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Carefully assess the financial implications of a
drought and any changes you plan to make to your
business. A wrong decision may place the business
into a position from which it cannot recover, so it is
essential that you seek professional advice from
your accountant, bank manager, and/ or farm
advisers. Accurate assessment of your financial
position will have a major bearing on what are the
most appropriate management decisions to make.

Cost of feed is the main variable cost that
increases during a drought. In an average\ year
dairy feed costs should be less than 16c per litre of
milk produced, and less than 45% of total farm
income. In a drought these figures can exceed to
35c per litre, and exceed total income. This
situation is not sustainable.

Because feed cost is the major cost, particularly
during periods of drought, it is important to monitor
the margin between price received per litre of milk
and cost of feed per litre of milk. To provide an
overall perspective this positive or negative margin
needs to be calculated over milk production and
length of feeding.

To calculate the margin ($):

(total milk income over the expected days of feeding)
minus
[(feed costs in c/L divided by 100 ) x (daily milk produced) x
(expected feeding days)]

Note: Other variable and fixed costs, debt servicing
and personal drawings also have to be deducted
from this margin.

Two financial assessments of your business need
to be made:

1. Develop a cashflow report for the next 12
months after reviewing your current financial
position. Use current and predicted prices for
purchased feeds and milk sales, and assume that

the drought and its effects will last for 12 months.
Ask yourself the following questions:

e Can your business meet its financial
commitments (debt servicing, overhead costs,
personal commitments etc.)?

¢ Can you access credit or make alternate
arrangements to get you through the negative
cashflow periods?

¢ How long before you have to make some hard
decisions?

¢ Will the short-term cost of managing the drought
be greater than the long-term business losses?

2. Develop partial budgets to investigate the
viability of adopting alternate management plans,
such as those listed in Primefact 540 Dairy herd
management strategies in a drought.

Partial budgets are a quick and simple method to
assess proposed farm changes. They require
minimal information and are designed to only look
at the net effect of a change. They compare extra
costs plus income forgone, to costs saved plus
extra income gained if a new proposal is adopted.
The following template can be used to analyse any
proposed change.

Partial Budget Template

Losses Gains

Extracosts $

Costs saved $

Income $ Extra income $

forgone

Total Losses $ Total Gains  $

e Step 1. Calculate the extra costs incurred by the
proposed change.

e Step 2. Calculate the income forgone.

¢ Step 3. Add “extra costs” and “income forgone”
to give “Total Losses”

e Step 4. Calculate costs saved as a result of the
proposed change
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e Step 5. Calculate extra income generated by the
proposed change

e Step 6. Add “costs saved” and “extra income” to
give “Total Gains”

e Step 7. Calculate Net Gain = Total Gains minus
Total Losses

¢ Step 8. Determine if there are any non-financial
benefits that may influence your decision.

Tax implications of forced sales

The tax implications of any change to your
business need to be considered. Contact your
accountant or the Australian Taxation Office for
advice. If you are obliged to sell livestock because
of the destruction of pastures or fodder through fire,
drought or flood, you can spread the profit on the
livestock sale over five years. This means that one-
fifth of the profit would be included in your gross
income for the year of the sale of the livestock, and
one-fifth would be included in the gross income for
each of the following four years.

To take advantage of this concession, you must
declare that the sale followed the loss or
destruction of pastures or fodder because of fire,
drought or flood. In addition, you must show that
the main part of the proceeds of the sale will be
used to purchase replacement livestock, or will be
used in the maintenance of breeding stock for
restocking.

Alternatively, you may elect to have the profit on a
forced livestock sale excluded from your
assessable income for the year in which it was
derived. The profit is then applied to reduce the
cost of stock acquired during that year — or any of
the five subsequent years — to replace the stock
disposed of.

Where replacement stock are bred instead of
purchased, you may elect to include in your
assessable income, over the same period,
appropriate installments of the profit on the forced
sale (as described above).

At the end of the fifth year after the year in which
the forced sale occurred, any part of the profit on
the disposal that has not been applied in reducing
the cost of new stock purchased, or has not
otherwise been included in assessable income, will
be included in your assessable income for that fifth
year.

Monitoring your financial position

There are a number of computer programs
available through NSW DPI that can assist you in
monitoring the financial implications of the feeding
regime that has been adopted to survive the
drought:

¢ RationCheck will calculate the margin over feed
costs as well as determining if the ration fed to
the milking cows, dry cows or the replacements,
is balanced for energy, protein, fibre and
minerals.

¢ FeedBiz calculates the feeding efficiency and
financial implications of both the home-grown
and purchased feeds used on the farm over a 12
month period. These indicators are then
compared to pre-determined targets set by the
farmer.

e Milk Biz does a complete financial analysis of
the business and compares both financial and
physical key performance indicators to pre-
determined targets set by the farmer.

e Mini Milk Biz is a quick and simple method of
calculating the financial implications that
changing feed prices, feed quality and quantity
and milk prices have on the business cash flow
on a daily, monthly or annual basis.

Financial assistance

There may be some financial assistance available
in the form of transport subsidies on fodder, water
and stock movements, low interest carry-on finance
and low interest loans for certain farm improvements.
There may also be some Centrelink benefits
available for farmers without an income. Do not
assume that you will or will not be eligible for any
assistance. Contact the appropriate authorities for
details.

Further information

¢ NSW DPI website www.dpi.nsw.gov.au

e Dairy CHECK Farm Business Management,
e Australian Taxation Office,

e Centrelink,

¢ Rural Assistance Authority,

e Rural Lands Protection Board,

¢ Advancing Agriculture Australia,

¢ Rural Financial Counselling Services,

¢ Accountants, bank managers and financial
advisors.
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based on knowledge and understanding at the time of writing
(January 2007). However, because of advances in
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information upon which they rely is up to date and to check
currency of the information with the appropriate officer of
New South Wales Department of Primary Industries or the
user’s independent adviser.

Job number 7481

PRIMEFACT 549, FINANCIAL ISSUES FOR THE DAIRY FARM IN A DROUGHT

3


http://www.dpi.nsw.gov.au/primefacts

	Tax implications of forced sales
	Monitoring your financial position
	Financial assistance
	Further information
	Acknowledgement 


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket true
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts false
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo true
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Preserve
  /UsePrologue true
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /ArialUnicodeMS
    /TimesNewRomanMT-ExtraBold
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages false
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 115
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.29565
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 115
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.29565
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 115
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.29565
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /SyntheticBoldness 1.000000
  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [125 125]
  /PageSize [612.000 792.000]
>> setpagedevice


