16 219

Wool production (kg/ssu) 5.10 5.50 5.01 5.27 5.29

Average rising 2-year steer ($/head)   806   791   669   605   722

Average cull cow ($/head)   557   558   571   511   580

Net cash income ($)  321 779  299 900  307 918  309 763  309 184

Farm working expenses ($)  166 028  179 560  194 106  196 492  207 824

Farm profit before tax ($)  105 700  138 943  29 743 –12 108  12 174

Farm surplus for reinvestment ($)1  132 875  148 514 –13 537 –26 363 –34 207

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings.    
  
     
 

cattle revenue increases

Net cattle income (sales less purchases) was up almost 22 percent in 2007/08 to $127 000 compared with 2006/07. 

This increase was due to a combination of prime cattle prices remaining relatively firm and capital stock being sold 

off. Despite cattle often being killed at lighter weights, their returns were often better. The number of breeding cows 

decreased an average 6 percent, while the number of other cattle was down 4 percent. This situation varied widely 

with several farms selling off almost all their breeding cows.
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 table 20.2: central north island hill country sheeP and beef cash farM incoMe

  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget 
  ($) ($) ($) ($) ($)

year ended 30 June

Sheep sales less purchases  170 352  148 158 154 386  136 712  144 934

Cattle sales less purchases  101 767  102 668 104 333  127 242  118 773

Wool  49 660  42 750 42 898  40 209  40 076

Grazing income (including hay and silage sales) 0.0  2 411 24 00  1 300  1 300

Other income 0.0  3 913 39 00  4 300  4 100

Net cash income  321 779  299 900  307 918  309 763  309 184

 exPenditure holds steady as farMers balance the booKs

Total farm working expenses lifted only 1 percent to $310 000 in 2007/08 compared with 2006/07. This was a 

significant achievement as most costs had increased. Expenditure on farm working expenses from the survey showed 

a range from $15.51 per stock unit to $95.92 per stock unit, with an average of $36.62 per stock unit.

Significant increases were noted in fertiliser and fuel (both up 18 percent) and total overhead expenses (up 8 percent 

to $26 000). Despite the lift in fertiliser prices throughout 2007/08, many farmers tried to apply levels of fertiliser 

similar to the levels they applied in 2006/07. The big rise in prices came at the end of the financial year, which will 

affect costs in 2008/09. Total shearing costs dipped slightly, mainly due to fewer sheep being shorn. Many farmers are 

looking to do as much of their own dagging and crutching as possible in order to save costs.

The counter-balance to the increased expenditure was a 25 percent drop in repairs and maintenance expenditure 

$19 000 as farmers tried to hold their overall spending to a level similar to 2006/07. The survey showed expenditure 

on repairs and maintenance ranged from $1.29 per stock unit to $5.02 per stock unit, with an average of $4.23 per 

stock unit.

Interest costs on debt rose 8 percent to $61 000 due to a combination of increasing debt levels, slightly higher 

overdraft levels and higher interest rates compared with 2006/07.

 net result Positively affected by introduced caPital

The cash operating surplus for 2007/08 at $113 000 was on a par with the surplus in 2006/07. The slightly higher net 

income was offset by slightly higher farm working expenditure. However, farm profit before tax was negative. 

Although the model shows some tax being paid, many farmers will be looking to reassess their liability and decrease 

the amount.

Principal repayments have been suspended and the model achieves a cash surplus only through a combination of 

some off-farm income, substantial new borrowing and the sale of capital stock.
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 budget financial PerforMance of the central north island hill country sheeP and beef Model 
farM in 2008/09
The cash operating surplus is expected to decrease to $101 000 in 2008/09 as a result of lower stock numbers, 

reduced stock performance and restocking following the drought in 2007/08. 

See Tables 20.3 and 20.4 for details of the model’s forecast budget and expenditure in 2008/09. This budget was 

compiled in August 2008 and is based on farmer and industry expectations at that time.

 adverse Physical factors exPected to MaKe revenue volatile

The drought broke in most areas by the end of April 2008 but the weather remained relatively dry through May and 

June. With a string of frosts in northern areas over this period, pasture recovery was relatively slow. From mid-July 

through August it was extremely wet. The rain along with snow storms made farming through this period more 

difficult than usual. Stock are not in good condition and higher-than-normal death rates are expected during 

lambing and calving in 2008/09.

Despite increased sheep revenue, the cash operating surplus for the model is expected to drop 11 percent to $101 000 

in 2008/09 compared with 2007/08. This directly reflects the carry-over effects of the drought that has lead to lower 

stock numbers and is expected to result in lower farm performance.

laMbing Percentage falls but Prices exPected to iMProve

Ewes went to the ram in relatively poor condition, and scanning figures show a 20 to 30 percent reduction in the 

lambing percentage in 2008/09 compared with 2007/08. The expectation for lambing is around 109 percent, down 

from 121 percent in 2007/08. Capital sheep numbers are budgeted to increase very little by June 2009, as farmers 

look to balance the need for cash flow against rebuilding stock numbers.

There was some optimism among survey respondents around increased lamb returns, with farmers budgeting $68 to 

$70 for prime lamb and hopeful of even higher returns if the New Zealand dollar fell further.

Wool revenue static desPite slightly higher Prices

Total wool returns in 2008/09 are budgeted to be similar to returns in 2007/08, with a smaller wool clip offset by 

slightly higher prices. To save costs, many farmers did not winter shear in 2007. The downside of this is that many 

farms have had outbreaks of lice, which can adversely affect lambs, and the increased likelihood of more cast ewes 

over lambing.

cattle revenue falls as nuMbers are rebuilt

Total cattle revenue (sales less purchases) are expected to reduce by around 7 percent to $119 000 in 2008/09 

compared with 2007/08. An expected drop in the calving percentage, the lower capital stock base, and the fact many 

farmers will be looking to increase cattle numbers up towards pre-drought levels, all contribute to an expected 

reduction in the number of stock available for sale. This reduction will directly offset a predicted increase in price.
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Breeding cow numbers for the model farm at the end of June 2009 are up 4 percent compared with the start of the 

2008/09 year; whereas total other cattle numbers will remain the same.

 exPenditure exPected to increase

Farm working expenditure for the model is expected to lift by 6 percent compared with 2007/08, driven by across-

the-board increases in costs.

fertiliser exPenditure increases are driven by Prices While aPPlication rates fall

Expenditure budgeted for fertiliser is expected to increase 12 percent to $51 000. In light of the major increase in 

fertiliser prices in June 2008, many farmers are currently budgeting a dollar figure for fertiliser. Farmers will then 

buy only as much fertiliser as the budgeted amount allows. For the model, this equates to just under half the 

superphosphate applied in 2007/08, which represents about 40 percent of the fertiliser needed for maintenance. 

Fertiliser spending will be reviewed in the autumn, once farmers have a better idea of actual income and 

expenditure.

farMers Manage exPenditure to reduce the iMPact of Price increases

Shearing expenses are expected to be up on a sheep stock unit basis, but similar to 2007/08 in total because of the 

smaller number of sheep in 2008/09.

Repairs and maintenance expenditure is expected to decrease 9 percent to $17 000. Many farmers are likely to cut 

this expenditure further as they attempt to balance budgets. 

Interest costs are also expected to rise on the back of higher debt levels.

 net result exPected to be deficient

Farm profit before tax is forecast to be positive, but only just, in 2008/09. The model is budgeting on a small tax 

refund due to the loss made in 2007/08 but this is likely to vary widely between farms.

Farmers will again suspend principal payments. While some farmers are budgeting for capital purchases, they are 

budgeting little for development as was the case in 2007/08.

Off-farm income and new borrowing will again be required for the farm budget to break even.

Possibly the best indicator of farm profitability is the farm surplus before reinvestment calculation, which essentially 

shows the farm’s cash position and the surplus available for reinvestment via capital spending, development, or 

principal repayments. The model budget shows an increasingly negative figure from –$26 000 in 2007/08 to –$34 000 

in 2008/09. This shows that the current financial health of hill country farming is poor, and with costs increasing 

farmers are concerned about the future.
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  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  140 374  221 41.53  148 679  234 48.46

Wool  40 209  63 11.89  40 076  63 13.06

Cattle   139 004  219 68.87  134 256  211 72.03

Grazing income  (including hay and silage sales)  1 300  2 0.24  1 300  2 0.26

Other farm income  4 300  7 0.80  4 100  6 0.83

less      

Sheep purchases  3 662  6 1.08  3 745  6 1.22

Cattle purchases  11 762  19 5.83  15 483  24 8.31

Net cash income  309 763  488 57.38  309 184  487 62.69

Farm working expenses  196 492  309 36.40  207 824  327 42.14

Cash operating surplus  113 270  178 20.98  101 360  160 20.55

Interest  61 025  96 11.30  65 670  103 13.31

Rent and/or leases  8 700  14 1.61  8 800  14 1.78

Stock value adjustment –36 753 –58 –6.81  3 565  6 0.72

Minus depreciation  18 900  30 3.50  18 282  29 3.71

Farm profit before tax –12 108 –19 –2.24  12 174  19 2.47

Taxation  5 659  9 1.05 –3 904 – 6 –0.79

Farm profit after tax –17 766 –28 –3.29  16 077  25 3.26

allocation of funds      

Add back depreciation  18 900  30 3.50  18 282  29 3.71

Reverse stock value adjustment  36 753  58 6.81 –3 565 –6 –0.72

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  14 600  23 2.70  14 700  23 2.98

Discretionary cash  52 487  83 9.72  45 493  72 9.22

Farm surplus for reinvestment2 –26 363 –42 –4.88 –34 207 –54 –6.94

aPPlied to

Net capital purchases  9 650  15 1.79  21 200  33 4.30

Development   500  1 0.09  2 000  3 0.41

Principal repayments   0  0 0.00   0  0 0.00

Drawings  64 250  101 11.90  65 000  102 13.18

New borrowings  55 700  88 10.32  47 300  74 9.59

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit  33 787  53 6.26  4 593  7 0.93

assets and liabilities

Farm, forest & building (opening) 4 100 000 6 457 759.43 4 200 000 6 614 851.57

Plant and machinery (opening)   84 982  134 15.74  81 885  129 16.60

Stock valuation (opening)  425 693  670 78.85  388 940  613 78.86

Other produce on hand (opening)  2 725  4 0.50  2 857  4 0.58

Total farm assets (opening) 4 613 400 7 265 854.53 4 673 681 7 360 947.61

Total assets (opening) 4 802 999 7 564 889.65 4 791 681 7 546 971.54

Total liabilities (opening)  628 023  989 116.33  683 723 1 077 138.63

Total equity (farm assets–liabilities) 3 985 377 6 276 738.20 3 989 958 6 283 808.98

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.  

 table 20.3: central north island hill country sheeP and beef Model budget 
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 table 20.4: central north island hill country sheeP and beef Model exPenditure 

  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages   0   0 0.00   0  0 0.00

Casual wages  16 196   26 3.00  17 262  27 3.50

ACC   351   1 0.06   385  1 0.08

Total labour expenses  16 547   26 3.06  17 648  28 3.58

Animal health  20 195   32 3.74  19 641  31 3.98

Breeding   0   0 0.00   0  0 0.00

Electricity  2 879   5 0.53  2 940  5 0.60

Feed (hay and silage)  11 524   18 2.13  12 352  19 2.50

Feed (feed crops)   0   0 0.00   0  0 0.00

Feed (grazing)   0   0 0.00   0  0 0.00

Feed (other)   0   0 0.00   0  0 0.00

Fertiliser  45 240   71 8.38  50 840  80 10.31

Lime   0   0 0.00   0  0 0.00

Cash crop expenses   0   0 0.00   0  0 0.00

Freight (not elsewhere deducted)  4 829   8 0.89  5 201  8 1.05

Regrassing costs  1 646   3 0.49  4 334  7 0.88

Shearing expense  23 490   37 6.95  23 137  36 7.54

Weed and pest control  4 171   7 0.77  4 442  7 0.90

Fuel  13 547   21 2.51  15 322  24 3.11

Vehicle costs (excluding fuel)  7 626   12 1.41  8 309  13 1.68

Repairs and maintenance  18 768   30 3.48  17 037  27 3.45

Total other working expenses  153 915   242 28.51  163 556  258 33.16

Communication costs (phone & mail)  2 804   4 0.52  2 851  4 0.58

Accountancy  3 707   6 0.69  3 769  6 0.76

Legal and consultancy  2 120   3 0.39  2 155  3 0.44

Other administration  2 239   4 0.41  2 277  4 0.46

Water charges (irrigation)   0   0 0.00   0  0 0.00

Rates  8 857   14 1.64  9 385  15 1.90

Insurance  4 027   6 0.75  4 069  6 0.82

Other expenditure2  2 276   4 0.42  2 115  3 0.43

Total overhead expenses  26 030   41 4.82  26 621  42 5.40

Total farm working expenses  196 492   309 36.40  207 824  327 42.14

Wages of management  75 000   118 13.89  75 000  118 15.21

Depreciation  18 900   30 3.50  18 282  29 3.71

Total farm operating expenses  290 392   457 53.79  301 106  474 61.05

calculated ratios      

Economic farm surplus (EFS3) –17 383 –27 –3.22  11 644 18 2.36

Farm working expenses/NCI4 63%   67%  

EFS/total farm assets –0.4%   0.2%  

EFS less interest and lease/equity –2.2%   –1.6%  

Interest + rent + lease/NCI 22.5%   24.1%  

EFS/NCI –5.6%   3.8%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.      
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 figure 20.1: central north island hill country sheeP and beef Model farM Profitability trends

source
maF monitoring reports; 2005 to 2008.
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21sheeP and beef

gisborne hill country 
The Gisborne hill country sheep and beef model farm represents about 600 farms on steep hill country and easier 

hill country, on mudstone soils with some pumice overlay, in the Gisborne and Wairoa districts. The model farm’s 

stock policy is based on breeding ewes and cows with replacement stock retained, surplus stock sold prime or store, 

and some trading stock for finishing or margin trading.

 Key Points
The Gisborne region largely escaped the drought that affected most of New Zealand during 2007/08.

The 2006/07 drought in this region reduced the amount of stock for sale in 2007/08, leading to 27 percent decrease 

in net cash income compared with 2006/07.

Expenditure in 2007/08 was kept at a similar level as in the previous year. The rapid rise in fertiliser prices lead to a 

reduction in application rates, and the same is expected for 2008/09.

The outlook for 2008/09 is for an improvement in profitability driven by higher prices for sheep and cattle and 

restrained expenditure.

Although the farm surplus for reinvestment in 2008/09 is expected to improve significantly from 2007/08, it is not 

a large amount ($20 000) for reinvestment.

 financial PerforMance of the gisborne hill country sheeP and beef Model farM in 2007/08
The cash operating surplus for the Gisborne hill country sheep and beef model farm was 58 percent lower in 2007/08 

than in 2006/07 when income rose as a result of destocking during the 2007 drought. The numbers of stock sold in 

2007/08 were significantly lower and prices were also generally lower.

The 2007/08 cash operating surplus at $80 000 was also considerably lower (33 percent) than the surplus in 2005/06.

See Tables 21.5 and 21.6 for details of the model’s budget and expenditure in 2007/08.

 revenue sluMPs folloWing drought year

Net cash income of $310 000 in 2007/08 was about 27 percent lower than the previous year. Fewer stock sold in 

2007/08 was the main contributor to the decline in income. Lower opening stock numbers and lower lambing and 

calving percentages, both a consequence of the 2007 autumn drought, lead to lower volumes of stock being available 

for sale in 2007/08.

Climatic conditions were much kinder in 2007/08 than in the previous year. Although the 2007 winter began with 

soil moisture and feed deficits from the autumn drought, timely rain from July to August improved the situation. 

Warmer-than-usual temperatures through winter and early spring improved pasture covers and the survival rates of 

stock in light condition. Most of the region had good levels of rain for the rest of 2007/08. The exceptions were the 

northern East Coast, the summer-safe western ranges (Motu and Matawai), Rere, Ngatapa, Pehiri and Hangaroa, 

which all experienced drought conditions to varying degrees.

›

›

›

›

›
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 table 21.1: Key ParaMeters, financial results and budget for gisborne hill country sheeP and beef 
Model farM
  2005/06 2006/07r 2007/08 2008/09  
     budget

year ended 30 June

Effective area (ha)   821   821   821   821

Breeding ewes (head)  2 985  3 070  2 990  3 000

Replacement ewe hoggets (head)  1 070  1 128  1 060  1 120

Other sheep (head)   299   250   167   229

Breeding cows (head)   263   272   262   254

Rising 1-year cattle (head)   235   234   216   235

Other cattle (head)   185   201   177   191

Opening sheep stock units   3 949  4 041  3 855  3 950

Opening cattle stock units   3 310  3 429  3 168  3 284

Opening total stock units (su)  7 259  7 470  7 022  7 234

Stocking rate (stock unit/ha) 8.8 9.1 8.6 8.8

Ewe lambing (%) 117 124 113 109

Average lamb price ($/head) 52.46 47.15 48.17 64.81

Average wool price ($/kg) 2.24 2.23 2.25 2.58

Total wool produced (kg)  19 071  18 771  19 356  19 875

Wool production (kg/ssu) 4.83 4.65 5.02 5.03

Average rising 3-year steer ($/head) 954 957 947 1113

Average cull cow ($/head) 594 542 525 609

Net cash income ($)  366 701  426 213  310 305  394 603

Farm working expenses ($)  247 635  234 505  230 471  232 049

Farm profit before tax ($)  67 207  68 929  18 029  84 999

Farm surplus for reinvestment ($)1 –29 106  46 266 –70 728  20 367

note
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 

symbol
r the 2006/07 model has been revised. the latest data from meat & Wool new Zealand indicates destocking in 2006/07 was less than that shown in the 
2006/07 model published in 2007.

sheeP incoMe doWn 20 Percent 

Sheep income (sales less purchases) was down $35 000 (20 percent) from 2006/07. The number of sheep sold 

decreased 22 percent in 2007/08, mainly due to fewer lambs being available for sale.

Opening sheep numbers were down 5 percent in 2007/08, following destocking in 2006/07, and the 

lambing percentage fell to 113 percent from 124 percent, resulting in about 500 fewer lambs being born. Some 

restocking in 2007/08 also reduced the amount of stock available for sale during 2007/08.
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The average lamb price improved about $1 per head as prime lamb prices improved $5 per head while store lamb 

prices fell by the same amount. Lower prices were received for hoggets (down $10) and store and prime ewes (down 

about $8).

Wool income rose 4 percent in 2007/08 compared with 2006/07. This was a result of higher volumes with per head 

performance lifting 0.4 kilograms per stock unit with the price remaining at a similar level to that in 2006/07.

cattle incoMe decreases 43 Percent

Cattle income (sales less purchases) was $84 000 (43 percent) lower in 2007/08 than in 2006/07 when destocking 

drove a rise in income.

Opening cattle numbers were down about 7 percent due to the previous year’s drought. The numbers of steers and 

bulls sold in 2007/08 were well down on 2006/07 with this class of cattle heavily destocked during the 2006/07 

drought. Cattle purchases increased in 2007/08 to restock the model farm. Sale prices were generally lower than in 

the previous year as there was no demand on the spring market.

The calving percentage was down slightly on the previous year as the condition of cows was poorer than usual 

following the drought. During spring, some cows died from metabolic problems, but the season was generally 

favourable for calving.

A few farms in the region took in dairy cows for grazing during 2007/08, as drought in most other regions in the 

North Island increased demand for grazing. However, with the drought over, dairy grazing is not expected to 

continue or expand in the Gisborne region.

 table 21.2: gisborne hill country sheeP and beef cash farM incoMe

  2005/06 2006/07r 2007/08 2008/09  
     budget 
  ($) ($) ($) ($)

year ended 30 June

Sheep sales less purchases  175 997  181 211  145 726  180 839

Cattle sales less purchases  142 733  197 644  113 427  153 186

Wool  42 525  41 858  43 551  51 277

Grazing income (including hay and silage sales)  0 0   200  200

Other income  5 446  5 500  7 400  9 100

Net cash income  366 701  426 213  310 305  394 603

symbol
r the 2006/07 model has been revised. the latest data from meat & Wool new Zealand indicates destocking in 2006/07 was less than that shown 
in the 2006/07 model published in 2007.
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 exPenditure is restrained

Farm working expenses were down 2 percent in 2007/08 compared with 2006/07 to $230 000. However, on a per 

stock unit basis farm working expenses increased $1.43. Farm working expenses as a percentage of net cash income 

increased to 74 percent from 55 percent. Significant price increases occurred in some key farm inputs during the 

year but the reduction in income caused farmers to reduce expenditure, especially on discretionary items.

sPending is cut Where Possible

The main areas where farmers reduced expenditure were casual labour (down $3000) and repairs and maintenance 

(down $6000). Feed expenditure was down 4 percent on 2006/07 (the drought year) but still higher than normal for 

this model as farmers replenished their feed stocks following the drought. Shearing expenditure was lower due to the 

lower sheep numbers.

fertiliser and fuel Prices increase

Fertiliser expenditure increased 9 percent to $41 000. This increase was driven by rising prices, although the amount 

of fertiliser applied fell about 10 percent. In anticipation of rising fertiliser prices, some farmers bought fertiliser 

purchases forward but most did not have the cash surplus to do this.

Rising fuel prices increased expenditure on fuel and freight while electricity expenditure increased 10 percent.

Animal health expenditure increased 3 percent. Facial eczema was widespread in the region, and there were some 

cases of magnesium deficiency in cattle and salmonella problems in sheep in the Wairoa area.

Expenditure on communications costs rose driven by farmers’ increasing uptake of broadband and rising postal 

charges. 

A rise in interest rates from 8.0 to 9.1 percent was the main contributor to the increase in interest payments.

 net result PluMMets

Farm profit before tax was $51 000 less in 2007/08 than in 2006/07. This was mainly caused by the decline in net cash 

income.

A farm surplus for reinvestment deficit of $71 000 led to farmers spending little on capital purchases and 

development and no principal debt repayments were made. New borrowings were necessary to meet living costs.

 budget financial PerforMance of the gisborne hill country sheeP and beef Model farM in 
2008/09
The cash operating surplus is expected to more than double in 2008/09 compared with the previous year. A 

27 percent rise in net cash income, with expenditure down slightly (1 percent) compared with 2007/08, is expected 

to drive this improvement.
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See Tables 21.5 and 21.6 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

 revenue exPected to rise

Higher prices for stock and wool are expected to increase net cash income by $84 000 in 2008/09. Larger volumes of 

cattle, but not sheep, are expected to be sold in the budget year.

sheeP Prices iMProve

Higher prices will drive the expected 24 percent improvement in sheep income (sales less purchases). Although 

sheep numbers are expected to open 3 percent higher than in the previous year, the model expects no increase in the 

number of total sheep sold in 2008/09. Fewer lambs are expected to be available for sale in 2008/09, and farmers are 

expected to continue restocking.

Two-tooth ewes in light condition from the 2006/07 drought and widespread facial eczema in the region are 

expected to cause a further decrease in the lambing percentage (to 109 percent) in 2008/09. Scanning results at the 

time of writing (August 2008) show some areas with percentages as much as 20 to 25 percent less than the previous 

year. However, if lamb survival is higher than normal and the lambing percentage is similar to that in 2007/08, sheep 

income would improve a further 8 percent. Hogget mating in the region has continued to decline.

Higher schedule prices and improved weights are expected to increase the price per head of prime lamb, while a 

smaller supply of store lambs than in 2007/08 and the linking of store price to prime prices is expected to lift store 

prices. The improvement in the expected prices is shown in Table 21.3.

 table 21.3: sheeP Prices
    

      2008/09 
  2006/07 2007/08 budget 
  ($/head) ($/head) ($/head)

Prime lambs 53.34 58.26 75.00

Store lambs 33.37 28.58 49.45

Prime hoggets 70.19 60.33 80.45

2-tooth ewes 90.43 85.20 106.32

Mixed age store ewes 41.86 32.85 57.25

Mixed age prime ewes 37.91 30.73 41.89

 
source   
meat & Wool new Zealand.
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Wool revenue is expected to improve with an expected 15 percent increase in wool prices. A lower New Zealand 

dollar, a reduced supply of crossbred wool (due to the decrease in sheep numbers), and an increase in the 

competitiveness of wool against synthetic fibres used in carpet making are expected to contribute to the lift in wool 

prices.

cattle incoMe iMProves

Cattle income (sales less purchases) is expected to increase 35 percent in 2008/09 from 2007/08. Higher prices for 

stock sold will be the main contributor to improved income and the numbers of steers and bulls sold are also 

expected to increase.

Prices are expected to be higher in 2008/09, driven by an increase in prime schedules of around 15 percent on last 

season. An increase in store prices is expected to be driven by a shortage of supply (as the North Island recovers 

from drought) and fewer calves reared due to the lack of profitability for rearers.

 table 21.4: cattle Prices
    

      2008/09 
  2006/07 2007/08 budget 
  ($/head) ($/head) ($/head)

Cows 542.03 525.04 609.14

2–2.5-year heifers 673.55 645.96 764.99

1–1.5-year steers 497.68 682.97 794.70

2 year and over steers 957.10 947.19 1,112.49

Bull beef 767.45 792.52 921.32

 
source   
meat & Wool new Zealand.

A slight improvement in the calving percentage (1 percentage point) is expected in 2008/09 with stock condition 

improving on the previous season.

 exPenditure exPected to be KePt in checK

Farm working expenses are expected to rise 1 percent in 2008/09 with farmers continuing to reduce expenditure 

where possible to lower the impact of rising prices. Expenditure as a proportion of net cash income is expected to fall 

to 59 percent (from 74 percent in 2007/08).

Expenditure on most items is expected to creep up slightly in 2008/09, but expenditure on feed, casual labour and 

accident compensation is expected to decrease.

Rising fuel and electricity prices will continue to push expenditure on these items up.
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 figure 21.1: gisborne hill country sheeP and beef Model farM Profitability trends

source
maF monitoring reports; 2006 to 2008.

Fertiliser prices are expected to increase further in 2008/09 but farmers plan to continue reducing applications in 

order to hold expenditure at the same level as in the previous year. This is expected to slow restocking in the region. 

However, if the anticipated improvement in stock prices eventuates, farmers are likely to increase their fertiliser 

budgets during the year.

Interest rates are expected to have been fixed at the same rate as in the previous year but interest payments will 

increase by $6000 because of new borrowings taken out in 2007/08.

 net result exPected to iMProve

Farm profit before tax is expected to improve by $67 000 in 2008/09 compared with the previous year.

Farm surplus for reinvestment is expected to improve to a surplus of $20 000, which will be mostly applied to capital 

purchases, although farmers may defer purchasing decisions until they have a better picture of their likely returns.

The return on capital will improve to 1.4 percent from 0.2 percent the previous year.
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 table 21.5: gisborne hill country sheeP and beef Model budget 

  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  152 446  186 39.55  187 573  228 47.48

Wool  43 551  53 11.30  51 277  62 12.98

Cattle   144 474  176 45.61  197 639  241 60.18

Grazing income  (including hay and silage sales)   200  0 0.03   200  0 0.03

Other farm income  7 400  9 1.05  9 100  11 1.26

less    

Sheep purchases  6 720  8 1.74  6 734  8 1.70

Cattle purchases  31 047  38 9.80  44 453  54 13.54

Net cash income  310 305  378 44.19  394 603  481 54.55

Farm working expenses  230 471  281 32.82  232 049  283 32.08

Cash operating surplus  79 833  97 11.37  162 554  198 22.47

Interest  56 693  69 8.07  63 017  77 8.71

Rent and/or leases  9 300  11 1.32  9 300  11 1.29

Stock value adjustment  20 089  24 2.86  9 910  12 1.37

Minus depreciation  15 900  19 2.26  15 148  18 2.09

Farm profit before tax  18 029  22 2.57  84 999  104 11.75

Taxation  11 368  14 1.62 –3 631 –4 –0.50

Farm profit after tax  6 661  8 0.95  88 630  108 12.25

allocation of funds   

Add back depreciation  15 900  19 2.26  15 148  18 2.09

Reverse stock value adjustment –20 089 –24 –2.86 –9 910 –12 –1.37

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  6 600  8 0.94  6 800  8 0.94

Discretionary cash  9 072  11 1.29  100 667  123 13.92

Farm surplus for reinvestment2 –70 728 –86 –10.07  20 367  25 2.82

aPPlied to       

Net capital purchases  4 300  5 0.61  12 000  15 1.66

Development   100  0 0.01  1 300  2 0.18

Principal repayments   0  0 0.00   0  0 0.00

Drawings  73 200  89 10.42  73 500  90 10.16

New borrowings  77 000  94 10.97  30 000  37 4.15

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit  8 472  10 1.21  43 867  53 6.06

assets and liabilities

Farm, forest & building (opening) 5 000 870 6 091 712.15 5 250 000 6 395 725.73

Plant and machinery (opening)   50 000  61 7.12  46 300  56 6.40

Stock valuation (opening)  590 197  719 84.05  610 286  743 84.36

Other produce on hand (opening)   949  1 0.14   449  1 0.06

Total farm assets (opening) 5 642 016 6 872 803.46 5 907 035 7 195 816.55

Total assets (opening) 5 737 115 6 988 817.00 5 981 634 7 286 826.86

Total liabilities (opening)  615 000  749 87.58  692 000  843 95.66

Total equity (farm assets–liabilities) 5 027 016 6 123 715.88 5 215 035 6 352 720.89

note
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
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 table 21.6: gisborne hill country sheeP and beef Model exPenditure 

  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages  32 500   40 4.63  33 000  40 4.56

Casual wages  5 000   6 0.71  4 500  5 0.62

ACC  1 085   1 0.15   893  1 0.12

Total labour expenses  38 585   47 5.49  38 393  47 5.31

Animal health  21 839   27 3.11  22 064  27 3.05

Breeding   0   0 0.00   0  0 0.00

Electricity  3 862   5 0.55  4 051  5 0.56

Feed (hay and silage)  7 670   9 1.09  5 136  6 0.71

Feed (feed crops)   0   0 0.00   0  0 0.00

Feed (grazing)   0   0 0.00   0  0 0.00

Feed (other)   0   0 0.00   0  0 0.00

Fertiliser  41 153   50 5.86  40 802  50 5.64

Lime   600   1 0.09  1 000  1 0.14

Cash crop expenses   0   0 0.00   0  0 0.00

Freight (not elsewhere deducted)  6 039   7 0.86  6 366  8 0.88

Regrassing costs  2 463   3 0.64  2 504  3 0.35

Shearing expense  24 130   29 6.26  24 728  30 6.26

Weed and pest control  5 952   7 0.85  6 166  8 0.85

Fuel  7 791   9 1.11  8 547  10 1.18

Vehicle costs (excluding fuel)  10 172   12 1.45  10 599  13 1.47

Repairs and maintenance  23 800   29 3.39  25 500  31 3.52

Total other working expenses  155 472   189 22.14  157 463  192 21.77

Communication costs (phone & mail)  3 936   5 0.56  4 067  5 0.56

Accountancy  5 000   6 0.71  5 103  6 0.71

Legal and consultancy  2 700   3 0.38  2 366  3 0.33

Other administration  3 164   4 0.45  3 254  4 0.45

Water charges (irrigation)   0   0 0.00   0  0 0.00

Rates  12 000   15 1.71  12 720  15 1.76

Insurance  5 993   7 0.85  6 568  8 0.91

Other expenditure2  3 621   4 0.52  2 115  3 0.29

Total overhead expenses  36 414   44 5.19  36 193  44 5.00

Total farm working expenses  230 471   281 32.82  232 049  283 32.08

Wages of management  75 000   91 10.68  75 000  91 10.37

Depreciation  15 900   19 2.26  15 148  18 2.09

Total farm operating expenses  321 371   391 45.77  322 196  392 44.54

calculated ratios       

Economic farm surplus (EFS3)  9 022 11 1.28  82 316 100 11.38

Farm working expenses/NCI4 74%   59%  

EFS/total farm assets 0.2%   1.4%  

EFS less interest and lease/equity –1.1%   0.2%  

Interest + rent + lease/NCI 21.3%   18.3%  

EFS/NCI 2.9%   20.9%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.
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22hill country sheeP and beef

haWKes bay/WairaraPa
The Hawkes Bay/Wairarapa hill country sheep and beef model represents 1160 hard hill and hill-country farms from 

the Hastings district to South Wairarapa. Farms represented by this model generally have a reasonable proportion of 

easier hill country and higher fertility soils, and mostly carry between 8 and 12 stock units per hectare. These 

properties generally operate a sheep breeding policy with a proportion of lambs finished, depending on quality of 

country and season. Cattle policies range from breeding cows to intensive finishing.

 Key Points
Difficult seasonal conditions culminating in a drought in early 2008 depressed pasture growth and livestock 

production during 2007/08 for a second successive year. While central Hawkes Bay was the “epicentre” of the 2007 

drought, the Wairarapa and southern Hawkes Bay were more seriously affected in the 2008 drought.

Stock numbers on the model farm fell 10 percent from 2006/07 to 2007/08. Lambing dropped 14 percentage 

points in 2007/08, and a further 2 percentage points drop is expected for 2008/09.

Net cash income in 2007/08 fell about $85 000 or 23 percent to $277 000 compared with 2006/07. This decrease 

was due to lower stock numbers and lower stock performance following the 2007 drought, and the widespread 

nature of the 2008 drought, which led to unusually low store prices for sheep and cattle.

Farm working expenditure increased 3 percent in 2007/08 and a similar increase is expected for 2008/09. 

Although the quantity of inputs is falling, significant price rises for fertiliser and fuel mean it is difficult for 

farmers to reduce overall expenditure.

Net cash income in 2008/09 is expected to increase 25 percent to $345 000 compared with 2007/08 due to 

improved prices. This is despite less stock being available for sale as farmers rebuild flocks and herds.

Farm profit before tax is expected to increase to $47 000 in 2008/09 from a loss of $35 000 in 2007/08.

 financial PerforMance of the haWKes bay/WairaraPa hill country sheeP and beef Model farM in 
2007/08
Difficult seasonal conditions depressed pasture growth and livestock production during 2007/08 for a second 

successive year. Farms started the year with reduced feed covers, stock condition and stock numbers because of the 

severe late-autumn drought in 2007. Although weather over lambing and calving was favourable, cooler, overcast 

and windy conditions in October and hot, dry conditions in November and December resulted in below-average 

spring pasture growth. Summer remained dry, and recovery of hill country pastures was slow even when rain arrived 

in April, particularly in areas south of central Hawkes Bay.

Table 22.2 shows how each drought affected parts of the region more than others. Central Hawkes Bay was the 

“epicentre” of the 2007 drought, while the Wairarapa and southern Hawkes Bay were more seriously affected in 2008. 

As a result, farmers destocked more heavily in Hawkes Bay in autumn 2007 and Wairarapa farmers destocked 

relatively more in autumn 2008.

Stock numbers on the model farm were down 6 percent at 30 June 2007 compared with 30 June 2006. Although 

stock numbers were significantly lower (20 to 30 percent) on those properties severely affected by drought, overall 

many properties were slower to drop stock numbers. The second drought in 2008 resulted in a further reduction of 

stock numbers in the farm model during 2007/08.

›

›

›

›

›

›
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 table 22.1: Key ParaMeters, financial results and budget for the haWKes bay/WairaraPa hill 
country sheeP and beef Model farM
  2004/05 2005/06 2006/07r 2007/08 2008/09  
      budget

year ended 30 June

Effective area (ha) 526 624 624  624  624

Breeding ewes (head) 2 629 3 134 3 255  3 140  2 965

Replacement ewe hoggets (head) 884 1 148 1 202  1 035  905

Other sheep (head) 410 147 345  305  395

Breeding cows (head) 92 114 112  103  95

Rising 1-year cattle (head) 108 125 140  133  129

Other cattle (head) 159 92 87  83  91

Opening sheep stock units (ssu) 3 559 4 080 4 343  4 084  3 881

Opening cattle stock units  1 874 1 606 1 635  1 537  1 516

Opening total stock units (su) 5 433 5 686 5 978  5 621  5 396

Stocking rate (su/ha) 10.3 9.1 9.6 9.0 8.6

Ewe lambing (%) 137 127 123 109 107

Average lamb price ($/head) 62.69 52.57 48.40 47.26 75.39

Average wool price ($/kg) 2.68 2.32 2.31 2.26 2.59

Total wool produced (kg)  20 476 23 105 23 530  21 039  19 786

Wool production (kg/ssu) 5.75 5.66 5.42 5.15 5.10

Average rising 2-year steer ($/head) 0 752 715  730  950

Average cull cow ($/head) 650 660 627  580  750

Net cash income ($)  393 472  336 371  361 605  277 136  345 252

Farm working expenses ($)  249 711  212 405  203 956  210 873  217 214

Farm profit before tax ($)  105 677  65 210  22 521 –35 122  46 736

Farm surplus for reinvestment1 ($)  6 344 –36 622 –2 046 –64 096 –12 027

note
1 Farm surplus for reinvestment represents the cash available from the farm business, after meeting living costs, which is available for investment on the farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

symbol
r the model parameters were revised in 2007, so caution should be taken when comparing figures in this report with figures in previous monitoring reports and 
for years before 2005/06.

The outcome of these conditions was a cash operating surplus of $66 000 in 2007/08, a decrease of $92 000 

(58 percent). This decrease was a result of farmers having less stock on hand as a result of the drought, and the 

drought’s impact on productivity, including the lambing percentage. A significant fall in the price of store sheep and 

rising costs, particularly for fertiliser, feed and fuel, also contributed to the decrease in the cash operating surplus.

See Tables 22.4 and 22.5 for details of the model’s budget and expenditure in 2007/08.
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 revenue decreases 23 Percent

Net cash income fell about $85 000 (23 percent) to $277 000 in 2007/08 compared with 2006/07. The 2007 drought 

resulted in farmers having less stock on hand and poorer stock performance. The more widespread drought in 2008 

led to unusually low store prices for sheep and cattle relative to prime prices. In addition, revenue had been boosted 

in 2006/07 by the sale of capital stock and stock usually carried through winter for finishing in spring.

The severe 2007 drought finally broke on 10 and 11 June 2007, too late for a recovery in feed levels before winter. 

This meant hill country farms in the Hawkes Bay/Wairarapa region started the year with very low pasture covers and 

lower stock numbers compared with the previous year. Many stock were in light condition.

Winter and spring rainfall did not rebuild soil moisture levels, and low feed levels persisted through spring. 

Although there was some rain in late December, the east coast south of Napier continued to be dry into April. It was 

the typically summer-safe areas south of Waipukurau in Tararua district and the foothills of the western ranges, that 

were unusually dry and were hit hardest by the 2008 drought.

sheeP revenue falls a third

Sheep revenue (sales less purchases) was down about $61 000 (30 percent) to $142 000 in 2007/08 compared with 

2007/06. Less stock was sold than in 2006/07 (22 percent fewer head). Although the schedule price for prime lambs 

improved, prices for store lambs and ewes fell by more than one-quarter.

Low feed covers, low confidence in lamb returns and a consequent lack of buyers led to heavy discounts on early 

store lambs.

The number of lambs sold decreased 24 percent. Although 64 percent were sold prime (compared with 72 percent in 

2006/07), many were killed at lighter weights rather than being sold store, because the store market was so weak. 

Store lambs flooded the market in late March as concern developed about the potential for a repeat of the previous 

autumn drought. The prime lamb price was up slightly to a season average of $57 (from $55) while the average store 

lamb prices fell to $30 (from $40). The overall average lamb price fell to $47.26 compared with $48.40 in 2006/07.

 
 table 22.2 changes in total stocK unit nuMbers

 total sheeP/cattle decrease (%)

  year ending  year ending  
region  June 2007   June 2008 budget

Hawkes Bay1 –7.6 –2.5

Wairarapa –4.1 –7.3

Combined Hawkes Bay/Wairarapa –6.5 –4.1

note
1 hawkes bay includes tararua.

source
meat & Wool new Zealand survey farms.
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laMbing doWn 14 Percentage Points

As a result of the drought, 4 percent fewer in-lamb ewes were on hand in July 2007. The cumulative effects of the 

drought also saw lambing decline 14 percentage points to 109 percent (lambs to opening ewes). Ewes either held or 

lost weight during tupping, reducing their lambing potential below that of recent years. There were fewer multiple-

lambing ewes in 2007 rather than more dries.

Ewe and lamb losses were high despite the warm, settled weather that prevailed for lambing during August and early 

September. Although there were no major storms, lamb wastage was high. Some ewes were in such poor condition 

that they abandoned their lambs at birth. Lamb birth-weights were lower than normal, and feed covers remained 

tight on the hill country.

With fewer hoggets on hand and 25 percent fewer mated because of the difficulty getting ewe lambs to the required 

weights for mating, the model shows a 70 percent decrease in the number of hogget lambs born compared with the 

previous year.

Wool incoMe decreases 13 Percent

The 7 percent decline in opening sheep numbers from the previous year and reduced per head production as a result 

of the drought reduced total wool produced in 2007/08. This was offset to some extent by second shearing deferred 

from 2006/07, but most farms dropped their winter shearing of ewes and reviewed shearing policies in the face of 

rising costs. The outcome was an 11 percent (2500 kilogram) reduction in the wool clip to around 21 000 kilograms. 

With a small decrease in wool prices in 2007/08, wool revenue declined about $7000 (13 percent) to $48 000.

cattle incoMe falls as Weights decline due to drought iMPact

The number of cattle on hand on the model farm at the start of the 2007/08 year decreased 6 percent compared with 

2006/07. Sales income declined 4 percent because the drought resulted in lower cattle weights. Farmers were slower 

than usual to send cattle to the works, and some cattle that would have usually been finished had to be sold on the 

depressed store market. As a result, prices for most cattle were flat and the prices for older bulls fell. Purchases 

 table 22.3: haWKes bay/WairaraPa hill country sheeP and beef cash farM incoMe

  2004/05 2005/06 2006/07r 2007/08 2008/09  
      budget 
year ended 30 June ($) ($) ($) ($) ($)

Sheep sales less purchases  201 791  193 750  203 473  142 072  194 518

Cattle sales less purchases  116 990  85 307  101 302  84 515  95 490

Wool  54 802  54 814  54 330  47 548  51 244

Grazing income (including hay and silage sales)  8 122 0 0  1 000  1 000

Other income  11 768  2 500  2 500  2 000  3 000

Net cash income  393 472  336 371  361 605  277 136  345 252
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increased 44 percent as farmers bought more, younger cattle to compensate for a 12 percent reduction in the number 

of calves born. The net result is that cattle revenue (sales less purchases) dropped $17 000 (17 percent) to $85 000.

Calving (calves to opening cows) in spring 2007 was down 4 percentage points to 82 percent compared with 2006/07 

due to the lighter condition of cows. Calving in an average season is expected to be around 88 percent.

 farM costs increase slightly desPite revenue falling

Total farm working expenses increased 3 percent to $211 000 in 2007/08 compared with 2006/07. This is still below 

the level of expenditure in 2005/06, despite the Farm Expenses Price Index rising over 8 percent between 30 June 

2006 and 30 June 2008. Farmers held costs where possible to try to avoid increasing their deficit, which would 

eventually have to be rolled into term debt.

feed and fertiliser costs increase

Feed costs rose 10 percent in 2007/08 compared with 2006/07, when costs were also much higher than usual due to 

the 2007 drought. Farms entered winter 2007 with low feed covers and were forced to buy supplementary feed and 

send stock away for grazing.

After a mild August and September, cooler, overcast and windy weather in October reduced pasture growth rates 

and inadequate soil moisture remained a concern. Record low November rainfalls and hot, dry weather in November 

and early December exacerbated the situation. Less supplementary feed was made due to the absence of the normal 

spring flush followed by a dry summer. Widespread drought during summer and autumn 2008, that particularly 

affected dairying regions of the North Island, increased demand and prices for supplementary feed and grazing.

Although farmers reduced fertiliser inputs following the 2007 drought, fertiliser expenditure on the model farm 

increased about $3500 (10 percent) to $40 000. This largely reflected price rises of some 16 percent during the year 

and increased application costs, but some of this increased expenditure was an attempt to beat further price rises 

expected for 2008/09. Fertiliser expenditure also fell 18 percent in 2006/07. In 2007/08, farmers applied slightly more 

nitrogen to boost early spring grass growth following the drought and tended to increase lime applications compared 

with the previous year.

labour exPenditure decreases 5 Percent

The reduction in labour expenses of around 5 percent reflects less casual labour being employed and farmers 

undertaking more work themselves. The reduction in employment was slightly offset by increased wages as a result 

of increases in entitlements such as holiday pay.

aniMal health exPenditure reflects decline in stocK nuMbers

Animal health and breeding expenditure was held steady despite price increases. This was a result of farmers having 

less livestock on hand and targeting spending, with more focus on drench usage in light of information about drench 

resistance. The poor condition of stock led to animal health problems, and drench use increased in drought-affected 

areas, with more ewes being drenched and more-expensive drench capsules being used than in the previous year.
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shearing Practices change to Manage costs

Shearing expenditure fell by around $2000 (7 percent) due to farmers having fewer sheep on hand and changing 

their shearing policies. Generally, increases in shearing costs were offset by some farms changing from full contract 

shearing to open-shed agreements. This change resulted in less-frequent shearing, more lambs and hoggets sold 

woolly, and farmers doing more of their own shearing and crutching.

rePairs and Maintenance exPenditure fell slightly

Repairs and maintenance expenditure fell 4 percent to $19 000 in 2007/08, representing the lowest level to which this 

input can be reduced. The level of expenditure is well down on the levels of several years ago. Given cost increases 

over this time, it implies that the physical amount of repairs and maintenance undertaken is even lower than 

indicated by the spending reduction. Farmers deferred non-essential work and have used stockpiles of materials 

from earlier years to try to reduce the cash loss.

fuel, rates, and coMMunication costs increase

Fuel expenditure increased about 20 percent to $8500. The price of fuel rose 19 percent in the last quarter of 2007/08. 

This increase was on top of steady rises in fuel prices during the year. The fuel price in June 2008 was 40 percent 

higher than a year earlier. The fuel price rise was also reflected in increased freight costs. 

Communications costs increased about 10 percent to $3000, while other administration expenditure was kept fairly 

constant. 

Rates increased $900 or 11 percent to $9100.

 net result a significant loss 

The cash operating surplus in 2007/08 of $66 000 was just 42 percent of the surplus in 2006/07 ($158 000). The 

2006/07 cash position had been boosted by the sale of both capital stock and stock usually carried through winter for 

finishing in spring. 

Discretionary cash was just $12 000 in 2007/08, down 84 percent from $77 000 in 2006/07.

Farm profit before tax in 2007/08 was a loss of $35 000 compared with the comparatively low profit of $23 000 in 

2006/07. This reflects the further fall in stock numbers as a result of the second drought in 2008, the fall in store 

stock prices, reduced lambing and calving percentages, the difficulty of getting prime animals to good weights, and 

the seemingly relentless increase in farm costs. Debt servicing was up 5 percent on 2006/07. This was due to 

increased term debt and higher interest rates. Capital expenditure has been deferred, particularly on farms with 

higher levels of debt.

This is the third year of very low profits or losses, out of which farmers must meet taxation, their living costs, capital 

and development expenditure, and repay loan principal. The farm surplus for reinvestment fell to –$64 000. Even 



haWKes bay/WairaraPa hill country sheeP and beef162

with modest levels of off-farm income and capital expenditure of just $12 000 (down 40 percent), new borrowings of 

$50 000 were insufficient to fund the cash deficit from farming.

 budget financial PerforMance of the haWKes bay/WairaraPa hill country sheeP and beef Model 
farM in 2008/09
The model farm’s opening stock numbers are down 4 percent compared with the previous year. The second 

successive drought year has brought the total reduction in stock numbers to 10 percent compared with July 2006. 

The model farm is expected to start rebuilding stock numbers slowly in 2008/09 to 92 percent of the pre-drought 

levels. This will reduce the numbers of stock available for sale. Improvements in product prices are anticipated. 

Expenditure is expected to increase only 3 percent as farmers closely scrutinise all costs. The expected cash operating 

surplus increases 93 percent, compared with 2007/08, to $128 000.

Feed covers and stock condition deteriorated during autumn 2008, with the situation being progressively worse 

further south. Ewes lost weight over tupping and cows went into winter in light condition.

Long waiting periods to kill cattle and sheep, and a reluctance to sell stock at low prices forced many farmers to hold 

on to stock for longer than desirable. The extra stock carried through summer and into autumn did not allow cattle 

feed and roughage to build up, and a shortage of cattle feed persisted into winter 2008 on most properties.

Wet, mild conditions in late April provided excellent grass growing conditions in northern areas, but recovery from 

the drought was slow on hill country in the south. May was colder than normal and relatively wet. Soil temperatures 

fell below average. Demand for feed decreased due to favourable weather in June and less stock. This enabled the 

feed situation to improve in some areas, although pasture covers remained lower than normal.

See Tables 22.4 and 22.5 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

 revenue exPected to rise 25 Percent as Product Prices iMProve

Net cash income is expected to increase 25 percent compared with 2007/08, to $345 000. This result is expected to be 

achieved despite reductions of 15 percent in sheep numbers sold and 7 percent in cattle numbers sold, compared 

with 2007/08, as the model farm rebuilds stock levels.

sheeP revenue exPected to increase 37 Percent

Sheep revenue (sales less purchases) is expected to increase about $53 000 or 37 percent to $195 000. For the second 

year running there will be less livestock to sell: 35 percent fewer head than in 2006/07. Prices are expected to lift as a 

result of a widespread shortage of stock and a depreciating exchange rate.

laMb Prices exPected to increase draMatically but feWer laMbs for sale

The model farm’s budget shows that 12 percent fewer lambs (just under 2000) will be sold in 2008/09 compared with 

2007/08 (2300) while 3000 lambs were sold 2006/07.
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More lambs are expected to be sold prime in 2008/09 (up 3 percentage points to 67 percent from the previous year) 

and the prime lamb price is expected to be up 44 percent to a season average of $82 (from $57). Lamb weights are 

expected to improve as a result of more lambs being born as singles, ewes in better condition leading to better 

weaning weights, less stock on farms, and some farms planting fodder crops to enable them to finish lambs usually 

sold store for disappointing prices. Some farms with lower ewe numbers will also move to earlier lambing systems 

with terminal sires to benefit from the traditionally higher early season lamb prices.

The average store lamb price is expected to more than double to $62 (from $30 in the previous year), although there 

is some uncertainty about the store market, given the potential interplay of a national shortage of lambs for finishing 

and for rebuilding flocks, a similar shortage of cattle, and some traditional finishing farms moving into cropping or 

dairy support.

The second drought in 2008 is expected to reduce lambing a further 2 percentage points to 107 percent (lambs to 

opening ewes). Six percent fewer in-lamb ewes were on hand in July 2008. Ewe scanning results were even lower 

than in 2007, particularly for two-tooth ewes whose growth had been compromised by two difficult years. However, 

lamb losses are expected to be down as ewes went into winter in better condition and winter feed covers were better 

in July 2008 than in the previous year.

Wool incoMe exPected to rise 8 Percent due to iMProved Prices

A 15 percent anticipated increase in the average wool price is expected to outweigh the 6 percent decrease in wool 

production expected for the model farm in 2008/09. Wool revenue is expected to increase about $4000 (8 percent) to 

$51 000.

With 5 percent fewer sheep at 1 July 2008 than at 1 July 2007 and wool production per head again compromised by 

drought, total wool produced in 2008/09 is expected to be 20 000 kilograms compared with 21 000 kilograms in 

2007/08. As a result of the culling of older ewes and lower stocking rates, wool weights per head should increase 

slightly in 2008/09 but changing shearing policies may mask this improvement.

cattle incoMe exPected to rise as Prices iMProve

Cattle revenue (sales less purchases) is expected to increase $11 000 or 13 percent, to $95 000. The number of cattle 

on hand at 1 July 2008 is 1 percent lower than a year earlier. This somewhat masks the different subregional impacts 

of the 2008 drought, which saw cattle numbers fall 17 percent in the Wairarapa and increase 5 percent in Hawkes 

Bay.

Sales income is expected to increase 24 percent to $155 000 due to improved schedule prices and the expectation 

that cattle will be taken to heavier weights and more cattle will be finished.

Purchases are expected to increase 49 percent to $59 000 as the model farm’s herd is rebuilt (cattle numbers are 

expected to increase around 3 percent) and higher prices are expected to be paid, reflecting the expected shortage of 

stock.
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Calving is expected to improve 3 percentage points to 85 percent (calves to opening cows). As feed covers declined 

during autumn many farmers culled breeding cow herds aggressively, and the high percentage of dry cows made the 

destocking decision somewhat easier for many farmers.

 farM costs exPected to increase 3 Percent

Total farm working expenses are expected to increase 3 percent compared with the previous year to $217 000. This 

will be achieved only by farmers reducing the quantity of key inputs such as fertiliser.

fertiliser exPenditure exPected to be held constant

Fertiliser prices have more than doubled since spring 2007 and further price rises are expected for 2008/09. In an 

effort to hold costs while maintaining production, the model farm is halving the amount of fertiliser applied. 

Fertiliser is likely to be applied more strategically where it will give the best response. Many farms are likely to forgo 

fertiliser totally for the coming year given its cost, lower stock numbers, and the ability to ‘mine’ existing reasonable 

soil nutrient levels for a short period. The lower fertiliser input is one factor limiting the rebuilding of stock numbers, 

the other major factor is the cost of financing stock purchases.

In part as a substitute for reduced fertiliser application, many farms are expected to increase their use of lime. The 

model farm budget includes an almost 70 percent increase in expenditure on lime to $11 000.

fuel Prices exPected to sParK increase in various exPense iteMs

Higher average fuel prices in 2008/09 are expected to result in an 18 percent increase in the model farm’s fuel bill to 

$10 000. The cost will also flow through to increased expenditure on freight (up 17 percent to $7000), regrassing (up 

10 percent to $7000) and supplementary feed. However, the recent variability in fuel prices makes it difficult to 

anticipate what the actual fuel expenditure will be in 2008/09. Less hay and baleage are expected to be bought given a 

more ‘normal’ year, but more may be conserved on farm than in the two previous years if the season allows.

labour and shearing exPenditure exPected to fall and Most other costs to be held

Labour expenditure is expected to be down 4 percent and shearing costs are expected to be down a further 6 percent 

due to reduced sheep numbers and changing shearing practices. Replacing sheep with cattle will reduce the demand 

for labour and contribute to a reduction in animal health and breeding costs. Farmers report they will closely 

scrutinise the products and quantities they order to minimise waste.

Modest increases of around 4 percent are expected for weed and pest control, vehicle costs, repairs and maintenance, 

and overhead expenses.

 net result exPected to iMProve but cash deficit Will reMain

The cash operating surplus in 2008/09 is expected to improve $62 000 (93 percent) to $128 000. This is a welcome 

improvement and results from expected increases in product prices. However, despite no tax being paid, it is still 

insufficient to cover debt servicing, living costs, capital and development expenditure, and principal repayments.
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Discretionary cash is expected to increase more than five times to $66 000 in 2008/09 from just $12 000 in 2007/08.

Farm profit before tax in 2008/09 is expected to increase to $47 000 from a loss of $35 000 in 2007/08. This includes a 

write-up of $10 000 relating to the increased value of stock on hand at the end of the year.

Debt servicing is expected to increase 7 percent in 2008/09, again due to increased term debt and higher interest 

rates. Loans are now rolling over with rates slightly above 9 percent, however like all expenditure items the actual 

cost will be determined by interest rates available at the time of renewal. 

Non-essential capital expenditure is again expected to be deferred.

The farm surplus for reinvestment is expected to increase from a loss of $64 000 in 2007/08 to a loss of $12 000 in 

2008/09. The impact of two droughts has reduced current stock levels and performance such that despite improved 

product prices and inputs being held to below maintenance levels, the model farm’s income is insufficient to support 

a family. This is the case even though debt on the model farm is equivalent to just 15 percent of total farm assets. 

Many farms are more indebted and interest costs of between $15 and $20 per stock unit are not unusual.

Land prices for this type of farm are expected to remain static.

 figure 22.1: haWKes bay/WairaraPa hill country sheeP and beef Model farM Profitability trends

source
maF monitoring reports; 2005 to 2008.
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  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  152 044  244 37.23  208 726  334 53.79

Wool  47 548  76 11.64  51 244  82 13.21

Cattle   124 410  199 80.92  154 750  248 102.11

Grazing income  (including hay and silage sales)  1 000  2 0.18  1 000  2 0.19

Other farm income  2 000  3 0.36  3 000  5 0.56

less   

Sheep purchases  9 972  16 2.44  14 208  23 3.66

Cattle purchases  39 895  64 25.95  59 260  95 39.10

Net cash income  277 136  444 49.30  345 252  553 63.98

Farm working expenses  210 873  338 37.52  217 214  348 40.25

Cash operating surplus  66 262  106 11.79  128 038  205 23.73

Interest  62 007  99 11.03  66 366  106 12.30

Rent and/or leases  6 700  11 1.19  6 700  11 1.24

Stock value adjustment –13 177 –21 –2.34  10 118  16 1.88

Minus depreciation  19 500  31 3.47  18 355  29 3.40

Farm profit before tax –35 122 –56 –6.25  46 736  75 8.66

Taxation –4 349 –7 –0.77   0  0 0.00

Farm profit after tax –30 773 –49 –5.47  46 736  75 8.66

allocation of funds      

Add back depreciation  19 500  31 3.47  18 355  29 3.40

Reverse stock value adjustment  13 177  21 2.34 –10 118 –16 –1.88

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  10 500  17 1.87  10 800  17 2.00

Discretionary cash  12 404  20 2.21  65 773  105 12.19

Farm surplus for reinvestment2 –64 096 –103 –11.40 –12 027 –19 –2.23

aPPlied to

Net capital purchases  12 000  19 2.13  12 000  19 2.22

Development   200  0 0.04  1 800  3 0.33

Principal repayments   0  0 0.00   0  0 0.00

Drawings  66 000  106 11.74  67 000  107 12.42

New borrowings  50 000  80 8.90   0  0 0.00

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit –15 796 –25 –2.81 –15 027 –24 –2.78

assets and liabilities

Farm, forest and building (opening) 4 180 000 6 699 743.66 4 180 000 6 699 774.65

Plant and machinery (opening)   70 000  112 12.45  60 700  97 11.25

Stock valuation (opening)  412 980  662 73.47  399 803  641 74.09

Other produce on hand (opening)  1 831  3 0.33   803  1 0.15

Total farm assets (opening) 4 664 811 7 476 829.91 4 641 306 7 438 860.14

Total assets (opening) 4 844 311 7 763 861.84 4 791 506 7 679 887.97

Total liabilities (opening)  650 500 1 042 115.73  700 500 1 123 129.82

Total equity (farm assets – liabilities) 4 014 311 6 433 714.18 3 940 806 6 315 730.32

note
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

 table 22.4: haWKes bay/WairaraPa hill country sheeP and beef Model budget 
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 table 22.5: haWKes bay/WairaraPa hill country sheeP and beef Model exPenditure 

 2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages  29 000   46 5.16  27 789  45 5.15

Casual wages   0   0 0.00   0  0 0.00

ACC   821   1 0.15   690  1 0.13

Total labour expenses  29 821   48 5.31  28 480  46 5.28

Animal health  14 614   23 2.60  14 569  23 2.70

Breeding  3 255   5 0.58  3 070  5 0.57

Electricity  2 800   4 0.50  3 000  5 0.56

Feed (hay and silage)  8 993   14 1.60  8 094  13 1.50

Feed (feed crops)   0   0 0.00   0  0 0.00

Feed (grazing)   0   0 0.00   0  0 0.00

Feed (other)   0   0 0.00   0  0 0.00

Fertiliser  40 000   64 7.12  40 000  64 7.41

Lime  6 525   10 1.16  11 000  18 2.04

Cash crop expenses   0   0 0.00   0  0 0.00

Freight (not elsewhere deducted)  6 000   10 1.07  7 000  11 1.30

Regrassing costs  6 115   10 1.50  6 739  11 1.25

Shearing expense  25 930   42 6.35  24 447  39 6.30

Weed and pest control  4 243   7 0.75  4 400  7 0.82

Fuel  8 500   14 1.51  10 000  16 1.85

Vehicle costs (excluding fuel)  7 500   12 1.33  7 800  13 1.45

Repairs and maintenance  19 000   30 3.38  20 000  32 3.71

Total other working expenses  153 476   246 27.30  160 120  257 29.67

Communication costs (phone & mail)  3 000   5 0.53  3 200  5 0.59

Accountancy  3 500   6 0.62  3 700  6 0.69

Legal and consultancy  2 700   4 0.48  2 800  4 0.52

Other administration  2 000   3 0.36  2 200  4 0.41

Water charges (irrigation)   0   0 0.00   0  0 0.00

Rates  9 100   15 1.62  9 600  15 1.78

Insurance  5 000   8 0.89  5 000  8 0.93

Other expenditure2  2 276   4 0.40  2 115  3 0.39

Total overhead expenses  27 576   44 4.91  28 615  46 5.30

Total farm working expenses  210 873   338 37.52  217 214  348 40.25

Wages of management  75 000   120 13.34  75 000  120 13.90

Depreciation  19 500   31 3.47  18 355  29 3.40

Total farm operating expenses  305 373   489 54.33  310 569  498 57.56

calculated ratios       

Economic farm surplus (EFS3) –41 415 –66 –7.37  44 801 72 8.30

Farm working expenses/NCI4 76%   63%  

EFS/total farm assets –0.9%   1.0%  

EFS less interest and lease/equity –2.7%   –0.7%  

Interest + rent + lease/NCI 24.8%   21.2%  

EFS/NCI –14.9%   13.0%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.
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23intensive sheeP and beef

eastern loWer north island 

The eastern lower North Island model farm represents 840 intensive finishing farms from Hastings district south on 

the east coast. The farms in the model have an average effective area of 347 hectares and run 11 to 12 stock units per 

effective hectare. Sheep account for 60 percent of the total stock units.

 Key Points
Farm profit before tax for the model farm in 2007/08 was just $8000, down $35 000, compared with 2006/07. It is 

expected to increase to $49 000 in 2008/09.

Net cash income in 2006/07 was inflated by drought-related destocking; while income in 2007/08 was down due to 

reduced opening stock numbers, lower post-drought stock performance and poorer prices.

Sheep and beef stock units increased 8 percent in the year to 30 June 2008, following an 18 percent decline in 

2006/07. The increase was mostly in hoggets and cattle. Farms in the northern part of the region increased stock 

numbers during 2007/08, while those in the south, more affected by a second drought, tended to reduce stock 

numbers.

The cash operating surplus for 2008/09 is expected to more than double to $113 000 due to higher opening stock 

numbers and improved prices for stock. However, lower breeding ewe numbers and reduced lambing performance 

means the model farm has 300 fewer prime lambs for sale in 2008/09 compared with a typical pre-drought year.

The fertiliser tonnage applied fell by more than a third in 2007/08 from the previous year and a further 25 percent 

reduction is expected in 2008/09. Rapidly rising prices mean fertiliser expenditure is expected to increase 

34 percent in 2008/09.

Farm expenditure fell 6 percent in 2007/08 but is expected to increase 10 percent in 2008/09 due to increases in 

input prices and some deferred maintenance expenditure as improved revenue allows.

 financial PerforMance of the eastern loWer north island intensive sheeP and beef Model farM 
in 2007/08
The cash operating surplus for the eastern lower North Island intensive sheep and beef model farm was $53 000 in 

2007/08. This was $136 000, or 72 percent, lower than in 2006/07. The 2006/07 cash position was boosted by the sale 

of capital stock and trading stock normally carried through winter being quit early because of drought.

The autumn and early winter of 2007 brought a late drought to Hastings, central Hawkes Bay and pockets of the 

Wairarapa, which extended into June. From December, areas west and north of Napier had a normal season, while 

south of Napier the drought continued until May 2008. Those areas usually wet in summer in Tararua and Wairarapa 

were particularly affected.

Changes to stock numbers in the region varied depending on the seasonal conditions. Early winter 2007 saw a 

significant drought-related fall in stock numbers in the northern half of the region but limited changes further south. 

The 2007/08 year brought a reversal of this with the main reductions in stock in 2007/08 occurring from Tararua 

south, while central Hawkes Bay and Hastings started to rebuild from depleted levels. Approximately half the 

surveyed farms increased stock numbers while the remaining surveyed farms reduced stock numbers. Overall, 

average sheep and beef stock units increased 8 percent in the 2007/08 year, following an 18 percent decline in 
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2006/07. The number of breeding ewes declined 4 percent in 2007/08. This decline was driven by some negative 

sentiments towards sheep profitability, the number of hoggets increased 21 percent with improved prospects for 

winter finishing, and the total number of cattle increased 20 percent.

See Tables 23.3 and 23.4 for details of the model’s budget and expenditure in 2007/08.

 farM incoMe decreases 41 Percent

Net cash income was down about $145 000 (41 percent) to $212 000 compared with 2006/07. The 2006/07 figure was 

inflated by drought-related destocking while the 2007/08 figure was down due to reduced opening stock numbers 

 table 23.1: Key ParaMeters, financial results and budget for eastern loWer north island intensive 
sheeP and beef Model farM

  2005/06 2006/07 2007/08 2008/09  
     budget

year ended 30 June

Effective area (ha) 347 347   347   347

Breeding ewes (head) 1 660 1 730  1 615  1 562

Replacement ewe hoggets (head) 570 510   420   420

Other sheep (head) 475 515   259   379

Breeding cows (head) 33 38   0   0

Rising 1-year cattle (head) 130 162   115   150

Other cattle (head) 115 134   142   158

Opening sheep stock units   2 394  2 450  2 094  2 125

Opening cattle stock units   1 354  1 620  1 254  1 497

Opening total stock units (su)  3 748  4 070  3 348  3 622

Stocking rate (stock unit/ha) 10.8 11.7 9.6 10.4

Ewe lambing (%) 131 130 116 114

Average lamb price ($/head) 59.43 55.53 60.08 83.78

Average wool price ($/kg) 2.3 2.29 2.20 2.54

Total wool produced (kg)  13 173  12 122  9 253  10 605

Wool production (kg/ssu) 5.50 4.95 4.42 4.99

Average rising 2-year steer ($/head) 752 725   710   950

Average 2-year and older bull ($/head) 980 972   870  1 200

Net cash income ($)  257 096  357 009  211 641  286 420

Farm working expenses ($)  166 177  167 814  158 435  173 501

Farm profit before tax ($)  62 827  42 914  7 709  48 902

Farm surplus for reinvestment ($)1 –44 568  56 422 –79 502 –15 824

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 



eastern loWer north island intensive sheeP and beef170

and lower stock performance following the drought. There were additional stock purchases or retentions, as stock 

numbers were rebuilt during the year to around 89 percent of pre-drought figures with slightly more cattle.

Stock numbers on the model farm started 2007/08 18 percent lower than in 2006/07. Cattle numbers were down 

23 percent, and sheep numbers were down 15 percent. However, stock numbers were down more significantly (30 to 

50 percent) on properties severely affected by drought, particularly those which are run very intensively.

laMbing decreases 14 Percent

Stock condition varied with the differing severity of seasonal conditions and management responses. Drought-

affected stock deteriorated into light condition during winter 2007. An extended period of stress led to some high 

ewe losses in winter 2007 and higher wastage of new-born lambs.

The lambing percentage on the model farm declined 14 percentage points to 116 percent, which is 10 percentage 

points below the five-year average. The number of lambs sold decreased sharply as a result, down 18 percent. With 

fewer hoggets on hand and fewer mated, the model shows a reduction of 35 percent in the number of hogget lambs 

born.

sheeP revenue decreases nearly 30 Percent

In 2007/08, sheep revenue (sales less purchases) was down about $43 000 or 29 percent to $106 000 with the lower 

production that followed the 2007 drought. Opening sheep numbers were 15 percent lower than a year earlier. Gross 

income from sheep sales was down 23 percent as less stock were sold (24 percent fewer head); while purchases were 

up 9 percent as restocking occurred.

Lamb sales were down 15 percent. However, 90 percent of lambs (up from 80 percent) were sold prime. Prime lamb 

prices recovered to a season average of $63 (up from $59.50). Store lamb (and ewe) prices fell dramatically as a result 

of oversupply due to the widespread drought in the North Island in autumn 2008. This enabled farms in areas 

favoured by reasonable rain and feed levels to achieve good margins for finishing lambs. Some purchased more 

lambs than usual for finishing. In the model, trading lambs were purchased at $35, down from $42 in 2006/07. 

Fifty percent more trading lambs were purchased than in the previous year.

Prime hogget sales numbers were down 48 percent in 2007/08 due to lambs being sold in autumn 2007 that would 

usually have been carried through winter to heavier weights. Prices also fell to an average $63 in 2007/08 from $76 in 

2006/07.

Wool incoMe declines More than one-quarter

The 15 percent decline in opening sheep stock units and lower wool weights because of the drought reduced the 

amount of wool produced in 2007/08. The two droughts and rising shearing costs also led to changes in the 

frequency of shearing and to more lambs and hoggets being sold woolly. The wool clip fell 24 percent to 9000 

kilograms. Prices rose steadily from a low opening, but the season average on the model farm was 4 percent lower 

than the previous year and wool revenue declined 27 percent.
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cattle revenue doWn $100 000 as herds rebuilt

The number of cattle stock units on hand at 1 July 2007 decreased 23 percent compared with a year earlier. Cattle 

stock units increased 19 percent in 2007/08 as farmers rebuilt herds, and cattle revenue (sales less purchases) 

declined 62 percent to $62 000. Cattle revenue in 2006/07 was boosted by around $90 000 due to the early sales of 

trading and some capital stock when the 2007 drought forced farmers to reduce cattle numbers.

The number of cattle sold declined in 2007/08 but the number purchased increased as farms restocked when 

Hastings and central Hawkes Bay started to recover from the drought. Prime cattle prices were slightly below the 

previous year’s prices. A smaller proportion of cattle was sold store than in the 2007 drought year, with little change 

in average sale price. Store prices became severely depressed by lack of demand due to widespread feed shortages 

from summer 2008 onwards. This provided favourable restocking prices for those with sufficient feed.

other incoMe increases

An increased area of cash crop lifted revenue. The crop area on the model farm increased from 4.5 hectares in 

2006/07 to 6.0 hectares in 2007/08. This model does not include the specialist cropping farms in the region that earn 

less than 60 percent of their net cash income from sheep and beef sources. Short-term grazing was mainly confined 

to increased dairy cow wintering. Long-term dairy heifer grazing did not increase significantly within the group of 

38 survey farms.

 table 23.2: eastern loWer north island intensive sheeP and beef cash farM incoMe

  2005/06 2006/07 2007/08 2008/09  
     budget 
  ($) ($) ($) ($)

year ended 30 June

Sheep sales less purchases  138 308  149 057  105 574  135 610

Cattle sales less purchases  70 621  162 793  61 510  93 275

Wool  30 006  27 759  20 357  26 935

Grazing income (including hay and silage sales) 3 972  2 000  3 000  4 100

Other income  18 162  15 400  21 200  26 500

Net cash income  257 096  357 009  211 641  286 420

 exPenditure decreases 6 Percent

Total farm working expenses declined around $9000 (6 percent) in 2007/08, to around $158 000. Significant 

increases in farm input prices and lower cash revenue brought a tight rein on expenditure and reductions in 

discretionary items.

fertiliser exPenditure reduced as tonnage falls by one-third

Fertiliser expenditure on the model farm fell 17 percent compared with 2006/07, but with reduced stock numbers 

expenditure still equated to around $6 per stock unit. The total amount of fertiliser applied fell by a little more than a 
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third and to below maintenance levels for superphosphate. Fertiliser price rises during the year took the ex-works 

price to more than 30 percent higher than the previous year.

The amount of nitrogen applied in early spring 2007 and autumn 2008 increased slightly to boost grass growth 

following drought-induced feed deficits in both years. The amount of lime applied increased around 15 percent.

feed costs reMain high but decrease 26 Percent

Feed costs were up around one-third on an “average” year, but down $4000 (26 percent) compared with expenditure 

in 2006/07. On a per stock unit basis, expenditure in 2007/08 was $3.60 compared with $4.00 in 2006/07. While 

there were some drought-related feed purchases in winter 2007, supplementary feed and grazing were mainly 

unaffordable later in the 2007/08 season when prices were inflated by demand from the dairy industry, which 

suffered particularly from the drought conditions. The absence of the usual spring flush and the very dry conditions 

in November to early December 2007, and again from early 2008, meant little surplus grass was available for 

conservation.

rePairs and Maintenance WorK is deferred again

Repairs and maintenance expenditure was cut a further 13 percent in 2007/08 to about 60 percent of that in 2005/06. 

Farmers are exercising tight restraint and deferring any work that is not essential.

Weed and pest control expenditure was down 20 percent compared with 2006/07, when expenditure fell by a similar 

dollar amount compared with the previous year. Regrassing and cash crop expenses increased, reflecting the 

increased area under cash crops.

fuel exPenditure increases but Most other costs hold

Steadily rising fuel prices during the year resulted in expenditure increasing 21 percent to $8000. Animal health and 

breeding expenses were down 11 percent, reflecting the reduced stock numbers and more targeted spending; 

similarly, shearing expenditure was down 14 percent. There is a trend to reduce shearing frequency due to the 

relatively high cost of shearing compared with the return from wool and to move away from full-contract shearing. 

Administration costs increased marginally but rates increased $1200 (13 percent), reflecting increasing rateable land 

values and the rising cost of local government.

 net result deteriorates sharPly

Farm profit before tax for the model farm in 2007/08 was just $8000, down around $35 000 (82 percent) compared 

with 2006/07. This reflects the much lower cash revenue, the partial rebuilding of stock numbers, lower post-drought 

production, poorer prices and limited opportunities for reducing expenditure.

This is the third year of very low profits out of which farmers must pay tax and meet their living costs, capital and 

development expenditure, and principal repayments. Even with modest levels of off-farm income, significant new 

borrowings of $50 000 were insufficient to balance the cash situation.



eastern loWer north island intensive sheeP and beef173

Debt servicing is up $8500 (20 percent) compared with 2006/07. This is due to increased term debt, higher overdrafts 

and higher interest rates as many farms refinance fixed-term mortgages. Capital expenditure is expected to be 

deferred and the provision of $11 000 in the model includes some hire purchase repayments. Drawings of $70 000 

are down 3 percent on 2006/07, reflecting farmers’ desire to limit debt despite the rising cost of living.

 budget financial PerforMance of the eastern loWer north island intensive sheeP and beef 
Model farM in 2008/09
The cash operating surplus is expected to more than double to $113 000 in 2008/09 compared with $53 000 in 

2007/08. This is largely the result of improved product prices.

See Tables 23.3 and 23.4 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

 revenue exPected to iMProve by one-third

Net cash income is expected to increase about $75 000 (35 percent) compared with 2007/08, to $286 000. This is due 

to higher opening stock numbers (up 8 percent on 1 July 2007) and improved prices for prime lambs and cattle. 

Stock numbers are expected to increase during the year to around 92 percent of pre-drought figures, again with 

slightly more (older) cattle.

After rain in April, pasture recovery was much earlier than in last year’s drought area. Winter pastures have been 

short but adequate, helped by good utilisation, reduced stock demands on mild days, and lower stock numbers. Most 

livestock showed reasonable recovery by late autumn, and in July 2008 were in better condition than a year earlier, 

although the lack of suitable cattle feed left some lightweight breeding cows.

sheeP revenue exPected to rise nearly 30 Percent

In 2008/09, sheep revenue (sales less purchases), is expected to increase $30 000 or 28 percent to $136 000. 

Anticipated increases in sheep income come from higher prices and more winter finishing of hoggets. Opening 

sheep numbers on the model farm were up just 2 percent on July 2007. Breeding ewes were 3 percent down, but this 

was more than balanced by the increase in hogget numbers, after a significant decline in 2006/07.

Gross income from sheep sales is expected to rise $50 000 or 37 percent even though 3 percent fewer head are 

expected to be sold. Sheep purchases are expected to rise $20 000 or 64 percent. A shortage of store stock, and 

increased demand due to competition from farms rebuilding flocks following the widespread drought, means prices 

are expected to be higher in 2008/09 than in the previous year. Store lamb prices are expected to be up 90 percent 

and five-year ewes up 100 percent from their low levels in 2007/08. The shortage of store lambs means fewer are 

purchased for finishing in the model farm budget.

Lamb sales are expected to be down 14 percent with 90 percent of lambs being sold prime. This means the model 

farm is selling 300 fewer prime lambs than in a typical pre-drought year (reducing the ‘bottom line’ by over $20 000). 
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Higher prime schedules and heavier weights for lambs, hoggets and ewes means the average prime lamb price on the 

model farm is expected to be $86 (up from $63), with prime ewes fetching $44 (up from $30).

Prime hogget sales numbers are expected to be up 46 percent, closer to normal trading numbers. The average price is 

expected to increase to $90 in 2008/09, from just $63 in 2007/08.

laMbing doWn to 114 Percent

Three percent fewer ewes were put to the ram in 2008 on the model farm. With dry conditions and little feed around 

to flush them, ewes again lost weight during tupping, reducing their lambing potential. Scanning percentages were 

down around 10 percent on 2007/08. The result seems to be fewer multiple-lambing ewes, rather than more dries. 

Two-tooth ewe performance is down more markedly. 

Another challenge was the very high levels of facial eczema in autumn 2008 in areas from central Hawkes Bay north, 

anecdotally the worst year since 1987. Hogget mating has been further reduced and the number of hogget lambs is 

expected to fall around 11 percent.

Despite this, ewe condition and feed levels were better in July 2008 than a year earlier, so lamb survival is expected to 

be better than in 2007/08, when ewe and lamb losses at lambing were high. The lambing percentage on the model 

farm is expected to decline another 2 percentage points to 114 percent.

Wool revenue restored

Despite the slight decline in opening ewe numbers, wool revenue is expected to increase due to a partial recovery in 

wool production and an expected 15 percent increase in price. Wool production is expected to increase to 10 600 

kilograms and wool revenue will improve 32 percent to $27 000.

cattle revenue uP 50 Percent

Nineteen percent more cattle stock units are on hand on the model farm at 1 July 2008 compared with a year earlier, 

after restocking in the latter part of the 2007/08 season. Cattle revenue (sales less purchases) is expected to increase 

50 percent to $93 000 in 2008/09 due to price improvements and a slower rate of restocking. Cattle stock units are 

expected to increase 7 percent on the model farm during 2008/09. With less capacity to restock, a higher proportion 

of younger cattle is expected to be bought.

Prime cattle prices are expected to increase 25 to 35 percent, largely as a result of schedule increases. However, store 

prices are expected to increase more significantly (35 to 60 percent) above the depressed prices of 2007/08, especially 

for younger cattle; a shortage of younger cattle is expected as the North Island recovers from the drought.

other incoMe continues increasing trend

Some increase in long-term dairy heifer grazing is expected, especially if beef cattle are high priced. Short-term dairy 

cow grazing in winter continues as well as a return to normal levels of other grazing. Sales of hay and baleage are 
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expected to increase because of farms’ improved ability to conserve grass and high demand to rebuild drought-

depleted supplies. A greater area of the model farm is dedicated to grain and dairy support fodder. The crop area on 

the model farm is expected to increase from 6.0 hectares in 2007/08 to 7.5 hectares in 2008/09. The increased area 

along with the expected higher prices lifts cash crop revenue by a third, with grazing and silage revenue increasing 

37 percent.

 Moderate increase exPected in farM WorKing exPenses

Total farm working expenses are expected to increase nearly 10 percent or $15 000 in 2008/09, to around $174 000. 

Further significant input price increases are expected. Higher cash revenue provides some opportunity for increasing 

discretionary expenditure from its current low base, especially later in the year when the revenue situation becomes 

clearer.

Labour costs are expected to fall slightly (down 4 percent) for a second year, reflecting the engagement of less casual 

labour due to lower stock numbers and a greater proportion of cattle. Overhead costs increase by 4 percent with the 

decrease in the ACC employer levy (due to the previous year’s low taxable income) being offset by across-the-board 

increases in rates, insurance, communication and professional services costs.

fertiliser exPenditure increases as Prices JuMP

The further large increases in the price of fertiliser expected for the year are expected to lead to farmers’ seriously 

reassessing their fertiliser usage. Farmers are likely to more closely target the application of fertiliser and may 

suspend fertiliser application where the soil “fertility bank” is high. This will further reduce the volume of fertiliser 

applied. Even so, expenditure is still likely to increase significantly. Relatively highly stocked farms such as those 

represented by this model farm tend to rely on regular fertiliser inputs. Fertiliser expenditure on the model farm is 

expected to increase 34 percent despite the tonnage applied dropping by one quarter. The fertiliser applied will be 

only half what would normally be expected to be applied, and this follows below-maintenance expenditure in 

2007/08.

Some farmers plan to apply extra lime as a substitute for fertiliser. On the model farm, the budgeted expenditure on 

lime increases by one-third in 2008/09.

aniMal health exPenditure increases

Animal health spending is expected to increase 14 percent, but breeding costs are expected to fall, reflecting low 

stock numbers and, therefore, less scanning and fewer vaccinations. Most of the increase in stock numbers is in 

cattle, which have lower animal-health requirements than sheep.

feed and graZing exPenditure decreases

The expected expenditure on feed falls 10 percent, reflecting a more normal season. The costs are mostly associated 

with current year calf rearing and the likely availability of surplus grass for rebuilding reserves and sale.
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discretionary exPenditure increases

Constraints are expected to ease somewhat later in season, which means repairs and maintenance expenditure is 

expected to increase 15 percent from its low level in 2007/08, partly reflecting higher costs for materials. Other 

discretionary items such as weed and pest control are also expected to increase (up 13 percent). Fuel prices are also 

expected to increase, up 20 percent, although the recent variability in fuel prices makes anticipating the actual fuel 

expenditure for 2008/09 very difficult. Cash crop and regrassing expenditure increases reflecting increased activity 

and prices.

 net result exPected to be a six-fold iMProveMent

An expected increase of $41 000 in the farm profit before tax for 2008/09, to $49 000, still leaves the model farm with 

an insufficient farm surplus to reinvest in capital, development expenditure or principal repayments.

Debt servicing in 2008/09 is expected to increase $5000 or 10 percent. This is due to increased term debt and 

expected higher interest rates.

Cash revenue is expected to increase more than cash expenditure to lift discretionary cash from a very low level in 

2007/08 ($9000) to $73 000 in 2008/09. The improvement reflects higher prices for prime animals even though stock 

numbers at 30 June 2009 are expected to be only 92 percent of their pre-drought level.

The higher level of discretionary cash, including increased off-farm income, should come closer to matching other 

outgoings, including drawings and capital expenditure. Total debt may not need to increase if tight constraints 

remain on expenditure.

The value of the model farm and buildings is expected to have increased 20 percent during 2007/08 as a result of 

interest from competing land uses such as dairying and dairy support.
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 figure 23.1: eastern loWer north island intensive sheeP and beef Model farM Profitability trends

source
maF monitoring reports; 2005 to 2008.

�
��
��
��
���

�

�������

�

������� ������� ��������������
������������������

�������

�������

��������

�������

�������

�������

�������

�������

������

�������

������������������������������������

���������������������� �����������������������������



eastern loWer north island intensive sheeP and beef178

  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  136 734  394 65.31  186 800  538 87.92

Wool  20 357  59 9.72  26 935  78 12.68

Cattle   188 430  543 150.32  268 150  773 179.18

Grazing income  (including hay and silage sales)  3 000  9 0.90  4 100  12 1.13

Other farm income  21 200  61 6.33  26 500  76 7.32

less       

Sheep purchases  31 160  90 14.88  51 190  148 24.09

Cattle purchases  126 920  366 101.25  174 875  504 116.86

Net cash income  211 641  610 63.21  286 420  825 79.08

Farm working expenses  158 435  457 47.32  173 501  500 47.90

Cash operating surplus  53 206  153 15.89  112 919  325 31.18

Interest  50 817  146 15.18  55 900  161 15.43

Rent and/or leases  5 500  16 1.64  5 500  16 1.52

Stock value adjustment  29 345  85 8.76  14 893  43 4.11

Minus depreciation  18 525  53 5.53  17 510  50 4.83

Farm profit before tax  7 709  22 2.30  48 902  141 13.50

Taxation  4 291  12 1.28 –3 657 –11 –1.01

Farm profit after tax  3 418  10 1.02  52 559  151 14.51

allocation of funds      

Add back depreciation  18 525  53 5.53  17 510  50 4.83

Reverse stock value adjustment –29 345 –85 –8.76 –14 893 –43 –4.11

Income equalisation –2 100 –6 –0.63   0  0 0.00

Off-farm income  18 700  54 5.59  19 200  55 5.30

Discretionary cash  9 198  27 2.75  74 376  214 20.53

Farm surplus for reinvestment2 –79 502 –229 –23.75 –15 824 –46 –4.37

aPPlied to

Net capital purchases  11 000  32 3.29  11 000  32 3.04

Development  1 000  3 0.30  1 000  3 0.28

Principal repayments   0  0 0.00   0  0 0.00

Drawings  70 000  202 20.91  71 000  205 19.60

New borrowings  50 000  144 14.93   0  0 0.00

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit –22 802 –66 –6.81 –8 624 –25 –2.38

assets and liabilities

Farm, forest & building (opening) 4 670 000 13 458 1 394.86 5 600 000 16 138 1 546.11

Plant and machinery (opening)   78 500  226 23.45  75 400  217 20.82

Stock valuation (opening)  270 400  779 80.76  299 745  864 82.76

Other produce on hand (opening)  1 197  3 0.36  1 656  5 0.46

Total farm assets (opening) 5 020 097 14 467 1 499.43 5 976 801 17 224 1 650.14

Total assets (opening) 5 431 197 15 652 1 622.22 6 347 201 18 292 1 752.40

Total liabilities (opening)  639 000 1 841 190.86  660 000 1 902 182.22

Total equity (farm assets–liabilities) 4 381 097 12 626 1 308.57 5 316 801 15 322 1 467.92

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

 table 23.3: eastern loWer north island intensive sheeP and beef Model budget 
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 table 23.4: eastern loWer north island intensive sheeP and beef Model exPenditure 

  2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages  17 740   51 5.30  17 020  49 4.70

Casual wages   0   0 0.00   0  0 0.00

ACC   477   1 0.14   422  1 0.12

Total labour expenses  18 217   52 5.44  17 442  50 4.82

Animal health  10 209   29 3.05  11 588  33 3.20

Breeding  1 580   5 0.47  1 420  4 0.39

Electricity  3 300   10 0.99  3 500  10 0.97

Feed (hay and silage)  6 694   19 2.00  5 432  16 1.50

Feed (feed crops)  4 184   12 1.25  3 621  10 1.00

Feed (grazing)  1 172   3 0.35  1 811  5 0.50

Feed (other)   0   0 0.00   0  0 0.00

Fertiliser  20 126   58 6.01  27 000  78 7.45

Lime  3 600   10 1.08  4 800  14 1.33

Cash crop expenses  1 500   4 0.45  1 800  5 0.50

Freight (not elsewhere deducted)  6 200   18 1.85  6 700  19 1.85

Regrassing costs  9 500   27 4.54  11 000  32 3.04

Shearing expense  12 981   37 6.20  13 173  38 6.20

Weed and pest control  4 000   12 1.19  4 500  13 1.24

Fuel  8 000   23 2.39  9 600  28 2.65

Vehicle costs (excluding fuel)  7 000   20 2.09  7 000  20 1.93

Repairs and maintenance  13 000   37 3.88  15 000  43 4.14

Total other working expenses  113 046   326 33.77  127 945  369 35.32

Communication costs (phone & mail)  3 000   9 0.90  3 150  9 0.87

Accountancy  3 100   9 0.93  3 200  9 0.88

Legal and consultancy  2 000   6 0.60  2 150  6 0.59

Other administration  2 400   7 0.72  2 400  7 0.66

Water charges (irrigation)   0   0 0.00   0  0 0.00

Rates  10 200   29 3.05  10 800  31 2.98

Insurance  4 000   12 1.19  4 300  12 1.19

Other expenditure2  2 472   7 0.74  2 115  6 0.58

Total overhead expenses  27 172   78 8.12  28 115  81 7.76

Total farm working expenses  158 435   457 47.32  173 501  500 47.90

Wages of management  75 000   216 22.40  75 000  216 20.71

Depreciation  18 525   53 5.53  17 510  50 4.83

Total farm operating expenses  251 960   726 75.26  266 011  767 73.44

calculated ratios

Economic farm surplus (EFS3) –10 974 –32 –3.28  35 302 102 9.75

Farm working expenses/NCI4 75%   61%  

EFS/total farm assets –0.2%   0.6%  

EFS less interest and lease/equity –1.5%   –0.5%  

Interest + rent + lease/NCI 26.6%   21.4%  

EFS/NCI –5.2%   12.3%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.
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24intensive sheeP and beef

Western loWer north island 

The western lower North Island model represents 420 intensive finishing farms from New Plymouth south on the 

west coast of the North Island. The farms in the model have an average effective area of 208 hectares and run 11.5 to 

12.5 stock units per effective hectare. Sheep account for about two-thirds of the total stock units.

 Key Points
A drought in the region from November 2007 to April 2008 caused feed shortages, which pushed farmers to 

reduce stock despite low prices.

Net cash income improved 45 percent to $235 000. This increase came from various sources including destocking 

during the drought ($23 000), improved cattle trading margins ($16 000), increased crop income ($9000), 

improved lamb prices ($6000), increased grazing income ($5000) and reduced purchase price on store lambs 

($3000). 

Dairy grazing and cash crop areas expanded in 2007/08 and are expected to increase further in 2008/09.

Farm working expenses continue to rise, increasing 15 percent to $128 000 in 2007/08 and are expected to increase 

a further 10 percent in 2008/09.

Farm profit before tax in 2007/08 increased 60 percent to $49 000, with little change expected in 2008/09.

Increasing demand for land suitable for dairying pushed up farm assets 7 percent in 2007/08. A 22 percent 

increase to $25 000 per hectare is expected in 2008/09.

 financial PerforMance of the Western loWer north island intensive sheeP and beef Model farM 
in 2007/08
The cash operating surplus for the western lower North Island intensive sheep and beef model farm increased 

108 percent to $107 000 in 2007/08, up from $52 000 in 2006/07. The increase was driven by sales of capital stock 

and a decline in both sheep and beef purchases as farmers reduced stock numbers in response to the drought in the 

region.

After a mild spring in 2007, the region experienced a drought from November 2007 to April 2008. By January 2008, 

river and aquifer levels were at record lows. This led to large reductions in hay, baleage and silage production, and 

feed shortages were exacerbated by competition from dairy farmers. Rain arrived in April, but while pastures 

greened, ground temperatures also cooled, which limited pasture recovery.

See Tables 24.3 and 24.4 for details of the model’s budget and expenditure in 2007/08.

 revenue increases 45 Percent froM destocKing

Net cash income was 45 percent higher in 2007/08 than in 2006/07. This increase was driven by drought-led 

destocking, with more sales and fewer purchases, and a $4.10 improvement in the year’s average lamb price.

stocK units doWn

The unusually dry conditions from November 2007 saw ewe hogget numbers fall 16 percent and other hogget 

numbers fall 9 percent. The deteriorating condition of ewes and lack of feed contributed to the decline in capital 

›

›

›

›

›

›
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stock and a 15 percent decrease in mixed-age ewes. Although prices were at bargain levels, there was no spare feed 

and 10 percent fewer sheep were purchased than in 2006/07.

laMbing starts Well

Generally, lambing conditions in spring 2007 were mild, although farmers were disappointed that 

lambing percentages were not higher. The model farm’s lambing percentage was 121 percent, down 1 percentage 

point on the previous season.

 table 24.1: Key ParaMeters, financial results and budget for the Western loWer north island 
intensive sheeP and beef Model farM

  2005/06 2006/07 2007/08 2008/09  
     budget

year ended 30 June

Effective area (ha)  208  208  208  208

Breeding ewes (head)  1 172  1 175  1 213  1 029

Replacement ewe hoggets (head)  318  316  321  268

Other sheep (head)  242  317  385  350

Breeding cows (head)  0  0  0  0

Rising 1-year cattle (head)  98  105  105  96

Other cattle (head)  70  70  76  68

Opening sheep stock units (ssu)  1 566  1 620  1 709  1 463

Opening cattle stock units   806  838  961  908

Opening total stock units (su)  2 372  2 457  2 670  2 371

Stocking rate (su/ha) 11.4 11.8 12.8 11.4

Ewe lambing (%)  127  122 121 110

Average lamb price ($/head) 57.19 54.88 58.98 72.44

Average wool price ($/kg) 2.23 2.19 2.16 2.25

Total wool produced (kg)  8 521  8 231  8 981  8 070

Wool production (kg/ssu) 5.44 5.08 5.26 5.52

Average rising 2-year steer ($/head)  749  798  687  734

Net cash income ($)  172 529  162 584  235 040  228 166

Farm working expenses ($)  110 805  110 841  127 667  140 496

Farm profit before tax ($)  39 885  30 710  49 158  49 833

Farm surplus for reinvestment1 ($) –10 488 –12 919  38 909  12 215

notes
1 Farm surplus for reinvestment represents the cash available from the farm business, after meeting living costs, which is available for investment on the farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings.
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laMb Prices variable, eWe Prices decline

Sheep revenue net of purchases increased 25 percent to $102 000. The year saw considerable variation in lamb prices. 

The breeding and finishing farms in the region moved greater numbers of early season lambs at better weights and 

achieved an average price of $60 for prime lambs, a 7 percent increase compared with 2006/07. Increased demand 

for pasture due to the drought saw store stock drafted sooner and at lighter weights. The altered drafting pattern 

resulted in a large number of lamb in the store sales, which combined with lighter weights, enabled the few buyers to 

drive prices down for a period. As a result, the average store lamb price dropped 9 percent on 2006/07 to reach 

$37 per head.

The average lamb price for the season increased $4.10 to $58.98, while prices for both prime and store mixed-age 

ewes declined.

Wool revenue increases

Wool revenue increased 8 percent to $19 000. This was the result of farmers changing from six- to eight-monthly 

shearing to annual shearing, in part, to minimise shearing costs. Sale of on-hand stock from the previous season 

further bumped up wool revenue. Wool production per sheep stock unit was up 3 percent from the previous year. 

The wool price was unchanged.

cattle revenue increases as sales increase

Cattle revenue net of purchases increased 80 percent to $81 000, as a result of increased sales and decreased 

purchases due to the drought. The average selling price for cattle increased 7 percent and numbers sold increased 

12 percent compared with 2006/07. Average weaner purchase prices were down, reducing purchase expenditure and 

further increasing cattle revenue.

 table 24.2: Western loWer north island intensive sheeP and beef cash farM incoMe

  2005/06 2006/07 2007/08 2008/09  
     budget 
  ($) ($) ($) ($)

year ended 30 June

Sheep sales less purchases  86 837  81 197  101 588  86 658

Cattle sales less purchases  49 903  44 962  80 873  76 066

Wool  19 005  18 025  19 399  18 158

Grazing income (including hay and silage sales)  2 313  3 700  9 180  13 184

Other income  16 784  14 700  24 000  34 100

Net cash income  172 529  162 584  235 040  228 166
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other incoMe increases due to exPanded cash croP area

Grazing income increased by $5000 to $9000 due to the introduction of dairy grazers to the model. Feed sales 

reduced due to a decline in yield as a result of the drought.

Other income increased 63 percent to $24 000. The increase was mainly from expanding the cash crop area to 

12 hectares, which increased the cash crop income to $18 000.

farM exPenses increase 15 Percent

Farmers faced significant pressure to reduce all expenses. Despite this, farm working expenses increased 15 percent 

to about $128 000. Working expenses increased 19 percent compared with an 11 percent increase in overhead 

expenses.

Going into 2007/08, feed supplement levels were low and a lack of spring growth resulted in the summer 2007/08 

yield being very low, with some reports of a 50 percent reduction in hay and silage crops. This meant farmers had to 

purchase increased feed, the cost of which was high, and exacerbated by demand from the dairy industry. As a result, 

feed expenses for the model increased 88 percent.

With a 30 percent increase in the cash crop area, cropping expenses also increased to nearly $5000.

The volume of fertiliser purchased was down marginally as farmers sought to minimise expenses, but with increased 

prices and application costs fertiliser expenses increased 22 percent to $19 000. Fuel prices further pushed up many 

on-farm expenses with fuel expenditure increasing 15 percent compared with 2006/07. Where possible, farmers 

sought to reduce fuel usage, with some success in dampening the price increase.

Farmers sought to hold expenditure where possible. This resulted in weed and pest control expenses declining 

24 percent as less weed spraying was carried out and repairs and maintenance expenses declining 12 percent 

compared with 2006/07.

Overhead expenses increased 11 percent, driven by communications (up 31 percent), rates (up 23 percent) and 

accountancy expenses (up 19 percent).

Interest charges at $13 000 were only 7 percent of net cash income. Farms represented by this model have very high 

equity, around 97 percent.

 net result iMProves 60 Percent

Farm profit before tax increased 60 percent to $49 000.

Profitability as measured by farm surplus for reinvestment is the cash amount left from on-farm income after all 

expenses are deducted, including personal drawings. It indicates what is available to cover capital expenditure, 



Western loWer north island intensive sheeP and beef184

development and principal repayments. This surplus for reinvestment increased $52 000 from the previous year’s 

deficit of $13 000 to $39 000. This is the first time in three years that the model farm has returned a farm surplus for 

reinvestment, but it was due to the boosted sales of capital stock, which has consequences for future profitability. No 

principal repayments were made in 2007/08.

 budget financial PerforMance of the Western loWer north island intensive sheeP and beef 
Model farM in 2008/09
The cash operating surplus in 2008/09 is expected to be $88 000. This is $20 000 (18 percent) lower than in 2007/08. 

Sheep and cattle revenue is expected to drop as purchases return to normal levels. The 2008/09 cash position is 

expected to be boosted by increased grazing income and cash crop production.

Stock numbers on the model farm are expected to be down 11 percent at 1 July 2008 compared with a year earlier. 

See Tables 24.3 and 24.4 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

 farM incoMe exPected to decrease 3 Percent

Net cash income is expected to drop to $228 000, a decrease of 3 percent or about $7000, compared with 2007/08. 

This decline is a result of less stock for sale due to reduced opening stock numbers and increased stock purchases as 

farmers seek to rebuild after the drought.

sheeP revenue exPected to decrease

In 2008/09 sheep revenue (sales less purchases) is expected to drop 15 percent to $87 000. The numbers of sheep sold 

off the model farm are expected to decrease 26 percent compared with 2007/08 when farms destocked in response to 

the drought. The average lamb price for the season is expected to increase 23 percent to $72, balancing the lower 

sales volumes. Sheep purchase numbers in 2008/09 are expected to increase 10 percent compared with 2007/08, to 

levels seen in 2006/07 before the drought, leading a slight recovery in sheep numbers.

laMbing Percentage exPected to decrease

Ewe condition at tupping was not ideal with no excess feed available for flushing ewes. This is expected to reduce the 

model farm’s lambing percentage to 110 percent from 121 percent in 2007/08. Farmers report that sheep condition 

scores were low at scanning, so survival rates are expected to suffer. The feed situation in the region remains tight, 

also contributing to expected lower survival rates.

Lower ewe lambing rates and less stock on hand means 21 percent fewer lambs are expected to be born in 2008/09 

compared with the previous season.
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Wool revenue exPected to decrease

Wool prices are expected to increase 4 percent in 2008/09 but total volumes are expected to fall due to lower sheep 

numbers. The net effect is an expected 6 percent decrease in wool revenue to $18 000 compared with 2007/08. Wool 

production continues the last three years’ trend of increasing wool production per sheep stock unit.

cattle sales exPected to decrease and Purchases to increase as herds rebuilt 

The number of cattle stock units on hand at 1 July 2008 was 6 percent less than a year earlier. As farmers rebuild 

numbers in 2008/09, the number of cattle sold is expected to decrease 6 percent but sales income is expected to 

increase 10 percent to $135 000 due to better sale prices. Cattle purchases are expected to increase 42 percent to  

$59 000, which is similar to pre-drought levels, giving cattle revenue (sales less purchases) of $76 000 for 2008/09.

graZing and grain exPected to be attractive oPtions

Grazing income is expected to increase 44 percent to $13 000. Farms have increased dairy grazing to offset lower 

stock numbers and take advantage of the strong dairy demand for feed. With casual gazing, this is expected to add 

about $11 000 to net cash income.

Reduced numbers of store lambs available and the associated expected increase in purchase prices, combined with 

increased grain prices, make grain an attractive and flexible option for intensive sheep and beef farmers. The model 

farm has increased its cash crop area from 12 to 30 hectares, but will contract out the crop this year to make a profit 

of $30 000. This increases other farm income 42 percent to $34 000.

 exPenditure exPected to increase 10 Percent

Total farm working expenses are expected to increase to about $140 000, an increase of $13 000 (10 percent) 

compared with 2007/08.

fertiliser and fuel Prices exPected to continue to rise

Intensive farms have little ability to forgo fertiliser expenses due to the nature of their stock policies and increase in 

cropping. The model will apply less fertiliser, but this will be matched by an increase in price. The net effect is a 

$5000 (27 percent) increase in fertiliser expenditure to $24 000. Industry reports widespread talk of maintenance 

dressings being substituted with lime or dicalcic superphosphate (a 50 percent lime/superphosphate mix). More lime 

will used on the farm, with a 27 percent increase in lime expenses, to just under $1000.

Fuel expenses continue to trend upward and are expected to increase 25 percent or by just over $1000 to about 

$7000. However the recent variability in fuel prices makes it difficult to anticipate what the actual fuel expenditure 

will be in 2008/09.

farMers exPected to sPend to aid drought recovery

In 2008/09, it is expected that expenditure will increase in some areas as farmers seek a speedy recovery from the 

drought. Animal health expenses are expected to increase 16 percent to $11 000, which represents a 30 percent 
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  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  119 338  574 69.83  114 312  550 78.12

Wool  19 399  93 11.35  18 158  87 12.41

Cattle   122 527  589 127.46  135 268  650 148.97

Grazing income  (including hay and silage sales)  9 180  44 3.44  13 184  63 5.56

Other farm income  24 000  115 8.99  34 100  164 14.38

Less      

Sheep purchases  17 750  85 10.39  27 655  133 18.90

Cattle purchases  41 654  200 43.33  59 202  285 65.20

Net cash income  235 040 1 130 88.02  228 166 1 097 96.22

Farm working expenses  127 667  614 47.81  140 496  675 59.25

Cash operating surplus  107 372  516 40.21  87 669  421 36.97

Interest  13 183  63 4.94  14 618  70 6.16

Rent and/or leases  3 870  19 1.45  3 970  19 1.67

Stock value adjustment –23 225 –112 –8.70 –2 007 –10 –0.85

Minus depreciation  17 936  86 6.72  17 241  83 7.27

Farm profit before tax  49 158  236 18.41  49 833  240 21.02

Taxation  4 110  20 1.54  8 566  41 3.61

Farm profit after tax  45 048  217 16.87  41 267  198 17.40

Allocation of funds      

Add back depreciation  17 936  86 6.72  17 241  83 7.27

Reverse stock value adjustment  23 225  112 8.70  2 007  10 0.85

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  8 200  39 3.07  7 600  37 3.20

Discretionary cash  94 409  454 35.36  68 115  327 28.72

Farm surplus for reinvestment2  38 909  187 14.57  12 215  59 5.15

aPPlied to

Net capital purchases  10 100  49 3.78  13 400  64 5.65

Development   500  2 0.19   400  2 0.17

Principal repayments   0  0 0.00   0  0 0.00

Drawings  47 300  227 17.71  48 300  232 20.37

New borrowings  17 000  82 6.37  20 500  99 8.65

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit  53 509  257 20.04  26 515  127 11.18

assets and liabilities

Farm, forest & building (opening) 4 077 571 19 604 1,527.00 5 050 072 24 279 2,129.66

Plant and machinery (opening)   77 937  375 29.19  73 946  356 31.18

Stock valuation (opening)  194 880  937 72.98  171 655  825 72.39

Other produce on hand (opening)   829  4 0.31   741  4 0.31

Total farm assets (opening) 4 351 217 20 919 1 629.48 5 296 414 25 464 2 233.55

Total assets (opening) 4 443 003 21 361 1 663.85 5 390 414 25 915 2 273.19

Total liabilities (opening)  143 035  688 53.56  160 035  769 67.49

Total equity (farm assets-liabilities) 4 208 182 20 232 1 575.92 5 136 379 24 694 2 166.06

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 

 table 24.3: Western loWer north island intensive sheeP and beef Model budget 
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 table 24.4: Western loWer north island intensive sheeP and beef Model exPenditure 

 2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages   0   0 0.00   0  0 0.00

Casual wages  9 945   48 3.72  11 410  55 4.81

ACC   293   1 0.11   237  1 0.10

Total labour expenses  10 239   49 3.83  11 647  56 4.91

Animal health  9 697   47 3.63  11 211  54 4.73

Breeding   0   0 0.00   0  0 0.00

Electricity  2 238   11 0.84  2 292  11 0.97

Feed (hay and silage)  10 664   51 3.99  12 083  58 5.10

Feed (feed crops)   0   0 0.00  4 944  24 2.08

Feed (grazing)   0   0 0.00   0  0 0.00

Feed (other)  1 381   7 0.52   0  0 0.00

Fertiliser  19 040   92 7.13  24 247  117 10.23

Lime   783   4 0.29   992  5 0.42

Cash crop expenses  4 944   24 1.85   0  0 0.00

Freight (not elsewhere deducted)  2 558   12 0.96  2 610  13 1.10

Regrassing costs  5 171   25 3.03  5 920  28 2.50

Shearing expense  10 237   49 5.99  10 053  48 6.87

Weed and pest control  3 108   15 1.16  3 334  16 1.41

Fuel  5 383   26 2.02  6 728  32 2.84

Vehicle costs (excluding fuel)  8 651   42 3.24  9 048  44 3.82

Repairs and maintenance  12 856   62 4.81  13 320  64 5.62

Total other working expenses  96 711   465 36.22  106 782  513 45.03

Communication costs (phone & mail)  1 911   9 0.72  1 995  10 0.84

Accountancy  2 526   12 0.95  2 637  13 1.11

Legal and consultancy  1 444   7 0.54  1 508  7 0.64

Other administration  1 526   7 0.57  1 593  8 0.67

Water charges (irrigation)   0   0 0.00   0  0 0.00

Rates  8 335   40 3.12  8 902  43 3.75

Insurance  2 700   13 1.01  2 995  14 1.26

Other expenditure2  2 276   11 0.85  2 438  12 1.03

Total overhead expenses  20 718   100 7.76  22 068  106 9.31

Total farm working expenses  127 667   614 47.81  140 496  675 59.25

Wages of management  74 512   358 27.90  75 000  361 31.63

Depreciation  17 936   86 6.72  17 241  83 7.27

Total farm operating expenses  220 116   1058 82.43  232 738 1 119 98.15

calculated ratios

Economic farm surplus (EFS3) –8 301 –40 –3.11 –6 579 –32 –2.77

Farm working expenses/NCI4 54%   62%  

EFS/total farm assets –0.2%   –0.1%  

EFS less interest and lease/equity –0.6%   –0.5%  

Interest + rent + lease/NCI 7.3%   8.1%  

EFS/NCI –3.5%   –2.9%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.
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increase per stock unit. Feed expenses are expected to increase 41 percent to about $17 000 as more feed is made to 

restock empty barns and service the continuing demand from dairy. Regrassing expenses also rise 14 percent to 

almost $6000 as farms seek to repair drought-damaged pastures.

overhead exPenses exPected to increase 7 Percent

Most overhead expenses increased about 4 percent, with rates (up 7 percent to $9000) and insurance (up 11 percent 

to $3000) the exceptions.

 net result exPected to be siMilar to Previous year

The expected farm profit before tax for 2008/09 of $50 000 is 1 percent higher than in 2007/08.

Interest expenditure is up 11 percent on 2007/08, largely as a result of increases in term debt from the past three 

seasons. Interest rates are expected to drop slightly. However, debt levels on these farms are modest, with industry 

commentators estimating that 60 percent of farmers in the region have no debt. The increasing demand for land 

increased the value of farm assets by 22 percent to open at $25 000 per hectare, an increase of about $5000 per 

hectare in the year to 1 July 2008.

 figure 24.1: Western loWer north island sheeP and beef Model farM Profitability trends

source
maF monitoring reports; 2005 to 2008.
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25high country sheeP and beef
south island 
The South Island high country model represents 220 high country properties throughout the South Island. The 

properties average 10 212 hectares and range in size from 1000 to 45 000 hectares. Nearly 80 percent of these 

properties farm merino sheep, the balance farm either mid-micron or crossbreed sheep. A comment on the merino 

industry is included at the end of this chapter.

 Key Points
Stock numbers fell 843 stock units (8 percent) during 2007/08. Dry summer conditions and lack of winter feed 

reserves caused sheep and cattle numbers to decrease.

Net cash income increased $34 000 (6 percent) to $622 000 in 2007/08. However, the 2007/08 figure is inflated by 

$65 000 from the sale of capital stock.

Farm working expenses increased 9 percent from $368 000 in 2006/07 to $400 000 in 2007/08 and accounted for 

64 percent of net cash income.

The average wool price increased 16 percent from $6.16 per kilogram in 2006/07 to $7.17 per kilogram in 2007/08. 

Total wool receipts were up 14 percent to $296 000 ($34.30 per sheep stock unit) in 2007/08 and accounted for 

48 percent of net cash income.

Net cash income is expected to fall slightly in 2008/09 as farmers restock following the drought. Farm profit before 

tax increases to $62 000 as a result of stock retention. A cash deficit of $69 000 for the year after drawings, capital 

purchases and development, indicates that farmers in this model have ongoing viability problems.

 financial PerforMance of the south island high country intensive sheeP and beef Model farM 
in 2007/08
The cash operating surplus for the South Island high country intensive sheep and beef model farm of $222 000 in 

2007/08 was similar to that in 2006/07. Farm profit before tax was extremely low at $4000 because of low stock 

prices and drought destocking. Although the cash deficit of $28 000 in 2007/08 is an improvement on the cash 

deficit of $54 000 (before new borrowing) in 2006/07, it still does not return the farm to a profit situation.

See Tables 25.3 and 25.4 for details of the model’s budget and expenditure in 2007/08.

 revenue increases

Net cash income was $622 000 ($57.69 per stock unit) in 2007/08, an increase of 6 percent from $589 000 ($53.58 

per stock unit) in 2006/07. This includes a stock value adjustment of $65 000 from the destocking of capital stock, 

which was made up of a decrease of 600 sheep stock units valued at $35 000 and 243 cattle stock units valued at 

$30 000.

Wool Prices increase

Total wool income increased 14 percent to $296 000 ($34.30 per sheep stock unit) in 2007/08 from $261 000 ($29.74 

per sheep stock unit) in 2006/07 due to a 16 percent increase in the average wool price to $7.17 per kilogram in 

2007/08. Wool production fell 1000 kilograms (2 percent) from 4.83 to 4.79 kilograms per sheep stock unit, which 

eroded some of the gains from the increased price.

›

›

›

›

›
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 table 25.1: Key ParaMeters, financial results and budget for south island high country sheeP 
and beef Model farM

   2006/07 2007/08 2008/09  
     budget

year ended 30 June

Effective area (ha) 10 212  10 212  10 212

Breeding ewes (head) 4 732  5 491  5 051

Replacement ewe hoggets (head) 1 294 1 584 1 366

Other sheep (head) 2 813 2 903 2 892

Breeding cows (head) 136 188 180

Rising 1-year cattle (head) 72 128 128

Other cattle (head) 74 121 84

Opening sheep stock units  8 773  8 639  8 038

Opening cattle stock units  2 212  2 150  1 907

Opening total stock units (su) 10 985  10 788  9 945

Stocking rate (stock unit/ha) 1.1 1.1 1.0

Ewe lambing (%) 88  90 91

Average lamb price ($/head) 40.03 32.89 49.45

Average wool price ($/kg) 6.16 7.17 7.65

Total wool produced (kg) 42 360  41 338  39 563

Wool production (kg/ssu) 4.83 4.79 4.92

Average rising 2-year steer ($/head) 666   572   649

Average cull cow ($/head) 462   574   651

Net cash income ($) 588 557  622 374  610 752

Farm working expenses ($)  368 279  400 475  417 456

Farm profit before tax ($) 1 970  3 921  62 321

Farm surplus for reinvestment ($)1 –37 583  16 082 –16 280

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 

Wool accounted for 48 percent of net cash income in 2007/08 compared with 44 percent in 2006/07. The wool clip 

and price per kilogram is based on the assumption that 78 percent of the farms represented in this model are 

farming merino sheep and the balance is farming either mid-micron or crossbreed sheep.

sheeP incoMe falls

Total sheep income (sales less purchases) was down 12 percent to $169 000 in 2007/08 from $191 000 in 2006/07 due 

primarily to weaker store lamb, hogget and ewe prices in 2007/08. Drought caused a lack of feed on finishing farms 

throughout the South Island and this suppressed store lamb, hogget and ewe prices. Average lamb prices fell from 

$40.03 in 2006/07 to $32.89 in 2007/08. Hogget prices fell to $62 in 2007/08 compared with $72 in 2006/07.
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In February and March 2008, many farmers were unable to destock cull ewes and wethers due to a tightening of 

killing space at meat-processing plants. As a result, many animals were not processed until May. Farmers were able 

to shear some of these culls, increasing the supply of second-shear wool.

Taking the $34 000 adjustment from the sale of capital stock into account, sheep income from normal trading was 

$135 000, which represents 22 percent of net cash income. Farmers destocked by an average of 600 sheep stock units, 

mostly ewes and hoggets, in response to the drought and low winter feed reserves.

cattle incoMe inflated by sales of caPital stocK

Total cattle income (sales less purchases) increased 11 percent to $123 000 in 2007/08 from $110 000 in 2006/07. 

This increase is primarily from fewer rising two-year steers being wintered as a result of the drought. The destocking 

by 243 fewer stock units increased cattle income. The average price for a rising two-year steer fell from $666 in 

2006/07 to $572 in 2007/08 due to lighter sale weights.

 table  25.2: south island high country sheeP and beef cash farM incoMe

   2006/07 2007/08 2008/09  
     budget 
year ended 30 June  ($) ($) ($)

Sheep sales less purchases 191 343  169 060  191 596

Cattle sales less purchases 110 472  122 574  79 579

Wool 260 941  296 346  302 594

Grazing income (including hay and silage sales) 65  2 662  2 472

Other income 25 737  31 732  34 511

Net cash income 588 557  622 374  610 752

 exPenditure increases

Total farm working expenses increased 9 percent to $400 000 in 2007/08 from $368 000 in 2006/07, and accounted 

for 64 percent of net cash income. The increase was driven by rising farm input costs over the year.

exPenditure uP across the board

The most significant increases in expenditure were for fuel, regrassing and fertiliser.

Fuel expenditure increased $5000 (33 percent) to $19 000 in 2007/08 from $14 000 in 2006/07. 

Regrassing expenditure increased $3000 to $20 000 ($2.27 per stock unit) in 2007/08 due to contractors passing on 

increased operating costs to farmers. 

Fertiliser (including lime) expenditure increased $11 000 (26 percent) to $54 000 ($5.05 per stock unit) in 2007/08 

from $43 000 ($3.92 per stock unit) in 2006/07. Fertiliser (including lime) accounts for 14 percent of total farm 
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working expenses, and is the second biggest expense item. The most common fertiliser used on these properties is 

sulphur superphosphate, which rose in price sharply over the 12 months to around $600 per tonne. This increased 

maintenance fertiliser costs to between $11 and $12 per stock unit.

Shearing is the single biggest expense item, accounting for 15 percent of total farm working expenses. It increased 

10 percent to $60 000 ($6.98 per sheep stock unit) in 2007/08 from $55 000 ($6.27 per sheep stock unit) in 2006/07. 

The increase in shearing expenditure is due to many cull ewes and wethers being second shorn in May. 

Labour expenses increased 10 percent to $73 000 ($6.81 per stock unit) in 2007/08 from $67 000 ($6.07 per stock 

unit) in 2006/07.

Other large increases were freight (up 15 percent), vehicle expenses (excluding fuel) (up 12 percent), and repairs and 

maintenance (up 7 percent).

dry Weather Produces less Winter feed

Costs associated with producing winter feed fell 8 percent, and hay and silage costs were down 11 percent to $19 000 

($1.75 per stock unit) in 2007/08 from $21 000 ($1.93 per stock unit) in 2006/07. This is a result of the dry season, 

which meant farms lacked surplus feed to make silage and hay. However, the charge-out rates of silage and hay 

contractors have increased due to their increased operating costs, so winter feed costs are expected to continue to 

rise in the future.

caPital Purchases halved, draWings uP

Capital purchases of vehicles and machinery halved to $34 000 in 2007/08 from $69 000 in 2006/07. This resulted 

from farmers having updated many items of plant in recent years and having less cash available for replacement 

purchases. Development expenditure remained relatively constant at around $20 000 with most of this investment 

funding on-farm irrigation projects.

Drawings increased $5000 to $96 000 ($8.86 per stock unit) in 2007/08 from $91 000 ($8.28 per stock unit) in 

2006/07.

 net result is a further deficit

The South Island high country model produced a cash deficit of $28 000 in 2007/08 compared with $54 000 in 

2006/07 (before new borrowings). However, when the deficit is adjusted for the $65 000 decrease in the value of 

livestock carried, the deficit becomes $93 000 in 2007/08 compared with $70 000 in 2006/07. Farm profit before tax 

at $4000 is low in 2007/08 compared with 2006/07 and reflects the tough year these farmers have experienced.

The worsening results in terms of both the cash deficit adjusted for livestock changes and stagnant farm profit before 

tax indicate that despite the significant lift in the merino wool price, the economic and financial position of this 

model remains under significant pressure.



south island high country sheeP and beef193

Land value has increased significantly for this class of farm over recent years. In 2007/08 the South Island high 

country model farm’s opening land value increased 14 percent ($1.14 million) to $9.12 million. The property market 

is prepared to pay a premium for the “iconic value” that has been attached to a large number of these properties. 

However, buyers have recently been more cautious because of low farm profitability and the prospect of increased 

rents on Crown Pastoral Leases. At the time of writing all recent rental increases have been submitted to the Land 

Valuation Tribunal for review and the outcome of the reviews is partly dependent on a test case being heard late in 

2008.  

 budget financial PerforMance of the south island high country sheeP and beef Model farM in 
2008/09

 cash revenue exPected to decrease 

Total net cash income is expected to fall $12 000 from $622 000 in 2007/08 to $611 000 in 2008/09. This is due to less 

stock being wintered in 2008. 

See Tables 25.3 and 25.4 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

sheeP revenue uP 13 Percent

Sheep income (sales less purchases) is expected to increase 13 percent to $192 000. This increase is driven by 

expected higher prices for both prime and store stock as a result of increased prices and the decreasing value to the 

New Zealand dollar. Store lamb prices are expected to increase to $43 and prime lambs to $61. On average, in this 

model 42 percent of the lambs born are sold store, 18 percent are sold prime and 14 percent are wintered to be sold 

as hoggets in the following spring.

Wool incoMe iMProves slightly

Wool income is expected to improve slightly to $303 000 through an expected 7 percent increase in the average wool 

price to $7.65 per kilogram and a marginal (3 percent) improvement in wool weight to 4.92 kilograms per sheep 

stock unit.

cattle incoMe doWn 34 Percent

Cattle revenue (sales less purchases) is expected to fall 34 percent to $83 000 due to a 40 percent decrease in the 

number of cattle sold. In 2008/09, the model farm will restock with the equivalent of about half the cattle sold off 

during the previous dry year. Store cattle prices are expected to increase to $474 per head for weaner steers and $649 

for rising two-year steers.

 exPenditure exPected to increase 

Total farm working expenditure is expected to rise a further 4 percent to $417 000. However, due to the lower 

opening stock numbers this equates to an increase of $4.86 (13 percent) per stock unit to $41.98. Anticipated farm 

working expenses account for 68 percent of expected net cash income, an increase of 4 percentage points on 

2007/08. The major contributors to this increase are winter feed, fertiliser and fuel costs.
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Winter feed costs are expected to increase 15 percent to $29 000 ($2.94 per stock unit) as farmers seek to replenish 

winter feed reserves run down over the last two or three years.

Fertiliser expenditure is expected to increase 7 percent to $55 000, but given the sharp increase in fertiliser prices in 

early 2008/09 this relates to a 15 percent reduction in tonnes applied.

Fuel expenditure is expected to increase a further 6 percent to $20 000, but the actual increase will ultimately be 

determined by the price at the pump.

Shearing expenses are expected to remain relatively static at around $60 000. However, on a per stock unit basis this 

represents a further 7 percent rise in shearing costs to $7.46 per sheep stock unit. Shearing remains the single biggest 

expense item for these properties at 14 percent of total farm working expenses.

Drawings are expected to rise $5000 to $100 000. 

Expenditure on capital purchases is expected to remain relatively constant at $35 000, although farmers may delay 

purchasing decisions until likely returns are clear.

Development expenditure is expected to increase $8000 to $27 000.

Interest costs are expected to increase further because of the higher overdraft associated with the 2007/08 cash 

deficit.

 net result exPected to iMProve as farMs restocK

Farm profit before tax is expected to improve dramatically to $62 000 from $4000. This is mostly driven by the stock 

value adjustment. Farm surplus for reinvestment is expected to return to a deficit situation of $16 000.

The cash result is also expected to be a deficit of $69 000 after capital purchases are held and development is 

increased slightly from the previous year. The cash deficit is $41 000 larger than the previous year and highlights 

concerns about the model’s profitability. Despite this deficit, total farm assets increase $78 per hectare to open at 

nearly $11 million in 2008/09.
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 figure 25.1: south island high country sheeP and beef Model farM Profitability trends
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  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  177 488  17 20.55  200 083  20 24.89

Wool  296 346  29 34.30  302 594  30 37.64

Cattle   125 874  12 58.56  82 879  8 43.47

Grazing income  (including hay and silage sales)  2 662  0 0.25  2 472  0 0.25

Other farm income  31 732  3 2.94  34 511  3 3.47

less      

Sheep purchases  8 428  1 0.98  8 487  1 1.06

Cattle purchases  3 300  0 1.54  3 300  0 1.73

Net cash income  622 374  61 57.69  610 752  60 61.41

Farm working expenses  400 475  39 37.12  417 456  41 41.98

Cash operating surplus  221 899  22 20.57  193 297  19 19.44

Interest  81 717  8 7.57  82 097  8 8.26

Rent and/or leases  27 715  3 2.57  27 715  3 2.79

Stock value adjustment –65 014 –6 –6.03  20 433  2 2.05

Minus depreciation  43 533  4 4.04  41 597  4 4.18

Farm profit before tax  3 921  0 0.36  62 321  6 6.27

Taxation   786  0 0.07 –435  0 –0.04

Farm profit after tax  3 135  0 0.29  62 756  6 6.31

allocation of funds

Add back depreciation  43 533  4 4.04  41 597  4 4.18

Reverse stock value adjustment  65 014  6 6.03 –20 433 –2 –2.05

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  9 400  1 0.87  9 400  1 0.95

Discretionary cash  121 082  12 11.22  93 320  9 9.38

Farm surplus for reinvestment2  16 082  2 1.49 –16 280 –2 –1.64

aPPlied to

Net capital purchases  34 400  3 3.19  34 500  3 3.47

Development  19 300  2 1.79  27 400  3 2.76

Principal repayments   0  0 0.00   0  0 0.00

Drawings  95 600  9 8.86  100 200  10 10.08

New borrowings   0  0 0.00   0  0 0.00

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit –28 218 –3 –2.62 –68 780 –7 –6.92

assets and liabilities

Farm, forest & building (opening) 9 120 000  893 845.37 10 022 425  981 1 007.80

Plant and machinery (opening)   188 082  18 17.43  194 270  19 19.53

Stock valuation (opening)  729 745  71 67.64  664 731  65 66.84

Other produce on hand (opening)   394  0 0.04  3 187  0 0.32

Total farm assets (opening) 10 038 221  983 930.48 10 884 612 1 066 1 094.49

Total assets (opening) 10 231 266 1 002 948.38 11 027 534 1 080 1 108.86

Total liabilities (opening)  934 896  92 86.66  934 015  91 93.92

Total equity (farm assets–liabilities) 9 103 325  891 843.82 9 950 597  974 1 000.57

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

 table 25.3: south island high country sheeP and beef Model budget 
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 table 25.4: south island high country sheeP and beef Model exPenditure 

 2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages  67 000   7 6.21  69 780  7 7.02

Casual wages  2 700   0 0.25  2 700  0 0.27

ACC  3 734   0 0.35  1 659  0 0.17

Total labour expenses  73 434   7 6.81  74 139  7 7.45

Animal health  28 097   3 2.60  28 203  3 2.84

Breeding  2 300   0 0.21  2 300  0 0.23

Electricity  7 610   1 0.71  8 030  1 0.81

Feed (hay and silage)  18 925   2 1.75  22 287  2 2.24

Feed (feed crops)  6 600   1 0.61  7 000  1 0.70

Feed (grazing)   0   0 0.00   0  0 0.00

Feed (other)   0   0 0.00   0  0 0.00

Fertiliser  51 788   5 4.80  55 324  5 5.56

Lime  2 662   0 0.25  4 019  0 0.40

Cash crop expenses   0   0 0.00   0  0 0.00

Freight (not elsewhere deducted)  11 007   1 1.02  11 651  1 1.17

Regrassing costs  19 575   2 2.27  20 607  2 2.07

Shearing expense  60 315   6 6.98  60 006  6 7.46

Weed and pest control  12 554   1 1.16  14 468  1 1.45

Fuel  18 525   2 1.72  19 725  2 1.98

Vehicle costs (excluding fuel)  14 763   1 1.37  14 953  1 1.50

Repairs and maintenance  29 382   3 2.72  30 563  3 3.07

Total other working expenses  284 103   28 26.33  299 136  29 30.08

Communication costs (phone & mail)  4 567   0 0.42  4 026  0 0.40

Accountancy  6 036   1 0.56  5 856  1 0.59

Legal and consultancy  3 452   0 0.32  3 660  0 0.37

Other administration  3 646   0 0.34  4 758  0 0.48

Water charges (irrigation)   200   0 0.02   300  0 0.03

Rates  14 803   1 1.37  15 263  1 1.53

Insurance  7 958   1 0.74  8 203  1 0.82

Other expenditure2  2 276   0 0.21  2 115  0 0.21

Total overhead expenses  42 937   4 3.98  44 181  4 4.44

Total farm working expenses  400 475   39 37.12  417 456  41 41.98

Wages of management  75 000   7 6.95  75 000  7 7.54

Depreciation  43 533   4 4.04  41 597  4 4.18

Total farm operating expenses  519 008   51 48.11  534 053  52 53.70

calculated ratios

Economic farm surplus (EFS3)  38 352 4 3.56 97 133 10 9.77

Farm working expenses/NCI4 64%   68%  

EFS/total farm assets 0.4%   0.9%  

EFS less interest and lease/equity –0.8%   –0.1%  

Interest + rent + lease/NCI 17.6%   18.0%  

EFS/NCI 6.2%   15.9%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.
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 neW Zealand Merino Wool trends
In New Zealand in 2007/08, there were about 600 to 700 merino growers producing around 7 million kilograms of 

merino wool. Of this, the New Zealand Merino Company (NZM) has about a 70 to 75 percent market share and the 

remainder is sold predominantly through Elders and other wool brokers.

NZM sells merino wool at auction in Melbourne and through an increasing number of value-added contracts where 

it has developed relationships with specific customers to meet their needs. NZM has developed long-term contracts 

that ensure price and supply certainty to its brand partners and the growers. NZM reports a huge expansion in the 

number of value-added contracts and is focusing on developing growth in the Asian market.

In June 2008, NZM purchased the mid-micron clip from PGG Wrightson which had about 70 percent of the mid-

micron market share.

The merino market is more segmented than it was historically due to the marketing of an increasing array of micron 

and quality brackets. This has produced considerable price differentiation between brackets, so makes it difficult to 

report an average price for the total volume of merino wool. However, Meat & Wool New Zealand indicates that 

merino wool achieved an average price of $13.08 per kilogram (clean) in 2007/08 (Figure 25.3).

 figure 25.2: south island Merino Wool voluMe, July 2006–June 2008
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Fine wool prices continue to firm with the tightening of supply and increased global demand. The decline in supply, 

particularly in Australia due to drought, has a significant influence on the price for New Zealand wool, given the 

volume of Australian fibre produced.

NZM reports that the average price it achieved for merino fibre in 2007/08 was 50 percent higher compared with the 

past two years. Continuing pressure on oil prices and consumer demand for natural wool and its related benefits 

source
meat & Wool new Zealand economic service
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 figure 25.3: south island Merino Wool Prices at auction (clean), July 2006–June 2008
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means historical trends towards using synthetic fibre in outdoor clothing ranges are being reversed. Also, improved 

marketing strategies are gaining momentum with greater farmer participation in branding and better market 

recognition, for example Icebreaker and Untouched World. The numbers of farmers and the percentage of bales in 

the value-add contracts NZM offers are increasing each year.

Despite reduced market confidence, NZM and Elders report they are still seeing demand for sound, better-styled 

wools. The market for good quality 18 micron and finer types of wool is showing strength. These wools are in 

particularly good demand with a promising outlook for the 2008/09 season. Value-add contracts are having some 

flow-on effect to farmers who are producing stronger-micron merino wool.

The overall trend of falling wool volumes in the merino sector is expected to continue in 2008/09. Several factors are 

considered to be contributing to this. On some properties high altitude summer grazing is being retired into the 

conservation estate through tenure review. Proposed rental increases for Crown Pastoral Leases (up to 600 percent in 

some cases) combined with low sheep and beef incomes and rising costs have encouraged some farmers to review 

stock management and sheep breed in an attempt to boost profitability. Others have carried out land development of 

lower altitude land and have changed from merino to crossbred sheep to focus on lamb production rather than fine 

wool production. This trend of land use change and breed change is expected to continue as is the retirement of high 

altitude land through tenure review. In addition, the drought in 2007/08 will result in a lower per-head clip in 

2008/09.

Overall, the industry appears to be on a far stronger footing than in recent years, with a positive outlook going into 

the next few years.

source
meat & Wool new Zealand economic service
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26hill country sheeP and beef

canterbury/Marlborough  

The Canterbury/Marlborough hill country sheep and beef model represents 425 hill country farms in Canterbury 

and Marlborough, excluding the Waimate and McKenzie districts. Farms have a proportion of land that is in tussock 

or too steep to be cultivated with two-wheeled tractors. Typically, these farms run mid-micron breeding sheep and a 

beef cow herd and sell some store stock. Some farms have irrigation in lowland valleys.

 Key Points
Net cash income increased in 2007/08 to $319 000 mainly as a result of destocking due to drought but also because 

some product prices increased. Net cash income is expected to increase to $347 000 in 2008/09 through improved 

prices and despite lower output following the 2007/08 drought.

Drought in 2007/08 reduced the number of sheep numbers, lowered carcass weights for sale stock and contributed 

to lower prices for store stock.

Poor lamb prices fuelled sheep farmers’ growing disenchantment with the sheep industry and, combined with 

high dairy prices, led many farmers who traditionally purchased store lambs to change land use to dairy support, 

dairying or cropping. This led to a surplus of sheep and lambs on the store market, which depressed store lamb 

prices by $5 to $10 despite an increase in the prime lamb price.

Production in 2008/09 is expected to be lower because of lower stock numbers and lower per head performance 

following the drought and a cold wet start to lambing and calving in spring 2008.

Farmers were only able to hold expenses in 2007/08 despite cutting back on discretionary spending such as for 

repairs and maintenance, weed and pest control, animal health and fertiliser. Most other expenses increased 

slightly, including fuel, which is expected to increase 43 percent. Despite further reductions in fertiliser use, farm 

working expenses are expected to increase a further 12 percent in 2008/09 mainly through input cost increases.

The future viability of this class of farm is being seriously questioned. Members of the industry are investigating 

alternative farming systems that are less reliant on the shrinking store market.

 financial PerforMance of the canterbury/Marlborough hill country sheeP and beef Model farM 
in 2007/08
The cash operating surplus for the Canterbury/Marlborough hill country sheep and beef model farm jumped nearly 

$40 000 to $114 000 in 2007/08, mainly because a reduction in stock numbers during the drought increased income 

$23 000. Slightly improved prime stock prices, increased grazing and other income, and a slight reduction in farm 

working expenses also contributed to this result.

See Tables 26.3 and 26.4 for details of the model’s budget and expenditure in 2007/08.

 incoMe increases due to destocKing during drought

Net cash income increased nearly $36 000 to $319 000 through increases in all sources of income. Drought 

destocking of nearly 300 sheep stock units artificially boosted income but a slight improvement in prices and 

changes to land use also contributed to the increase in revenue.

›

›

›

›

›

›
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 table 26.1: Key ParaMeters, financial results and budget for canterbury/Marlborough hill 
country sheeP and beef Model farM

  2005/06 2006/07 2007/08 2008/09  
     budget

year ended 30 June

Effective area (ha)  1 397  1 397  1 397  1 397

Breeding ewes (head)  2 690  2 597  2 614  2 486

Replacement ewe hoggets (head) 774 783 743 589

Other sheep (head) 362 403 342 262

Breeding cows (head) 206 220 224 206

Rising 1-year cattle (head) 130 136 136 150

Other cattle (head) 45 41 43 44

Opening sheep stock units   3 489  3 431  3 378  3 086

Opening cattle stock units   1 872  1 952  2 053  2 039

Opening total stock units (su)  5 475  5 384  5 566  5 250

Stocking rate (stock unit/ha) 3.9 3.9 4.0 3.8

Ewe lambing (%) 111 112 112 109

Average lamb price ($/head) 45.35 44.08 43.71 63.60

Average wool price ($/kg) 3.17 3.18 3.43 3.60

Total wool produced (kg)  17 076  17 190  15 658  15 110

Wool production (kg/ssu) 4.89 5.01 4.64 4.90

Average rising 2-year steer ($/head) 627 653 650 790

Average cull cow ($/head) 537 554 513 581

Net cash income ($)  285 117  283 033  318 937  346 801

Farm working expenses ($)  251 315  207 394  204 742  229 439

Farm profit before tax ($)  28 716  28 950  23 187  50 866

Farm surplus for reinvestment ($)1 –25 849 –24 696  6 570  10 767

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 

sheeP revenue uP desPite difficult season

While prime lamb prices increased $2.64 in 2007/08 compared with 2006/07, drought and changing land use on 

finishing farms caused store lamb prices to fall $4.51 in 2007/08, resulting in an average drop of $0.37. Lamb prices 

would have been higher but a cold dry spring and the drought reduced average carcass weight by between 0.5 and  

1 kilogram. Farmers slightly increased their sales of prime lambs by selling to the works ewe lambs that would 

usually have been kept as replacements, when they were unable to destock cull ewes. If the effect of destocking were 

removed, sheep revenue actually fell $2000.

droP in Wool Weights offsets slight Price rise

The amount of wool sold declined 9 percent due to a tough spring in 2007/08 followed by drought that reduced wool 

weight per head. The numbers shorn were also down slightly as stock were sold early because of the drought. The 
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average price increased 8 percent to $3.43 giving a slight increase in wool revenue to $54 000 in 2007/08.

cattle More Positive

Cattle sales revenue increased $14 000 in 2007/08 to $119 000. The numbers of cattle sold increased by just 24 as 

cattle numbers stabilised during 2007/08 following a significant increase the previous year. Prices for weaner heifers 

and steers fell due to lack of demand at calf sales and up to 20 kilogram-lighter sale weights because of the drought. 

Consequently, farmers retained additional heifers on farm. High empty rates at pregnancy diagnosis after weaning 

increased sale numbers of cull cows, which offset the lower income from heifer calves.

other incoMe also uP

Some farmers in this class were able to increase other income by taking on dairy grazing. Improved venison and 

velvet prices also lifted income for the farms this model represents that have deer.

 table 26.2: canterbury/Marlborough hill country sheeP and beef cash farM incoMe

  2005/06 2006/07 2007/08 2008/09  
     budget 
  ($) ($) ($) ($)

year ended 30 June

Sheep sales less purchases  121 142  112 318  128 142  137 985

Cattle sales less purchases  95 354  99 650  113 388  126 520

Wool  54 130  54 666  53 707  54 396

Grazing income (including hay and silage sales)  2 745  2 800  7 500  12 000

Other income  11 746  13 600  16 200  15 900

Net cash income  285 117  283 033  318 937  346 801

 farM WorKing exPenses hold steady

Farm working expenses reduced by only $3000 to $205 000 in 2007/08. While expenses were only reduced slightly 

overall, farmers cut back inputs substantially in many areas to offset the increase in farm costs.

A poor year in 2006/07 gave farmers the incentive to reduce farm working expenses in 2007/08 wherever possible, 

although industry commentators observe that many did not respond to this message until late in the year. In 

addition, only limited opportunities exist for reducing expenditure without a direct effect on income or an increase 

in business risk. Farm working expenses are 64 percent of net cash income.

discretionary sPending cut Where Possible

Farmers managed to reduce spending in most discretionary areas, although this represented a significant cut in 

inputs as the cost of most items increased during the year. Animal health expenditure fell 1 percent by farmers 

further reducing inputs and using lower-cost options. For instance, compared with three years ago when most 

farmers were using drench capsules for at least some of their stock, very few do so now. Interestingly, one industry 

commentator has observed that this has resulted in the price of capsules falling by a third.
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While farmers made much less hay and baleage than anticipated, feed costs increased 7 percent as farmers had to 

buy in feed to get through the drought, and feed prices were inflated by strong demand from dairy farmers. For those 

able to make some hay and baleage, the cost of contractors has steadily increased.

Fertiliser spending was cut 9 percent to $22 000, but to achieve this most farmers cut back on high-analysis fertilisers 

used to boost feed crops and specialist pastures, and top-dressed less hill country. Fertiliser prices increased 

17 percent for superphosphate and 20 percent for urea in 2007/08 compared with 2006/07. Overall, fertiliser tonnage 

decreased 10 tonnes from the previous year, but this represented a 33 percent decrease in nitrogen and a 21 percent 

decrease in phosphate applied. Industry commentators consider this a sound decision as soil reserves are thought to 

be at reasonable levels.

Regrassing costs fell slightly because less pasture renewal was done during the drought. Weed and pest control 

expenditure was cut back slightly with a reduction in weed spraying. However, rabbit numbers have increased 

substantially throughout Canterbury, particularly on this type of farm, and some farmers will have increased costs in 

this area as the regional council has instructed them to carry out rabbit control.

Repairs and maintenance expenditure fell by a quarter which helped balance the budget. Administration costs fell 

slightly. Day-to-day expenses have risen in this area, but one-off expenses associated with farm succession and 

development projects have fallen.

 Most farM WorKing exPenses increased

Wages, shearing costs, freight costs, vehicle costs, rates and insurance all increased through inflation. Some of these 

costs are associated with the increased fuel costs suppliers incurred. Fuel costs for these farmers are thought to have 

increased 43 percent or $3 600 over the past year.

interest costs increase

Higher interest rates increased interest costs by $5 000 or 12 percent. Rates are expected to continue to increase. 

These farms have good equity (91 percent), and at the time of preparing these budgets banks indicated that they were 

happy to continue to support borrowing to refinance hard-core overdraft debt until farm profits improve. While debt 

servicing has increased, it still represents only 15 percent of net cash income because of the increase in income in 

2007/08. Those with above average debt levels and debt servicing may have greater difficulty securing additional 

finance.

 net result is loWer

Farm profit before tax fell $6000 or 20 percent in 2007/08 compared with 2006/07. While the cash operating surplus 

increased, higher interest charges and depreciation, and an adjustment for the decline in capital stock caused profit 

to decrease.

Farm surplus for reinvestment improved $31 000 to $7000, mainly because of the additional cash released by the 
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decline in capital stock. Consequently, these farms are less reliant on off-farm income and introduced funds to break 

even.

Capital purchases and development expenditure fell to half the level of the previous year as farmers reduced 

discretionary spending. However, farmers slightly increased drawings, perhaps reflecting the increased living costs 

faced by all New Zealand households. Industry commentators observe that while farmers may intend to reduce 

drawings, in practice drawings rarely fall.

New borrowings exceeded principal repayments by $21 000, reflecting refinancing carried out during the year.

Overall, the model budget shows a cash surplus of $30 000, which is reflected in a slightly improved current account. 

New borrowing and the decline in capital stock account for nearly $55 000, so this is hardly a positive result.

 budget financial PerforMance of the canterbury/Marlborough hill country sheeP and beef 
Model farM in 2008/09
The cash operating surplus for 2008/09 is expected to be only slightly above the 2007/08 result at $117 000, but 

underlying it is a much stronger performance, with increased income through improved prices and an increase in 

capital stock. While prices are expected to improve, output will probably fall because of lower opening stock 

numbers. However, rising operating costs and a return to more standard levels of inputs represent a threat to the 

final result.

See Tables 26.3 and 26.4 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

Land values on this class of farm have held up or increased and are currently around $1000 per stock unit. This is 

considered unsupported by the returns from farming (return on capital is effectively zero) but has held up because 

farmers who have sold out for dairy conversions have looked for farms in this model to reinvest their capital. Small 

blocks of land unsuitable for lifestyle blocks and which two years ago would have been snapped up by neighbours are 

proving difficult to sell in mid-2008.

 iMProved Prices exPected to increase revenue

Net cash income is expected to increase $28 000 to $347 000 because of higher prices for lamb, sheep, wool and beef 

and slightly increased feed sales.

increase in laMb Prices exPected but loWer nuMbers sold

Average lamb prices are expected to lift by almost $20 because of a lower exchange rate and the expected demand for 

a reduced number of lambs produced across the region and country. Store lamb prices are expected to reach nearly 

$54 per head and prime lambs nearly $71 per head. The percentage sold store is expected to decrease as fewer ewes 

and a lower lambing percentage should enable farmers to finish more lambs.
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Unfortunately, the number of lambs sold is likely to fall by 150 through lower ewe numbers and a lambing rate 

3 percentage points lower than 2007/08. Ewes went to the ram in slightly poorer condition than in previous years, 

and many fewer hoggets were mated because of the drought. Over the past four years, lambing conditions have been 

generally good, which has enabled good lamb survival rates. In 2008, parts of the region had very heavy rainfall in 

August. It has been a cold, wet start to spring causing above-average lamb deaths for the first part of the lambing 

season.

While other sheep prices are expected to increase in line with the lamb price, revenue from other sheep (cull ewes 

and wethers) is expected to halve to $20 000 through lower opening numbers. It is expected that farmers in this 

model will partially rebuild flock numbers.

Wool voluMe doWn but Prices uP

Wool production per head is expected to lift slightly with normal feeding levels, but total wool produced is expected 

to fall further to 15 100 kilograms due to the lower opening sheep numbers. Prices for the mid-micron wool in this 

model have already increased at the start of the season and are expected to be up 5 percent as a result of the lower 

exchange rate, giving a slight lift in wool income of $700.

cattle incoMe uP

Cattle prices are expected to improve as a result of the lower exchange rate and better sale weights. For instance, 

prices for weaner steers are expected to increase $67 to $450. Numbers sold are predicted to decrease 8 percent as a 

result of a lower calving percentage caused by feed shortages at mating.

A slight increase in grazing income and feed sales is expected, as farmers look to make money off surplus feed that 

results from the lower stock numbers. Some farmers continue to change their land use away from sheep. Income 

from venison and velvet are expected to remain stable.

 farM WorKing exPenses exPected to increase 12 Percent

Farm working expenses are expected to increase 12 percent to $229 000 because of rising costs and increases in 

inputs.

farMers exPected to KeeP tight rein on costs

Farmers are expected to try to keep costs under control and will not increase discretionary spending until improved 

prices deliver money in the bank. For many farmers, overdrafts will continue to deteriorate until December and will 

not improve substantially until February or March 2009.

Lower stock numbers should lead to slightly lower animal health and shearing expenses.

Farmers are expected to conserve sufficient feed to restore hay and baleage reserves to at least usual levels, even 

though this is expected to increase feed expenses by $10 000.
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Fuel costs are expected to increase a further 29 percent to $15 000, although the recent variability in fuel prices 

makes anticipating the actual fuel expenditure for 2008/09 very difficult. It is expected that repairs and maintenance 

will return to more usual levels, although not until later in the financial year once farmers have a better picture of 

likely returns.

Fertiliser spending is expected to increase 6 percent to $24 000 but this represents a severe reduction to 37 tonnes of 

fertiliser, only half of that applied two years ago, as prices have effectively doubled for most fertilisers. Farmers are 

expected to further reduce their use of nitrogen and high analysis fertilisers and to rely on soil reserves even though 

they know this is a short-term solution. It is hoped that the slightly reduced stocking rate will mean there is less need 

for urea to boost spring and autumn pasture production.

Most other expenses are expected to increase by between 3 and 7 percent, with a recognition that increased fuel costs 

will flow through to many other inputs. Overall, farm working expenses remain high at 66 percent of net cash 

income.

Interest rates are expected to increase to 9.4 percent for term loans and 12.4 percent for overdrafts. However, total 

interest cost increases are only up 2 percent as farmers have refinanced some overdraft onto term loans. Like all 

expenditure items the actual cost will be determined by interest rates available at the time of renewal. 

 net result exPected to iMProve

Farm profit before tax is expected to increase $28 000 to $51 000. This is an improvement on 2007/08. The cash 

operating surplus is expected to be similar to that in 2007/08, but the change from significant destocking to a slight 

restocking is expected to boost farm profit.

Farm surplus for reinvestment is expected to increase to $11 000. While an improvement, this falls well short of 

meeting the costs of capital purchases ($20 000), development ($5000) and principal repayments ($8000), meaning 

further new borrowings of $15 000 are expected.

Overall, a small cash surplus of $8000 is expected.
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 figure 26.1: canterbury/Marlborough hill country sheeP and beef Model farM Profitability trends

source
maF monitoring reports; 2006 to 2008.
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  2007/08  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  132 916 95 39.35  142 758 102 46.26

Wool  53 707 38 15.9  54 396 39 17.63

Cattle   119 319 85 58.11  129 978 93 63.74

Grazing income  (including hay and silage sales)  7 500 5 1.35  12 000 9 2.29

Other farm income  16 200 12 2.91  15 900 11 3.03

less     

Sheep purchases  4 773 3 1.41  4 774 3 1.55

Cattle purchases  5 931 4 2.89  3 459 2 1.70

Net cash income  318 937 228 57.30  346 801 248 66.06

Farm working expenses  204 742 147 36.78  229 439 164 43.7

Cash operating surplus  114 195 82 20.52  117 362 84 22.35

Interest  43 349 31 7.79  44 099 32 8.4

Rent and/or leases  4 000 3 0.72  4 000 3 0.76

Stock value adjustment –22 760 –16 –4.09 903 1 0.17

Minus depreciation  20 900 15 3.75  19 300 14 3.68

Farm profit before tax  23 187 17 4.17  50 866 36 9.69

Taxation  5 176 4 0.93  2 296 2 0.44

Farm profit after tax  18 010 13 3.24  48 570 35 9.25

allocation of funds

Add back depreciation  20 900 15 3.75  19 300 14 3.68

Reverse stock value adjustment  22 760 16 4.09 –903 –1 –0.17

Income equalisation 0 0 0.0 0 0 0.00

Off-farm income  13 800 10 2.48  14 600 10 2.78

Discretionary cash  75 470 54 13.56  81 567 58 15.54

Farm surplus for reinvestment2  6 570 5 1.18  10 767 8 2.05

aPPlied to

Net capital purchases  10 000 7 1.80  20 400 15 3.89

Development  1 500 1 0.27  5 000 4 0.95

Principal repayments  8 100 6 1.46  8 000 6 1.52

Drawings  55 100 39 9.90  56 200 40 10.7

New borrowings  29 200 21 5.25  15 000 11 2.86

Introduced funds 0 0 0.00 0 0 0.00

Cash surplus/deficit  29 970 21 5.38  6 967 5 1.33

assets and liabilities

Farm, forest & building (opening) 5 082 325 3 638 913.10 6 353 500 4 548 1 210.17

Plant and machinery (opening)   81 384 58 14.62  74 800 54 14.25

Stock valuation (opening)  416 181 298 74.77  393 421 282 74.94

Other produce on hand (opening) 0 0 0.00 0 0 0.00

Total farm assets (opening) 5 579 890 3 994 1 002.49 6 821 721 4 883 1 299.36

Total assets (opening) 5 765 913 4 127 1 035.91 6 965 445 4 986 1 326.73

Total liabilities (opening)  483 777 346 86.92  504 877 361 96.17

Total equity (farm assets–liabilities) 5 096 113 3 648 915.58 6 316 844 4 522 1 203.19

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

 table 26.3: canterbury/Marlborough hill country sheeP and beef Model budget 



canterbury/Marlborough hill country sheeP and beef209

 table 26.4: canterbury/Marlborough hill country sheeP and beef Model exPenditure 

  2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages  32 550 23 5.85  33 528 24 6.39

Casual wages 0 0 0.00 0 0 0.00

ACC 895 1 0.16 775 1 0.15

Total labour expenses  33 445 24 6.01  34 303 25 6.53

Animal health  17 478 13 3.14  17 230 12 3.28

Breeding 0 0 0.00 0 0 0.00

Electricity  5 588 4 1.00  6 007 4 1.14

Feed (hay and silage)  8 457 6 1.52  17 230 12 3.28

Feed (feed crops)  5 638 4 1.01  6 265 4 1.19

Feed (grazing) 0 0 0.00 0 0 0.00

Feed (other)  3 778 3 0.68  4 177 3 0.80

Fertiliser  22 335 16 4.01  23 691 17 4.51

Lime  1 039 1 0.19  2 000 1 0.38

Cash crop expenses 0 0 0.00 0 0 0.00

Freight (not elsewhere deducted)  8 103 6 1.46  8 661 6 1.65

Regrassing costs  6 189 4 1.83  6 706 5 1.28

Shearing expense  19 591 14 5.80  18 515 13 6.00

Weed and pest control  9 081 7 1.63  9 500 7 1.81

Fuel  11 875 9 2.13  15 367 11 2.93

Vehicle costs (excluding fuel)  7 684 6 1.38  7 684 6 1.46

Repairs and maintenance  15 367 11 2.76  22 352 16 4.26

Total other working expenses  142 200 102 25.55  165 385 118 31.5

Communication costs (phone & mail)  1 973 1 0.35  2 088 1 0.40

Accountancy  3 665 3 0.66  3 655 3 0.70

Legal and consultancy  3 270 2 0.59  3 394 2 0.65

Other administration  3 383 2 0.61  3 550 3 0.68

Water charges (irrigation) 0 0 0.00 0 0 0.00

Rates  9 779 7 1.76  10 058 7 1.92

Insurance  4 750 3 0.85  4 890 4 0.93

Other expenditure2  2 276 2 0.41  2 115 2 0.40

Total overhead expenses  29 096 21 5.23  29 750 21 5.67

Total farm working expenses  204 742 147 36.78  229 439 164 43.70

Wages of management  75 000 54 13.47  75 000 54 14.29

Depreciation  20 900 15 3.75  19 300 14 3.68

Total farm operating expenses  300 642 215 54.01  323 739 232 61.66

calculated ratios

Economic farm surplus (EFS3) –4 465 –3 –0.8  23 965 17 4.56

Farm working expenses/NCI4 64%   66%  

EFS/total farm assets –0.10%   0.40%  

EFS less interest and lease/equity –1.00%   –0.40%  

Interest + rent + lease/NCI 14.80%   13.90%  

EFS/NCI –1.40%   6.90%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.
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27breeding and finishing

canterbury/Marlborough  

This model represents 1630 finishing and breeding farms in coastal Marlborough and Canterbury. Farms are located 

on the dry downs and plains, in irrigated areas, and in the higher rainfall upper plains. There is a wide range of farm 

sizes, stocking rates, stock classes, and performance in this region. The farms in the model have an average effective 

area of 365 hectares and run 9 to 10 stock units per effective hectare.

 Key Points
2007/08 was a difficult season for farmers due to continuing dry conditions, especially in South Canterbury. Little 

supplementary feed was made, and brassica yields were down.

In February 2008, north and mid-Canterbury received good rain, that allowed farmers to finish and sell stock, but 

south Canterbury remained dry until the end of June.

Net cash income of $323 000 was up 23 percent on the 2006/07 gross of $262 000 through slightly improved 

stock prices, a $26 000 reduction in capital stock, and increased cropping income. Net cash income is expected to 

increase 12 percent to $362 000 in 2008/09 as a result of improved prices.

Farm working expenses in 2007/08 were $186 000, an increase of $15 000 (9 percent) from 2006/07. However, the 

farm working expenses to net cash income ratio has fallen to 58 percent because of the increased net cash income.

The cash operating surplus rose from $92 000 in 2006/07 to $137 000 in 2007/08 and is expected to increase to 

$156 000 in 2008/09.

Farmers are positive about beef, crop, and deer markets, but not about lamb, sheep and crossbred wool markets. 

They have responded to the positive outlook for the dairy industry by increasing dairy grazing and dairy feed 

supply where they have irrigation or adequate summer rainfall.

 financial PerforMance of the canterbury/Marlborough breeding and finishing sheeP and beef 
Model farM in 2007/08
The net cash income for the Canterbury/Marlborough breeding and finishing sheep and beef model farm of 

$323 000 ($86.00 per stock unit) was 23 percent higher than in 2006/07. Farm working expenses were $186 000 

($49.45 per stock unit) in 2007/08, an increase of $15 000, or 9 percent compared with 2006/07.

The cash operating surplus rose to $137 000 in 2007/08 from $92 000 in 2006/07 as a result of slightly improved 

stock prices, increased income from grazing and crop and a $26 000 decrease in capital stock. Drought affected most 

of the region from October to February, or, in the case of south Canterbury, to July 2008.

See Tables 27.3 and 27.4 for details of the model’s budget and expenditure in 2007/08.

 destocKing during drought and higher Prices boost sheeP and cattle revenue

Farmers in this model have been short of feed all year. In the spring, grass growth was slow because of dry and cool 

conditions. The whole region was very dry until February, when mid and north Canterbury received good rainfall 

(120 to 140mm) while south Canterbury received only 53mm. In south Canterbury it remained dry until July 2008. 

Figure 27.1 shows the monthly rainfall for Waipara in north Canterbury and Timaru in south Canterbury and 

highlights the difference between these two parts of Canterbury.

›

›

›

›

›

›
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 table 27.1: Key ParaMeters, financial results and budget for canterbury/Marlborough breeding 
and finishing sheeP and beef Model farM

  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget

year ended 30 June

Effective area (ha) 335 378 378 365 365

Breeding ewes (head)  2 330  2 400  2 400  2 368  2 043

Replacement ewe hoggets (head) 590 650 650 578 320

Other sheep (head) 25 28 28 28 28

Rising 2-year cattle (head) 165 140 148 180 187

Opening sheep stock units   2 580  2 900  2 877  2 792  2 287

Opening cattle stock units  620 765 808 963  1 043

Opening total stock units (su)  3 440  3 665  3 778  3 755  3 329

Stocking rate (stock unit/ha) 10.5 9.7 10 10.3 9.1

Ewe lambing (%) 125 126 124 124 124

Average lamb price ($/head) 60.00 52.60 47.60 51.74 73.08

Average wool price ($/kg) 3.14 2.69 2.5 2.42 2.89

Total wool produced (kg)  12 227  14 963  15 326  15 100  11 477

Wool production (kg/ssu) 4.74 5.20 5.30 5.41 5.02

Average rising 2-year steer ($/head) 775 851 897 921  1 041

Net cash income ($)  266 295  227 945  262 190  322 917  361 521

Farm working expenses ($)  145 132  147 446  170 598  185 678  205 294

Farm profit before tax ($)  77 809  40 976  37 432  46 428  68 022

Farm surplus for reinvestment ($)1  29 683 –12 516  10 772  32 481  48 564

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 

sheeP revenue uP

Sheep revenue (sales less purchases) increased $25 000 to $162 000 in 2007/08 from $137 000 in 2006/07. Sheep 

revenue, including from wool, increased to $72.04 in 2007/08 from $61.78 per stock unit in 2006/07.

In response to the drought, sheep numbers fell 18 percent from 2792 stock units at the start of the year to 2287 at the 

end of the year.

The lambing percentage remained at 124 percent with favourable conditions at lambing giving improved lamb 

survival to offset the reduced conception rates from the dry weather conditions at mating.
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Average lamb prices rose to $51.74 in 2007/08 from $47.60 in 2006/07, despite numbers of lambs being sold at 

lighter weights due to the dry conditions. In the model 85 percent of the lambs are sold prime and only 15 percent as 

store.

The number of ewe hoggets carried into winter 2008 decreased 45 percent to 320 in June 2008 from 578 in June 

2007, mainly because farmers were unable to sell cull ewes to the works. Surplus ewes from farms converting to 

dairying, combined with an increase in cattle or dairy heifer grazing caused a dramatic increase in the ewe kill in 

Canterbury and created a backlog of stock awaiting processing. Ewe numbers also fell 14 percent.

Wool Prices ease as dollar rises

Average wool prices were down 8 cents per kilogram, on the back of a stronger dollar, to an average of $2.42 per 

kilogram (greasy), and the weight sold was down marginally (1.5 percent) to 15 100 kilograms.

cattle revenue doubles

Cattle sales less purchases rose to $69 000 in 2007/08 from $36 000 in 2006/08. The increase in cattle revenue 

reflected increased numbers available for sale, a much smaller increase in capital stock in 2007/08 ($4000) than in 

2006/07 ($22 000), reduced purchase prices and increased sale prices.

Cattle stock units rose to 1043 (8 percent) from 963, but the number of cattle grazed during the winter remained at 

115 stock units.

 figure 27.1: Monthly rainfall for WaiPara and tiMaru, July 2007–June 2008
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 table 27.2: canterbury/Marlborough breeding and finishing sheeP and beef cash farM incoMe

  2004/05 2005/06 2006/07r 2007/08 2008/09  
      budget 
year ended 30 June ($) ($) ($) ($) ($)

Sheep sales less purchases  177 960  150 938  136 934  161 674  159 473

Cattle sales less purchases  29 954  42 120  35 666  68 700  88 481

Wool  41 081  40 243  38 090  36 543  33 147

Grazing income (including hay and silage sales)  9 200  12 396  22 000  20 000  30 720

Other income  8 100  31 727  29 500  36 000  49 700

Net cash income  266 295  227 945  262 190  322 917  361 521

 farM costs increase 9 Percent

Farm working expenses increased 9 percent to $186 000 in 2007/08 but decreased as a proportion of net cash income 

to 58 percent, reflecting the improvement in income. While farmers attempted to control spending on discretionary 

items, many costs increased. Wages, animal health, electricity, weed and pest control, administration, rates and 

insurance expenses all increased.

Fertiliser costs increased 26 percent to $27 000 because of increased prices and despite farmers using reduced 

volumes of fertiliser. Fuel expenses increased because of increased pump prices but farmers were able to offset this 

somewhat by reducing vehicle costs by 16 percent.

Feed costs fell $2000 or 13 percent as many farmers were unable to make hay or silage and could not afford to 

compete with dairy farmers for the limited amount of feed available for purchase. Most went into winter with less 

than desired amounts of supplementary feed on hand. Shearing costs fell slightly because of the decline in sheep 

numbers. Repairs and maintenance fell slightly as farmers tried to cut spending where possible.

Interest costs increased $2000, or 5 percent, through increased interest rates and the additional borrowing associated 

with refinancing the previous year’s cash deficit.

 net result iMProves froM sale of caPital stocK

Farm profit before tax rose 24 percent to $46 000 in 2007/08 from $37 000 in 2006/07, although $26 000 of this is 

attributed to sale of capital stock. Drawings, capital purchases, development and principal repayments stayed at 

similar levels to the previous year. A further $36 000 new borrowings leaves a cash surplus of $20 000, a dramatic 

improvement on the deficit of $49 000 the previous year.

While debt has increased over the past year, the demand for land for dairying or dairy support has increased land 

prices a further 20 percent to $12 000 per hectare. This upward pressure is expected to continue. With the poor 

financial performance for the year, return on capital is minimal.
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 budget financial PerforMance of the canterbury/Marlborough breeding and finishing sheeP 
and beef Model farM in 2008/09
The cash operating surplus is expected to increase by 14 percent to $156 000 as a result of increased prices although 

the increase is partly offset by the reduced number of lambs and sheep sold.

See Tables 27.3 and 27.4 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

 iMProved Prices exPected to increase incoMe

Net cash income is expected to rise to $362 000, an increase of $39 000, or 12 percent from 2007/08 as a result of 

increased lamb prices and better cattle returns, as well as increased cropping and grazing income.

Both sheep sales less purchases and wool returns are expected to decrease marginally due to fewer sheep being 

carried. Although the year’s average lamb price is expected to rise from $51.74 to $73.08, 600 fewer lambs are 

expected to be sold, despite an expected lambing percentage similar to 2007. Ewe sales are expected to be down 500 

head.

Dry early autumn conditions in the region were of concern but good drought management, such as reducing ewe 

numbers, set up ewes for an average lambing season. The difficult conditions have caused a number of farmers to 

reconsider both early lambing and hogget mating.

The wool price is expected to increase from $2.42 to $2.89 per kilogram mainly because of a lower exchange rate. 

Wool sold is expected to decline by 24 percent to 11 500 kilograms due to lower sheep numbers.

Cattle sales less purchases is expected to increase by $20 000 as trading margins improve by $81 per head on average. 

Grazing income is expected to increase by $11 000 as farmers take advantage of lower sheep numbers to carry more 

dairy stock or sell hay and silage to dairy farmers. Other income is expected to increase $14 000 with improved crop 

prices and an increased crop area.

 exPenses exPected to increase

Farm working expenses are budgeted at $205 000 in 2008/09, an increase of 11 percent from the previous year. Most 

expenses are expected to increase. Labour, electricity, freight, regrassing costs, fuel, vehicle expenses, weed and pest 

control, repairs and maintenance and administration expenses are all expected to increase. Cash crop expenses 

increase with the increased area of crop. Animal health and shearing costs fall as fewer sheep are carried.

Fertiliser expenses are expected to fall slightly as farmers dramatically reduce the volume of fertiliser applied 

following an effective doubling of prices early in 2008/09. Farmers are expected to cut out high analysis fertilisers, 

reduce the amount of nitrogen applied, or concentrate on high value areas of the farm. Industry commentators 
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consider this a wise decision with reasonable soil fertility reserves able to withstand the reduction in the short term. 

If farm product prices improve as expected, farmers may lift spending on inputs in the second half of the year.

Interest costs are expected to increase a further 6 percent as the amount borrowed and interest rates continue to 

climb. However, like all expenditure items the actual cost will be determined by interest rates available at the time of 

renewal. 

 net result exPected to increase

The farm profit before tax for 2008/09 is expected to increase 47 percent to $68 000, up from $46 000 in 2007/08. 

After net capital purchases, development and drawings, the cash surplus is estimated to be $23 000 in 2008/09 up 

from $20 000 in 2007/08.

 figure 27.2: canterbury/Marlborough breeding and finishing sheeP and beef Model farM 
Profitability trends

source
maF monitoring reports; 2005 to 2008.
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  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  164 589  451 58.95  162 493  445 71.06

Wool  36 543  100 13.09  33 147  91 14.50

Cattle   154 770  424 160.75  181 731  498 174.32

Grazing income  (including hay and silage sales)  20 000  55 5.33  30 720  84 9.23

Other farm income  36 000  99 9.59  49 700  136 14.93

less      

Sheep purchases  2 915  8 1.04  3 020  8 1.32

Cattle purchases  86 070  236 89.39  93 250  255 89.45

Net cash income  322 917  885 86.00  361 521  990 108.59

Farm working expenses  185 678  509 49.45  205 294  562 61.67

Cash operating surplus  137 238  376 36.55  156 227  428 46.93

Interest  37 447  103 9.97  39 779  109 11.95

Rent and/or leases  4 900  13 1.30  4 900  13 1.47

Stock value adjustment –26 163 –72 –6.97 –23 926 –66 –7.19

Minus depreciation  22 300  61 5.94  19 600  54 5.89

Farm profit before tax  46 428  127 12.36  68 022  186 20.43

Taxation  6 610  18 1.76  6 984  19 2.10

Farm profit after tax  39 818  109 10.60  61 038  167 18.33

allocation of funds   

Add back depreciation  22 300  61 5.94  19 600  54 5.89

Reverse stock value adjustment  26 163  72 6.97  23 926  66 7.19

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  14 400  39 3.83  15 100  41 4.54

Discretionary cash  102 681  281 27.35  119 664  328 35.94

Farm surplus for reinvestment2  32 481  89 8.65  48 564  133 14.59

aPPlied to      

Net capital purchases  21 600  59 5.75  30 500  84 9.16

Development  19 200  53 5.11  27 100  74 8.14

Principal repayments  22 023  60 5.87  22 619  62 6.79

Drawings  55 800  153 14.86  56 000  153 16.82

New borrowings  36 100  99 9.61  40 000  110 12.02

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit  20 158  55 5.37  23 445  64 7.04

assets and liabilities      

Farm, forest & building (opening) 4 474 170 12 258 1 191.52 5 512 900 15 104 1 655.95

Plant and machinery (opening)   122 319  335 32.57  118 000  323 35.44

Stock valuation (opening)  264 985  726 70.57  238 822  654 71.74

Other produce on hand (opening)  2 394  7 0.64  2 318  6 0.70

Total farm assets (opening) 4 863 868 13 326 1 295.30 5 872 040 16 088 1 763.83

Total assets (opening) 5 079 741 13 917 1 352.79 5 976 840 16 375 1 795.31

Total liabilities (opening)  434 100 1 189 115.61  448 177 1 228 134.62

Total equity (farm assets–liabilities) 4 429 768 12 136 1 179.70 5 423 863 14 860 1 629.21

note
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

 table 27.3: canterbury/Marlborough breeding and finishing sheeP and beef Model budget 
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 table 27.4: canterbury/Marlborough breeding and finishing sheeP and beef Model exPenditure 

 2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages   0   0 0.00   0  0 0.00

Casual wages  17 698   48 4.71  23 878  65 7.17

ACC  1 018   3 0.27   910  2 0.27

Total labour expenses  18 715   51 4.98  24 788  68 7.45

Animal health  15 158   42 4.04  14 056  39 4.22

Breeding   0   0 0.00   0  0 0.00

Electricity  6 470   18 1.72  6 786  19 2.04

Feed (hay and silage)  9 231   25 2.46  16 000  44 4.81

Feed (feed crops)   900   2 0.24  1 076  3 0.32

Feed (grazing)  2 000   5 0.53  2 400  7 0.72

Feed (other)  1 400   4 0.37  1 675  5 0.50

Fertiliser  27 190   74 7.24  25 621  70 7.70

Lime  1 800   5 0.48  1 943  5 0.58

Cash crop expenses  1 100   3 0.29  2 880  8 0.87

Freight (not elsewhere deducted)  4 701   13 1.25  5 001  14 1.50

Regrassing costs  8 399   23 3.01  9 457  26 2.84

Shearing expense  15 860   43 5.68  13 720  38 6.00

Weed and pest control  9 099   25 2.42  9 899  27 2.97

Fuel  14 301   39 3.81  17 600  48 5.29

Vehicle costs (excluding fuel)  8 599   24 2.29  9 099  25 2.73

Repairs and maintenance  15 600   43 4.15  16 502  45 4.96

Total other working expenses  141 809   389 37.77  153 715  421 46.17

Communication costs (phone & mail)  2 399   7 0.64  2 709  7 0.81

Accountancy  3 171   9 0.84  3 581  10 1.08

Legal and consultancy  1 814   5 0.48  2 048  6 0.62

Other administration  1 916   5 0.51  2 163  6 0.65

Water charges (irrigation)  1 500   4 0.40  1 500  4 0.45

Rates  7 878   22 2.10  8 090  22 2.43

Insurance  4 200   12 1.12  4 398  12 1.32

Other expenditure2  2 276   6 0.61  2 303  6 0.69

Total overhead expenses  25 154   69 6.70  26 791  73 8.05

Total farm working expenses  185 678   509 49.45  205 294  562 61.67

Wages of management  75 000   205 19.97  75 000  205 22.53

Depreciation  22 300   61 5.94  19 600  54 5.89

Total farm operating expenses  282 978   775 75.36  299 894  822 90.08

calculated ratios

Economic farm surplus (EFS3)  13 775 38 3.67  37 701 103 11.32

Farm working expenses/NCI4 58%   57%  

EFS/total farm assets 0.3%   0.6%  

EFS less interest and lease/equity –0.6%   –0.1%  

Interest + rent + lease/NCI 13.1%   12.4%  

EFS/NCI 4.3%   10.4%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.
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28dry hill sheeP and beef
otago
The Otago dry hill sheep and beef model represents 400 farms in the Otago and south Canterbury areas. The farms 

range in size from 500 to 4000 hectares and are spread from Waimate to Millers Flat in central Otago, with the main 

concentration being in the Middlemarch and inland Palmerston areas.

These farms are characterised by systems that cope with dry summers and long, cold winters. The rainfall is 400 to 

700 millimetres per year, but drought days number over 100 per year. These farms are predominantly in hill country 

with a small area of valley floor. Some farms have a small area of irrigated valley floor.

 Key Points
Stock numbers on the model farm fell 643 stock units during 2007/08 as a result of the dry summer and in 

preparation for low winter feed reserves in 2008. This destocking boosted net cash income by $42 000. Sheep 

numbers will be partially rebuilt in 2008/09.

Farm surplus for reinvestment was negative and there was a cash deficit in 2007/08, reflecting the drought and low 

prices for sheep, cattle and wool.

The average lamb price is expected to increase from $43.46 per head in 2007/08 to $66.04 in 2008/09, but the 

lambing percentage is expected to fall 3 percentage points to 117 percent.

Steer calves sold in autumn 2008 for $339 per head, which was $106 less than in 2006/07.

Farm working expenses for 2007/08 were 66 percent of net cash income at $252 000 ($38.56 per stock unit). This 

was an increase of 13 percent compared with $223 000 in 2006/07.

Due to the expected increased prices for wool and lamb, farm profit before tax is expected to increase from $800 in 

2007/08 to $77 000 in 2008/09. This is expected to produce a cash surplus of $21 000 for 2008/09.

Otago dry hill farmers are under continuing financial pressure from low product prices and the increasing cost of 

key farm inputs. Product prices are having a major negative impact on farmer morale, but farmers are optimistic 

about the long term future of the sheep and beef industry.

 financial PerforMance of the otago dry hill sheeP and beef Model farM in 2007/08
The cash operating surplus for the Otago dry hill sheep and beef model farm fell $36 000 (21 percent) to $131 000 in 

2007/08 compared with 2006/07. While net cash income fell 2 percent, farm working expenses increased 13 percent 

compared with expenses in 2006/07. Even with this increase, the level of expenditure is still significantly less than 

that in 2004/05 and 2005/06. This indicates some farmers are exercising restraint in their expenditure to counter 

increased input costs.

See Tables 28.3 and 28.4 for details of the model’s budget and expenditure in 2007/08.

 revenue decreases 2 Percent

Net cash income in 2007/08 was $384 000 ($58.60 per stock unit), a decrease of 2 percent from $390 000 ($59.79 per 

stock unit) in 2006/07. This includes a stock value adjustment of $42 000 from a 643 stock unit reduction in capital 

stock. Sheep income per stock unit decreased from $46.62 to $43.43 per stock unit. Cattle income per stock unit 

increased from $49.35 to $59.49 per stock unit.
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cattle and sheeP nuMbers fall

Sales of capital ewes and wintering fewer ewe replacements saw sheep stock units decrease 9 percent during 2007/08. 

Cattle stock units decreased 13 percent, primarily due to the sale of rising-one-year steers that would other otherwise 

have been retained and sold as rising two-year-olds.

Stock numbers were reduced as a result of the dry summer and the subsequent low winter feed reserves. At the time 

of the destocking, most farmers felt the 2007/08 oversupply of ewes for sale would continue in 2008/09 as land use 

changed on intensive properties, allowing the Otago dry hill properties to easily and cheaply restock. Industry 

representatives are indicating that the price and demand for replacement stock may be higher than farmers have 

anticipated.

 table 28.1: Key ParaMeters, financial results and budget for otago dry hill sheeP and beef Model 
farM

  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget

year ended 30 June

Effective area (ha)  2 000  2 000  2 000  2 000  2 000

Breeding ewes (head)  4 563  4 653  4 675  4 675  4 155

Replacement ewe hoggets (head)  1 127  1 130  1 130  1 130  1 115

Other sheep (head)   151   201   261   261   271

Breeding cows (head)   87   84   84   84   85

Rising 1-year cattle (head)   56   56   54   54   54

Other cattle (head)   37   40   39   44   19

Opening sheep stock units   5 548  5 590  5 654  5 655  5 131

Opening cattle stock units    990   928   870   892   772

Opening total stock units (su)  6 538  6 518  6 523  6 546  5 903

Stocking rate (stock unit/ha) 3.3 3.3 3.3 3.3 3.0

Ewe lambing (%) 117 123 119 120 117

Average lamb price ($/head) 60.19 46.01 47.69 43.46 66.04

Average wool price ($/kg) 3.84 3.46 3.36 3.15 3.68

Total wool produced (kg)  26 243  27 065  26 401  24 380  25 489

Wool production (kg/ssu) 4.73 4.84 4.67 4.31 4.97

Average rising 2-year steer ($/head)   732   715   800   559   643

Average 2-year and older bull ($/head)   550   559   595   495   574

Net cash income ($)  459 596  394 661  390 008  383 648  406 881

Farm working expenses ($)  279 353  283 172  223 220  252 421  262 727

Farm profit before tax ($)  174 191  88 551  91 751   800  76 792

Farm surplus for reinvestment ($)1  123 560  50 359  37 818 –6 187  44 326

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 
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laMb Price falls as More sold store

The average lamb price fell to $43.46 in 2007/08 from $47.69 in 2006/07. This was due to an increase in the 

proportion of lambs sold store, up to 35 percent in 2007/08 from 21 percent in 2006/07, and low carcass weights. 

Many farmers slaughtered lambs down to 13 kilograms carcass weight because of the weak store lamb market and a 

lack of available feed to finish lambs to more normal weights.

Surplus hoggets carried through the 2007 winter were sold for an average $69 per head, well down on the 2006/07 

price of $81. Ewes were difficult to sell and averaged only $34 per head.

Wool revenue falls

Total wool revenue fell 13 percent to $77 000 in 2007/08 from $89 000 in 2006/07. The price per kilogram fell 

6 percent to $3.15 per kilogram in 2007/08 from $3.36 per kilogram in 2006/07. Wool weight per sheep stock unit 

also fell slightly to 4.3 kilograms per sheep stock unit in 2007/08 from 4.7 kilograms in 2006/07. Wool revenue 

contributed 20 percent of net cash income in 2007/08 compared with 23 percent in 2006/07.

cattle Prices WeaKened by feed shortages

Steer calves sold for $339 per head in 2007/08, a decrease of $106 per head, or 24 percent, from 2006/07 due to poor 

autumn pasture covers and farmers anticipating low winter feed reserves.

 table 28.2: otago dry hill sheeP and beef cash farM incoMe

  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget 
year ended 30 June ($) ($) ($) ($) ($)

Sheep sales less purchases  296 234  253 709  258 392  241 848  262 648

Cattle sales less purchases  56 911  42 595  42 907  50 354  34 385

Wool  100 773  93 645  88 708  76 846  93 747

Grazing income (including hay and silage sales)  0  0  0  6 900  6 900

Other income  0  4712  0  7 700  9 200

Net cash income  459 596  394 661  390 008  383 648  406 881

 exPenditure constrained

Total farm working expenses increased $29 000 (13 percent) to $252 000 ($38.56 per stock unit) in 2007/08 

compared with $223 000 ($34.22 per stock unit) in 2006/07. These expenses accounted for 66 percent of net cash 

income. Current expenditure is still significantly lower than in 2004/05 ($279 000) and 2005/06 ($283 000). Given 

the significant increase in farm input costs over this period, this shows farmers are making a considerable effort to 

contain expenditure.
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rising Prices Push uP exPenditure

Farm working expenses increased as a direct result of the significant increase in the cost of key farm inputs, 

especially fertiliser and fuel, and fuel-related expenditure such as contracting services and transport. Expenditure on 

fuel increased 27 percent to $19 000 ($2.93 per stock unit) in 2007/08 from $15 000 ($2.32 per stock unit) in 

2006/07. Animal health expenditure also increased to $19 000 in 2007/08 from $15 000 in 2006/07.

Total winter feed costs remained relatively constant at around $19 000 but given the increase in contracting charges 

this reflects a lack of feed available to convert to hay and silage rather than an ability for farmers to hold down this 

cost.

fertiliser exPenditure falls beloW Maintenance levels

Total fertiliser expenditure (excluding lime) decreased to $32 000 in 2007/08 ($4.94 per stock unit) from $38 000 in 

2006/07 ($5.81 per stock unit). This represents a significant decrease in the amount of nutrient applied. Using the 

current price of superphosphate of around $480 per tonne (ex store), expenditure of $6.50 to $7.50 per stock unit on 

fertiliser is required to maintain existing soil fertility levels.  The reduced fertiliser tonnage was applied more 

strategically to areas where higher response rates could be expected.

shearing costs doWn as frequency is reduced

Shearing costs fell from $5.30 per sheep stock unit in 2006/07 to $5.26 per sheep stock unit in 2007/08, reflecting a 

trend away from six- or eight-month shearing back to 12-month shearing as a way to save money, particularly given 

the falling returns from crossbred wool.

 net result is a further deficit

The Otago dry hill model farm’s cash deficit increased $19 000 to $21 000 in 207/08 compared with a deficit of $2000 

in 2006/07. This represents a further worsening of economic performance and viability.

The farm profit before tax was $800, which is significantly lower than the $92 000 profit in 2006/07. The 2007/08 

farm profit before tax includes a stock value adjustment of –$42 000 due to the sale of capital stock. Adjusting for this 

sale would indicate a before tax loss from normal trading of $42 000.

Interest charges increased 12 percent to $51 000 as a result of increased borrowing and higher interest rates. Debt 

servicing was 15 percent of net cash income in 2007/08 (up from 13 percent in 2006/07).

Capital purchases of vehicles and machinery decreased to $16 000 in 2008/09 from $28 000 in 2006/07. Many 

farmers have updated major items of plant in recent years and, with their cash position now under pressure, are 

deferring capital expenditure. Development expenditure dramatically fell to $3000 from $16 000 because of less cash 

being available for development and because, while farm product prices remain low, there is a lower return from 

investment in farm development.
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Drawings increased slightly to $61 000 ($9.24 per stock unit) in 2007/08 compared with $59 000 in 2006/07.

Land values have been steadily increasing for this class of farm, although these properties have not seen the dramatic 

value increases of the more-intensive properties being sought after for conversion to dairy or dairy grazing. However, 

the value of these properties has been influenced by interest from farmers displaced by dairy conversions in 

Southland and elsewhere. Total land and building value for this 2000 hectare property at June 2008 was $3.376 

million ($516 per stock unit) and equity was $3.257 million (82 percent of total farm assets).

 budget financial PerforMance of the otago dry hill sheeP and beef Model farM in 2008/09
The model farm’s cash operating surplus is expected to increase $13 000 (10 percent) to $144 000 in 2008/09 

compared with 2007/08. 

See Tables 28.3 and 28.4 for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

 revenue exPected to increase 6 Percent

Net cash income is expected to increase 6 percent to $407 000 ($68.92 per stock unit). Returns for wool, particularly 

lamb, are expected to increase. Prime lamb prices are expected to improve, and the price paid for store lambs is 

expected to increase from $34 per head to $48. The proportion of lambs to be sold store is expected to fall to around 

15 percent, but this will be determined largely by climatic conditions and market prices. The lambing percentage is 

expected to be down 3 percentage points on 2007/08 to 117 percent due to the dry autumn of 2008 and ewes being 

lighter at mating. Farmers are expected to retain extra ewe hoggets in June 2009 as they rebuild sheep numbers.

Wool prices are budgeted to increase 17 percent to $3.68 per kilogram, primarily as a result of the decreasing value 

of the New Zealand dollar.

Income from beef is expected to decrease $16 000 as fewer older steers are on hand for sale following destocking in 

2008/08. However, higher prices for both finished cattle and autumn sold calves are expected.

 exPenditure exPected to increase

Farm working expenditure is budgeted to increase only slightly (up 4 percent) over 2007/08 to $263 000 for 2008/09. 

This represents 65 percent of net cash income compared with 66 percent in 2007/08.

Further increases in costs associated with winter feed and regrassing are expected. This is due to the increase in the 

cost of making winter feed and the need to replenish reserves of silage and hay that have been eroded over the past 

two to three years. Fertiliser expenditure is expected to increase to $43 000 ($7.37 per stock unit), a 35 percent 

increase from 2007/08. However, the tonnage of fertiliser applied is expected to fall 20 percent. Lime expenses are 

expected to increase 14 percent. It is expected that fuel expenditure will rise 25 percent in 2008/09. However, the 

recent variability in fuel prices makes anticipating the actual fuel expenditure for 2008/09 very difficult.
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 net result exPected to be a cash surPlus

Farm profit before tax is expected to increase from $800 to $77 000 in 2008/09. This is expected to produce a cash 

surplus of $21 000 for 2008/09.

Drawings are also expected to rise slightly to $61 000. Expenditure on capital purchases and development is expected 

to rise to a combined total of $27 000 for 2008/09 compared with $19 000 in 2007/08. Debt servicing will increase yet 

again, up 3 percent, to $52 000, as debt has increased slightly and interest rates remain high.

 figure 28.1: otago dry hill sheeP and beef Model farM Profitability trends

source
maF monitoring reports; 2005 to 2008.
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  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  245 613  123 43.43  263 903  132 51.43

Wool  76 846  38 13.59  93 747  47 18.27

Cattle   53 045  27 59.49  37 075  19 48.02

Grazing income  (including hay and silage sales)  6 900  3 1.05  6 900  3 1.17

Other farm income  7 700  4 1.18  9 200  5 1.56

less      

Sheep purchases  3 764  2 0.67  1 255  1 0.24

Cattle purchases  2 690  1 3.02  2 690  1 3.48

Net cash income  383 648  192 58.60  406 881  203 68.92

Farm working expenses  252 421  126 38.56  262 727  131 44.51

Cash operating surplus  131 227  66 20.05  144 154  72 24.42

Interest  50 787  25 7.76  52 257  26 8.85

Rent and/or leases  5 000  3 0.76  5 000  3 0.85

Stock value adjustment –42 357 –21 –6.47  20 890  10 3.54

Minus depreciation  32 283  16 4.93  30 995  15 5.25

Farm profit before tax   800  0 0.12  76 792  38 13.01

Taxation  21 127  11 3.23 –18 829 –9 –3.19

Farm profit after tax –20 327 –10 –3.11  95 621  48 16.20

allocation of funds

Add back depreciation  32 283  16 4.93  30 995  15 5.25

Reverse stock value adjustment  42 357  21 6.47 –20 890 –10 –3.54

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  4 100  2 0.63  4 100  2 0.69

Discretionary cash  58 413  29 8.92  109 826  55 18.60

Farm surplus for reinvestment2 –6 187 –3 –0.95  44 326  22 7.51

aPPlied to

Net capital purchases  16 400  8 2.51  21 000  11 3.56

Development  3 000  2 0.46  6 300  3 1.07

Principal repayments   0  0 0.00   0  0 0.00

Drawings  60 500  30 9.24  61 400  31 10.40

New borrowings   0  0 0.00   0  0 0.00

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit –21 487 –11 –3.28  21 126  11 3.58

assets and liabilities

Farm, forest & building (opening) 3 375 845 1 688 515.68 3 540 000 1 770 599.66

Plant and machinery (opening)   156 889  78 23.97  149 756  75 25.37

Stock valuation (opening)  426 642  213 65.17  384 285  192 65.10

Other produce on hand (opening)   0  0 0.00   0  0 0.00

Total farm assets (opening) 3 959 376 1 980 604.82 4 074 041 2 037 690.13

Total assets (opening) 4 120 687 2 060 629.46 4 166 441 2 083 705.78

Total liabilities (opening)  702 817  351 107.36  724 963  362 122.81

Total equity (farm assets–liabilities) 3 256 559 1 628 497.46 3 349 078 1 675 567.32

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

 table 28.3: otago dry hill sheeP and beef Model budget 
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 table 28.4: otago dry hill sheeP and beef Model exPenditure 

 2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages  31 600   16 4.83  32 980  16 5.59

Casual wages   0   0 0.00   0  0 0.00

ACC  2 060   1 0.31   752  0 0.13

Total labour expenses  33 660   17 5.14  33 732  17 5.71

Animal health  19 400   10 2.96  21 000  11 3.56

Breeding   0   0 0.00   0  0 0.00

Electricity  4 900   2 0.75  5 200  3 0.88

Feed (hay and silage)  12 030   6 1.84  14 390  7 2.44

Feed (feed crops)  6 600   3 1.01  7 000  4 1.19

Feed (grazing)   0   0 0.00   0  0 0.00

Feed (other)   0   0 0.00   0  0 0.00

Fertiliser  32 330   16 4.94  43 502  22 7.37

Lime  1 800   1 0.27  2 057  1 0.35

Cash crop expenses   0   0 0.00   0  0 0.00

Freight (not elsewhere deducted)  8 645   4 1.32  9 400  5 1.59

Regrassing costs  11 040   6 1.95  11 590  6 1.96

Shearing expense  29 720   15 5.26  27 000  14 5.26

Weed and pest control  10 626   5 1.62  11 180  6 1.89

Fuel  19 180   10 2.93  24 010  12 4.07

Vehicle costs (excluding fuel)  10 955   5 1.67  11 400  6 1.93

Repairs and maintenance  21 310   11 3.26  14 000  7 2.37

Total other working expenses  188 536   94 28.80  201 730  101 34.17

Communication costs (phone & mail)  2 550   1 0.39  2 550  1 0.43

Accountancy  3 510   2 0.54  3 620  2 0.61

Legal and consultancy  2 300   1 0.35  2 300  1 0.39

Other administration  1 450   1 0.22  1 550  1 0.26

Water charges (irrigation)   0   0 0.00   0  0 0.00

Rates  9 070   5 1.39  9 070  5 1.54

Insurance  6 060   3 0.93  6 060  3 1.03

Other expenditure2  5 285   3 0.81  2 115  1 0.36

Total overhead expenses  30 225   15 4.62  27 265  14 4.62

Total farm working expenses  252 421   126 38.56  262 727  131 44.51

Wages of management  70 594   35 10.78  71 740  36 12.15

Depreciation  32 283   16 4.93  30 995  15 5.25

Total farm operating expenses  355 298   178 54.27  365 462  183 61.91

calculated ratios       

Economic farm surplus (EFS3) –14 007 –7 –2.14  62 309 31 10.55

Farm working expenses/NCI4 66%   65%  

EFS/total farm assets –0.4%   1.5%  

EFS less interest and lease/equity –2.1%   0.2%  

Interest + rent + lease/NCI 14.5%   14.1%  

EFS/NCI –3.7%   15.3%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.
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29hill country sheeP and beef

southland/south otago 

The Southland/south Otago hill country sheep and beef model represents 720 farms in the moderately rolling clay 

downlands to steeper hill country of Southland and south Otago. The farms have mostly cultivated pastures, with the 

balance in improved, but steeper, hill and tussock blocks.

 Key Points
Net cash income improved 4 percent to $399 000 in 2007/08 compared with 2006/07.

Seven percent fewer stock units were carried into 2008/09, mainly due to a reduction in hoggets and breeding ewes 

during the dry conditions.

Challenging spring and summer conditions in 2007/08 negatively affected pasture growth, animal performance 

and stock prices on many farms.

Grazing income made a small but increasing contribution to net cash income.

Farmers struggled but managed to keep farm working expenses in 2007/08 similar to 2006/07 levels.

Expectations are for a better lamb price and grass-growing season in 2008/09.

 financial PerforMance of the southland/south otago hill country sheeP and beef Model farM 
in 2007/08
The cash operating surplus for the Southland/south Otago hill country sheep and beef model farm was 14 percent 

higher in 2007/08 than in 2006/07 due to the sell down of capital stock. The lamb price was higher but the 

lambing percentage was down 7 percentage points on the previous season. When adjusted for sale of capital stock, 

farm profit before tax was 21 percent lower in 2007/08 than in 2006/07. 

See Tables 29.3 and 29.4  for details of the model’s budget and expenditure in 2007/08.

 revenue increases 4 Percent due to sale of caPital stocK

Net cash income in 2007/08 was $399 000, or $65.79 per stock unit (see Table 29.2). This was a 4 percent increase on 

2006/07, but when adjusted for capital stock sales of $22 000 represents a 2 percent decrease in net cash income.

The key factors affecting net cash income were a drop in the lambing percentage, continued low prime lamb prices, a 

difficult store lamb market and the reduction of sheep capital stock numbers.

disaPPointing laMb Prices siMilar to Previous year

Farmers were disappointed that lamb prices did not improve more. In 2007/08, prime lambs averaged $54 per head 

and store lambs $40, giving an average price for the year of $50.16 per head. This was only 33 cents per head higher 

than the year’s average price in 2006/07.

The store lamb price in this model was not as adversely affected as that in the Otago dry hill model or the South 

Island high country model. Twenty-nine percent of lambs were sold as stores. This was higher than in 2006/07 and 

was due to dry conditions limiting feed for finishing lambs. The traditional store lamb purchasers also had little spare 
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grass to finish lambs or had other more profitable options for selling their grass, mainly to dairy operations. This 

severely reduced demand for store lambs. The dry conditions over a large proportion of New Zealand also 

suppressed store lamb demand.

 table 29.1: Key ParaMeters, financial results and budget for southland/south otago hill country 
sheeP and beef Model farM

  2004/05 2005/06 2006/07r 2007/08 2008/09  
      budget

year ended 30 June

Effective area (ha)   710   723   723   723   723

Breeding ewes (head)  4 294  4 313  4 310  4 374  4 110

Replacement ewe hoggets (head)  1 172  1 194  1 194  1 167   887

Other sheep (head)   44   75   75   77   78

Breeding cows (head)   89   90   90   90   106

Rising 1-year cattle (head)   79   75   75   75   67

Other cattle (head)   3   3   3   3   3

Opening sheep stock units   5 150  5 206  5 203  5 250  4 790

Opening cattle stock units    865   829   817   817   870

Opening total stock units (su)  6 015  6 035  6 020  6 067  5 660

Stocking rate (stock unit/ha) 8.5 8.3 8.3 8.4 7.8

Ewe lambing (%) 130 129 130 123 121

Average lamb price ($/head) 60.14 51.28 49.83 50.16 65.78

Average wool price ($/kg) 2.86 2.51 2.46 2.57 2.82

Total wool produced (kg)  26 288  28 662  26 162  27 127  24 564

Wool production (kg/ssu) 5.10 5.51 5.03 5.17 5.13

Average rising 2-year steer ($/head)   785   750   813   754   847

Average cull cow ($/head)   511   620   539   486   556

Net cash income ($)  465 999  400 241  383 390  399 150  440 076

Farm working expenses ($)  253 915  239 309  220 958  221 252  241 864

Farm profit before tax ($)  150 574  98 989  80 101  62 929  108 312

Farm surplus for reinvestment ($)1  81 084  5 707  26 228  18 316  37 701

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 

symbol
r the 2006/07 model has been revised. latest m&WnZ final data indicated the lambing percentage in 2006/07 was higher than shown in the 2006/07 model 
published in 2007.
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laMbing doWn 7 Percentage Points

The lambing percentage at 123 percent, was down 7 percentage points on the previous season. This is one of the 

largest drops in the lambing percentage for some years, and was due to a combination of poorer ewe condition and 

wet, cold spring weather. The 2007/08 season was characterised by a cold winter and a slow start to spring with low 

pasture growth rates.

dry conditions lead to fall in Production and sheeP nuMbers

Temperatures finally improved during November 2007 but continuing dry conditions led to soil moisture deficits 

from December 2007 to March 2008. Feed supplies were under pressure throughout the season and, subsequently, 

lower-than-usual amounts of hay and silage were made.

Lambs were sent for processing at lower carcass weights than in the previous year.

A common strategy in this model was for farmers to decrease hogget replacements and old ewe closing numbers. 

Opening and closing numbers of sheep stock units declined 9 percent (459 stock units). However, many farms had to 

wait longer than usual to get these extra sheep off the property, so the condition of ewes at mating was less than 

usual.

Wool Price iMProves and leads to increase in Wool incoMe

The price of wool reversed a five-year trend and increased an average 4 percent to $2.57 per kilogram (greasy). Wool 

made up 17 percent of net cash income. Wool production increased 1000 kilograms (4 percent), and wool income 

rose to $70 000 (up 8 percent). Shearing expenses made up 38 percent of the wool cheque in 2007/08. Fewer works 

lambs were shorn in 2007/08.

 table 29.2: southland/south otago bill country cash farM incoMe

  2004/05 2005/06 2006/07r 2007/08 2008/09  
      budget 
year ended 30 June ($) ($) ($) ($) ($)

Sheep sales less purchases  326 429  268 847 261 922  268 527  293 701

Cattle sales less purchases  54 584  49 746 52 609  43 608  56 104

Wool  75 182  71 942 64 359  69 715  69 272

Grazing income (including hay and silage sales)  0  4 475 0  15 700  19 400

Other income  9 804  5 231 4500  1 600  1 600

Net cash income  465 999  400 241 383 390  399 150  440 076

symbol
r the 2006/07 model has been revised. the latest data from meat & Wool new Zealand indicates the lambing percentage in 2006/07 was higher than that 
shown in the 2006/07 model published in 2007.
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cattle revenue decreases 17 Percent

Cattle sale prices and income were lower in 2007/08 than in 2006/07. The price for weaner cattle fell due to the lack 

of store cattle purchasers, and income fell as more cows were retained to increase the cow-breeding herd. Cattle 

revenue (sales less purchases) fell 17 percent to $44 000. Cattle stock units increased 6 percent within the year, 

mainly in breeding cows. Throughout the region, fewer calves were purchased for finishing due to the lack of feed 

caused by the dry summer.

Casual grazing of dairy cows or dairy heifers during winter started to feature as a significant income stream.

 exPenditure surPrisingly steady

Farm working expenses stayed at a similar level in 2007/08 compared with the previous year due to reduced inputs 

in some categories and unavoidable input price increases in others.

Farmers were aware early in the season of the expected price increases in items such as fuel, feed, freight and 

fertiliser. Many farmers also reduced their amount of expenditure because of previous years’ cash losses. Reductions 

occurred in labour, shearing, and repairs and maintenance expenditure. However, fertiliser, lime, regrassing, fuel and 

vehicle expenses increased between 9 to 32 percent compared with 2006/07. Overall, total farm working expenditure 

was similar to that in 2006/07 at $221 000 ($36.47 per stock unit).

The model has less labour expenditure in 2007/08 than in 2008/09, down $15 000. This is a significant change that 

brings the model in line with the 30 farms surveyed. Without this adjustment, farm working expenses would have 

increased by just 1 percent.

fertiliser exPenditure uP 19 Percent but tonnage aPPlied doWn

Farmers expected fertiliser price increases, so some put on more fertiliser before the price increased and/or put on 

the same amount earlier to beat the price rises. Fertiliser expenditure increased 23 percent but the tonnage applied 

decreased. Farmers maintained fertiliser inputs to key areas such as hay and silage paddocks, new grass and land in 

winter feed crops. The price increases in all fertiliser types had hill country farmers looking for the best value for 

money. Even less fertiliser will be applied in 2008/09. These farms apply a small amount of nitrogenous fertiliser; an 

equivalent of five kilograms of nitrogen per hectare was applied in 2007/08. This is likely to continue despite 

escalating fertiliser prices.

Lime expenditure increased 47 percent due to the extra tonnes applied. This increase in lime application was due to a 

catch up on lime applications and farmers’ preference for lime (albeit not always based on a proven positive 

response).

fuel-related costs increase

Fuel costs, and all costs with a fuel component, such as contracting, freight and regrassing, rose but not as much as 

some industry commentators had expected. Fuel and vehicle expenditure increased 9 percent in 2007/08 compared 

with 2006/07 expenditure.
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 net result decreases 21 Percent

The farm profit before tax dropped to $63 000, down 21 percent or $17 000 compared with 2006/07. This was the 

lowest farm profit this decade. After tax, drawings, development, capital purchases, new borrowing of $50 000 for 

refinancing current account debt, and taking into account off-farm income, the model recorded a $35 000 cash 

surplus. Without new borrowings this would have been a $15 000 cash deficit.

 budget financial PerforMance of the southland/south otago hill country sheeP and beef Model 
farM in 2008/09
The model’s cash operating surplus in 2008/09 is expected to increase 11 percent to $198 000 ($35.02 per stock unit). 

The increase is due to a higher expected lamb price and stable production levels. The increase in net cash income 

(10 percent) is somewhat offset by a 9 percent increase in total farm working expenditure. 

See Tables 29.3 and 29.4  for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

 revenue exPected to increase

Both store and works lamb prices are expected to lift in 2008/09. The average lamb price is expected to be up $16, or 

31 percent compared with 2007/08. The works or prime lamb price is expected to increase to $72 per head and the 

store lamb price to $50 per head. As 29 percent of lambs will be sold store, this gives an expected average price of 

$65.78 per head. The lambing percentage is expected to be down slightly at 121 percent.

Wool revenue is expected to remain similar to that in 2007/08 even though the wool price is expected to increase 

10 percent to an average of $2.82 per kilogram. Fewer ewes and hoggets will be carried into 2008/09, so the total 

amount shorn will be down.

Cattle income is expected to rise due to a better schedule price, better store market and better weights on cattle sold.

Grazing income, still only 4 percent of net cash income, continues to increase in prominence in this model.

 exPenditure increases exPected to be unavoidable

Farm working expenditure is expected to increase $21 000 (9 percent) to $242 000 in 2008/09 ($42.73 per stock 

unit). In many cases, farmers will be using fewer products but spending more in total due to price increases per unit. 

Some items such as fuel, fertiliser and associated costs are unavoidable if farmers want to maintain productive 

capacity.

Although the fertiliser tonnage applied is expected to be cut again in 2008/09, the total cost of fertiliser applied is 

expected to increase 18 percent, while lime expenses are expected to increase 25 percent over 2007/08 expenditure. 

More hay and silage are expected to be made to replenish empty silage pits and hay barns. The cost to conserve feed 

is also likely to increase due to fuel, materials and labour costs rising.
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The increase in current account debt that accrued due to cash losses in previous years has been transferred to term 

debt at lower interest rates. No principal is repaid in this model. Debt servicing is budgeted to be $11.20 per stock 

unit or 14 percent of net cash income.

 net result exPected to iMProve

The farm profit before tax is estimated to increase $45 000 or 72 percent to $108 000. After tax, capital purchases, 

some development costs and drawings are deducted and off-farm income of $9000 is taken into account, the model 

is predicted to have a cash deficit of $4000.

The continuation of cash losses is of concern to everyone associated with sheep and beef farming, especially when 

farms are now not being fully maintained or developed significantly.

Economic upsides for this model include the potential for a better lambing percentage than expected, better prime 

lamb and beef prices due to favourable exchange rate shifts. This will also lead to better store stock prices.

Return on capital was 1.1 percent in 2007/08. After taking into account interest payments, return on equity was  

–0.3 percent. Return on capital and interest payments are expected to increase to 1.6 percent and 0.6 percent 

respectively in 2008/09.

Although farming families’ cash businesses are not particularly healthy, their equity continues to grow. As at 1 July 

2008, these types of farms were valued at $7400 per hectare or $900 to $1000 per stock unit. This gave an increase of 

$1 million in total farm assets over the year and increased equity to just over $5 million. Although this enables 

farmers to feel secure, it makes farm succession or expansion more difficult and may see a change to ownership 

structures with equity and risk being shared.

 figure 29.1: southland/south otago hill country sheeP and beef Model farM Profitability trend

source
maF monitoring reports; 2005 to 2008.
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  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  275 077  380 52.40  298 917  413 62.40

Wool  69 715  96 13.28  69 272  96 14.46

Cattle   47 753  66 58.45  60 481  84 69.52

Grazing income  (including hay and silage sales)  15 700  22 2.59  19 400  27 3.43

Other farm income  1 600  2 0.26  1 600  2 0.28

less      

Sheep purchases  6 550  9 1.25  5 216  7 1.09

Cattle purchases  4 145  6 5.07  4 377  6 5.03

Net cash income  399 150  552 65.79  440 076  609 77.75

Farm working expenses  221 252  306 36.47  241 864  335 42.73

Cash operating surplus  177 898  246 29.32  198 212  274 35.02

Interest  63 442  88 10.46  63 419  88 11.20

Rent and/or leases   0  0 0.00   0  0 0.00

Stock value adjustment –22 434 –31 –3.70  6 132  8 1.08

Minus depreciation  29 093  40 4.80  32 613  45 5.76

Farm profit before tax  62 929  87 10.37  108 312  150 19.14

Taxation  19 340  27 3.19  16 092  22 2.84

Farm profit after tax  43 590  60 7.19  92 221  128 16.29

allocation of funds      

Add back depreciation  29 093  40 4.80  32 613  45 5.76

Reverse stock value adjustment  22 434  31 3.70 –6 132 –8 –1.08

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  9 300  13 1.53  9 300  13 1.64

Discretionary cash  104 416  144 17.21  128 001  177 22.61

Farm surplus for reinvestment2  18 316  25 3.02  37 701  52 6.66

aPPlied to

Net capital purchases  32 800  45 5.41  37 900  52 6.70

Development  10 000  14 1.65  13 300  18 2.35

Principal repayments   0  0 0.00   0  0 0.00

Drawings  76 800  106 12.66  81 000  112 14.31

New borrowings  50 000  69 8.24   0  0 0.00

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit  34 816  48 5.74 –4 199 –6 –0.74

assets and liabilities

Farm, forest & building (opening) 4 315 500 5 969 711.35 5 375 370 7 435 949.66

Plant and machinery (opening)   122 900  170 20.26  124 700  172 22.03

Stock valuation (opening)  390 183  540 64.32  367 749  509 64.97

Other produce on hand (opening)   0  0 0.00   0  0 0.00

Total farm assets (opening) 4 828 583 6 679 795.93 5 867 819 8 116 1 036.66

Total assets (opening) 5 020 083 6 943 827.50 6 052 619 8 372 1 069.31

Total liabilities (opening)  670 000  927 110.44  685 000  947 121.02

Total equity (farm assets–liabilities) 4 158 583 5 752 685.49 5 182 819 7 168 915.64

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

 table 29.3: southland/south otago hill country sheeP and beef Model budget 
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 table 29.4: southland/south otago hill country sheeP and beef Model exPenditure 

 2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages  12 922   18 2.13  13 300  18 2.35

Casual wages  3 100   4 0.51  3 100  4 0.55

ACC   761   1 0.13   381  1 0.07

Total labour expenses  16 783   23 2.77  16 781  23 2.96

Animal health  19 352   27 3.19  19 358  27 3.42

Breeding   0   0 0.00   0  0 0.00

Electricity  2 669   4 0.44  2 774  4 0.49

Feed (hay and silage)  12 659   18 2.09  15 226  21 2.69

Feed (feed crops)  6 276   9 1.03  6 865  9 1.21

Feed (grazing)   0   0 0.00   0  0 0.00

Feed (other)   0   0 0.00   0  0 0.00

Fertiliser  41 960   58 6.92  49 525  68 8.75

Lime  8 200   11 1.35  10 250  14 1.81

Cash crop expenses   0   0 0.00   0  0 0.00

Freight (not elsewhere deducted)  6 491   9 1.07  7 189  10 1.27

Regrassing costs  5 703   8 1.09  6 010  8 1.06

Shearing expense  26 300   36 5.01  25 250  35 5.27

Weed and pest control  6 431   9 1.06  7 267  10 1.28

Fuel  14 319   20 2.36  17 111  24 3.02

Vehicle costs (excluding fuel)  9 600   13 1.58  9 984  14 1.76

Repairs and maintenance  15 149   21 2.50  18 936  26 3.35

Total other working expenses  175 110   242 28.86  195 745  271 34.58

Communication costs (phone & mail)  2 422   3 0.40  2 495  3 0.44

Accountancy  3 202   4 0.53  3 297  5 0.58

Legal and consultancy  1 831   3 0.30  1 886  3 0.33

Other administration  1 934   3 0.32  1 992  3 0.35

Water charges (irrigation)   0   0 0.00   0  0 0.00

Rates  10 328   14 1.70  10 947  15 1.93

Insurance  5 396   7 0.89  5 600  8 0.99

Other expenditure2  4 246   6 0.70  3 121  4 0.55

Total overhead expenses  29 359   41 4.84  29 338  41 5.18

Total farm working expenses  221 252   306 36.47  241 864  335 42.73

Wages of management  75 000   104 12.36  75 000  104 13.25

Depreciation  29 093   40 4.80  32 613  45 5.76

Total farm operating expenses  325 344   450 53.63  349 477  483 61.74

calculated ratios

Economic farm surplus (EFS3)  51 372 71 8.47  96 732 134 17.09

Farm working expenses/NCI4 55%   55%  

EFS/total farm assets 1.1%   1.6%  

EFS less interest and lease/equity –0.3%   0.6%  

Interest + rent + lease/NCI 15.9%   14.4%  

EFS/NCI 12.9%   22.0%  

  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.
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30intensive sheeP and beef

southland/south otago 

The Southland/south Otago intensive sheep and beef model represents 1600 intensive sheep and beef farms in 

Southland and south Otago. The farms are on the plains and downlands with, usually, ample summer rainfall.

This class of farm is being seriously challenged by the expanding dairy industry. Some farms are being converted to 

milking platforms and others to dairy support enterprises, such as dairy heifer grazing and cow wintering. Cereal 

cropping is also increasing.

 Key Points
The cash operating surplus for 2007/08 is up 3 percent from 2006/07 as farmers move out of bull beef and into 

dairy support.

Farm working expenses increased 6 percent overall to $43.07 per stock unit in 2007/08 up $2.99 per stock unit 

from 2006/07.

During 2007/08, 95 farms in this model were converted to milking platforms and a significant number introduced 

dairy support enterprises.

Unusually dry conditions during the summer of 2007/08 resulted in lower lamb weights (down 0.5 kilograms per 

head) and more ewe lamb replacements being killed.

Cash losses are expected for 2008/09 despite the average lamb price expected at $73.00 (up 33 percent) and wool 

expected at $2.64 per kilogram (up 18 percent).

 financial PerforMance of the southland/south otago intensive sheeP and beef Model farM in 
2007/08
The cash operating surplus for the Southland/south Otago intensive sheep and beef model farm was $92 000 in 

2007/08, up $3000 (3 percent) from 2006/07. The cattle policy on the model farm changed from bull beef to dairy 

grazing. Ewe hogget numbers fell and more ewe lambs were sold ($6000 more income) due to dry summer 

conditions putting pressure on feed supplies. Feed costs, shearing costs and repairs and maintenance costs 

decreased, while fertiliser and fuel costs increased.

See Tables 30.3 and 30.4  for details of the model’s budget and expenditure in 2007/08.

 revenue increases 4 Percent

The model farm’s net cash income increased $9000 or 4 percent to $206 000. Revenue was boosted in 2007/08 by a 

reduction in sheep and beef capital stock of $19 000.

dry suMMer results in increased sheeP sales

In 2007/08, sheep sales net of purchases increased $10 000 to $154 000. One hundred more ewe lambs were sold 

than usual, with fewer ewe hogget replacements retained because of dry summer conditions and an expected low 

value for capital ewes. Ewe numbers fell slightly as well. This produced additional income of about $6000, but with a 

contingent liability of capital ewes having to be purchased at a later date.

›

›

›

›

›
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laMbing doWn 2 Percentage Points but Prices uP

The lambing percent decreased 2 percentage points to 134 percent. This reduction was offset by an increase in 

average lamb prices to $54.71, an increase of 5 percent, despite the 0.5 kilogram-lighter average carcass weight due to 

the dry conditions causing a tight feed situation.

Wool revenue falls due to Price sluMP

Wool revenue dropped $2000 (6 percent) as the wool price slumped to $2.23 per kilogram, the lowest recorded for 

ten years. Total wool sold increased 3 percent as a result of changed shearing patterns, and industry commentators 

noted an increase in the numbers of lambs shorn.

 table 30.1: Key ParaMeters, financial results and budget for southland/south otago intensive 
sheeP and beef Model farM

  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget

year ended 30 June

Effective area (ha)   194   194   194   194   194

Breeding ewes (head) 2 100 2 125 2 165  2 165  2 061

Replacement ewe hoggets (head)   520   530   530   530   424

Other sheep (head)   25   25   25   25   25

Rising 1-year cattle (head)   35   30   30   20   0

Other cattle (head)   0   0   0   0   20

Opening sheep stock units  2 484 2 516 2 556  2 556  2 378

Opening cattle stock units    158   135   135   90   90

Opening total stock units (su) 2 642 2 651 2 691  2 646  2 468

Stocking rate (stock unit/ha) 13.6 13.7 13.9 13.6 12.7

Ewe lambing (%) 133 138 136 134 132

Average lamb price ($/head) 61.94 51.50 52.00 54.71 73.00

Average wool price ($/kg) 2.72 2.46 2.43 2.23 2.64

Total wool produced (kg)  13 783 14 668 14 440  14 824  13 786

Wool production (kg/ssu) 5.55 5.83 5.65 5.8 5.8

Net cash income ($)  219 046  195 686  197 326  205 985  233 921

Farm working expenses ($)  111 071  112 668  107 868  113 961  125 884

Farm profit before tax ($)  74 105  47 256  47 003  15 047  57 630

Farm surplus for reinvestment ($)1  20 772  3 605  9 557 –8 701  18 779

notes
1 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or 
for principal repayments. it is calculated as discretionary cash less off-farm income and drawings. 
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 table  30.2: southland/south otago intensive sheeP and beef cash farM incoMe

  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget 
year ended 30 June ($) ($) ($) ($) ($)

Sheep sales less purchases 162 416 142 095 144 216  153 967  184 766

Cattle sales less purchases 14 320 12 507  13 020  14 840  0

Wool 37 510 36 084  35 090  33 058  36 395

Grazing income (including hay and silage sales) 3 200 3 200 3 400  2 520  11 160

Other income 1 600 1 800 1 600  1 600  1 600

Net cash income  219 046  195 686  197 326  205 985  233 921

Move to dairy graZing boosts net cash incoMe

The model farm changed from finishing bull beef to dairy grazing, and the reduction in capital stock boosted income 

$6000. The full benefits of this change will not show until 2008/09. Farmers and their advisers find the gross margin 

per kilogram of dry matter from dairy grazing is much higher than for beef finishing.

 exPenditure increases 6 Percent

Farm working expenses increased $6000 (6 percent) to $114 000 in 2007/08. This is equal to $43.07 per stock unit, an 

increase of $2.99 per stock unit from 2006/07.

Many expense items showed little change despite costs rising per unit. This indicates that farmers have restrained 

their spending. Costs that were held included labour, animal health, electricity, shearing, weed and pest control, 

administration and insurance costs.

Feed costs changed little in total, but grazing costs increased to $1.00 per stock unit (up 12 percent) and hay and 

silage costs were down to $1.25 per stock unit (down 9 percent). This reflects a dry summer with some stock sent 

away for grazing and less surplus feed to conserve.

Fertiliser expenses increased 15 percent to $16 000 or $5.93 per stock unit. The majority of farmers would have 

purchased and applied fertiliser before the price hikes hit in late summer. Regrassing costs increased $2000 (up 

49 percent) due to a larger area being regrassed and input costs rising. Fuel per stock unit increased 9 percent to 

$4.12 per stock unit from $3.72 in the previous year.

Repairs and maintenance fell to $2.27 per stock unit (down 25 percent) as farmers restrained their discretionary 

spending where possible.

 net result is Poor

The cash operating surplus improved $3000 (3 percent) to $92 000. However, without the sale of capital stock the 

operating surplus would have declined $16 000. Farm profit before tax was down to $15 000 and, even with 
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additional cash income from the decrease in capital stock, a negative farm surplus for reinvestment of –$9000 was 

recorded. Overall, a cash deficit of $21 000 was financed through a higher overdraft.

 budget financial PerforMance of the southland/south otago intensive sheeP and beef Model 
farM in 2008/09
A cash operating surplus of $108 000 (up 17 percent) is expected for 2008/09 as a result of an anticipated increase in 

lamb and wool prices, despite an increase in farm working expenses.

See Tables 30.3 and 30.4  for details of the model’s budget and expenditure in 2008/09. This budget was compiled in 

August 2008 and is based on farmer and industry expectations at that time.

 revenue exPected to increases 14 Percent

Net cash income is expected to increase to $234 000 (up 14 percent). The average lamb price is expected to lift to $73, 

up by one third compared with 2007/08. Despite an expected decrease of 2 percentage points in lambing to 

132 percent, the expected 33 percent increase in lamb value has driven the sheep revenue (sales less purchases) up 

$31 000 (20 percent). Farmers are also expected to restore their sheep numbers to slightly higher than pre-drought 

levels, retaining $6000 of capital stock. Opening sheep numbers on the model farm as at 1 July 2008 were 7 percent 

lower than a year earlier.

Wool income is expected to improve 10 percent to $36 000. Total wool produced is expected to fall 7 percent due to 

fewer sheep being on hand, but wool prices are expected to increase 18 percent to $2.64 per kilogram as a result of a 

falling exchange rate and increased market demand.

This year will see a full year of dairy grazing with a net expected income of $11 000 replacing the income from beef 

finishing.

 exPenditure exPected to increase 10 Percent

Farm working expenditure is expected to increase 10 percent to $126 000. Because stock numbers have declined 

7 percent overall, this represents an increase of 18 percent on a stock unit basis to $51 per stock unit. This is a result 

of 33 percent increases in expenditure on both fuel and fertiliser; the increase in fertiliser expenditure due to price 

increases and despite reduced volumes. Repairs and maintenance are expected to be up 40 percent as farmers catch 

up on work previously deferred although farmers may delay decisions where possible until their likely returns 

become clear. Freight costs are expected to increase 15 percent but most other costs are expected to remain relatively 

unchanged.

Feed costs remain unchanged, although grazing costs are expected to be lower (down 40 percent) in expectation of a 

normal summer, and hay and silage costs are expected to increase 15 percent in expectation of depleted reserves 

being replaced and higher baleage costs.
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  2007/08 2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  156 717  808 61.31  187 516  967 78.86

Wool  33 058  170 12.93  36 395  188 15.31

Cattle   14 840  76 164.89   0  0 0.00

Grazing income  (including hay and silage sales)  2 520  13 0.95  11 160  58 4.52

Other farm income  1 600  8 0.60  1 600  8 0.65

less      

Sheep purchases  2 750  14 1.08  2 750  14 1.16

Cattle purchases   0  0 0.00   0  0 0.00

Net cash income  205 985 1 062 77.85  233 921 1 206 94.79

Farm working expenses  113 961  587 43.07  125 884  649 51.01

Cash operating surplus  92 024  474 34.78  108 037  557 43.78

Interest  43 420  224 16.41  42 275  218 17.13

Rent and/or leases   0  0 0.00   0  0 0.00

Stock value adjustment –19 157 –99 –7.24  6 148  32 2.49

Minus depreciation  14 400  74 5.44  14 280  74 5.79

Farm profit before tax  15 047  78 5.69  57 630  297 23.35

Taxation  8 855  46 3.35 –2 317 –12 –0.94

Farm profit after tax  6 192  32 2.34  59 947  309 24.29

allocation of funds  

Add back depreciation  14 400  74 5.44  14 280  74 5.79

Reverse stock value adjustment  19 157  99 7.24 –6 148 –32 –2.49

Income equalisation   0  0 0.00   0  0 0.00

Off-farm income  6 800  35 2.57  6 800  35 2.76

Discretionary cash  46 549  240 17.59  74 879  386 30.34

Farm surplus for reinvestment2 –8 701 –45 –3.29  18 779  97 7.61

aPPlied to       

Net capital purchases  13 600  70 5.14  20 000  103 8.10

Development  1 800  9 0.68  2 600  13 1.05

Principal repayments  3 591  19 1.36  3 985  21 1.61

Drawings  48 450  250 18.31  49 300  254 19.98

New borrowings   0  0 0.00   0  0 0.00

Introduced funds   0  0 0.00   0  0 0.00

Cash surplus/deficit –20 892 –108 –7.90 –1 006 –5 –0.41

assets and liabilities       

Farm, forest & building (opening) 2 495 000 12 861 942.93 5 600 000 28 866 2 269.23

Plant and machinery (opening)   96 000  495 36.28  95 200  491 38.58

Stock valuation (opening)  148 050  763 55.95  128 893  664 52.23

Other produce on hand (opening)   0  0 0.00   0  0 0.00

Total farm assets (opening) 2 739 050 14 119 1 035.17 5 824 093 30 021 2 360.03

Total assets (opening) 2 910 750 15 004 1 100.06 5 995 793 30 906 2 429.61

Total liabilities (opening)  372 300 1 919 140.70  389 601 2 008 157.87

Total equity (farm assets – liabilities) 2 366 750 12 200 894.46 5 434 492 28 013 2 202.16

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.

 table 30.3: southland/south otago intensive sheeP and beef Model budget 
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 table 30.4: southland/south otago intensive sheeP and beef Model exPenditure 

 2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

farM WorKing exPenses       

Permanent wages   0   0 0.00   0  0 0.00

Casual wages  3 154   16 1.19  3 450  18 1.40

ACC   646   3 0.24   75  0 0.03

Total labour expenses  3 800   20 1.44  3 525  18 1.43

Animal health  11 222   58 4.24  10 450  54 4.23

Breeding  1 200   6 0.45  1 200  6 0.49

Electricity  3 080   16 1.16  3 388  17 1.37

Feed (hay and silage)  3 300   17 1.25  3 795  20 1.54

Feed (feed crops)   0   0 0.00   0  0 0.00

Feed (grazing)  2 650   14 1.00  1 600  8 0.65

Feed (other)   800   4 0.30   920  5 0.37

Fertiliser  15 700   81 5.93  20 880  108 8.46

Lime  1 700   9 0.64  1 921  10 0.78

Cash crop expenses   0   0 0.00   0  0 0.00

Freight (not elsewhere deducted)  2 940   15 1.11  3 380  17 1.37

Regrassing costs  7 100   37 2.78  7 730  40 3.13

Shearing expense  12 270   63 4.80  12 150  63 5.11

Weed and pest control  2 100   11 0.79  2 050  11 0.83

Fuel  10 900   56 4.12  14 170  73 5.74

Vehicle costs (excluding fuel)  6 550   34 2.48  7 460  38 3.02

Repairs and maintenance  6 000   31 2.27  8 400  43 3.40

Total other working expenses  87 512   451 33.07  99 494  513 40.32

Communication costs (phone & mail)  1 832   9 0.69  1 602  8 0.65

Accountancy  2 421   12 0.92  2 330  12 0.94

Legal and consultancy  1 385   7 0.52  1 456  8 0.59

Other administration  1 463   8 0.55  1 893  10 0.77

Water charges (irrigation)   0   0 0.00   0  0 0.00

Rates  6 090   31 2.30  6 460  33 2.62

Insurance  3 800   20 1.44  3 950  20 1.60

Other expenditure2  5 659   29 2.14  5 175  27 2.10

Total overhead expenses  22 649   117 8.56  22 865  118 9.27

Total farm working expenses  113 961   587 43.07  125 884  649 51.01

Wages of management  58 391   301 22.07  75 000  387 30.39

Depreciation  14 400   74 5.44  14 280  74 5.79

Total farm operating expenses  186 751   963 70.58  215 164 1 109 87.19

calculated ratios

Economic farm surplus (EFS3)   76 0 0.03  24 905 128 10.09

Farm working expenses/NCI4 55%   54%  

EFS/total farm assets 0.0%   0.4%  

EFS less interest and lease/equity –1.8%   –0.3%  

Interest + rent + lease/NCI 21.1%   18.1%  

EFS/NCI 0.0%   10.6%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.    
3 eFs (or earnings before tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of 
management (Wom). Wom is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm working assets to a maximum of $75 000.
4 net cash income.
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Interest costs are expected to fall slightly because of a slightly lower interest rate on term loans. The decrease comes 

despite an increased overdraft from last year’s deficit.

 net result exPected to iMProve

The farm profit before tax is expected to quadruple to $58 000 as a result of improved prices. This flows through to a 

farm surplus for reinvestment of $19 000. The model budgets an almost breakeven cash position (a cash deficit of 

$1000) after increases in capital purchases, development and principal repayments.

Land value has risen to around $29 000 per hectare with a large range in values from $20 000 to $40 000 per hectare 

depending on location and physical characteristics. The value of the model farm assets has more than doubled to 

$5.8 million in 2008/09. Equity increases have been substantial, with the model farm’s total equity increasing 

130 percent.

 figure 30.1: southland/south otago intensive sheeP and beef Model farM Profitability trends

source
maF monitoring reports; 2005 to 2008.
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 table 31.1: Key ParaMeters, financial results and budget for the national sheeP and beef Model 
farM suMMary1

31budget

national sheeP and beef  

 figure 31.1: national sheeP and beef Profitability trends

source
maF monitoring reports; 2005 to 2008.
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  2004/05 2005/06 2006/07 2007/08 2008/09  
      budget

year ended 30 June

Effective area (ha)  660  673  708  705  705

Opening total stock units  5014 5 073 4 588 4 484 4 286

Stocking rate (su/ha) 7.6 7.5 6.5 6.4 6.1

Sheep income ($) 211 597 190 748 154 314 144 311 165 843

Wool income ($) 49 772 46 780 42 461 40 828 43 375

Cattle income ($) 156 300 145 082 131 256 135 921 159 601

Net cash income (NCI) ($) 350 326 320 766 293 543 287 803 326 139

Farm working expenses (FWE) ($) 197 816 200 551 172 783 180 002 193 851

Cash operating surplus ($) 152 510 120 215 120 760 107 801 132 289

Farm profit before tax ($) 105 849 62 535 43 849 19 268 58 308

Discretionary cash ($) 94 354 54 483 79 076 57 691 86 798

Farm surplus for reinvestment ($)2 42 223  17 3 158 –15 410 12 047

EFS3/ha ($)  158  64  27  55  114

EFS/su ($) 20.82 8.49 4.11 8.68 18.82

FWE/NCI (%)  56  63  59  62  59

EFS/Total farm assets (%) 3.1  1.1  0.5 0.9 1.5

notes
1 comparisons between 2005/06 and 2006/07 are based on a re-calculated 2005/06 budget using data provided by m&WnZ. the 2005/06 budget figures in 
this chapter are different from those published in Sheep and Beef Monitoring Report 2006. caution should be taken in comparing figures in this report with 
figures in previously published monitoring reports. see appendix 2 for more information.
2 Farm surplus for reinvestment is discretionary cash less off-farm income and drawings.
3 economic farm surplus.     
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 table 31.2: national sheeP and beef Model budget 

  2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)

revenue

Sheep  144 311   205 47.27  165 843   235 58.49

Wool  40 828   58 13.37  43 375   61 15.30

Cattle   135 921   193 95.34  159 601   226 110.35

Grazing income  (including hay and silage sales)  6 336   9 1.41  9 627   14 2.25

Other farm income  11 224   16 2.50  13 848   20 3.23

less        

Sheep purchases  7 024   10 2.30  9 486   13 3.35

Cattle purchases  43 793   62 30.72  56 669   80 39.18

Net cash income  287 803   408 64.19  326 139   462 76.09

Farm working expenses  180 002   255 40.15  193 851   275 45.23

Cash operating surplus  107 801   153 24.04  132 289   188 30.86

Interest  48 812   69 10.89  51 351   73 11.98

Rent and/or leases  5 139   7 1.15  5 203   7 1.21

Stock value adjustment –14 639 –21 –3.26  2 237   3 0.52

Minus depreciation  19 942   28 4.45  19 664   28 4.59

Farm profit before tax  19 268   27 4.30  58 308   83 13.60

Taxation  7 954   11 1.77  1 094   2 0.26

Farm profit after tax  11 314   16 2.52  57 214   81 13.35

allocation of funds        

Add back depreciation  19 942   28 4.45  19 664   28 4.59

Reverse stock value adjustment  14 639   21 3.26 –2 237 –3 –0.52

Income equalisation –144   0 –0.03   0   0 0.00

Off-farm income  11 940   17 2.66  12 157   17 2.84

Discretionary cash  57 691   82 12.87  86 798   123 20.25

Farm surplus for reinvestment2 –15 410 –22 –3.44  12 047   17 2.81

aPPlied to

Net capital purchases  15 383   22 3.43  21 076   30 4.92

Development  5 251   7 1.17  6 819   10 1.59

Principal repayments  3 674   5 0.82  3 725   5 0.87

Drawings  61 161   87 13.64  62 594   89 14.60

New borrowings  34 393   49 7.67  19 884   28 4.64

Introduced funds 0   0 0.00 0   0 0.00

Cash surplus/deficit  6 616   9 1.48  12 468   18 2.91

assets and liabilities

Farm, forest & building (opening) 4 040 748  5 729 901.25 4 909 271  6 960 1 145.34

Plant and machinery (opening)   92 667   131 20.67  90 673   129  21.15

Stock valuation (opening)  332 364   471 74.13  319 736   453  74.60

Other produce on hand (opening)  2 406   3 0.54  2 742   4  0.64

Total farm assets (opening) 4 468 186  6 335  996.58 5 322 422  7 546 1 241.73

Total assets (opening) 4 668 280  6 619 1 041.21 5 476 665  7 765 1 277.72

Total liabilities (opening)  515 178   730  114.91  547 042   776  127.63

Total equity (farm assets – liabilities) 3 953 008  5 605 881.68 4 775 380  6 771 1 114.11

notes
1 sheep stock units are used in the per stock unit calculation for sheep and wool income and sheep purchases. cattle stock units are used for cattle income and 
purchases. the remainder of the time total stock units are used.
2 Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, which is available for investment on farm or for 
principal repayments. it is calculated as discretionary cash less off-farm income and drawings.



national sheeP and beef budget 243

 table 31.3: national sheeP and beef Model exPenditure 

                          2007/08                                  2008/09 budget

 Whole  Per  Per stocK Whole  Per Per stocK 
 farM ha unit1 farM ha unit1 
 ($)  ($) ($)  ($) ($) ($)
farM WorKing exPenses       

Permanent wages  9 627   14 2.15  9 842 14 2.30

Casual wages  8 038   11 1.79  9 414 13 2.20

ACC   711   1 0.16   487 1 0.11

Total labour expenses  18 376   26 4.10  19 744 28 4.61

Animal health  15 279   22 3.41  15 283 22 3.57

Breeding   727   1 0.16   714 1 0.17

Electricity  3 645   5 0.81  3 837 5 0.90

Feed (hay and silage)  8 785   12 1.96  10 291 15 2.40

Feed (feed crops)  1 366   2 0.30  1 616 2 0.38

Feed (grazing)   705   1 0.16   648 1 0.15

Feed (other)   596   1 0.13   617 1 0.14

Fertiliser  31 766   45 7.09  35 714 51 8.33

Lime  2 386   3 0.53  3 188 5 0.74

Cash crop expenses   433   1 0.10   514 1 0.12

Freight (not elsewhere deducted)  5 290   8 1.18  5 827 8 1.36

Regrassing costs  5 983   8 1.33  6 992 10 1.63

Shearing expense  18 406   26 6.03  17 885 25 6.31

Weed and pest control  5 258   7 1.17  5 662 8 1.32

Fuel  11 158   16 2.49  13 385 19 3.12

Vehicle costs (excluding fuel)  7 907   11 1.76  8 412 12 1.96

Repairs and maintenance  15 686   22 3.50  16 629 24 3.88

Total other working expenses  135 377   192 30.19  147 215 209 34.35

Communication costs (phone & mail)  2 507   4 0.56  2 586 4 0.60

Accountancy  3 211   5 0.72  3 341 5 0.78

Legal and consultancy  1 961   3 0.44  2 049 3 0.48

Other administration  2 064   3 0.46  2 246 3 0.52

Water charges (irrigation)   202   0 0.04   199 0 0.05

Rates  8 607   12 1.92  9 072 13 2.12

Insurance  4 302   6 0.96  4 490 6 1.05

Other expenditure2  3 395   5 0.76  2 909 4 0.68

Total overhead expenses  26 250   37 5.85  26 892 38 6.27

Total farm working expenses  180 002   255 40.15  193 851 275 45.23

Wages of management3  34 324   49 7.66  34 197 48 7.98

Depreciation  19 942   28 4.45  19 664 28 4.59

Total farm operating expenses4  234 268   332 52.25  247 712 351 57.79

calculated ratios         

Economic farm surplus (EFS5)  38 896 55 8.68  80 665 114 18.82

Farm working expenses/NCI6 63%   59%  

EFS/total farm assets 0.9%   1.5%  

EFS less interest and lease/equity –0.3%   0.4%  

Interest + rent + lease/NCI 19%   17%  

EFS/NCI 14%   25%  

notes
1 shearing expense per stock units based on sheep stock units.
2 includes accident compensation corporation (acc) employer levy.
3 Wages of management (Wom) is calculated as follows: $31 000 allowance for labour input plus 1 percent of opening total farm assets to a maximum of $75 000. the 
Wom shown here is based on the national model asset value instead of the weighted average of the all the models Wom’s. the values between the two methods differ due 
to the $75 000 cap.
4 total farm operating expenses is not a weighted average of all the models due to the non weighted Wom used.
5 eFs (or earnings before interest and tax) is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less 
wages of management (Wom).
6 net cash income.
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32issues and develoPMents

sheeP and beef sector 

 land use change
The improvement in dairy profitability has led to unfavourable comparisons with the sheep and beef sector and is 

creating a strong incentive for land use change. An increasing number of sheep and beef farmers are considering 

including a proportion of dairy support in their farm policies. The options most often considered include grazing 

replacement dairy heifers, contract crop growing, grazing dry dairy cows through the winter or buying empty dairy 

cows and recycling them back into the dairy industry. Dairy support revenue is now between $50 000 and $100 000 

on many intensive sheep and beef farms. 

This trend is likely to reduce cattle and sheep numbers available for processing in future years and reduce demand for 

store stock. Some sheep and beef farmers are at the stage of their farming life that they are looking to reduce their 

labour requirements and become ‘grass factories’ supplying dairy farms. They can easily revert these farming systems 

to more standard sheep and beef farming if as predicted, there is an over-supply of dairy support on offer in two 

years’ time.

Meat & Wool New Zealand estimate that up to 330 sheep and beef farms have converted to dairy, or been 

amalgamated with existing dairy farms during 2007/08. This has displaced 1.3 million sheep and beef stock units. 

This trend is expected to continue in 2008/09.

The drop in demand for store stock has led many to question the future viability of traditional hill country farms as 

they have limited opportunity to diversify income through dairy support or cropping. However, consultants advise 

that hill country farmers can finish more of their own stock and can be more flexible in timing store stock sales if 

they adjust breeding stock numbers and use their limited cultivatable land for feed crops. 

The cash crop area has increased on intensive farms with suitable soils and is anticipated to increase further because 

of high grain prices. Farms with fewer sheep after drought-led destocking increased their areas of winter barley or 

wheat sown. There is concern that there is insufficient expertise, contracting facilities or storage facilities to manage 

the increased harvest. Some farmers may experience difficulties if grain prices fall as they have sown large areas and 

do not have plans in place for marketing their crop.

 suPPly of stocK
There is some industry concern about a possible livestock shortage in the coming year. There will be a large reduction 

in lamb numbers born in spring 2008, and hill country properties may hold more lambs for finishing rather than 

selling as store. The supply of traditional beef weaners will be down because of the reduced national cow herd.

Farmers on finishing farms are concerned about the supply of replacement weaner bull calves. In the last two years, 

bull calves have been relatively cheap and the popularity of calf rearing is waning due to the low profitability of these 

operations. The lack of buyers for weaner bulls last autumn may have seen some farms retain them because of the low 

prices they were achieving. If this results in an increased supply of yearling bulls this may tide finishers over until bull 

rearing returns. More farmers are now prepared to sign contracts for bull rearing while others are rearing 40 or 50 

calves in their sheds for the first time.
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Recommendations expressed in winter 2008 by Meat & Wool New Zealand and meat processors in regard to year-

round processing and the expectation of a need to target 25 kilogram lamb carcass weights within a decade, pose 

further challenges for hill country farmers especially in dry areas.

 increase in costs
Farm expenses continue to escalate and are an area of concern for farmers. Farm working expenditure for the 

national model increased 4 percent in 2007/08 compared with 2006/07 and is budgeted to increase a further 

8 percent in 2008/09, despite farmers reducing their inputs on discretionary items such as fertiliser, weed and pest 

control and repairs and maintenance.  The most significant driver behind this is the increase in fertiliser costs.

The Farm Expenses Price Index shows that farm input prices (excluding livestock) increased 9.7 percent from June 

2007 to June 2008, and 12.0 percent over the two years from June 2006 to June 2008 (see Table 32.1).

 table 32.1: sheeP and beef farM exPenses Price index, for the quarter ended June 2008
 
  change froM June   change froM June   
  2007 quarter   2006 quarter 
  (%) (%)

Administration 3.5 8.1

Animal health and breeding 5.8 9.4

Electricity 11.3 15.9

Feed, grazing, cultivation and harvesting 14.9 17.4

Fertiliser, lime and seeds 15.6 19.4

Freight 6.3 13.5

Fuel 39.5 24.9

Insurance premiums 7.9 8.4

Rent and hire 4.0 3.8

Repairs, maintenance and motor vehicle repairs 7.7 10.1

Shearing 1.4 5.5

Weed and pest control 4.6 6.5

Subtotal excluding livestock 10.9 12.6

Livestock purchases –8.5 –9.9

Subtotal including livestock 6.9 7.8

Local and central government rates and fees 6.6 14.0

Interest rates 9.2 12.2

Wages and salaries 2.8 5.4

All inputs excluding livestock 9.7 12.0

All inputs including livestock 6.9 8.4

source
statistics new Zealand.
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 fertiliser

The recent steep increases in fertiliser prices over the 2007/08 season are of serious concern to farmers, especially 

those on hill country farms because of the larger properties. The current budgeted price of superphosphate on the 

ground is close to $700 per tonne and, at this price, the central North Island hill country model can afford to apply 

only about 50 percent of what is needed for maintenance. This model applied only 60 percent to 70 percent of the 

amount required for maintenance through most of the 1990s, reaching full maintenance levels in the early 2000s. 

Therefore, fertility levels in this model are not great, and many farmers cannot maintain current stocking levels for 

long at 50 percent of maintenance dressings.

Farmers are likely to spend the same amount on fertiliser but will target applications to the best land, based on soil 

tests and nutrient budgets. Nitrogen will also be heavily targeted. Some farmers are conducting more soil tests than 

previously so they can measure and strategically apply fertiliser to ensure the best response from limited 

applications. A noticeable trend is an increase in the use of lime and a move away from expensive high-analysis 

fertilisers.

 shearing 

Many sheep farmers have closely examined their shearing pattern in recent years. The early part of the decade saw an 

increase in six-monthly shearing, for its benefits in lamb birth weights and stock management. Increases in shearing 

costs with no corresponding increase in wool value have led many farmers to reduce the frequency of shearing back 

to an eight-monthly or annual basis.

 Weed and Pest control

Rabbit numbers are increasing on dry hill country properties in the South Island, and some farmers in Canterbury 

have been served with notices to carry out control operations. Pest control programmes, particularly the aerial 

application of poison, will become more expensive if fuel costs increase significantly as expected.

 interest

Maintaining a conservative debt to equity ratio and relatively low debt servicing cost is critical to the financial 

viability of sheep and beef farms. Recent years have seen debt levels increase to fund cash deficits, farm succession 

and farm development. This increase in debt levels combined with rising interest rates over the past three years has 

resulted in a significant increase in debt servicing costs. Debt servicing increased to $10.89 per stock unit (up 

21 percent) in 2007/08, and is expected to increase a further 10 percent to $11.98 per stock unit in 2008/09. Any 

decline in interest rates will help dampen farm interest expenses. Individual farms vary widely around this average, 

and any farms with high debt servicing could be at risk if they do not have other sources of income. However, equity 

remains high, varying from 86 percent to 91 percent across most models. 

 land value
Land prices in the sheep and beef sector are being strongly influenced by the land’s suitability for dairy or dairy 

support. Easier contour sheep and beef farming land that has the potential for dairying or dairy support has seen a 
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significant lift in land prices, often up 10 to 15 percent over the past 12 months. This is aided by those dairy farmers, 

who had heifers returned from grazing in poor condition due to the drought, and prompted by high grazing prices, 

looking to buy properties to graze stock on. They feel they are better off controlling all aspects of grazing, so are 

seeking to buy or lease land for this purpose.

In comparison, the value of “true” hill country is more variable, with the current poor profitability putting downward 

pressure on land prices, but large, attractive properties are being sought by farmers who have sold their intensive 

farms for dairy conversion.

Farmers have been able to obtain additional finance to offset operating losses but a lot of debt has been added over 

the past two or three years. Fortunately, the situation is still underpinned by high land values. The value of land and 

buildings in the national model has increased from $899 per stock unit in June 2007 to $1142 in June 2008. This is a 

27 percent increase, although the drop in stock units over this period exaggerates the increase. The variability 

between farm types must be kept in mind with the value of land and buildings varying from $600 to $2270 per stock 

unit across the different models.

 succession
The steep rise in the value of sheep and beef properties in recent years combined with uncertainties over farm 

viability and increasing debt levels is making it increasingly difficult for the next generation to take over farming 

operations.

 viability
There is concern about the viability of the sheep and beef sector, and this has been behind farmers’ calls for 

restructuring of the meat industry and changing land use away from sheep.

Table 32.2 shows that in 2007/08 the national sheep and beef model farm budget required a further $11.12 income 

per stock unit just to meet farm working expenses, debt servicing, depreciation, drawings and tax, let alone turn a 

profit. Despite the improved product prices and income expected for 2008/09, the average farm has a shortfall of 

$1.26 per stock unit. Furthermore, a farm business could reasonably expect some return on equity and some profit to 

reinvest in the business. Table 32.2 shows that if cash farm incomes do not exceed $77 per stock unit, sheep and beef 

farmers will be faced with continued borrowing to fund losses or development. This underlies farmers’ desire for a 

higher lamb price.

 Meat industry restructure
During 2008, several permutations for industry change started, faltered and re-emerged. Farmers have a range of 

views on proposals such as the mega-merger spearheaded by the Alliance Group to include the five biggest 

processing companies. Another option for change in the industry was the PGG Wrightson-Silver Fern Farms 

partnership proposal, promoted as a future vehicle for industry consolidation. Generally farmers remain supportive 

of the co-operative model but need a better return for their lambs to ensure their farms’ economic sustainability. 



sheeP and beef sector issues248

Sheep meat is still the main source of revenue for most sheep and beef farmers, so there is consternation about the 

performance of the meat industry. The majority want change and for it to happen quickly. Regardless of any 

restructuring decisions, farmers generally consider that a different marketing approach is needed. Farmers tend to 

think that it is the supermarkets and wholesalers who are making the money rather than the meat industry.

 eMissions trading scheMe
Uncertainty about how the ETS will operate and its potential cost is of concern to both farmers and the industry and 

was mentioned at most farm monitoring industry meetings. Farmers said the current lack of information made it 

difficult to plan and make decisions. 

Many sheep and beef farms are struggling to remain economically viable, and the industry is concerned that the 

proposed ETS may render many sheep and beef farms unviable. Industry commentators confirm that farmers have 

little knowledge about the ETS and believe that sheep and beef farmers currently have limited options for changing 

their farming systems to reduce emissions.

 coMPliance With regional Plans
Sheep and beef farmers throughout the country are concerned at the limitations some regional councils are imposing 

on land use or the intensity of farming, and are watching the ‘permitted activity’ developments in Waikato, around 

Lakes Taupo and Rotorua and in Manawatu-Wanganui with trepidation. There is concern that some aspects of these 

regional council plans will make it uneconomic to farm marginal land.

The Gisborne District Council changed its district plan to regulate land use on the worst eroding areas in the district 

but farmers have criticised the changes as being too onerous.

In Otago and Southland, regional councils have made all hill country sheep and beef farmers aware of the need to 

fence stock out of waterways when intensively strip-grazing in winter time, to reduce soil and nutrient runoff and 

improve water quality.

 Morale
Low product prices, the increased cost of farm inputs, increasing farm debt and debt servicing costs, and 

dissatisfaction with the structure and performance of the meat industry have all had a major negative impact on 

farmer morale. 

Many sheep and beef farmers are retrenching with some leaving the industry, but others are seeing new 

opportunities. 

Coming into spring 2008, many farmers were reasonably optimistic as they had got through the bulk of winter 

without running out of feed, the exchange rate was down to around US70 cents, and meat companies were talking 

about $70 to $80 for lambs. The beef schedule also looked promising while interest rates looked to have stabilised or 

were set to decrease.
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 table 32.2: Key incoMe and exPenses Per stocK unit for national sheeP and beef Model,  
2007/08 and 2008/09
 
  2007/08 2008/09 budget

Cash farm income  $64.19 $76.09

Plus stock value adjustment –$3.26 $0.52

Adjusted farm income  $60.93 $76.61

Farm working expenses  $40.15 $45.23

Interest and lease $12.03 $13.19

Depreciation $4.45 $4.59

Farm operating costs $56.63 $63.01

Farm profit before tax $4.30 $13.60

Drawings $13.64 $14.60

Tax   $1.77 $0.26

Farm owner living costs $15.42 $14.86

Farm surplus for reinvestment after stock value adjustment and depreciation –$11.12 –$1.26

source
statistics new Zealand.
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aPPendix 1
Pastoral Monitoring teaM

 farM Monitoring PrograMMe Manager
Anna Thorburn, MAF Policy, Wellington, Phone (04) 894 0282

 Publication editors 
Gillian Mangin, MAF Policy, Hastings

Anna Thorburn, MAF Policy, Wellington

 sector controllers  
Dairy   Phil Journeaux  MAF Policy, Hamilton

Deer   Deborah Hackell  MAF Policy, Hamilton

Sheep and beef  John Greer  MAF Policy, Christchurch

 Model controllers
Model  Model controller Telephone
deer  

North Island deer  Deborah Hackell  (07) 957 8311
South Island deer  Trish Burborough (03) 951 4716
dairy  

Northland dairy   Russell Knutson (07) 957 8325
Waikato/Bay of Plenty dairy  Phil Journeaux (07) 957 8313
Taranaki dairy   Loretta Dobbs (04) 894 0632
Lower North Island dairy  Gillian Mangin (06) 974 8811
Canterbury dairy  Murray Doak (03) 943 1705
Southland dairy   Trish Burborough (03) 951 4716
sheeP and beef  

Northland sheep and beef   Russell Knutson (07) 957 8325
Waikato/Bay of Plenty intensive sheep and beef Phil Journeaux (07) 957 8313
Central North Island hill country sheep and beef Phil Journeaux (07) 957 8313
Gisborne hill country sheep and beef   Loretta Dobbs (04) 894 0632
Hawkes Bay/Wairarapa hill country sheep and beef  Gillian Mangin (06) 974 8811
Western lower North Island intensive sheep and beef  Anna Thorburn (04) 894 0282
Eastern lower North Island intensive sheep and beef  Gillian Mangin (06) 974 8811
South Island high country sheep and beef  Karl Barclay (03) 448 8028
Canterbury/Marlborough hill country sheep and beef  John Greer (03) 943 1706
Canterbury/Marlborough breeding and finishing sheep and beef  Ken Muscroft-Taylor (03) 318 8221
Otago dry hill sheep and beef   Karl Barclay (03) 448 8028
Southland/south Otago hill country sheep and beef  Trish Burborough (03) 951 4716
Southland/south Otago intensive sheep and beef  Graham Butcher (03) 208 9956

 coMMentary 
West Coast South Island  Ross Bishop   (03) 768 9000
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 hoW the Models Were created
The model farms depicted in this report are representative of their farm type within each region. Each model is 

created from information drawn from at least 20 farms and a wide cross section of agribusiness representatives. The 

models were prepared between June and August 2008 and are based on farmer and industry expectations at that 

time.

The aim of each model is to typify an average farm for the region. Budget figures are averaged from the contributing 

properties and adjusted to represent real farms. Income figures include off-farm income, new borrowing and other 

cash income. Expenditure figures include costs of management, production, debt leasing, drawings and other land 

development and capital purchases. 

Monitoring is continually being improved to meet the needs of the users of the reports. From time to time, the 

models are revisited, and changes may be made. Bear this in mind when making comparisons between years. 

 calculations used in the Models
Part of the objective of the MAF models is to show the profitability of the models on a cash-in/cash-out basis for the 

season, before the introduction of outside funds such as off-farm revenue, introduced funds or new borrowing. Prior 

to 2007, this bottom line was depicted as the disposable surplus/deficit. This included such expenditure as capital 

expenditure, principal repayments and development expenditure, but excluded outside (off the farm) funds. This has 

been replaced by farm surplus for reinvestment.

 farM surPlus for reinvestMent

Farm surplus for reinvestment represents the cash available from the farming business, after meeting living costs, 

which is available for investment on the farm or for principal repayments. It is calculated as follows:

discretionary cash;

less off-farm income and drawings.

 econoMic farM surPlus 

The economic farm surplus (EFS) depicted in the model budgets is calculated as follows:

net cash income;

plus change in livestock value;

less working expenses (excluding interest, rent and lease costs);

less depreciation;

less wages of management (WOM). 

 Wages of ManageMent

For the deer and sheep and beef models, WOM is calculated as follows:

$31 000 allowance for labour input;

plus 1 percent of total capital as managerial reward.

›

›

›

›

›

›

›

›

›
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An upper limit for WOM of $75 000 has been set. 

For the dairy models, WOM is calculated as:

$38 000 allowance for labour input;

plus 1 percent of total capital as managerial reward.

An upper limit for WOM of $85 000 has been set. 

 dairy Payout calculations

definition of financial year

The MAF dairy models work on a financial year of 1 July to 30 June. The payout within the year is a combination of 

the advance payment to 20 June for the current year and the deferred payment made in July and August from the 

preceding season.

PayMent in 2007/08

The deferred payment, on the 2006/07 production, was 81 cents per kilogram of milksolids. The advance payment to 

20 June 2008 is calculated as $6.62 per kilogram of milksolids, made up of $6.55 commodity milk price, plus 7 cents 

value-added payment. In February 2008, Fonterra paid 10 cents (value added) per kilogram of milksolids on 

production through to 31 December. Assuming that an average of two-thirds of production is achieved by 

31 December, the 10 cents per kilogram of milksolids would be equivalent to 7 cents per kilogram of milksolids over 

the whole season.

PayMent in 2008/09

The deferred payment, on the 2007/08 production, was $1.00 per kilogram of milksolids. This gives a total payment 

for the 2007/08 season of $7.62 per kilogram of milksolids ($7.90 less 28 cents retention). The 2008/09 budgets 

include an advance payment to 20 June 2009 calculated as $5.41 per kilogram of milksolids. This is made up of $5.30 

commodity milk price (Fonterra’s 30 May 2008 forecast advance payment rate to 20 June 2009), plus 11 cents per 

kilogram of milksolids value-added payment (based on two-thirds of the season’s milk production attracting the 

15 cents per kilogram payment).

The exception to this is Canterbury, which produces approximately 50 percent of production pre- and post-

December. For the Canterbury model, the advance value-added payment in 2007/08 is 5 cents per kilogram of 

milksolids, giving a deferred payment of $1.02 per kilogram of milksolids. In 2008/09, the value-added advance is 

equivalent to 8 cents per kilogram of milksolids, giving a total advance to 20 June 2009 of $5.38 per kilogram of 

milksolids. 

As this report went to press Fonterra’s forecast final payout for the 2008/09 season was $6.00 per kilogram of 

milksolids (down from $7.00). With a total advance payment calculated at $4.45 this leaves a deferred payment of 

$1.42 per kilogram of milksolids to be paid in the first quarter 2009/10 (down from $1.59 forecast deferred payment 

when the total forecast payout was $7.00).

›

›
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 Model details

The data collection for the pastoral models is contracted out. The dairy and deer data is collected by Agriculture NZ. 

The sheep and beef data is supplied by Meat & Wool New Zealand (M&WNZ) from the M&WNZ sheep and beef 

farm survey. 

 dairy Models
The dairy models represent owner-operated seasonal supply dairy farms throughout New Zealand. Each dairy model 

is based on a sample of 25 or more owner-operated dairy farms that supply to Fonterra. In total, data has been 

collected from 189 seasonal supply dairy farms.

 northland dairy

The Northland model represents about 1200 spring calving dairy herds north of Auckland city. The model is created 

from information drawn from 25 dairy farms and a wide cross section of agribusiness representatives. The aim of the 

model is to typify an average dairy farm for Northland. Budget figures are averaged from the contributing properties 

and adjusted to represent a real dairy farm. Income figures include off-farm income, new borrowing and other cash 

income.

 WaiKato/bay of Plenty dairy

The Waikato/Bay of Plenty dairy model represents about 5140 dairy farms in the Waikato and Bay of Plenty regions. 

The model is a seasonal supply farm based on an average property of 106 hectares, milking 300 cows and producing 

around 100 000 kilograms of milksolids in a normal season. Heifers are grazed off the farm for 12 months.

The model is created from information drawn from 50 dairy farms and a wide cross section of agribusiness 

representatives. The aim of the model is to typify an average dairy farm for the Waikato/Bay of Plenty region. Budget 

figures are averaged from the contributing properties and adjusted to represent a real dairy farm. Income figures 

include off-farm income, new borrowing and other cash income.

 taranaKi dairy

The Taranaki dairy model represents approximately 1800 dairy farms in the Taranaki region. The model is based on 

an owner-operated business with a predominantly cross-bred herd. It does not own a run-off but grazes replacement 

stock off and buys in 8 to 12 percent of feed used.

The model is created from information drawn from 26 dairy farms and a wide cross section of agribusiness 

representatives. The aim of the model is to typify an average dairy farm for Taranaki. Budget figures are averaged 

from the contributing properties and adjusted to represent a real dairy farm. Income figures include off-farm 

income, new borrowing and other cash income.

 loWer north island dairy

This model represents approximately 1080 seasonal supply dairy farms in the bottom half of the North Island, 
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including the regions of Manawatu, Horowhenua, Wairarapa and southern Hawkes Bay. The dairy farms supply the 

Fonterra Co-operative Dairy Company.

Generally, they are well-developed farms and have good soil fertility levels and a modest level of well-maintained 

buildings, plant and equipment. On average, the farms are 130 effective hectares in size, milking 360 cows. They have 

an additional run-off of 15 hectares. 

Most of the lower North Island has reliable summer rainfall. However, many farms in the Manawatu and East Coast 

are, by New Zealand standards, somewhat prone to drought. Approximately 300 farms have irrigation, mainly in 

south Wairarapa, Hawkes Bay and Manawatu.

The model budget is prepared for an owner-operator farm, with labour employed, and represents an estimated 70 to 

80 percent of dairy farms. The other 20 to 30 percent fit into the sharemilking or partnership categories.

The model is created from information drawn from 28 dairy farms and a wide cross section of agribusiness 

representatives. The aim of the model is to typify an average dairy farm for the lower North Island. Budget figures are 

averaged from the contributing properties and adjusted to represent a real dairy farm. Income figures include off-

farm income, new borrowing and other cash income.

 canterbury dairy

The model represents approximately 770 dairy farms throughout Canterbury and north Otago. It represents a farm 

that has a mix of spray and border irrigation, and does not own a run-off. All off-farm winter grazing costs are 

included as feed costs.

The model is created from information drawn from 30 dairy farms and a wide cross section of agribusiness 

representatives. The aim of the model is to typify an average dairy farm for Canterbury. Budget figures are averaged 

from the contributing properties and adjusted to represent a real dairy farm. Income figures include off-farm 

income, new borrowing and other cash income.

 southland dairy

The Southland dairy model represents about 660 dairy farms in Southland that supply milk to the Fonterra factory at 

Edendale. 

This model has increased significantly in size, stocking rate and production over several years. In 1995, the average 

farm size was 130 hectares. In 2000/01, it was 182 hectares, made up of 152 hectares of milking platform and 

30 hectares of leased run-off. The model size was increased in the 2001/02 season to 162 hectares of milking platform 

and a purchased 30 hectares of run-off. From 2005/06, the model has been 178 hectares plus 30 hectares of run-off. 
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Many farms in the model have been producing milk for less than six years. The size of these farms is still increasing, 

as is their production. An increase of up to 100 extra dairy units in the 2008/09 year will also affect the average size 

and production.

The model is created from information drawn from 30 dairy farms and a wide cross section of agribusiness 

representatives. The aim of the model is to typify an average dairy farm for Southland. Budget figures are averaged 

from the contributing properties and adjusted to represent a real dairy farm. Income figures include off-farm 

income, new borrowing and other cash income.

 West coast south island dairy coMMentary

The West Coast South Island dairy commentary describes the collective dairy industry’s perspective of the current 

(or just completed) season and the outlook for the next season for dairying in this region. The typical West Coast 

dairy farm milks 310 cows and produces around 96 000 kilograms of milksolids on 155 effective hectares. Farm size 

and cow numbers have gradually increased during the past 10 years. The number of dairy conversions has stabilised, 

with most land easily convertible for dairying now carrying dairy cows.

 deer Models
Deer farms are commonly of two main types – deer units within a mixed livestock system, and stand-alone deer 

farms. The deer farm models in MAF’s Pastoral Monitoring Report series are based on stand-alone deer farms. 

Comparing the sector using a stand-alone deer farm is important for tracking the deer sector’s progress and to better 

understand developments occurring in this sector.

 north island deer

The North Island deer model farm is a small stand-alone deer farm that is big enough to support a family, does not 

run sheep or beef cattle and is theoretically situated in the central North Island/East Coast/Hawkes Bay region. 

note: prior to 2008, the theoretical location of this model farm was near rotorua but incorporated farm monitoring data from the Waikato and bay of plenty. 

Weaner hinds and stags are all carried over the winter and sold to slaughter. Half of the breeding hinds are mated to 

a cross-bred stag. The farming programme aims to get yearling stock to target slaughter weights in late spring when 

market prices for chilled venison traditionally peak. Each year, 25 selected yearling stags are retained as replacements 

to enter the velveting herd of 80 mixed-age stags. 

The model is created from information drawn from 20 deer farms and a wide cross section of agribusiness 

representatives. The aim of the model is to typify an average stand-alone deer farm for the North Island. Budget 

figures are averaged from the contributing properties and adjusted to represent a real deer farm. Income figures 

include off-farm income, new borrowing and other cash income.

 south island deer

The South Island deer model represents a family-run stand-alone deer farm in Southland and south Otago. The 

model is based on running predominantly red hinds in the breeding herd, with hybrids used as terminal sires. The 
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hind herd is characterised by a blending of red deer from the United Kingdom and eastern Europe. Progeny from the 

breeding hinds that are not required as replacements in the breeding or velvet herds are sold for slaughter between 

10 and 18 months of age, with final culling of replacements at 20 months.

The model is created from information drawn from 20 deer farms and a wide cross section of agribusiness 

representatives. The aim of the model is to typify an average stand-alone deer farm for the southern South Island. 

Budget figures are averaged from the contributing properties and adjusted to represent a real deer farm. Income 

figures include off-farm income, new borrowing and other cash income.

 sheeP and beef Models
In 2007, MAF entered into an agreement with Meat and Wool New Zealand (M&WNZ) to use the M&WNZ sheep 

and beef survey data in the MAF sheep and beef models. The change was seen as an opportunity to reduce 

respondent burden on farmers and increase the sample of farms that the MAF sheep and beef models were based on. 

The survey sample increased from 240 farms to 500 farms. 

In most cases, comparisons between 2006/07 and 2005/06 were based on a recalculated 2005/06 budget using data 

provided by M&WNZ. Caution should be taken when comparing figures in this report with data prior to 2005/06. 

The sheep and beef models are all based on an owner-operated business.

 northland sheeP and beef 

The Northland sheep and beef model represents 984 hill country and intensive finishing farms from Auckland north. 

The cattle to sheep ratio is high, with cattle forming 75 percent of total stock units. 

The model runs a breeding flock with 25 to 30 percent ewe hogget replacements. Lambs are bought in late in the 

autumn and finished during the winter period and early spring. 

A cross-bred breeding herd is run, with nearly all homebred cattle wintered. Replacement heifers are bought in. 

Homebred heifers are mainly sold as prime rising 24 to 36-month heifers to the local trade market. The majority of 

steers are wintered over and sold on the spring grass market or carried through to slaughter from 22 to 30 months of 

age. A number of bull calves are purchased during the spring as weaners and sold as 24 to 36-month bulls. 

Several key expense items were altered to more accurately reflect farmer decision making in the 2007/08 budget. 

Where appropriate these items were also applied retrospectively to the 2006/07 budget. 

 WaiKato/bay of Plenty intensive sheeP and beef 

This model represents 722 farms bounding the predominantly dairying districts of the Waikato/Bay of Plenty region. 

At 300 hectares in size (effective) the model farm represents a typical finishing beef cattle and sheep farm with 

rolling-to-easy hill contour and volcanic ash soil.
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The dominant enterprise on the farm is bull beef finishing, combined with steer finishing and dairy grazers. A high-

performance sheep flock is crossed with a high-fertility breed.

This model has been reviewed to take into account changes in farms in the area so caution should be taken when 

comparing figures in this report with figures in previously published monitoring reports.

 central north island hill country

This model represents 1272 hill country farms from across the central area of the North Island. It includes the 

Waikato, Taranaki and Manawatu/Wanganui regions. 

The model represents larger-scale units, running breeding ewes and cows, with the vast majority of stock sold prime 

and some sold locally on the store market. The area represented generally experiences a moist summer and a long, 

cool winter. 

 gisborne hill country

The Gisborne hill country sheep and beef model represents about 600 farms on steep hill country and easier hill 

country on mudstone soils with some pumice overlay in the Gisborne and Wairoa districts. The model farm’s stock 

policy is based on breeding ewes and cows with replacement stock retained, surplus stock sold prime or store and 

some trading stock for finishing or margin trading.

 haWKes bay/WairaraPa hill country

The Hawkes Bay/Wairarapa hill country model represents 1165 hard hill country and hill country farms from the 

Hastings district to south Wairarapa. 

The model from 2007 differs from earlier models in that its is larger in size at 624 hectares, carries less than 10 stock 

units per hectare and has a higher ratio of sheep to cattle.

The model farm breeds its own replacements and ewe hoggets are mated. It winter finishes some lambs and 

60 percent of lambs are sold prime. It has a breeding cow herd and it also purchases weaner bulls and steers, plus 

some older bull beef to finish.

 eastern loWer north island intensive

This model represents 840 intensive finishing farms from Hastings district south on the east coast. It has an effective 

area of 347 hectares and runs 11 to 12 stock units per effective hectare. The farm has a breeding livestock policy, with 

sheep accounting for 60 percent of the total stock units. The farm is also involved in lamb and cattle purchasing and 

finishing, including winter finishing. The farm also undertakes a small amount of cash cropping.

 Western loWer north island intensive

This model represents 420 intensive finishing farms from New Plymouth south on the west coast of the North Island. 
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The farms in the model have an average effective area of 208 hectares and run 11.5 to 12.5 stock units per effective 

hectare. Sheep account for about two-thirds of the total stock units. 

The farm has a sheep breeding livestock policy and also buys in lambs, equal to a third born on farm, for finishing as 

hoggets. The farm also has a cattle trading policy (half in bull beef) and sells baleage and silage.

 south island high country

This model represents 220 high country properties throughout the South Island. The properties average 10 212 

hectares and range in size from 1000 to 45 000 hectares. Summers are hot and dry and winters are cold. Most 

properties experience winter snowfalls. In this region 78 percent of these properties farm merino sheep, with the 

balance farming either mid micron or crossbreed sheep. A comment on the merino industry is included in this 

chapter.

 canterbury/Marlborough hill country

This model represents 425 hill country farms in Canterbury and Marlborough excluding Waimate and McKenzie 

Districts. Farms have a proportion of land that is in tussock or too steep to be cultivated with two-wheeled tractors. 

Typically they run mid-micron breeding sheep and a beef cow herd and sell some store stock. There is some 

irrigation on lowland valleys.

 canterbury/Marlborough breeding and finishing

This model represents 1630 finishing breeding farms in coastal Marlborough and Canterbury. Farms are located on 

the dry downs and plains, in irrigated areas, and in the higher rainfall upper plains. There is a wide range of farm 

sizes, stocking rates, stock classes, and performance in this region. The farms in the model have an average effective 

area of 365 hectares and run 9–10 stock units per effective hectare.

Breeding ewe flocks with lamb finishing predominate, with cattle finishing and/or grazers on many properties. Some 

farmers also derive income from some cash cropping, deer, beef breeding cows, lamb finishing, farm forestry, and 

off-farm sources. Cattle returns are calculated on a beef finishing policy.

 otago dry hill country

This model represents 400 farms in the Otago and South Canterbury areas. They range in size from 500 to 4000 

hectares and are spread from Waimate to Millers Flat in Central Otago, with the main concentration being in the 

Middlemarch and inland Palmerston areas. 

These farms are characterised by systems that cope with dry summers and long, cold winters. The rainfall is 400 to 

700 millimetres per annum, but drought days number over 100 per year. These properties are predominantly hill 

with a small area of valley floor. Some have a small area of irrigated valley floor. 
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 southland/south otago hill country

This model represents 720 farms in the moderately rolling clay downlands to steeper hill country of South Otago and 

Southland. The farms have mostly cultivated pastures, with the balance in improved, but steeper, hill and tussock 

blocks. 

The typical production system is breeding ewes with some hogget lambing, and the majority of lambs finished but 

some store lambs can be sold each year. There is a herd of breeding cows with their best calves finished. There may 

also be some trading of cattle.

 southland/south otago intensive

This model represents 1600 intensive sheep and beef farms in Southland and South Otago. The farms are on the 

plains and downlands with, usually, ample summer rainfall.

This class of farm is being seriously challenged by the expanding dairy industry with some farms being converted to 

milking platforms and others replacing sheep and beef with dairy support enterprises, such as dairy heifer grazing 

and cow wintering. Cereal cropping is also increasing.
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aPPendix 3 
suPPorting inforMation

Chapter 3 reports estimates of greenhouse gas emissions and losses of nitrogen in the soil through nitrate leaching. 

These estimates are derived from MAF’s analysis of the farm monitoring pastoral models using AgResearch’s 

nutrient budget model Overseer. 

Assumptions had to be made about certain land use practices because the models provided insufficient information 

for the Overseer analysis.

Outlined below is the range of assumptions that were made across all models in determining nitrate leaching levels 

and greenhouse gas emissions.

The MAF farm monitoring models do not provide information on electricity and fuel use or an inventory of capital 

items. Therefore, actual emissions from carbon dioxide and capital development components will be slightly higher 

than has been calculated. This is particularly important for farms reliant on pumped groundwater for irrigation (for 

example, Canterbury). These sources, however, provide only about 14 percent of average total farm emissions.

 assuMPtions in the dairy Models
The assumptions made in the dairy models are as follows:

No capital information is included (because it is unavailable).

Young stock are grazed off the farm from 9 months of age.

The effluent area is approximately 20 percent of total effective hectares.

Northland uses settling ponds and all other models use spray systems to dispose of effluent.

All supplements purchased are assumed to be on a drymatter basis.

Mean annual rainfall is taken from maps provided within Overseer.

Default figures are used for soil test results.

No additional nitrogen is applied to the effluent block. Any other elements are halved on the effluent block.

Effective farm area includes the milking platform and the run-off (where one exists).

All feed grown on the runoff and bought to the milking platform is internal to the farm, as is winter grazing on 

the runoff. 

Where the runoff is not big enough to support the entire herd for two months the number that could be supported 

has been calculated and the remainder are wintered off the property (Southland).

Irrigation on Canterbury models is derived from a weighted average from individual farm unit data.

National averages are based on the weightings in Table A3.1.

›

›

›

›

›

›

›

›

›

›

›

›

›
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 table a3.1: Weightings for national averages, 2006/07 and 2007/08 

   Weighting (%) 
       Model  2006/07  2007/08

Northland  9.1 8.3

Waikato/Bay of Plenty 43.6 42.8

Lower North Island  10.7 10.4

Taranaki  13.3 12.9

Canterbury  12.6 14.4

Southland  10.8 11.2

 assuMPtions in the sheeP and beef Models
The assumptions made in the sheep and beef models are as follows:

No capital information is included (because it is unavailable).

Stock units are opening numbers.

Where fertiliser is not specified in the model a combination of di-ammonium phosphate and 15 percent Potassic 

Super is used (the amount is determined by fertiliser costs in models).

Farms are run as one block.

Topography is from previous sheep and beef monitoring reports.

Climate data is from maps in Overseer.

National averages are based on the weightings in Table A3.2.

›

›

›

›

›

›

›

 
 table a3.2: Weightings for national averages, 2006/07 

  Weighting (%) 
       Model  2006/07

Northland 10.1

Waikato/Bay of Plenty 9.6

Central North Island 14.5

Gisborne hill country 1.8

Hawkes Bay/Wairarapa hill country 15.4

Eastern lower North Island 5.6

Western lower North Island 2.9

Canterbury/ Marlborough breeding and finishing 12.4

Canterbury/ Marlborough hill 9.1

Otago dry hill 2.5

South Island high country 1.9

Southland/south Otago hill 6.7

Southland/south Otago intensive 7.6
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 assuMPtions in the deer Models
The assumptions made in the deer models are as follows.

No capital information is included (because it is unavailable).

Stock units are opening numbers.

›

›
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