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* Financial performance of broadacre and dairy farms is expected to
strengthenin 2007-08 following the lowest incomes since 1992-93 in
the previous year.

* Increased grain and livestock production, combined with higher
commodity prices, are projected to boost farm cash incomes in
2007-08.

* Incomesinthe woolindustry are projected to increase threefold to
more than $93 000 in 2007-08, the highest income recorded in real
termssince 1987-88.

* Strong cash flows leading into 2007-08, combined with a recovery
in grains receipts, are expected to enable most producers to rebuild
livestock numbers and reduce debt.

The financial performance of Australian farmsfell sharply in2006-07 as
severe droughtacross most of southern Australialed toasignificant reduc-
tioninfarmproductionandincomes. As seasonal conditions deteriorated
throughout the season there were widespread crop failuresand many grain
producers realised below average yields. Livestock producers turned off
animalsinresponse toareduction in pasture availabilityand an increase
infeed grainand fodder costs. Significant depletions of soil moisture and
some of the lowest water storage levels on record resulted in summer crop
production falling by more than 50 per cent.

Favourable rainfallinautumn 2007 across the majority of winter cropping
areas encouraged many producerstoincrease their area sown to winter
crops. However, with the exception of Queensland, pockets of northern
New South Wales and southern Western Australia, seasonal conditions
again deteriorated over the critical September-October period. With little
rainfalland protracted above average temperatures, crop yields fell signifi-
cantlyandsomeareas experiencedasecond year of crop failure. Despite
theselosses,some producers were able to cut their winter crops for hay,
helping them to recoup some planting costs. Overall, winter crop produc-
tionin2007-08 was generally higher than production in 2006-07,with the
exception of New South Wales.
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farm financial performance

Livestock were also affected by the deterioration in seasonal conditions,
with farmers continuing to reduce stock numbersin the first quarter of
2007-08.Increased yardings of cattle, sheep andlambs during spring 2007
led tolower saleyard prices and, consequently, reduced cashreceiptsand
incomes on properties with livestock. However,improved conditions since
spring have enabled many producersto reduce turnoff and commence
rebuildinganimal numbers.

financial performance of australian farms

Eachyearabare interviews producers fromthe broadacre and dairy sectors
of Australian agriculture as part of its survey program. The information
collected providesabasis foranalysing the current financial position of
farmersintheseindustries and expected changesin the short term. Data
fromabare’s Australianagriculturaland grazing industries survey and dairy
industry survey are used in this analysis to gain insights into the perform-
ance of Australian broadacre and dairy farms over the period from 2005-
06,including projected farm financial performance in 2007-08 (table 7).

farm production

Good rains during the start of the 2007-08 winter cropping season resulted
inincreased plantings of winter grains. Subsequent to planting, however,
conditionsinmany parts of Australia’s grain belt turned hot and dry during
late winterand much of spring. The adverse conditions constrained crop
developmentand resulted in widespread crop failures. Reflecting this,
winter grainyields are estimated to have been below average, but still higher

box1  major financial performance indicators

farm cashincome =total cash receipts - total cash costs

totalrevenues payments made by the farm business for
received by thefarm materialsandservicesandforpermanent
business duringthe and casual hired labour (excluding owner
financialyear manager, partnerandfamily labour)

farm business profit =farm cashincome + changesin - depreciation -imputed
tradingstock labour costs

profit at full equity =farm business profit + rent + interest and - depreciation

(return produced by all financelease onleased items
the resources usedin

ayments
the farm business) pay L

rate of return = profitat full equity +total opening capital x 100
(returntoall
capital used)

off-farmincome = wages off-farm + other business income + investment + social
(owner managerand welfare

spouseonly) payments
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thanin2006-07.Prospects for the 2007-08 summer crops are favourable,
with good summer rains projected to boost both the area sown and yields.

The total quantity of grainand hay sold in 2007-08is projected to increase
by less than production, with many producers — particularly farms with
livestock —appearingto be replenishing on-farm stocks of grainsand hay.
However, changes in the seasonal outlook and market conditions over the
remainder of 2007-08 could result in producers selling more grain than
indicated at the time of the survey.

Improved seasonal conditions since spring in much of Australia’s agricul-
turalzonearealso projectedto resultinamarkedincrease in the quantity
and quality of pasture production in 2007-08. Many producers expect to
reduce livestock turnoffin response to the improvement in seasonal condi-
tions. Broadacre producersare projected to increase the numbers of both
sheepand cattlein 2007-08, mainly through natural increase rather than
purchasing additional animals.

‘I financial performance, all broadacre industries
average perfarm

2005-06 2006-07p 2007-08s

total cash receipts $ 336171 202080 (4) 295300
total cash costs $ 265989 250900 (3) 217100
farm cash income $ 70182 41180 (13) 78200
farms with negative farm cashincome % 24 42 (5) 30
farm business profit $ -7745 -49610 (12) 11900
farms with negative farm business profit % 65 79 (2 62
profitat full equity
- excl.capital appreciation $ 23294 -12140 (48) 42200
- incl.capitalappreciation $ 213463 264820 (9) na
farm capitalat3ojunea $ 3277465 3612180 (2 na
net capital additions $ 33486 27460 (66) na
farmdebtat3ojuneb $ 340 835 436520 (5 na
equityat3ojunebc $ 2022604 3064940 (3) na
equity ratiobd % 90 87 na
harvestloansat3ojunee $ 11529 4620 (27) na
farmliquidassetsat3ojuneb $ 128 431 81110  (7) na
farm management deposits

(fmds) at3ojuneb $ 21682 22820 (1) na
share of farms with fmds at 3o juneb % 20 17 (9) na
rate of returng
- excl. capital appreciation % 0.8 0.4 (49) 1.2
- incl. capitalappreciation % 7.0 79 ® na
off-farm income of owner

manager and spouse b $ 32133 27780  (6) na

aExcludesleased plantandequipment.b Average per respondingfarm.c Farm capital minus farm debt.d
Equity expressedasapercentage of farm capital. e Harvest loansare notincludedinfarm debt. g Rate of
returnto farmcapitalat1July. p Preliminary estimates.s Provisional estimates. naNot Available.
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a farm cash receipts
broadacre industries
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farm receipts

In2007-08, average total cash receipts for broadacre farms are projected
to be similar to the previous year, as higher cropping receipts are expected
to be offset by lower livestock receipts. The effect onfarmreceipts of
producersretaininggrainis projected to be partially offset by further
increases in grainand oilseed prices, largely because of strong international
demandandtightening global stocks. Asa consequence, average total crop
receiptsare projectedto rise by around 16 per centin 2007-08 (figure a).

Total livestock receipts —including sheep, lambs, beef cattle and wool
—are projectedtofall,onaverage, by 5 per cent in 2007-08, mainly because
of aprojectedfallinbeef cattle receipts (figure a). Receipts fromthe sale

of sheep,lambsand wool are projected to increase asaresult of higher
commodity prices.

farm costs

In2007-08, total cash costs are projected to fall by around 13 per cent on
average,asimproved seasonal conditions result in reduced purchases of
livestock, fodderand agistment. Outlays on croppinginputs such as ferti-
lisersand chemicalsarealso projected to fallin 2007-08. The dry winter and
spring conditions are likely to have suppressed weed and insect populations,
reducing producers’ reliance on chemicals. Also, in some cases the ferti-
lisersintended forapplication to failed crops during the droughtin 2006-07
may not have been used or leached out of the top soils, enabling producers
tosow crops with reduced fertiliser application rates in 2007-08. Fertiliser
application rates may also have been reducedasaresult of suppliers having
difficultiesimporting fertilisers leading up to the sowing of the 2007-08
winter crops, orinresponse to sharp price increases.

Interest paymentsare also projected tofallin2007-08 as increased cash
flows resulting fromthe recoveryin grain production are expected to
enable many broadacre producers to reduce farm business debt.

farm incomes and profits

Farmfinancial performance s projected to strengthen markedly in 2007-08,
after broadacre producers recorded their lowest incomes since 1992-93in the
previousyear (figure b).In2006-07,farmincomes were adversely affected by
extensive drought that cut farmreceipts andincreased production costs.

Increased grainand livestock production,combined with favourable
commodity prices, are projected to resultin farm cash incomes on broad-
acre farms nearly doublingin 2007-08, to average around $78 200 per farm
(figure b, table ).
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Farm cashincome isameasure of the cash funds available for farm invest-
mentand consumption after payingall costsincurredin production,
including interest payments, but excluding capital paymentsand payments
tofamily workers. Itisameasure of short term farm performance because
it does not take into account depreciation or changesin farm inventories.
Ameasure of longer term profitability that takes into account capital
depreciationand changesin inventories of livestock, fodder, grain and wool
is farm business profit.

Average farm business profitin the broadacre industriesis projected to
recover more strongly in 2007-o8than theincreasein farm cashincome.
This largely reflects a buildup in the value of trading stocks as a result of
producersincreasinglivestock numbersand replenishing on-farminvento-
ries of fodder, grainand, toalesser extent,wool. In 2007-08, fewer broa-
dacre farmsare projectedto realise afarm business loss,and of those that
do,thelossesare likely to be smaller thanin2006-07 (figure ¢). Onaverage,
farmbusinesses are projected to realise a profit of $11900, compared witha
loss of almost $50 000N 2006-07.

rate of return

Rates of return to total farm capital (including capital appreciation) have
been relatively high since 2000-01 (figure d). Strong demand for rural
land during this period resulted inasharp increase inland values in many
agricultural regions, raising the total capital value of farms. Rising farm

7 rateofreturnexcluding capital appreciation
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farm financial performance

d returnon capital,broadacre  capitalvalues have resulted in high rates of returnincluding capital appre-

industries ciation. Rates of return excluding capital appreciation have been adversely
2 affectedin many regions by anumber of poor profit years resulting from
o below average seasonal conditions. With farm business profit projected

tostrengtheninmostregionsin2007-08 (map 1), rates of return excluding

B e NG \/ """" capitalappreciationare expectedto be the highest since 2003-04 (figure d).
6
4y performance, by state
2 \/\J """"""""""""""""" Broadacre farm cash incomes are projected to recoverin 2007-08in
9% ) yan all states, except New South Wales, as aresult of the combined effects

of higher commodity pricesand increased production (tables2and 3).

Adverse seasonal conditions in New South Wales during winterand springin
995 1998 2001 2004 2007

9% 99 02 05 08 2007 are projected to have adversely affected crop productionand forced
— including capital appreciation many producers to continue to reduce animal numbers. Consequently, farm
excluding capital appreciation cashincomesin New South Wales are projected to deteriorate further to

average around $13 000 afarm, 27 per centlower thanin 2006-07.

Thelargestincrease inincomes, in both percentage and absolute terms,
isprojected to occurinthe Northern Territory (table 2). Anincrease in
cattlenumbersin2006-07,combined with improved seasonal condi-
tionsis projected to resultinincreased calf production in 2007-08. The
consequentincreasein cattle salesis projected to boost farm receipts,on
average, by 62 per cent to around $2.5 million. Total cash costs are projected
torise byaround 18 per cent toaverage $1.8 millionafarmasincreased
spending oninterest, contracts, freight and fodder are offset by reduced
spending onlivestock purchases.

Average farmbusiness profitsin the Northern Territory are projected to
fallbyaround 27 per centin 2007-08, as higherincomes are partly offset
byafallinthe value of trading stocks and higher depreciation and imputed
family labour costs (table 3). This compares with anincrease inaverage farm
business profitsin 2006-07,up by an estimated 47 per cent, as increasesin
cattle numbers boosted the value of trading stocks by almost $825 000 per
farminthatyear.

With the exception of New South Wales and Tasmania, broadacre farm busi-
nessesinallstates are projectedto realise profits onaveragein 2007-08,
after making significantlossesin 2006-07.In Tasmania, average business
losses are projected to be smaller in 2007-08, as higher commodity prices
offset theimpact of reduced livestock and grain productionas drought
conditions intensified during2007. Onaverage, broadacre producers in New
South Walesare projected to recordafarm business loss of $86 800 per
farmin2007-08,asaresult of lowerincomes and reduced trading stocks.
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financial performance, by state, broadacre industries
average perfarm

farm cashincome

farm business profita

rate of returnb

2005-06

$

new south wales 63975
victoria 55374
queensland 99329
westernaustralia 70911
south australia 58942
tasmania 70856

northernterritory 537017
australia 70182

2006-07p 2007-08s 2005-06
$ $ $

17750 13000 -6669
39240 69000 5755
44130 107 600 -5910
98 090 169 700 -24215
47380 124900 -13644
11020 21300 14783
33620 717700 480591
41180 78200 -7745

2006-07p 2007-08s

$

-82220
-50920
-7030
-25960
-63230
—-54920
705910
-49610

2005-06

$ %
-86800 0.7
16 800 0.7
134700 0.8
55900 o7
39800 0.5
- 46 400 13
513500 45
11900 0.8

2006-07p 2007-08s

% %
-15 -1.9
-1.2 1.2
0.9 34
0.9 2.4
-11 23

-0.9 -0.9

6.1 3.6

-0.4

12

aDefinedasfarm cashincome plusbuildupintrading stocks, less depreciationand the imputed value of operator partnerand family labor. b Definedas
profitatfullequity,excluding capitalappreciation,asapercentage of total opening capital. Profit at full equity is defined as farm business profit plus rent,
interestandlease paymentsless depreciationonleaseditems. p Preliminary.s Provisional estimate.

total cash receipts

total cash costs

farm cashincome

farms with negative farm
cashincome

farm business profit

farms with negative farm
business profit

profitat full equity

-excl. capitalappreciation
-incl. capital appreciation

farm capitalat 30 junea

net capital additions

farm debtat3ojuneb

equity at 30 june bc

equity ratio bd

harvestloansat3ojunee

farm liquidassetsat 30 juneb

farm management deposits
(fmds)at3ojuneb

share of farms with fmds
at3ojuneb

rate of returng

- excl. capital appreciation
—incl.capitalappreciation

off-farmincome of owner

manager and spouseb

financial performance, by state, all broadacre industries
average per farm

new south wales

2006-07p
255070 ®
237320 ®
17750 (42)
48 ®
-82220 (10)
86 )
-46570 7
108560 (34
3122500 @
5720 (342
400380 ®
2747 950 @
86 ©)
220 (85)
66710 (14)
14990 (25)
12 (21)
-15 (18)
36 G4
29 010 (25)

2005-06

$ 304871
$ 240896
$ 63975
% 22
$ -6 669
% 70
$ 18 665
$ 122238
$ 2745199
$ 25088
$ 278869
$ 2454784
% 90
$ 3083
$ 147657
$ 16508
% 17
% 0.7
% 4.7
3 32359

victoria
2007-08s 2005-06 2006-07p 2007-08s
208900 255017 199 550 (5) 228400
195900 199 644 160310 ® 159500
13000 55374 39240 (16) 69 000
40 20 3B () 21
-86800 -5755 -50920 (12) 16800
78 57 83  © 54
-55100 18 240 -28250 (21 33200
na 98896 165580 (23) na
na 2619209 2558170 ) na
na 24 416 -10490  (147) na
na 214808 220820 ©) na
na 2392419 2268640 (5) na
na 92 91 0} na
na 4423 370 (49 na
na 72439 66 690 (12) na
na 19 520 22320 (18) na
na 22 22 (15) na
-1.9 0.7 -1.2 (20) 1.2
na 3.9 6.9 (24 na
na 31369 35080 18) na
continued...
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performance, by industry

Summary information on financial performance inthe Australian broadacre
and dairyindustries for 2005-06 to 2007-08is given in table 4 and figures e
andf, while detailed projectionsare providedin table 4.

For the purposes of survey design,analysis and data presentation, abare
uses the Australianand New Zealand Standard Industry Classification of
industry type (ANZSIC). Many Australian broadacre farms are mixed enter-
prises combining grain growing, sheep or beef cattle. The following discus-
sion of grains, sheep, beef and dairy farms uses information for ANZSIC
industry types substantially involved in the production of these commodi-
ties (box?2).

3 financial performance, by state, all broadacre industries

average perfarm continued
queensland western australia
2005-06 2006-07p 2007-08s 2005-06 2006-07p 2007-08s

total cash receipts $ 388347 332900 ) 328900 472220 476630 @) 521400
total cash costs $ 289018 288780 (6) 221300 401309 378550 %) 351700
farm cash income $ 99329 44130 (24) 107600 709M 98090  (23) 169700
farms with negative farm

cashincome % 27 43 (1) 34 29 39 (14) 28
farm business profit $ -5910 -7030  (165) 134700 -24215 -25960  (93) 55900
farms with negative farm

business profit % 65 73 ©) 56 64 70 (6) 64
profit at full equity
- excl. capital appreciation $ 32701 39010 (32) 171000 25326 36510 (62) 103400
-incl. capitalappreciation $ 384 255 628 750 (1) na 516765 463450 (23) na
farm capitalat30junea $ 4338442 5189920 ) na 4258681 4692810 (®) na
net capital additions $ 30552 62160  (127) na 48721 51390  (87) na
farm debtat3ojuneb $ 46701 579230 (9) na 570205 777350  (10) na
equity at 30 june bc $ 3853949 4266020 ) na 3662469 3739430 (10) na
equity ratio bd % 89 88 ©) na 87 83 (3) na
harvestloansat3ojunee $ 1021 ¢} 0 na 60800 30490  (28) na
farm liquid assetsat 30 juneb $ 98008 81930 (15) na 208178 96550  (22) na
farm management deposits

(fmds) at3ojuneb $ 25419 28 080 (18) na 26019 31190 (32) na
share of farms with fmds

at3ojuneb % 21 16 (14) na 19 18 €D na
rate of returng

- excl. capitalappreciation % 0.8 0.9 (30) 3.4 0.7 0.9 (61 2.4
—incl.capitalappreciation % 9.7 13.8 () na 13.9 10.9 27 na
off-farmincome of owner

manager and spouse b $ 26674 32230 (25) na 42862 14 640 (18) na

continued...
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box2  broadacreindustries

wheat and other crops industry The wheat and other crops industry represents the more specialised producers of
cereal grains, coarse grains, pulses and oilseeds. While croppingis the main enterprise undertaken, many producersin
the wheatand other cropsindustry also have some involvementin the livestock industries.

mixed livestock-crops industry - The mixed livestock-crops industry covers farms engaged in the production of
sheepand/or beef cattle in conjunction with substantial activity in broadacre crops such as wheat, coarse grains,
oilseedsand pulses.

sheep industry The sheep industry represents the more specialised producers of sheep and wool. However, the
number of properties classified to the industry, along with the industry’s contribution to wool production, has
declined substantially since the early 1990s as producers diversified enterprises. Currently, sheep industry farms
account foronlyaround athird of Australia’s wool production. The majority of both wool and sheep meat production
occurs on mixed enterprise farms, particularly on mixed livestock- crops industry farms.

continued...
3 financial performance, by state, all broadacreindustries
average per farm continued
south australia tasmania
2005-06 2006-07p 2007-08s 2005-06 2006-07p 2007-08s
total cash receipts $ 323956 276 050 (7) 325800 266833 256 840 (19) 191900
total cash costs $ 265014 228670 (75 200900 195977 245820  (20) 170700
farm cashincome $ 58942 47380 (24) 124900 70856 11020  (546) 21300
farms with negative farm
cashincome % 29 41 (12) 15 21 44 (23) 33
farm business profit $ -13644 -63230 (19) 39800 14783 -54920 (27)  -46 400
farms with negative farm
business profit % 65 73 (5) 40 52 77 (25) 72
profitat full equity
—excl. capitalappreciation $ 14742 -33250 (35) 64800 37820 -29360 (24) -26600
-incl. capital appreciation $ 68768 75560 (52) na 121145 184780 (13) na
farmcapitalat1julya $ 3091224 3093820 (5) na 2998912 3417540 (13) na
net capital additions $ 70984 62310 (46) na -20957 126800  (44) na
farm debtat3ojuneb $ 305929 330790 (10) na 274392 376450  (30) na
equity at 30 june bc $ 2777566 2695600 (6) na 2721440 2891010 (13) na
equity ratio bd % 90 89 ©) na 91 89 ®3) na
harvestloansat3ojunee $ 11697 2820 (39) na o o 0 na
farmliquidassetsat3ojuneb $ 136 391 124180 (16) na 120320 104970  (69) na
farm management deposits
(fmds) at3ojuneb $ 29804 27610 (29) na 19686 27990 (91) na
share of farms with fmds
at3ojuneb % 23 22 (30) na 22 22 (91) na
rateof returng
—excl. capitalappreciation % 05 -1 37) 23 13 -0.9 (22) -0.9
-incl. capital appreciation % 23 2.5 (52) na 4.1 6.0 (19) na
off-farmincome of owner
manager and spouse b $ 30116 19 630 (25) na 28214 23640 (18) na
continued...
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sheep-beefindustry The sheep-beefindustry covers properties engagedin running sheep and beef cattle. As for the
sheepand beefindustries, thisindustryalso contains alarge number of small farms.

beefindustry The beefindustry covers properties engaged mainly in running beef cattle and accounts foraround 6o
per cent of Australia’s beef production. The beefindustry contains a large number of small farms.

abare’sannual Australian Agriculturaland Grazing Industry Survey and Australian Dairy Industry Survey only include
farms above a minimum size threshold to exclude non-commercial businesses. This size threshold is based on the
estimated value of agricultural operations (EVAO) as calculated by the Australian Bureau of Statistics.

abare has periodically changedthe EVAO cutoff over the life of the AAGISand ADIS. In the 2005-06 collection abare
raised the EVAQO cutofffrom $22 500 to $40 0oo. Priorto this change, the last time the EVAO cutoff was changed was
forthe collection of datafor1991-92 when it was lifted from $20 coo to $22 500. It was kept at that level in nominal
terms until the 2005-06 collection.

3 financial performance, by state, all broadacre industries

average perfarm continued
northernterritory australia
2005-06 2006-07p 2007-08s 2005-06 2006-07p 2007-08s

total cash receipts $ 1635182 1545350 (7)) 2497500 336171 292080 (7) 295300
total cash costs $ 1098165 1511740 (7) 1779900 265989 250900 (7) 217100
farm cashincome $ 537017 33620 (24) 717700 70182 41180 (24) 78200
farms with negative farm

cashincome % 40 46 (12) 27 24 42 (12) 30
farm business profit $ 480591 705910  (19) 513500 -7745 -49610 (19) 11900
farms with negative farm

business profit % 48 28 (s 42 65 79 (5 62
profit at full equity
- excl. capital appreciation $ 548758 788870 (35 597000 23294 -12140 (35) 42200
-incl.capitalappreciation $ 1583479 2499260 (s2) na 213463 264820 (52) na
farm capitalat30junea $ 13331162 15443050  (5) na 3277465 3612180  (5) na
net capital additions $  -48232 87010  (46) na 33486 27460  (46) na
farmdebtat3ojuneb $ 559078 960800  (10) na 340 835 436520  (10) na
equityat 30june bc $ 12746581 9405040 (6 na 2022604 3064940 (6) na
equity ratio bd % 96 91 ©) na 90 87 na
harvestloansat3ojunee $ o o (39) na 11529 4620 (39) na
farm liquid assetsat 30 juneb $ 143153 148950  (16) na 128 431 81110  (16) na
farm management deposits

(fmds)at3ojuneb $ 22622 19150  (29) na 21682 22820 (29) na
share of farms with fmds

at3ojuneb % 10 5 (30) na 20 17 (30) na
rate of returng
- excl. capital appreciation % 4.5 61 (37) 3.6 0.8 -0.4 (37 1.2
—incl. capitalappreciation % 12.9 19.4  (52) na 7.0 7.9 (52) na
off-farmincome of owner

manager and spouse b $ 25731 7499 (25 na 25731 27780 (18 na

aExcludesleasedplantandequipment.b Average per responding farm. c Farm capital minus farm debt. d Equity expressed asapercentage of farm capital.
eHarvestloansare notincludedinfarmdebt.fDairy structuraladjustment programand supplementary dairy assistance scheme. gRate of returntofarm
capitalat1july.pPreliminary estimates.s Provisional estimates. naNot available.
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wheat and other crops farms

In2006-07,farm cashincomesin the wheat and other cropsindustry fell by
around 28 per centas adverse seasonal conditions in much of the grain belt
restricted winter crop plantings and production (figure e). In addition, poor
pasture growth restricted feed availability and resulted in many producers
usingon-farm stocks of grain and hay, reducingincome fromsales of grain
andhay. Theimpact of reduced sales volumes on incomes was partially
offset byasharpincreaseinfarm gate pricesas aresult of reduced supplies,
stronger domestic feed demand and higherinternational prices.

Therecoveryingrain productionin2007-08is projected to have a particu-
larly strongimpact onincomes for producers in the wheat and other crops
industry.Incomesinthe grainsindustry are projected to rise on average

by around 31 percentasimproved seasonal conditions in many regions will
boost grain production (figure e). However, total farm cash receipts are
projected to remain similar to 2006-07 as increases in receipts from crops
are expected to be offset by lower livestock receipts. Livestock receipts are
expectedtofallasaresult of reduced wooland beef cattle sales on wheat
and other crops farms. In 2007-08, farm cash costs are projected to fall,on
average, by 8 per centasaresult of reduced outlays on livestock purchases,
fodderand interest payments.

sheep farms

Farm cashincomesinthe sheepindustryfell byaround11percent on
average in 2006-07,as higher cash costs more than outweighed asmall
increase in cash receipts (figure e). Production costs are estimated to have
risenas many producersincreased purchases of fodderand agistment

in the face of tightening on-farm stocks of feed grains and fodder. Also,
interest payments rose significantly as producers increased debt levels in
response to tightening cash flows and interest rates were increased. Total
cashreceiptsrosesslightlyasincreased wool salesand prices more than
offset the impact of reduced crop production.

In2007-08,farm cashincomes in the sheepindustryare projected toincrease
threefold to more than $93 0oo per farm, the highestincome recorded in
realtermssince 1987-88 (figure e). Total cash receipts are projected torise,
onaverage, byaround22per centasimproved seasonal conditions boost
croppingand livestock production. Inaddition, improved pasture production
is expectedto contribute toimproved product quality,enabling producers to
target higher value marketsandachieve higheraverage prices. Woolreceipts
arealso projectedtoriseasaresult of higher wool prices.

Improved seasonal conditions are also expected to enable some sheep

industry producers toincrease plantings of winter crops such as wheat,
barleyand oats. Increased productionand higher prices are projected to
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farm financial performance

boost croppingreceipts onsheepindustry farms byaround 47 per cent.
Cropreceiptsare projected toaccount for nearly 21 per cent of the sheep
industry receipts in 2007-08, compared with 17 per cent in 2006-07.

In2007-08,farm cash costsare projected to fall byaround 8 per cent as
improved seasonal conditions contribute to reduced purchases of fodder
and livestock. Interest payments are also projected tofallas producers use
the strongincrease in cash flows to reduce debt levels. However, outlays on
croppinginputssuchasfertilisersand chemicals are projected toriseasa
result of increased plantings of grain.

beeffarms

In2006-07,farm cashincomesin the beef industry deteriorated markedly
asdrought conditions reduced both farm productionand receiptsand

4 financial performance of broadacre farms, by industry

2005-06 2006-07 2007-08s

$ $ $
farm cashincome
wheatand other crops 109 260 79200 104 000
mixed livestock crops 62020 25300 107 000
beefindustry 80980 39900 37000
sheep 33210 29600 93000
sheep beef 62940 34800 66 000
all broadacre industries 70180 41200 78 000
dairy 85440 33600 137 000
farmbusiness profit p
wheat and other crops 7710 -73700 -17000
mixed livestock crops -16320 -83500 5000
beefindustry 4980 -5800 30000
sheep -25540 -49500 28000
sheep beef -15950 - 49700 - 300
all broadacre industries -7750 -49 600 12000
dairy 18970 -39500 49 000

% % %
rateof returna
wheat and other crops 1.8 -0.5 0.8
mixed livestock crops 05 1.6 1.2
beefindustry 0.9 07 13
sheep -0.1 -0.7 2.0
sheep beef 0.2 -0.6 05
all broadacre industries 0.8 -0.4 1.2
dairy 23 o 2.7

aDefinedas profitat full equity,excluding capitalappreciation,asapercentage of total opening
capital. Profitat fullequityis defined as farm business profit plusrent, interest and lease payments
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contributedtoincreased production costs (figure e). Total cash receipts
fell, onaverage,byaround 11 per centin2006-o7asaresult of reduced calf
productionandlower numbers of cattle being sold. The impact of reduced
sales onreceipts was exacerbated by lower prices, which was caused by
the combined affected of increased drought related turnoff and many
producers turning off more unfinished or youngeranimals.

Farm cash costs rose,onaverage, by around 2 per centas many producers
increased purchases of fodder in response to reduced on farm feed avail-

ability. Inaddition, interest paymentsincreased significantlyasaresult of

increased debt levelsand higher interest rates.

farm financial performance

5 financial performance, by industry, broadacre and dairy industries

average perfarm

wheat and other crops industry

mixed livestock-crops industry

2005-06 2006-07p 2007-08s

total cash receipts $ 555192 414900 (6) 413400
total cash costs $ 445930 335680 (6) 309100
farm cashincome $ 109 263 79210 (22) 104300
farms with negative farm

cashincome % 26 42 (10) 38
farm business profit $ 7708 -73690 (27) -16700
farms with negative farm

business profit % 54 76 (@ 59
profit at full equity
- excl.capital appreciation $ 61029 -18320  (100) 28200
-incl. capital appreciation $ 133899 212370 (22) na
farm capitalat3ojunea $ 3509033 3722580 6) na
net capital additions $ 91573 39360  (90) na
farm debtat3ojuneb $ 587564 630 070 (10) na
equityat 30 june bc $ 2896668 3048660 ®) na
equity ratio bd % 33 82 [©) na
harvestloansat3ojunee $ 49628 14710 (30) na
farmliquidassetsat3ojuneb  $ 176 266 119 700 (16) na
farm management deposits

(fmds)at3ojuneb $ 40083 41380  (22) na
share of farms with fmds

at3ojuneb % 25 26 (23) na
annual payment from

DSAP and SDAS f $ na na (23) na
rate of returng
-excl. capital appreciation % 1.8 -0.5  (io1) 0.8
- incl. capital appreciation % 4.0 60 (22 na
off-farm income of owner

manager and spouse b $ 27160 20920 m) na

2005-06

317106

255087
62020

20
-16316

67

12303
142958
2841601
17993
327904
2496148
88

11239

110784
20226
19

na

05
53
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33066

2006-07p 2007-08s
262350  (6) 332900
237020 (6) 226000
25330 (13) 106900
48  (18) 32
-83500 (45 4500
87  © 65
-45150  (60) 36 000
90390  (16) na
2986520 @) na
23900 (113) na
420770 (9) na
2518640 (4 na
85 ©) na

7290  (26) na
74110 (14) na
17840  (17) na
16 (16) na

na (6 na

1.6 (59) 1.2

31 (16) na
27100 (1) na
continued..



farm financial performance

Improved seasonal conditionsin 2007-08 are projected toresultina
reductionin cattle turn-off as farmersretain livestock in order to rebuild
cattlenumbers. Asaresult of reduced cattle sales, farm cash receiptsare
projectedtofall by 17 per cent to average around $237 ooo per farm.

Reduced outlays onfodderandlivestock purchases are projectedto
resultintotal cash costsfalling by around 19 per cent. Asaconsequence,
average farm cash incomein the beefindustry is projected to fall by around
8 per centtoalmost $37 ooo (figure €). However, asignificant increase in
thevalue of trading stocks, because of a buildup inlivestock numbers, is
projected to boost farm business profits to almost $30 ocooafarmin2007-
08, followinganaverage business lossin 2006-07.

5 financial performance, by industry, broadacre and dairy industries

average per farm

continued

total cash receipts

total cash costs

farm cashincome

farms with negative farm
cashincome

farm business profit

farms with negative farm
business profit

profitat full equity

- excl. capital appreciation

-incl. capitalappreciation

farm capitalat 30 junea
net capital additions

farm debtat3ojuneb

equityat 30june bc

equity ratio bd
harvestloansat3ojunee

farm liquid assetsat 30juneb

farm management deposits
(fmds) at30juneb

share of farms with fmds
at3ojuneb

annual payment from
DSAPand SDASf

rate of returng

- excl. capital appreciation

-incl. capital appreciation

off-farm income of owner
manager and spouse b

A

%

%

A A B/ /e

%

%
%

sheepindustry

beefindustry

2005-06 2006-07p 2007-08s 2005-06 2006-07p 2007-08s
209200 217160 (9) 265300 324308 287120 (8) 237300
175991 187580 ©) 171900 243326 247170 (9) 200700
33209 29580 (29 93400 80981 39940  (n 36600
29 33 3 24 42 (15) 36
—25542 -49530  (16) 27900 4975 -5820 (139) 29900
67 83 ® 61 65 74 (©® 67
-1515 -19730 (9 56 500 31677 27420 (25 56700
90288 134 690 (29) na 384432 497580  (21) na
2435523 2852740 @ na 3871804 4332830 (9 na
—9255 39700 (o1 na 54574 20010 (47) na
241597 354320 (13) na 288043 396100  (10) na
2186960 2523970 @ na 3572155 3595960 (5 na
90 88 [©) na 93 90 ©) na
830 40 (9 na 277 o (131 na
102 030 59820 (16) na 136 430 68820 (39 na
13945 13570 (36 na 17909 18410 (20) na
18 13 (26) na 18 13 (7 na
na na (26 na na na @7 na
-0.1 -0.7  (40) 2.0 0.9 0.7 (24 13
3.9 5.0  (29) na 111 129 (19) na
29338 26670 (14) na 37889 33750  (20) na

continued..
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farm financial performance

dairy industry f dairyindustry

Relatively high farm gate milk prices are projected to have resultedina

strongrecoveryin dairy farmincomesin2007-08 (figure ). Nevertheless,
incomes insome dairy regions have continued to be affected by drought, S | E
low orzero water allocations and high feed prices.

150

90
As seasonal conditions deteriorated in 2006-07,average milk yields per 60 g / |
cow declined by around 5 per cent. Consequently average milk receipts per 30
farm,and hence totalcash relce|.p.ts,are. esumateq to havg fallen byarouhd %OOOZ;88 X j\ /\A r/ l'\
7 percentin2006-07. With significant increasesin the prices and quantity A\VAVEER
of purchased fodderand feed grains, total cash costs rose by more than 7 O T SS—SSN———S—S—.— | S \ ———————
percentin2006-07.Asaresult of lower cash receipts and higher cash costs, .
1977 1987 1997 2007
-78 -88 -08 -08
. . . farm cashincome
5 financial performance, by industry, broadacre and — farmbusiness profit
dairy industries average perfarm continued
sheep-beefindustry dairy industry
2005-06 2006-07p 2007-08s 2005-06 2006-07p 2007-08s
total cash receipts $ 285482 271440  (7) 235900 416 899 394450 (3) 498900
total cash costs $ 222538 236680 (7 169 900 331458 360810 () 361800
farm cashincome $ 62944 34750 (30) 66 000 85440 33640 (22) 137100
farms with negative farm
cashincome % 21 42 (13) 26 15 36 (15) 15
farm business profit $ -15946 -49690  (21) - 300 18970 -39510  (17) 49300
farms with negative farm
business profit % 71 75 @ 51 49 76 @ 44
profitat full equity
—excl. capitalappreciation $ 81552 -22330  (48) 18 400 60602 150 (4954) 80600
-incl. capital appreciation $ 261259 206960  (28) na 186122 286090  (17) na
farm capitalat 3o junea $ 3782789 3934860 (6 na 2835420 3206040 (5 na
net capital additions $ -5794 20740 (86) na 47823 33990 (81 na
farmdebtat3ojuneb $ 290832 368990  (14) na 442927 493760  (8) na
equityat 30 june bc $ 3483571 3666300 (7 na 2383910 2654010  (6) na
equity ratio bd % 92 91 ©) na 84 84 (2 na
harvestloansat3ojunee $ o o 0 na o o 0 na
farmliquidassetsat3ojuneb  $ 115482 97400  (17) na 78778 46510 (19) na
farm management deposits
(fmds)at3ojuneb $ 19174 290050  (24) na 11857 12320  (22) na
share of farms with fmds
at3ojuneb % 20 19  (18) na 14 16 (23) na
annual payment from
DSAP and SDASf $ na na (8 na 15634 15321 (80) na
rate of returng
- excl.capital appreciation % 0.2 -0.6  (48) 05 23 0.0 (4953) 27
-incl. capital appreciation % 7.4 82 (28) na 7.0 9.9 () na
off-farm income of owner
manager and spouse b $ 27930 25880 (1) na 21923 16850  (18) na

aExcludesleased plantand equipment.b Average per responding farm. c Farm capital minus farm debt. d Equity expressed asapercentage of farm capital.
eHarvestloansarenotincludedin farmdebt.fDairy Structural Adjustment Programand Supplementary Dairy Assistance Scheme. g Rate of return to farm
capitalat1July. p Preliminary estimates. s Provisional estimates. naNot Available.
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farm financial performance

farmcashincome for Australian dairy farmers is estimated to have declined
by 61per centto $34600in2006-07.

The continuation of poor seasonal conditionsin some dairy regions is
projected toreduce the average Australian dairy herd by around 20 head
per farmin2007-08, with milk production per farm projected to decline by
around 6 per cent. However, total milk receipts and average milk yield per
coware projected toincrease by around 34 per centand 4 per cent respec-
tively, leadingtoa projectedincreasein total cashreceipts of around 26 per
cent. Withfodder expenditure remaining highin historical terms, average
cash costsare projectedto fall only slightly in 2007-08.

6 financial performance, by state, dairy industry

average perfarm

total cash receipts $
total cash costs $
farm cashincome $
farms with negative

farm cash income %
farm business profit $
farms with negative

farm business profit %
profit at full equity

- excl. capital appreciation ~ $
-incl. capital appreciation ~ $
farm capita\atgojunea $
net capital additions $
farmdebtat3ojuneb $
equity at30june bc $

equity ratio bd %
farmliquidassetsat 30juneb $
farm management deposits

(fmds)at3ojuneb $
share of farms with fmds
at3ojuneb %
annual payment from

DSAP and SDASf $

rate of returng
- excl.capital appreciation %
-incl.capitalappreciation %

off-farmincome of owner
manager and spouse b $

new south wales victoria
2005-06 2006-07p 2007-08s 2005-06 2006-07p 2007-08s
471535 435340 (5 579800 400954 372660 (5 469 600
401909 395580 () 431900 309843 346700 (5 342300
69627 39770 (35 147900 911 25960  (38) 127400
22 25 (29) 8 13 39  (20) 18
5155 -39870 (3 19000 22673 —45570  (20) 44100
60 7 © 63 49 81 45
42 856 870  (1919) 54 000 65423 -8400 (115) 72800
110684 356730  (23) na 109242 257790  (19) na
3759146 4069660 (15) na 2500314 2751090  (6) na
44 866 76420  (83) na 47204 27710 (136) na
380722 465910 (1) na 437307 473200 (1) na
3363714 3614510  (18) na 2055788 2254220 (9) na
90 89 @ na 83 83 ® na
123694 47770 () na 71970 40450 (28) na
19148 15700  (39) na 10570 1710 31) na
15 8 (32) na 14 19 (28) na
22986 21377 (32) na 11266 12393  (28) na
1.2 0.0 (1918) 1.3 2.7 -0.3 (115) 3.0
3.0 9.9 (28) na 4.6 105  (19) na
24819 22470  (39) na 23143 18530  (31) na
continued.
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Consequently,average farm cash income and farm business profitare
projectedtoimprove substantiallyinall statesin 2007-08 from the lows
recordedin 2006-07. Reflecting these changes, the proportion of dairy
farmsrecording negative farm business profitis projected to decline from
an estimated 76 per centin 2006-07 toaround 43 per cent in 2007-08

(figureg).

recovering from drought

New investmentsare animportant means of boosting farm productivity
andincomes, with productivity growth providing better prospects for

farm businessviability in the longer term. From the mid-1990s through to
2001-02there wasageneralincrease inthe proportion of broadacre and

farm financial performance
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6 financial performance, by state dairy industry 2006-07
average perfarm continued
queensland western australia
2005-06 2006-07p 2007-08s 2005-06 2006-07p 2007-08s
total cash receipts $ 340737 325660 (8) 390400 502381 468810 () 590700
total cash costs $ 271591 270260 (7) 248900 387482 370600  (6) 366900
farm cash income $ 69145 55400  (28) 141500 114899 98200  (24) 223800
farms with negative
farm cash income % 18 45  (29) 3 11 9 (8 6
farm business profit $ 15966  -22750  (72) 55700 48683 38110  (86) 121400
farms with negative
farm business profit % 37 65  (16) 36 26 34 @3 33
profitat full equity
-excl.capital appreciation ~ $ 41490 2100  (821) 71600 97853 76940  (42) 131200
-incl. capital appreciation ~ $ 156828 176260  (36) na 1480940 1984380 (28) na
farm capitalat3ojunea $ 2658039 3159370  (20) na 6427605 9585940  (18) na
net capital additions $ 40755  -32120  (131) na 56879 76620 (157) na
farmdebtat3ojuneb $ 375899 331720 (24) na 561275 491290  (16) na
equity at 30 june bc $ 2269451 2778820  (22) na 5855474 7365170  (8) na
equity ratio bd % 86 89 (3) na 91 94 () na
farmliquidassetsat3ojuneb $ 70996 20360  (25) na 130 644 216 410 (69) na
farm management deposits
(fmds)at3ojuneb $ 11603 7640  (58) na 24905 26920  (71) na
share of farms with fmds
at3ojuneb % 12 12 (68) na 15 16 (64) na
annual payment from
DSAP and SDASf $ 22880 24253  (68) na 32721 31412 (64) na
rate of returng
-excl. capitalappreciation % 1.7 o1 (817) 2.4 2.0 1.0 (45) 15
—incl.capital appreciation % 6.3 59 (29 na 30.0 263  (18) na
off-farmincome of owner
manager and spouse b $ 23491 11470  (39) na 13695 6670  (31) na
continued...
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6 financial performance, by state dairy industry

average perfarm

continued

dairyfarmsacquiringlandand expanding the scale of their farm operations
because of high farm incomes (figure h). Since the drought in 2002-03,
there has been greater variability in the proportion of farms expanding.

New investmentin plant, machinery,vehiclesandimprovements has been
sustained at historically highlevels during the 2000s, despite droughtsin
2002-03and 2006-07 reducingincomes. Average net investment per farm
in2006-07 wasaround13 per centlower thanin 2005-06, but still more
than5o per centabove the average annualinvestment undertaken during
the1g990s (figurei).

Provided theseinvestmentsare well directed and contribute to further
productivity growthand income generating capacity in the future, this level

south australia tasmania
2005-06 2006-07p 2007-08s 2005-06 2006-07p 2007-08s

total cash receipts $ 564577 583950 (6) 634000 451060 487250 () 698900
total cash costs $ 508129 569450 (5 535500 365475 42510 @ 486 600
farm cash income $ 56 448 14490  (210) 98500 85584 62140 (22) 212 400
farms with negative

farm cash income % 24 46 (26) 38 16 12 (15) 3
farm business profit $ -27484 -90220  (46) 21100 31218 9130 (1) 145800
farms with negative

farm business profit % 60 62 (19 45 56 63 @ 16
profitat full equity

-excl. capitalappreciation ~ $ 24938 -22800  (i65) 79800 80613 76 820 (4954) 213500
-incl.capitalappreciation ~ $ 120795 232820 41) na 663963 -170120  (17) na
farm capitalat1julya $ 2912605 3643920 ®) na 3300185 3388090 () na
net capital additions $ 63111 14730  (574) na 54877 121550  (87) na
farmdebtat3ojuneb $ 581469 779790 () na 563046 775750 (8 na
equity at 30 june bc $ 2324166 2879950  (10) na 2731152 2580980  (6) na
equity ratio bd % 80 79 ©) na 83 77 @ na
farm liquid assets

at3ojuneb $ 110546 68120  (45) na 28930 40010  (19) na
farm management deposits

(fmds)at3ojuneb $ 7601 19260  (60) na 9746 8260 (22 na
share of farms with fmds

at3ojuneb % 15 11 (80) na 1 6 (23 na
annual payment from

DSAP and SDAS f $ 21116 20483  (80) na 13664 14074 (23) na
rate of returng

- excl.capital appreciation % 0.9 -0.7  (168) 23 3.1 2.2 (4953) 5.8
-incl.capitalappreciation % 4.4 6.9 (39 na 25.2 -4.9 (17 na
off-farmincome of owner

manager and spouse b $ 11409 6490  (39) na 12413 7830  (31) na

continued..
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farm financial performance

of investmentin the broadacre and dairy industries should be positive for i capital investment

overallfarm viability once seasonal conditions improve. broadacre and dairyfarms
-, average per farm

financing farm expansion and capital investment

T e
Therising proportion of farms purchasing additional land during the late-
1990sand early 2000s wasaccompanied by asteady increase in average Eeg T I——— 1 1] .
farm debt. The major part of these increases in debt was to fund new farm
investments. However, risingland prices and lower incomes asaresult of o AR _ RRRRRRRRRE -
drought, hasreducedinvestmentinland purchases. Since 2002-03, there
hasbeenanincrease in working capital debt as farms have dealt with the o AL - AREnRaRRRRRRRRRE
impacts of severaldroughts (figure j). B I I
$’oool I
6 financial performance, by state dairy industry N e e 0%
average perfarm continued
australia

2005-06  2006-07p 2007-08s 1 composition of farm debt
total cash receipts $ 416 899 394450  (6) 498 900 broadacre industries
total cash costs $ 331458 360810 (5 361800 500
farm cashincome $ 85440 33640 (210) 137100 I
farms with negative 400 |
farm cash income % 15 36 (26) 15 I
farm business profit $ 18970 -39510  (46) 49300 300 I-
farms with negative III
farm business profit % 49 76 (19) 44 SO0 e BB IIIII 1H11
profit at full equity I||IIIIII
- excl. capital appreciation $ 60 602 150  (165) 80600 oo JALRLALRLALRLARALLL.
- incl.capital appreciation $ 186122 286090 (47 na
farm capitalat3ojunea $ 2835420 3206040  (8) na 2%57003"""""""""
net capital additions $ 47823 33990 (574) na ! ! ! ! !
farm debtat3ojuneb $ 442927 493760 (1) na 1?9%0 %954 1,99998 2%%2 2,%076
equity at 30 june bc $ 2383910 2654010  (10) na m otherdebt
equity ratio bd % 84 84 ® na land purchases
farmliquid assets : :
at3ojuneb $ 78778 46510  (45) na m workingcapita
farm management deposits
(fmds) at3ojuneb $ 11857 12320  (60) na
share of farms with
fmdsat3ojuneb % 14 16 (80) na
annual payment from
DSAPand SDAS f $ 15634 15321 (80) na
rate of returng
- excl. capital appreciation % 23 0.0 (168) 27
-incl.capital appreciation % 7.0 9.9 (39) na
off-farmincome of owner
manager and spouse b $ 21923 16850  (39) na

aExcludesleased plantand equipment. b Average per responding farm. c Farm capital minus farm
debt.d Equity expressedasapercentage of farm capital. e Harvestloansare notincludedin farm
debt.fDairy Structural Adjustment Programand Supplementary Dairy Assistance Scheme. g Rate
of returnto farm capitalat 1July. p Preliminary estimates. s Provisional estimates. na Not Available.
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Although average farm debt hasincreasedin real terms since the mid-1990s,
broadacre and dairy farmers have been able to maintain their equityin
thefarm businessataround 85 per cent because of increasing land values
(figurek). Risingland valuesin recent years have not only supported high
equity levels,but have also led to very high average rates of return to total
farm capital in most regions when capital appreciationis included.

Recentincreasesinlandvalues have been driven by strong demand for land
ingeneralrather than sustained improvementinfarmreturns. Some of the
key factorsaffecting changesin demand foragriculturalland invarious
regionsinclude changesin population growth, urbanand peri-urban devel-
opments,and strong economic growth inthose regions that are heavily
influenced by mining developments.

financing the recovery from drought

Withanimprovementin seasonal conditions in 2007-08, many broadacre
producers began usingavariety of funding sources to finance increases

in production. The major sources of such funding include the business’
cashflow,debt facilities, liquid assetsand off-farmincomes. The following
sections explore how producersintend to use some of these fundingalter-
nativesin orderto manage their continued recovery from drought.

use of liquid assets

Farm management deposits have become animportant liquid asset
available to primary producers over the past decade. The Farm Manage-
ment Deposit (FMD) scheme established in 1999 is a taxlinked, financial
riskmanagementtool,aimedat helping primary producers deal more
effectively with fluctuationsin cash flow caused by climatic variations and
changesin market prices.

By placing fundsinan FMD account, farmers are taking out an option to
later find atax deduction to offset quarantinedincome (Levantis and
Martin2007).Inrecent years there has been adistinct seasonality in the
pattern of deposits, with asignificant net inflow of funds in the June quarter
andacorrespondinglarge outflowin the September quarter of each year

farm business debt

Farm business debt estimates have been provided exclusive of debt that
isunderwritten,including harvestloananddairy structural adjustment
advances. Inclusion of harvest loans in estimates of farm business debt can
resultinfallsin farm debt for grain producing farmsin droughtyears as
crop productionis reduced, masking the increases in working capital debt
that often occurat these times. Conversely, debt increases in years of high
crop production when cash flowis also high. Harvest loans and dairy struc-
turaladjustment paymentsare reported separately in the tables.
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(figurel). This suggests that some producers are using their FMD accounts
asataxminimisation tool rather thanas theriskand financial management
toolintended by the Australian Government.

use of debt

Inorder to better understand the influence of the 2006-07 drought on
producer debt servicing capacity and the financial position they enteredin
2007-08,aclassification based on the combination of equity and cash flow
hasbeen developedtoreflect the average equity position of farms. Farms
are separated into one of four groupsaccording to whether their equity
ratioisabove or below 70 per cent,and whether their farm cashincomeiis
positive or negative. The resultsare presented in figure m.

Figure m shows that the average equity position of Australian broadacre
farmsastheyenteredthe 2006-07 drought was good, with the propor-
tion of farms with equity ratios in excess of 70 per centat its highest levelin
three decades. This haslargely been driven by asignificant increase inland
pricesinmostregions over the last decade. In 2006-07,the proportion of
broadacre anddairy producers with low equity increased toaround 15 per
cent.Of these producers,aboutathird, orjust 5 per cent of all broadacre
anddairy producers, had low equity and negative cash flowsin 2006-07.

In2007-08,abare’s projections survey indicates that, on average, farm debt
inthe Australian broadacre and dairy industries is expected to decrease.
However, producers with low equity or negative incomes may have more
difficulty accessingworking capital debt facilities, forcingthemto rely
heavily ontheir businesses ability to generate surplus cash flows in order
tofinance theirrecoveryin2007-08. In order to gain insights into this, the
2006-07 ranking of farms according to their equity/income positions was
applied to those farms participatingin abare’s 2007-08 projections survey
(table 7).

7 recovery from drought, by equity ratio and farm cash
income in 2006-07 average perfarm

high equity/ highequity/ lowequity/ low equity/

positive negative positive negative

income income income income
farm cash income 2006-07 $ 109107 -56 072 113308 -107202
farm cash income 2007-08 $ 881365 45489 65689 1267
change during 2007-08in
-sheepnumbers % 3 -4 3 -13
- beef cattle numbers % 2 12 15 -12
-debt % 5 -10 -12 -5
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farm financial performance

During 2007-08, producers with low equity and negative incomesin
2006-07 achievedasignificantimprovementin farm cash flows. While
some of this recovery was generated by animprovementin grain produc-
tion, it wasalsothe result of continued high rates of livestock turnoff.
While the improved cash flows are projected to enable these producers to
reduce debt levels, it has beenachieved viaasignificant reductioninanimal
numbersand reduced livestock production potentialin 2008-09. Without
access to debt facilities, these producers may struggle to improve their
farms’viability in coming years.

However, for the majority of broadacre and dairy producers, who either
have high equity or strong cash flows,2007-08 is projected to be ayear

of recovery. Strong cash flowsleading into 2007-08, combined with the
recoveryingrainssales, is expected to enable most producers to rebuild
livestock numbersandreduce debt levels. If seasonal conditions permit, the
majority of Australia’s broadacre and dairy producersareinastrong posi-
tion to expand productionand enhance profitability in 2008-09.
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