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SECTION T
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THE GROSS MARGIN APPROACH .OUTLINE

In the gearch for more effective management tools, attention oi late has
been turned to the "gross margin" concept as a basis for analysis and planning
procedures. For many years, iir, V., Liversage argued the merits of this approach
and used it extensively in Northern Ireland, but more recently a good deal
greater . degree of publicity has been given to it, varticularly through a series
of televigion programmes in 1961 and the subsequent publication by the B.B.C.,
in conjuriction with Farm Economics Branch, Cambridge University, of a bulletln,
"Planning for Profits", which has had wide circulation.

The Logic of the Gross Margzin Avpnroach

Briefly, the argument for adopting a gross margin aj proach takes the
following lines: For farm management purposes, it is unrealistic to attempt to
assess the profitability of individual enterprises, which arc combined in a
complete farm business, by adopting traditional cost accounting conventions.

Such cost accounting conventions, in the course of splitting up all farm costs

and apportioning them to one enterprise or another, involve a good deal of

purely arbitrary allocation of many items of an overhead nature, It is much
more realistic to acknowledge that there are broadly two types of cost items -

(a) those costs clearly specific to individual enterprises in the farm business,
and (b) those costs which are part and parcel of the system of farming as a whole
and which are not readily attributable to any particular enterprise.

The former category of costs is known as variable costs (sometimes also
known as specific costs) because they will vary with the amount of a particular
crop which is grown or with the quantities of stock and livestock produce
produced. The second category of costs is known as fixed costs (sometlmes also
known as overhead costs) because they tend to stay very much the same irrespective
of anything but major changes in the pattern of enteryrises or amounts produced.

There is thus a fundamental distinction between these two categories into
which total costs can be split, and since this division into variable costs and
fixed costs recognises thé fact that a farm is an integrated business unit - which
is the essence of a farm management approach — and not merely a collection of
independent enterprises it is logical, in farm wmanagement, to look at costs
in the menner outlined sbove and therefore to make use of this concept in farm
analysis and planning procedures.

"Gross margin" is the difference between output, on the one hand, and
variable costs on the other hand, In the case of any individual enterprlse,
the gross margin is a measure of the contribution which that enterprise makes
towards meeting the fixed costs of the farming system of which it is part and
also towards the net profit which that farming system earns,

Variable and Fixed Costs

The distinction between varlable and flyed costs is easily recognised in
principle but in practice the distinction is not always easy to draw. In fact,
1t will depend to some extent on the situation being considered, for a particular
item which may be a variable cost item under one set of circumstances may well be
a fixed cost item under another set of circumstances. However this need not
deter one from drawing up a list showing into which of the two categories of
cost certain items will gencrally fall. ’

Variable Costs: - Crors Livestock

Seeds Purchased Feed
Fertilisers " Home Grown Concentrates
Spray Materials (at market value)
Contract Work Veterinary & Medicines
Casual Labour - Casual Labour
Tvrine, Baskets, Variable costs of

ete, home~grown roughage
Tuel ' CTopS,

Fixed Costs: Rent and rates, repairs and upkeep, depreciation,
regular labour, telephone, insurances, etc,
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Some of these allocations are arguable but they will adequately serve the
general purpose, and the above classification is used as a basis for the gross
margin data presented in subsequent pages.

The Uses of the Gross Margin Technique

The technique is likely to be most useful in cases where enterprise
combination is under review, but it can also be used in contributing towards
the measurement of enterprise efflclency. Three main types of use can be
deflned g : : : D

(a) As an analytical tool, to measure the respective contributions of
individual enterprises towards fixed costs and profit, leading to
adjustments in the pattern of enterprises.

In such a casge, enterprise gross margins per acre would be calculated
and, as far as possible within the fixed cost complex of a glven
‘ultuatlon, enterprises with relatively high gross margins per acre
should take the place of those showing relatively low gross margins
per acre,

To measure enterprise efficiency by making comparison with standard
d.atao

With an existing farm business under analysis, it is often advisable,
as a first step, to compare gross margins of individual enterprises
against standard data, and before d901d1ng on any re-shuffling of
enterprises to find out whether it is feasible to increase gross
margins on those entcrnrl es where, on the face of things, improvement
mlght be possible.

For example, gross margins per acre on potatoes may be low relative
not only to the other enterprises on a particular farm but also to
local standards, Initially, however, before deciding on cutting down
or cutting out potatoes it would be as well to examine the situation
to see whether changes in say manuring, varieties, marketing,
harvesting or cultivations, or any combination of these, mlght bring
about a significant improvement in gross margins.

As a forward plamming tool, to guide in the choice of enterprises and
the scale of each.

Within a given fixed cost situation, the choice of enterprises and
the scale of each will be largely determined by the gross margins
per acre which can be achieved under the given circumstances.

4n FExample

As an example of how this technique can be used, take the hypothetical
case of a 500 acre Border arable farm where the farmer wishes to assess the
respective contributions to the farm economy of the barley and sheep enterprises
and thereafter to consider the extent to whloh one might be expanded at the
expense of the other.

He could adopt the following procedure s-—
1, TFrom the farm accounts, extract the fixed costs and then calculate these

costs per acre, Take the opportunity at this stage to compare these with
the standard figures for the locality.

- Figure out, from available data pertaining to the farm, the gross
margins per acre on barley and sheep respectively, If there are abnor-

- malities in any one particular year's figures it will be advisable to
use 'normal! figurecs.,

Consider whether the gross margin per acre from either sheep or barley is
capable of improvement and, if so, to what extent. Standard gross
nmargin figures for the locality may be of some guidance here.

Having decided on possible gross margins, determine the extent to which
it is practicable for the enterprise showing the higher gross margin per
acre to replace the other.
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The figuras wight appear as follows

(2) Fixed Costs
-Regular Labour £ 3200
Machinery Costs 2200
-Rent 900 -
Other Fixed Costs 1000

£ 7300 on 500 acres = &£14.6 per acre.

The standard fixed costs figure for Berwiclkshire and Roxburghshire Cropping
Farms is £16.6 per acre, so, on the face of things, there seems little
wrong with fixed costs,

Grogss largin on Barley

Output per Acre, including deficiency payuents
less Variable Costs per acre:

1% cwts. Seed £2 12
3 o Fertiliser 2 14
Sprays, Twine, etc. - 18
Fuel, including

combining and

drying 1 6 -

Gross margin per Acre

Gross Margin on Sheep (400 Bwes)

Output: 660 lambs @ £8 £ 5280
Wool 600

100 Cast and .

Draft Ewes @ £6 __ 600

: £ 6L80
less 120 Gimmers @ £14 1680

Variable Costs:

(a) directly attributable to sheep:

Purchased Concentrate £ 250
Home Grown Oats 150
Other (mainly vet. and
medicine) - 250 2 650

(b) attributable to. home-growvn roughage:
‘Hay (8 acres) e
Roots (16 " ) 200
Grazing (180 acres) 1,00 61,0
Gross Margin (on 204 acres)

=£17.2 per acre.

The gross margin per acre for barley is much higher than that for sheep;
and barley therefore makes o much bigger contribution to fixed costs and
profit than does the sheep enterprise.
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Gross Margins Compared with Standards

This Farm Standard

Gross margin per acre: Barley £293 - £293 =3 =
Sheep 17 L: - £11: 17s =~

Gross margins compare favourably with the standards; but the farmer must
still make up his mind as to whether he can improve on his present gross
margins per acre, For example, in the case of the sheep enterprise, he
might consider more intensive grazing management as a means of inereasing
gross margin per acre. In the case of barley, he may possibly reconsider
his manuring policy. If improvements in gross wmargin are feasible these
_Dossible gross margins should be used as the basis for making any change.

(e) Planning the Change .

Suppose, for the sake of this example, that it was decided that no

improvement was possible in either enterprise. The problem would then
be := To what extent can barley, showing a gross margin of £29: 10s per
acre, replace sheep which show a gross margin of only £17: Ls: per acre?

Why not, for example, do away with the sheep altogether and turn over to
barley the entire 204 acres that they had used? Whilst this is a
possibility that should be considered, it is hardly within the scope of
this calculation. It would involve wider cost changes for, because’ of

the radical nature of the change, fixed costs would certainly alter -
regular labour and machinery expenses to name only two items. One could
not safely use the gross margin technique in this instance without first
taking into account the changed fixed cost situation. Nor could husbandry
considerations be ignored, of course, and these themselves might rule out
such a drastic move, ‘ '

However, if we restrict ourselves to fairly minor changes we need consider
the gross margin figures only. Within certain limits, every acre turned
over from sheep to barley should increase profit by £12: 6s: (i.e. £29:10s,
less £17: Ls.). But to what extent is the changeover feasible? It all
depends on the circumstances on the farm. It may be that, all husbandry
considerations having been taken into account, the existing staff, equipment
and buildings could handle a further 20 acres of barley. In that case,

LO ewes would be dispensed with and the 20 acres of land that they had used
would be put down to barley. This should increase profit by £296, It is
quite beside the point, in this context, that the shepherd will have LO less
ewes to look after and will therefore be less fully employed.

Once the gross margin data has been prepared, the calculation is thus
fairly simple.

A Cautionary Word

At the risk of stating the obvious, it must be pointed out that maximising
farm profits is a matter of maximising the difference between total output and
total costs, It follows therefore that achieving the highest gross margins
is not by itself any guarantee of meximising profits except in relation to a
given fixed costs situation. It must be remembered that there may be other
fixed costs situations which could offer more profitable bases.

In selecting farming systems for maximum profits the choice may range from,
at one extreme, low cost - low output systems to, at the other extreme, high
cost - high output systems, with many grades in between. A £7 per acre
profit might be obtained just as well from a £25 output per acre systen
incurring £18 per acre totel costs as from a £50 output per acre incurring
&L43 per acre total costs, One must not assume too readily therefore that
those enterprises showing high gross margins per acre are necessarily those
which will lead to highest profit in all situations or that maximising profits
is only a matter of devoting the maximum of one's resources o those enterprises
with the highest gross margins per acre. In certain systems of farming there
may be no place for sone of these enterprises with the highest gross margins per
acre and therefore it is essential to realise that it is largely in' relation to
a prescribed system of farming (i.e. within a given fixed costs set-up) that
gross margins per acre can reliably indicate the optimum pattern of enterprises,




In searching for maxinum profits -possible.changes in the fixed coste
elenent nmust not be ignored and in analysing a particular situation the
possibilities for changing the level or pattern of fixed ¢osts should not be
overlooked when using the gross margin approach. In forward planning, if
a farner is prepared to consider a fairly wide range of alternatives, it
nay be adviseable to consider a number of basically different systems of
farning each with its own pattern of fixed costs and to plan for maxirmunm
gross nmargins within the context of each fixed costs complex. Prospective
whole-faru profits under cach systen can then be compared,

The Gross Margin Approach vis—a-vis Other Analytical and
Planning Procedures

The two well tried techniques comnonly used in farm management advisory
work are the account-analysis technique. - primarily a diagnostic and fact-—
finding tool - and the budgeting technique, which is primarily used in forward
planning. The gross margin approach supplenents rather than supplants these
two techniques,

In relation to the familiar account-analysis procedure, the gross margin
technique confers the advantage of splitting up the total cost into its fixed
and variable couponents, and of providing, in the form of gross margins per
acre, a uuch better pointer towards the respective contributions of each
enterprise to the farm as a whole than do the output standards common to
account-analysis, On the other hand, however, the account-analysis technique
nakes the measurement of productive efficiency -~ the efficiency of labour use,
of machinery usc and of food use - a primary objective, whereas the gross
margin approach tends to concentrate very largely on questions of enterprise
combination.

In relation to budgeting work, gross margin data will, in many cases,

considerably facilitate and cxpedite the budgeting process., In fact, gross
nmargin planning is budgeting. .




FIXED COSTS DATA

In the ensuing pages are set out data for different types of East
of Scotland farms for 1959/50. ‘Total farm expenditure is split up
into its variable costs and fixed costs components and figures on cropping,
stocking, labour and machinery are provided. These figures will permit
ready comparison with those for farms being studied and will enable a
better appreciation of standard fixed costs data,

Farm profits tend to vary markedly from one year to another, but
these variations are very closely correlated with variations in gross

margins. Fixed costs are a relatively stable item and these 1959/%0
fixed costs data should provide a fairly reliable yardstick for subsequent
years, The output and variable costs data, however, way not be appropriate

to any year other than 1959/60,

In the 'per acre! calculations, 'adjusted! acres are used throughout,
one adjusted acre being equivalent to one arable acre, or two permanent
grass acres, or six rough grazing acres.
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UPLAND FARMS

Substantial Rough Grazing

Pinancial Results 1959/60

Ixpenditure

Egg_Earm Per Farm

Variable Costss £ £

Purchased Feed 689 Cattle 1721
Seeds 204 Sheep 3042
Manures : 462 Pigs & Poultry, etc. 363
Contract Work - 38 ——
Casual Labour 318 £5126
Fuel 2L.0 e
Miscellaneous -_:zﬁé ' Theat 9

Barley 295
Oats 339
Potatoes 370
Hay, Straw, Grants, etc, L8L

e am

£15917

Stock

Total Variable Costs £2229

Crops, etc.
Fixed Costss

Regular Labour -
Machinery Costs
Rent
Miscellaneous

Total Fixed Costs

TON"Jal Output ® 0006000000009 OCONTE £'672§

Total Expenditure 900000000000 O

Net Profit ceceecoescecccooees b

Gross I‘/l,[argin se cee e
Fixed Costs cee voe coo
TFixed Costs % of Gross Margin
Net Profit % of Gross lMargin..

Cropping: Stocks

Cereals
Potatoes
Roots
Other Crop

Hay/3ilage
Rotn, Grazing
Perm Grass
Rough Grazing

2L, Beef Cows
17 Other Cattle

L3 Ewes
97 IEwe Hoggs

Regular Hired Labour
Tractors
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‘TYPE 24 LIVESTOCK REARING FARMS
Sheep the Predominant Stock.

Financial Results 1959/50‘

Expenditure

Per
Farm

Variable Costs: £

Purchasedeeed 1204 Cattle

Seeds 293 Sheep
Manures 713 Pigs & Poultry
Contract Work 127
-~ Casual Labour ] 580 ‘ Stock
Fuel | 346
_ Miscellaneous 418 Whoat

L —

. ' Barley
Total Variable Costs 3681 Oats

Potatoes ‘
Hay, Straw, Grants,etc,

)

Fixed Costs: s Crops, ete.

Regular Labour 2639
 Machinery Cos®s 1257
Rent 375
Miscellaneous 10L¢

e

Total Fixed Costs 5315

—————

Total Expenditure... £8996 Total Output ... ...£10,099

Net Profit ... ‘ £1103

Gross Margin .. o e £16.,3 per acre
Fixed Costs oo oo 0o £13,5 v n

Fized Costs % of Gross Margin 83%
Net Profit % of Gross Margin . 17%

Croppingg Stocks

@
N

'kN‘
it

Cereals
Potatoes
Roots
Other Crops

Ll Beef Cows
15 Other Cattle

382 Ewes
118 Ewe Hoggs

-
n
\O

Hay/Silage
Rotn. Grazing
Perm, Grass
Rough Grazing

Regular Hired Labour: 5 men
Tractors: 3

IR
AU N\
U1 A HND

WP W

(396 Adjusted Acres)
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TYPE 2B LIVESTOCK REARING FARMS
Cattle the Predominant Stock

Financial Results 1959/60

Fxpenditure

Per Per Adj. Per Per Adj,
Farm Acre Farm. Acre,

Variable Costs: £ & - £ £

Purchased Feed 707 Cattle 2681
Seeds - 206 Sheep 1293
Manures 632 Pigs & Poultry,etc, 252
Contract Work - 80
Casual Labour 379 Stock - L4226
Tuel 21,0
Miscellaneous 186

(]
o | 2
W

. e o
[ = ONON

)

Wheat 33
Barley 364
Oats 632
Potatoes 808
Hay, Straw, Grants, etc. 264

Total Variable Costs 2430

AN N
L ]
U~ O\

Crops, etc, 2411

L)
i

Fixed Costs:

Regular Labour 1176
Machinery Costs 710
Rent 233
Miscellaneous LOoL

Total Fixed Costs 2523

Total Expenditure ... &£4953 E Total Output o.. £6637 £28,8

Net PrOfit o e L ] £1684

Gross Margin  +ee  ses. 0. - £18,3 per acre
Fixed Costs cee  eee  eee £11,0 M n
Fixed Costs % of Gross Margin 60%

Net Profit % of Gross Margin 1,0%

ings Stocks

Cereals 32 Beef Cows
Potatoes L 48 Other Cattle
Roots
: 116 Ewes
) Ewe Hoggs
Hay/Silage
Rotn. Grazing : Regular Hired Labours 2 men
Perm. Grass _ Tractorss 2
Rough Grazing

(230% adjusted acres)
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TYPE 3 ARABLE LIVESTOCK FARMS

Financial Reoults 1959/60

Bxpenditure Output

Variable Costss

Purchased Feed Cattle

Seeds Sheep

Manures , Pigs & Poultry, etc,
Contract Vork :

Casual Labour Stock
Fuel

fiscellaneous

Vheat
"Total Variable Costs Bﬁrl?y
Oats
Potatoes
Hay, Straw, Grants, etc.

Crops, etc,

Fixed Costs:

Regular Labour 2065
Machinery Costs 1137
Rent 429
Miscellaneous 976

rca———

Total Fixed Costs 4607

a—————

Total Expenditure ¢.. £7931 ¢ Toval Output

Net Profit ... £1499

Gross Margin oo voo o
Fixed Costs veo .o 0o
Fixed Costs % of Gross Margin
Not Profit % of. Gross lMargin

Cropping: Stock:

Cereals - 21 Beef Cows
Potatoes 35 Other Cattle

Roots
27 Ewes
Other Crops ég Bwe Hoggs

Hay/Silage Regular Hired Labour: L men
Rotn, Grass ) . Tractorss 3
Perm, Grass

Rough Grazing

' (353% adjusted acres)
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TYPE LA PERTH /ANGUS CROPPING FARUS

Financial Resulds 1959/60

Ixpenditure

Per Per Adj. Per Per Adj.
Form Acre Farm Acre.

Variable Costs: £ R £

Cattle 3117 11.7
Sheep 669 2.5
Pigs & Poultry, etc, 756 2.8

. Se——

Stocks 4542 17.

— S———

Wheat 887
Barley ' 1426

6362 Oats 1220
Potatoes L78L
Sugar Beet 1311
Hay, Straw, Grants, etc, 1277
Crops, etc, 10905

i ——

Purchased. Feed 1801
Seeds 936
Manures 1404
Contract Work 255
Casual Labour 990
el L63

Miscellaneous 533

Lo owwul

Total Variable Costs

Fixed Costss

Regular Labour 3058 11,5
Machinery Costs 1584 5.9
Rent 531 2,0
Miscellaneous 1140 Le3

Total Fixed Costs 6313 23,7

Total Expenditure ... £12695 &47.6 Total Output £15LLT £57.9

Net Profit «.. g2752  £10.3

Gross Margin ves 0o oo &£34,0 per acre
Fixed Costs evs 0o cee 823,17 " "
Fixzed Costs % of Gross Margin. 70%

Net Profit % of Groos Margin.. 30%

Cropping: Stocks

Cereals : 9 Beef Cows

Potatoes 5 83 Other Cattle

Sugar Beet ;

Roots " S

Other Crops 23 Iwes
Regular Hired Labour: 6 men

Hay/Silage & Tractors: 3

Rotn. Grazing 3

Perm, Grass

Rough Grazing

(267 adjusted acres)
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TYPE 4B " LOTHIANS CROPPING

Financial Results 1959/60

Expenditure

Per DPer Adj.
Form Acre

Variable Costs: £

Purchased Feed 2291 Cattle

Seeds 1285 s Sheep

Manures 1475 Pigs & Poultry, etc.
Contract Work 226 '

Casual Labour : 1372 } Stock
Fuel = 61L ‘
Miscellaneous 530

Wheat

Total Variable Costs 7793 gz:iey

‘Potatoes

Sugar Beet

Hay, Straw, Grants, etc.

Crops,; etc.

Fixed Costs:

Regular Labour 1,364
Machinery Costs 1885
Rent T09
Miscellaneous 1536

Total Fixed Costs 8L9L

Total Expenditure .,. £16,287 4 Total Output £19,161  &49,4

Net Profit ... ses £ 2,87L

Gross Margin v vos eoe £29,3 per acre
Fixed Costs vee see 0o £21,9 n "o
Fixed Costs % of Gross Margin 75%
Net Profit % of Gross Margin 25%

Cropping: , , Stocks
Cereals 163 a.
Potatoes = Q.
Sugar Beet 8 a.
Roots 2 Qe
Other Crops =T 117 Twes
- 13 Ewe Hoggs

5 Beef Cows
70 Other Cattle

a.n
Hay/gilage Qe
Rotn. Grazing a.
Perm, Grass Qe
Rough Grazing L a.

Reguler Hired Labour:
Tractors:

a. (388 adjusted adres)
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TYPE LC BERWICK/ROXBURGHSHIRE CROPPING

Financial Results 1959/60

Expenditure

Per Per Adj. Per
Form Acre ‘ Farm

Variable Costs: . g £ . £

Cattle : 3071
Sheep LT6k
Pigs & Poultry, etc, 1103

Purchased Feed 1970
Seeds v 675
Hanures 1409
Contract Work 133
Casual Labour 891
Fuel 5Tk
Miscellaneous 650

N HW

Stock 8938

N = OO\ GOWWNNO -

e & © @ 3 e o

RSO

Wheat 914
Barley 44,00
Oats - 997
Potatoes 2706
Sugar Beet 932
Hay, Straw, Grants, etc. 560

Total Variable Costs 6302

N
ol

Crops, etc. 10,509

Fixed Costs:

Regular Labour L4052
Machinery Costs 2550
Rent 546
Miscellaneous 12ul

Total Fixed Costs 8392

Total Expenditure ... £14,694 £ Total Output £19,L47

Net Profit v soce £ 1‘1',753

Gross Margin ... eoe vee £ 26,0 per acre
Fixzed Costs ces  see  eee R16,6 M "
Rixed Costs % of Gross Margin 6L%

Net Profit % of Gross lMargin 36%

Croppings

Cereals - 183 21 Beef Cows
Potatoes 20% 72 Other Cattle
Sugar Beet
Roots

Other Crops 285 Dwes

5L Ewe Hoggs

Regular Hired Labours

Hay/%ilage Tractors:

Rotn. Grazing
Perm, Crass
Rough Grazing

(506 adjusted acres)
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TYPE LD FIFE CROPPING FARIMS

Financial Results 1959/60

Ixpenditure

Per Per Adj.
Farm Acre

Variable Costs: £ £

Purchased Feed 980
Seeds © 603
Manures 1183
Contract Work 193
Casual Labour 686
Fuel 316
Miscellaneous 2L0

Total Variable Costs 4201

——

Cattle
Sheep :
Pigs & Poultry, etc.

* ® o o ®

OWNWO O VN

Stock

L]

= =N Ul N

|

Wheat

Barley

Oats

Potatoes

Sugar Beet:

Hay, Straw, Grants, etc.

1t
-3
L ]

\O

Fixed Costs: Crops, etc
, [ ]
Regular Labour
Machinery Costs
Rent
lMiscellaneous

-

o o
LY - -

130 O

|

Total fixed costs

}-—I
-3
L]
=

Total Output £10, 389

&
W
U1
°

o

Total Expenditure ...

Net Profit ...

taz
o -
no

Gross Margin ... see vos 2 26,3 ©per acre
Fixed Costs ees see Voo e .1 "
Fixed Costs % of Gross Margin, 65%

Net Profit % of Gross Margin.. 35%

Cropping: Stockss

Cereals Beef Cows
Potatoes Other Cattle
Sugar Beet

Roots '

Other Crops 46  Bwes

Regular Hired Labour:
Hay/Silage Tractors:
Rotn, Grazing 6
Perm, Grass
Rough Grazing

(235 adjusted acres)
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TYPE 54 DATRY FARMS
With Cash Cropping Important

Financial Results 1959/60

Expenditure

Variable Costs:

Purchased Feed
Seeds

Manures
Contract Work
Casual Labour
Fuel ]
Miscellaneous

Cattle

Sheep

Pigs & Youltry
Dairy Produce

Stock

HoWwW O
- - o - - L L]

VIWF OV O]

|

Wheat

Barley

Oats

Potatoes

Sugar Beet

Fixed Costs: Hay, Straw, Grants, etc,
Regular Labour
Machinery Costs
Rent
Miscellaneous

Total Variable Costs

N
U1
-
no

Crops, etc.

5
6
T
0

Total Fixed Costs

Total Expenditure ..., £18,198 & Total Output _ £21,903

Net Profit eee. & 3,705

Grogs Margin vor cor e & per acre
FiXed COStS eeo e oo e c " "
Fixed Costs % of Gross Margin

Net Profit % of Gross largin

Cropping:s ' Stock:s

Cereals 124% - _ 65 Dairy Cows
Potatoes 295 ¢ 87 Other Cattle
Sugar Beet 2%

Roots 205 o

Other Crop 164 1k Bues

D —

Regular Hired Labour:

Hay/%ilage Tractors:
Rotn. Grazing 93

Perm. Grass 16
Rough Grazing 2

e co—
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TYPE 5B DATRY FARMS

With Crop Sales Unimportant

Financial Reeults 1959 /60

Expenditure

Per DTer Adj.
Farm Acre

Variable Costs: £ £ £

Purchased Feed 2367
Seeds 326
Manures 561
Contract VWork 5
Casual Labour L,01
Fuel 343

Miscellaneous 265

Cattle 1681
Sheep 122
Pigs & Poultry 410
Dairy Produce 4930

Stock 8215

HUIIWHF WO .

Wheat 282
Barley 165
Oats 513
Potatoes 782
Hay, Straw, Grants, etc. 421

Total Variable Costs L4341

Fixed Costss . Crops, etc. 2163

Regular Lakour 2336
Hachinery Costs 1123
Rent 256
Miscellaneous 813

Total Fixed Costs 4528

Total Expenditure ... £8869 Total Cutput vee R10,408  £43,6

Net Profit ... £1539

Gross Margin ves PP ere & 25,4 7per acre
Mixed Ccasts voe o e 0o £ 19c0 " "
Fixed Cﬁgts'% of Gross Margin 5%

Net Profit % of Gross Margin 25%

Croppings v Stocks

Cereals 2. 42 Dairy Cows
Potatoes 63 Other Cattle
Sugar Beet
Roots

" ‘ 1 97 Ewes

Other Crop ‘ 18 Ewe Hoggs

Hay/Silage
Rotn, Grazing
Perm. Grass
Rough Grazing

Regular Hired Labour:
Tractors:




SECTION IIT

VARTABLRE g@ﬁTS/GROSS IMARGIN DATA - CROP FMTERPRISES

The figures of variable costs and, where appropriate, gross
margins, which follow are typical of East of Scotland experience.
They are presented to provide some standards for comparison and
also to illustrate the main varisble costs elements in crop
production. As has already been discussed, reliable farm planning
requires that the data used must be appropriate to the particular
farm under consideration, and it is unlixely therefore that the
figures which are presented in the following section will be applicable,
as they stand, to the vast majority of individual situations. They
nerely serve as a general guide.

In the examples given it has generally been assumed that the
farmer owns all the necessary equipment but typical contract charges
have been set out in footnotes to guide in those not uncommon
situations where the farmer has to seek outside help and where, as
a result, contract charges can be a sizeable variable cost item.
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CEREALS

, ‘ Combine-harvested
Variable Costs per Acre: Binder-harvested (own combine & drier)

& S £, 8.

Seed 12 cwt. 12 12
Fertiliser 3 cwt. 14 14
Twine & Spray Materials - 17
Fuel (incl.drying) 1 L
Casual Labour 5 -

Total Variable Costs £17 12

Thea arle e
Output per Acres ¥heat o Barley . . Qats
(Tncl. def. payt.): 31 owb. &42¢ —/= 30 owt., &373 =/- 23 cwt. £28:10/-

Gross Margin per Acre:?

Binder | o £3ls 8/- ' £29: 8/- £20s 18/=
Combined £34:13/- £29213/- g21s 3/-

Contract Charges:

Combining -~ &4 - &5 ©per acre,

Baling Straw -  30s, - 4Os, per acre.

Drying per ton= 30s, (184); 36s, (20%)3; Lhs. (22%);

Spraying - Low Volume 11s. per Acre (excluding materialsg
High Volume 33s. per acre ( U n

SUGAR BEET

(mechanically harvested)

Variable Costs per Acre:s Precigion sown Non~-Precision sown
£, S

Seed 6 1b,
Fertiliser 10% cwt.

5 15 1b.
. 9
Spray lMaterial ' L
L
0

10%* cwte

Tractor Fuel 32 hrs.
Casual Labour 10 hrs. 1

32 hrs,
18 hrs,

Total Variable Cost £17 12

e

Output per Acre: 12% tons - Value £75: —=/-

Grogs Margin Per Acre: Precision sown: £57 s B/L
Non-precision sowns £55: 3/-

Contract Charges: Complete Harvester - &10 per acre.
Topping, Lifting, Dumping &8 - £9 per acre.
Spraying - Low Volume 1lls. per acre
- (excluding material)
High Volume 338 per acre
(exeluding material)

Overall labour requirements are 92 hours per acre precision sown and

100 hours per acre non-precision sown.
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POTATOES

Variable Coats Per Acre: Second . Main

Barly Farly ' Crops

£¢ SQ 5:. Sn ' £«l Sl .

Beed 25 cwt, 31 - 20 cwvte 256 -~ 20 cwt, 25 -
Fertiliser 2 13 0 v 10 19 10 v 10 19
Spray Materials - 2 = 2 =
Baskets, etc. 1 2 - 2
Tractor Fuel 20 hrs. 2 22 hrs, L 25 hrs
Casual Labour - picking T 5

Total Veriable Costg 855 8 £51

Output per Acre: , 6 tons £150 74 tons £120 8% tons £110:10s.

Gross Margin per Acre: £ 9L4:11s, £69: 12s, £ 59: 5s.

Notes

(i) Figures above assume planting by own machine.
For hand planting add 10 hours casual labour.
Contract charges for planting vary between 34/5 - 69/6 ver acre.

(1i) Main crop assumed to be dressed by farm staff.

Casual labour costs &£4:10s., per acre (assuming half of squad
are casual workers),

(1ii) Comtract spraying charges - Low volume 1lls. per acre
(excluding materials)

~ High volume 338. per acre
(excluding materials)

(iv)  Overall labour inputs above are 80 hrs,, 85 hrs,, and 140 hrs.,
for early, second-early and main crops respectively.

TURNIPS

Variable Costs per Acre: Carted & Shawed Folded

Ko Soe

Seed . 8
Pertiliser 8 cwt. L L
Tractor Fuel 30 hrs.

Casual Labour (Thinning & Hoeing) 10 "

Casual Labour (Shawing) 12 "

Notes

(i) Precision-seeding is assumed, If non-precision seeding, add
8 hours casual labour to thinning and hoeing and add 2/L to
seed cost,

(i1) Overall labour input is 87 hours for carted and shawed crops,
and 41 hours for folded crops, assuming precision-seeding.




Variable Costs per Acre:

Seed
Pertiliser . 8 cwt.
Tractor Fuel L1 hrs,
Casual Labour:s

Thinning & Hoeing . 10 hrs.

Total Variable Costs

Notes
(1) Above figures>assume kale to be cut and carted., If folded,
tractor hours are reduced to 13 hours. '

(ii) If folded, with no thinning énd:hoeing, casual labour is not
required,

(iii) Overall labour input is 95 hours per acre where the crop
is thinned, hoed, cut and carteds and 17 hours per acre
where the crop is folded and neither hand thinned nor hoed.

Variable Costs per Acre: ‘ Pick-up Baled

Seeds :
Fertiliser 3 cutb.
Tractor Fuel . T hrs.

Total Variable Cost

Overall labour requirements: Ricked . 20 hrs.
Pick-up baled 11 "

GRASS STIAGE

Variable Costs per Acre: Harvested Harvested by
by Buckrake Forage Harvester

£. s.
Seeds 1 10

Fertiliser L cwt. 2 18
Tractor Fuel = 14 hrs 1 8

Total Variable Cost £5 16

-

Overall labour requirements: 16 hrs. and 9 hrs. buckrake and forage
harvester respectively.

GRAZIIIG

Variable Costs per Acres £e S

Seed 1 10
Tertiliser o cwt, 1 16
Tractor Fuel 1 hre = 2

Total Variable Cost &3 8




SECTION IV,

LIVESTOCK ENTERPRISES

VARTABLE COSTS/CROSS MARGIN DATA

Variable costs in livestock production have two components:-—

(a) those costs, such as concentrates and veterinary
and medicine expenses, directly attributable to
the livestock,

(b) those costs comprising the variable costs element
in the production of the roughages consumed by
the livestock,

In the ensuing section, these two sets of variable costs are
stated separately but those variable costs attributable to home-
grown roughage consumption are not set out in detail. The crops
section gives this latter detail.
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DATRY COWS — SITAGE FEEDERS

(Rearing own replacements)

Variable costs per cow:

(a) Variable costs directly attributable to cattles

(1) To cows: Concentrates 20,26 cwt, £31: 10:
Dsiry Expenses L: 1
Fuel 1: 18: 5 &37

(i1) To replacement: (Detail below) 6
(b) Variable costs attributable to home-grown roughage:
(1) To cows: Acres
Silage o 3L

Kale .08
Grazing « 90

(i1) To replacement (detail below)

Total Variable Cost

Output per Cows:

Milk sales per annum (750 galls.) , - 8£112: 10:
Calf sales per cow (annual average 5: e

©

Cast cow sales (annual average per cow) o 11: -

GI‘OSS 1“4Iargin3 ga’g pGI' COW escooeeescooce &: 753 133 7
D) PET GCTE sevsosscssss & 368 11t 2

Note: (1) Cross margin per acre figure is based on 2,07 acres

(i1) Assumed that cows have an average of four lactations, The
replacement costs per year which are included are therefore
one quarter of the cost of bringing one heifer to the calving,
one heifer being required every fourth year to replace each cow,.

VARTABLE COSTS PER REPLACEMENT

(Costs of one heifer brought up from birth to calving at 2L years o0ld)

Variable costs per Replacement

(1) Directly attributable to replacement

Concentrate 10,5 cwt.
Milk L5 galls.
Miscellaneous

(ii)  Attributable to home-grown roughage:

Hay oLl g 17
Silage ¢ 39 : 19:
Grazing 1.25 s 5

2,05 Total Variable Cost

Output per Replacement :

Value of heifer at calving
less Value of new-born calf

b

Gross Margins gag per replacement .......&373 28 10

PET ACTE secsessorses 2183 28 4
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DATRY COWS ~ ROOTS FEEDERS

(Rearing own replacements)

Variable Costs per Cows

(a) Variable costs directly attributable to cattle.

(i) To cows: Concentrates 20,26 cwt.
Dairy Expenses
Fuel

(ii)  To replacement (detail below)

(b) Variable costs attributable to home—grownvroughage:
(1) To cows: 4 Acres

Roots .12
Kale .06
Grazing 1,10 £9 1

replacement (detail below 2 1

Total Variable Cost 855 9

Output per Cow:

Milk Sales per annum (750 gallons)
Calf Sales per cow (annual average)
Cast cow Sales (annual average)

£128 10 -

Gross Margin: (a) DET COW eeeeessss £ T32 =t
(b) per acre sesesss. £ 303 13s

Notes (1) ~ Gross margin per acre figure is based on 2,38 acres

(ii)  Assumed that cows have an average of four lactations. The
. replacement costs per year which are included are therefore
one quarter of the cost of bringing one heifer to the calving,
one heifer being required every fourth year to replace each cow,

VARTABLE COSTS PER REPLACEMENT

(Costs of one heifer brought up from birth to calving at 2% years old)

Variable Costs per Replacement s

(1) Directly attributable to replacement

Concentrates 10.5 cwt., & 15:
Millk 45 galls, 6

Miscellaneous 23 £ 2, 15 -

(ii)  Attributable to home-grown roughage:

Hay Z: B
Roots 3: L4
Grazing bs 52 =290 17 8

Total Variable Cost &£ 35 12 8

Output per Replacement:

Value of heifer at calving £75: =3
less Value of new=born calf , 4 D2 =% =
Gross Margin: (a) per replacement .... &34 T L4
(D) per acTe seeeseessss &15 12 5
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SUCKLER COWS (INWINTERED)

(Replacements purchased as in-calf heifers)

SILAGE FEEDERS

Variable Costs per Cowe

(1) Variable costs directly attributable to cows:

.Concentrates 3.49 cwt. g L
Miscellaneous 1

(11) Variable costs attributable to home-grown.roughage:

Acres

Hay 352 1
Silage 37 1
Grazing 1.25 L

Total Variable Cost

ROOTS FEEDERS

Variable Costs per Cows

(1) Variable costs directly attributable 6 cows:
Concentrates 3,25 cwt,
Miscellaneous
(i1) Variable Sosts attributable to home-grown roughage:
‘ _ Acres
Hay ' o 3L ’ £1 11
Roots .10 1 12
Grazing 1.25 L 5

Total Variable Costs

OUTPUT PER COW

Calf 45 -~ -
Calf Subsidy 810 -

£53 10 -

Less Cow Replacement Cost 5 = =

£48 10 -

T )

‘Note: Assumed that cows have an average herd life of 8 years, that cast
cows are sold for &40 and in-calf heifers are purchased for K80,

GROSS MARGIN ¢

(a) per cow

(1) silage feeders ... 35 6 4
(ii) root feeders ... 3 11 5

(b) per acre

(i) Silage feeders DN L] LR c 18 l{- 1
(ii1) root foeders see  eoe  ee. &£ 21 = 11

Notes (Gross margin per acre is based on 1,94 acres silage feeders
and 1,69 acres for root feeders.




SUCKLER COWS (OUTWINTERED) — UPLAND FARMS

KReplacement purchased as in-calf heifers)

SILAGE FEEDERS

Variable Costs per Cows

(1) Variable costs directly attributable to cowss
Concentrates 1,50 cwt,
Miscellaneous :

(i1) Variable costs attributable to home-growm roughages
Acres

Hay ‘ 53 1
Silage <33 1s
* Grazing 1,50 5

Total Variable Cost

ROOTS FEEDERS

Variable Costs per Cow:

(1) Variable costs directly attributable to cows:
Concentrates 1,50 cwt,
Miscellaneous '

(1i) Variable costs attributable to home-grown roughage:
Acres

Hay + 35 1: 11:
Roots , , 06 19:
Grazing ' © 1,50 o He 23

Total Variable Cost

OUTPUT PER COW

Calf - £30 -
Calf Subsidy 8 10
Hill Cow Subsidy 12 -

£50 10

Less Cow Replacement Cost 5 - =

o— e,

&5 10 -

Note: Assumed that cows have an average herd life of 8 years, that cast
~ cows are sold for &£,0 and in-calf heifers are purchased for £80.

GROSS MARGIW:

(a) per cow .
(1) silage feeders £33
(ii) root feeders... &3L

(b) per acre’

(1) silage feeders see oo g15 122 3
(ii) root feedersee  aee  oeo £18 - 10

Notes Gross margin per acre is based on 2,16 acres for silage feeders and
1.91 acres for root feeders.




WINTERING SUCKLED CALF

Variable Costs per Calf:

(i) Variable costs directly attributable to calf
Concentrates 5.0 cwt. £ 17 9

Miscellaneous Costs - 10

(i) Variable costs attributable to home-grown roughage:
Acres o
Hay o 3T 13
Roots : .09 1 9

Total Variable Cost £11 2

Gross Output

Selling Price
Less Cost of calf L0

& 20

GROSS MARGIN

(a) per Store Beast ees <00 £ 8 17
(b) pexr Acre 440 see see £19 6

WINTERING STORE BEAST (12-1L months old)

Variable Costs mr Store Beast:

(1) Variable costs directly cttributable to stores

Concentrates L5 cwt. gL 17T 6
Miscellaneous costs - .15 =

(ii)  Variable costs attributable to home-grown roughages:
Acres

Hay .25
Roots . 13

£ 3 4 8
Total Variable Cost& 8 17

Gross Output

Selling Price £ 65
Cost of Store 50

£ 15

GROSS MARGIN:

(a) per Store
(b) per Acre
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PAIL FED CALF FATTENED AT 18-20 MTHS.

Variable Costs per Fat Beast

(1)

Concentrates

- Miscellaneous costs

- (id)
Hay
Roots
Grazing

(Autumn €alf)

Variable costs directly attributable to cattle:

£20 9
112

12,75 cwt

Variable costs attributable to home~grown roughage:

45
17
50

T

9

£ 6 9

Total Variable Cost £ 28 11

tput per Beast

Selling Price
Calf Subsidy

Less Calf Cost

GROSS MARGIN:

£ 3 18
£ 32 19

(a) per beast ...
(b) per acre

LN

L s 00

WINTER-FATTENED BULLOCK

Varigble Costs per Bullocks:

| (i) Variable costs directly attributable to cattle:

Concentrates
Miscellaneous Costs

6,75 cwte

(11) Variable costs attributable to hame—grown roughage:
Acres
.25

Hay .
23 _ 1

Roots

£L 16

Total Variable Costs £13 13

Output per Bullock:

Selling Price £ 95
Less Cost of Store 70

£ 25

s s o
pem—————

GROSS MARGIN:

£11 6 11
2312 8

per bullock e«
per acre

&

o0
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SUMUERING BEEF CATTLE

Variable Cogts per Beast (6 months old)

(i)  Variable costs directly attributable to cattle:

Concentrates L cwt.
Miscellaneous costs

Variable costs attributable to home-grown roughage:

Grazing .5 acres

Total Variable Cast

Variable Costs per Beast (12 months old)

(i) Variable costs directly attributable to cattle:

Concentrates .3 cwh,
Miscellaneous costs

Variable costs attributable to home-grown roughage:

Grazing .8 acres

Total Variable Cost

Variable Costs per Beast (18 months old)

(i) Variable costs directly attributable to cattles

Concentrates o1 cwt,.
Miscellaneous costs

Variable costs attributable to home-grown roughage:

Grazing 1.0 acres

Total Variable Cost

Veriable Costs per Beast (24 months old)

(1)  Variable costs directly attributable to cattle:

Concentrates 2 CWhe
Miscellaneous costs

Variable costs attributable to home-grown roughage:

Grazing 1.2 acres

Total Variable Cost
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PIGS

BREIDING SOWS

Variable Costs per Sow

Cencentrates 31 cwt,
Migccllaneous costs

. Total Variable Cost

OQutput per Sow

16 Weaners @ £5 £80
Sow replacement Cost 7

I——

&13

===

HMARGIN per Sow pef Year £ 23: 10s.

FATTENING PIGS

Variable Costs per Pig

Concentrates L owt, g : - 8 cwt.

Miscellaneous Costs = 13

Total Variable Costs

Output per Pig £ : .. &17. 10s.

Less Weaner Cost 4 5

5\‘412 1080

GROSS MARGIN per Pig : ' £ 3 1bs.
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SHEEP
HALF BRED EWE FLOCK

(Replacements purchased as gimmers)

Variable Costs per Score Ewes

(i) Variable costs directly attributable to ewes:

Concentrates 20,2 cwt. 226 11
Hiscellaneous costs 10 -~

(ii) Variable costs attributable to home-grown roughage:
Acres

Hay ' ' L0 £1 16
Roots .80 12 17
Grazing 9,65 32 16

Total Variable Cost

Qutput per Score Ewes

Saless 30 Lambs @ &£7: 10s. £225
5 Draft Dwes @ £8: 6s. L1
Wool 20 fleeces @ &£1: 10s. 30

£296
Replacements 6 Gimmers @ £14 8l

£212

Note: Assumed lambing percentage of 1504 and ewes drafted after L crops.

GROSS MARGIN ¢

éa; PET SCTE EWeS ... ... £ 128 8 3
D) DET aCTe +s  oes ... & 11 16 8

REARING GIMMER REPLACEMENTS

Variable Costs per Gimmer

(1) Variable costs directly attributable to gimmerss

Concentrates 1 cwt.
Miscellaneous costs

(ii) Variable costs attributable to home-grown roughages:
Acres 4

Hay .02 , £ -~ 1 10
Roots .05 , -~ 16 1
Grazing 25 - 17 -

Total Variable Cost

Qutput per Gimmer

» Gimmer
Less Value of Ewe Lamb

GROSS MARGIN :

éa; per gimmer ... ... &2 11 1

b) per acre ... eee &7 19 8
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EGG PRODUCTICN

Variable Cogts per Bird

Deep
Litter Battery

Concentrates ,98 cwt, 1,03 cwt, £1 9 10 1,07 cwt, £ 1 12

Miscellaneous costs L

Total Variable Cost

OQutprut per Bird

Less
Replacement Cost

GROSS MARGIN per Bird

BROILER PRODUCTION

Variable Costs per Bird

Concentrates ,08 cwt.

Miscellaneous Costs

Total Variable cost

Output per Bird

Selling Price
Chick Cost

GROSS MARGIN per Bird +..









