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Introduction

In the nearly 50 years that I have been a farmer, I have dealt with droughts, 
bushfires and other tribulations inherent to Australian farming. The aim of this 
book is to pass on the knowledge I’ve gained in meeting these challenges, and to 
help you to make your farm both financially successful and environmentally 
sustainable. In the long run, financial success will be possible only when the farm 
is environmentally sustainable, and vice versa. Whether you are currently making 
a loss, breaking even, or simply believe you can do better, this book will help you to 
manage your farm finances more strategically, to return to profitability and even to 
increase it.

The crucial element in strategic management of farms is future planning, so 
planning is emphasised throughout the book. We especially look at how to 
approach the sometimes bewildering variety of decisions that you must make as a 
farmer – about expansion, investments, environmental improvements, labour 
recruitment, succession and so on. At each step, it is crucial to have as accurate a 
picture as possible of what you will be getting yourself into when you head down 
any of these roads. To gain the clearest picture, you will first need to ‘take stock’, 
which is where we start in Chapter 1. What sort of shape is your farm in? Is it 
viable? How financially fit are you and your farm to take on new projects or new 
directions? Is your farm worth increased investments of time and money, or should 
you sell before you head into deeper trouble? If you haven’t done so already, you 
should probably master financial software and learn how to prepare applications 
for bank credit.

Most Australian farmers swing between good and bad years because of 
changing climatic conditions, variable crop returns, volatility in beef, wool and 
other markets, and natural disasters. This revenue instability, which can lead to an 
accumulation of debt, is why forward planning is vital to your farm operations. 
Chapter 1 discusses the importance of planning and advises you on developing 
three crucial plans: a business plan, an environmental plan, and an adverse-events 
plan. All of these are required if you are to make rational decisions and avoid 
returning to the bank again and again to borrow.
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These plans are where you set your broad goals and projects, but you also 
need to draw up detailed budgets for the various aspects of your operations. In 
Chapter 2, you will find advice on drawing up budgets for maintenance, 
development, debt-reduction, the household, environmental improvements and 
other areas. We also discuss the problem of the ‘debt tunnel’, which is one of the 
most common traps for farmers – one that often leads not only to financial 
trouble but also to emotional difficulties, including intense stress and even 
depression, and can result in damaged family relationships. Sometimes it’s hard 
to wait for the next cheque without borrowing again, but high levels of debt can 
become unsustainable and they erode the equity that you have in your farm. 
Monthly repayments on a large loan can impede your capacity to upgrade, and to 
buy better breeding stock or more efficient machinery. They also reduce your 
available cash to spend on environmental improvements such as reducing soil 
erosion, improving waterways and planting trees – all of which are crucial to the 
sustainability of your farm.

For all these reasons, in writing this book, I drew on the expertise of Professors 
Bruce Chapman and David Lindenmayer, who have economics training and 
experience in sustainable farming, respectively. Together, we’ve done cost–benefit 
analyses of various aspects of farming, such as extending land holdings and 
investing in machinery, to help you to make the best-informed decisions possible. 
In Chapter 2, we discuss the wisdom – for those farmers who have the financial 
capacity to do so – of reducing the concentration of risk in the farm by investing in 
off-farm assets such as residential or commercial real estate, or a share portfolio 
that pays dividends twice a year. Some farmers might also resort to part-time or 
seasonal work elsewhere. Other family members, including partners, might also 
work elsewhere during the week and then help around the farm on the weekend. 
Unfortunately, neither option leaves a lot of time for R&R for the farmer’s family, 
but you knew that when you started farming!

Chapter 3 explains the importance of cost–benefit analyses and how to do 
them, in the context of a discussion about how you might improve your farm’s 
profitability. Most farmers who want to expand their farming businesses decide 
to do so by either buying a neighbouring farm or shifting to intensive 
production methods. I understand why a farmer might want to do this, but in 
Chapter 3, I stress the importance, before taking either of these steps, of 
considering the law of diminishing returns (the theory that, at a certain point, 
the gains to be made from increasing one aspect of production will get smaller 
and smaller if all other aspects remain the same). The chapter deals with the 
kinds of questions you should consider before buying a neighbouring farm. Is 
the property worth buying? Can you afford the loan repayments? How can you 
optimise your operations without taking on more debt and more trouble down 
the track?
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It is important for farmers to keep costs as low as possible if they are to 
increase profits. This may seem illogical at first, because lowering costs usually 
leads to decreased income, and yet it can lead to greater profit. For example, if 
total farm revenue is $100 000 per year and costs are $95 000, then a farmer is 
left with $5000 profit. Reducing costs to, say, $50 000 per year might result in 
lower revenues of, say, $70 000, but that would provide a farmer with $20 000 
profit. For reasons explained in Chapter 4, reducing costs is also likely to be 
better for the environment, ecosystem condition and biodiversity. As farmers, we 
are only custodians of the land we work. We should aim to leave the 
infrastructure and the environment in better condition than when we took the 
farm over. Chapter 5 talks about how to do this by attending to pasture, weeds, 
soils, trees and erosion.

Good succession planning is particularly important for farmers, whose 
primary asset is usually the farm they own and work. Although succession 
planning can be confronting, and difficult to discuss with the family, it is 
imperative that you make your plans and have those discussions; everyone in the 
family should know what will happen when you retire, or if you die unexpectedly. 
Good succession planning reduces the likelihood of damaging disputes that can 
rupture family relationships and incur legal fees. This delicate topic is discussed in 
Chapter 1 and has its own checklist in Appendix 1E.

I have a passion for farming. I want to help Australian farmers to be more 
proactive, to improve their money management skills, to take control of their 
farm’s finances and to think about improving the environmental aspects of their 
farm. Through years of experience, I have learned that financial security and 
prosperity are enhanced by prudent and proactive financial management. Having 
lived through good times and bad, drought and bushfires, high and low 
commodity prices, the formula I have arrived at for being a successful farmer 
involves some key activities. Each of these is discussed in detail in this book:

•	 developing	a	comprehensive	farm	plan	that	includes	a	business	plan,	an	
environmental plan, an adverse-event plan and a succession plan (Chapter 1)

•	 crafting	a	whole-farm	budget	that	includes	budgets	for	maintenance,	
development, debt reduction, family expenses and environmental improvement 
(Chapter 1)

•	 aiming	for	little	or	no	farm	debt	and,	if	possible,	making	off-farm	investments	
(Chapter 2)

•	 doing	cost–benefit	analyses	of	potential	productivity	improvements,	taking	
into account economies of scale and the law of diminishing returns (Chapter 3)

•	 considering	the	pros	and	cons	of	buying	more	land	(Chapter	4)
•	 learning	and	using	environmentally	sustainable	farming	practices	(Chapter	5).
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Appendix 1 contains a collection of Farm Finance Checklists, which you can 
refer to constantly as you consider all your options. I hope this book helps you to 
manage your farm finances in a more strategic manner and to return to 
profitability if you’re currently making a loss, or to increase your profitability if 
you’re breaking even, or simply believe you can do better. Whatever your 
situation – whether you have significant debt or not – I want to reassure you that 
most farms can be managed so they carry little or no debt. Most farmers can 
accumulate financial assets. And, assuming they’re realistic, most farmers can have 
the level of prosperity they dream about.

There is money to be made in anything done properly, legally and ethically, 
and that includes farming. I hope that this book will help you on your way.

John Mitchell, BA, OAM
Towong Hill Station, January 2022



1
Taking stock and making plans

A family farm is more than just crops and animals. It’s a way of life, it’s 
heritage, it’s the future. But it’s also a way of life that ultimately requires 
the family farm to operate at a profit.

Whether you have inherited a farm or bought one,1 most farmers have chosen 
farming as a way of life. However, you still need to run your business as a profitable 
enterprise. A significant number of family farms in Australia don’t generate 
enough income to pay the family bills, let alone pay off debt. Farm debt in 
Australia has increased by over 75% in the last decade. But if you take a prudent 
and proactive approach to management, your farm can very likely be managed so 
that it carries little or no debt.

Given the variability of returns from year to year, it is crucial that farmers 
build a financial buffer to tide them over during difficult times. As well as trying 
to maintain some bank savings, you should consider using the federal government 
Farm Management Deposits Scheme,2 which allows farmers to put pre-tax income 
into the scheme during good years and draw on it as needed during leaner years.

In 2018–2019, the average Australian farmer was 58 years old and had roughly 
37 years of farming experience. The average equity ratio among broadacre 
farmers – the amount of debt divided by the value of the farm – was 88%. That is, 
the amount they owed to the bank was less than the value of the property. If you 
decide to sell your farm – or your succession plan involves selling the farm – then 
that equity ratio is a good sign. If, like many Australian farmers, you want to pass 
on the farm to a family member or members, then that level of equity is a good 
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thing: if you and your partner don’t have enough off-farm assets to generate a 
retirement income sufficient for you to retire in comfort and security, then your 
child(ren) will probably have to help you financially for the rest of your lives. A 
strong farm balance sheet (high equity) makes it easier for those who inherit the 
farm to pay such an annuity.

So, how to go about creating a successful farm? Is it feasible, given where you’re 
starting from right now? To assess the potential of your farm to become a financial 
success in the long term, the first thing you need to do is take stock of your current 
financial situation, by compiling a simple net worth statement that adds your assets 
together and then subtracts your liabilities (explained below). Be warned: there is a 
risk that this exercise will make you see the difficulty of bringing your farm to 
long-term, sustainable profitability, and indicate that perhaps you would be better 
off selling rather than carrying on (at least with this particular farm). Despite the 
emotional connection you probably feel to farming and to your farm, it is 
sometimes better to get out early and preserve what equity you have – and at the 
same time preserve your mental health and your family relationships. Selling your 
farm might be the most appropriate move if you are in a debt tunnel, are making 
large losses after servicing the debt, and the debt is growing exponentially.

If, having filled out your net worth statement, you do decide that it is best to 
sell your farm, then you should sell well before foreclosure. You should put it up for 
sale only after completing fundamental tasks like repairing gates and fences and 
tidying up sheds and yards. Other relatively inexpensive things you can do to make 
the farm ready for sale and increase its sale price include:

•	 repairing	and	painting	the	house
•	 sprucing	up	the	garden
•	 making	any	necessary	repairs	to	farm	buildings
•	 fixing	any	damaged	sections	of	stockyards.

The mechanics of taking stock
There are numerous online resources to help you to compile your assets and liabilities 
statement, including an Agbiz calculator published by the Queensland Government 
(at the time of writing this was available from www.publications.qld.gov.au/dataset/
agbiz-tools-business-and-finance-farm-finance/resource/090eebbc-3f41-4577-882f-
a4694488106e) (see Figure 1.1).

One of the most important questions you must be able to answer is whether you 
will be able to afford the repayments on your various loans in both good years and 
bad. The value of your assets (land, stock, plant, licences) minus your total debts = 
your net worth. Your total debt amount, along with the bank’s interest rate and the 
length of the loan term, determine the level of debt service (repayments). This 

http://www.publications.qld.gov.au/dataset/agbiz-tools-business-and-finance-farm-finance/resource/090eebbc-3f41-4577-882f-a4694488106e
http://www.publications.qld.gov.au/dataset/agbiz-tools-business-and-finance-farm-finance/resource/090eebbc-3f41-4577-882f-a4694488106e
http://www.publications.qld.gov.au/dataset/agbiz-tools-business-and-finance-farm-finance/resource/090eebbc-3f41-4577-882f-a4694488106e
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Success begins with a budget

Once you have a basic and viable farm plan, you should turn to setting budgets for the 
key areas of your farm activity, with the aim of achieving long-term sustainability.

The environmental, financial and emotional wellbeing of farmers is important 
both for you the farmer and for the farm itself. Farmers who improve the financial 
and environmental aspects of their farm are likely to feel more upbeat than those 
who do not. A farm business under financial stress is highly likely to also suffer 
environmental damage stemming from a loss of trees, poor soil health and limited 
biodiversity, all of which will reduce future output and decrease profit. A farmer’s 
emotional health under these circumstances is likely to deteriorate, further 
compounding the problems. Together, these factors can lead in a downward spiral 
away from financial sustainability. Debt accumulating on the balance sheet quickly 
erodes equity and can ultimately mean that you will be forced to sell your property.

To put this scenario into the context of a farm balance sheet, let’s look at a 
hypothetical example.

•	 Let’s	say	that	there	is	$800 000	worth	of	land	and	livestock	and	that	the	
clearing sale value of the plant is $200 000, making total assets worth 
$1 000 000. Of this, $900 000 is equity and $100 000 is debt. Thus, the debt-to-
equity ratio is 10%.

•	 Owing	to	financial	hardship	caused	by	a	variety	of	factors,	the	debt	is	not	
serviced. On top of that, a further $10 000 is added each year because while the 
farm makes a profit of $30 000, annual living expenses total $40 000.

•	 The	farmer	has	no	money	to	spend	on	infrastructure	maintenance	or	
biodiversity improvements.
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•	 Move	forward	15	years	and	the	debt	has	grown	to	$527 200,1 a five-fold 
increase.

•	 The	farm’s	total	assets	may	have	increased	to,	say,	$1.2 million,	less	than	might	
have been expected because the farmer has only been able to afford limited 
maintenance and the productivity and environment of the property have 
deteriorated.

•	 The	farmer	now	has	a	debt	of	$527 200	and	the	equity	is	only	$672 800,	giving	
a debt-to-equity ratio of 43.9%, clearly in dangerous territory.

•	 The	farmer	has	fallen	victim	to	emotional	depression	and	is	incapable	of	
recovery. This is a failed farm on all three levels – financial, environmental and 
emotional.

To prevent such a slide into debt and despair, it is important to have a 
comprehensive farm budget and to stick to it. Budgeting involves being very careful 
about expenditure. You need a realistic assessment of your financial progress each 
quarter and you must have an escape route at the ready. You need a solid 
understanding of at least three fundamental financial issues:

•	 the	rate	of	return	on	your	capital
•	 the	size	of	your	debt	and	its	decelerating	or	accelerating	future	impact
•	 the	benefit	of	savings	and	off-farm	income,	especially	investment	income	with	

passive cash-flow.

Armed with this information, you can calculate your financial risk at any given 
moment, fine-tune your strategies to head off losses and be well on your way to 
financial success.

Financial success brings with it the capacity to improve the environmental 
condition of your farm, which leads to greater peace of mind. Budgets are essential 
to financial success.

How to be frugal

Farms can be run on either a frugal or a wasteful basis. If you’re frugal, you think 
carefully about every purchase you make. When you’re choosing a power drill, for 
example, which can cost from about $30 to $600, you should bear in mind that 
research shows that the average power drill is used for only 6–20 minutes in its 
entire life.2 Prices of other tools also vary greatly and many of them will sit in your 
shed, gathering dust. Why not borrow or hire tools when you need them?

Many	pieces	of	farm	equipment	quickly	become	obsolete	or	are	used	only	once	
or twice. As with tools, you would do better to borrow or hire machinery that you’ll 
need for only a short period.
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Increasing your farm’s profitability

The farmer is the only [person] in our economy who buys everything at 
retail, sells everything at wholesale and pays the freight both ways – J.F. 
Kennedy.

As with any business, your financial goal for the farm is to lower expenses and 
increase productivity and profit. Aside from the all-important budgeting (covered 
in Chapter 2), for optimal results you will need to do cost–benefit analyses of any 
projects that involve spending money. There is not always a linear and positive 
relationship between expenditure and the financial result. For some investments, 
benefits tend to increase to a certain optimal point as you increase your input, then 
reduce thereafter. This is called the law of diminishing returns (sometimes, the law 
of diminishing marginal returns) and is illustrated in Figure 3.1.

What Figure 3.1 illustrates is well known in economics: as inputs are added, 
output first goes up quickly, but with additional inputs the rate of increase slows 
and eventually output falls. This law of diminishing returns is clearly evident in 
farm production.

The application of fertiliser is an obvious example of the law of diminishing 
returns. If you apply too little fertiliser (the input), there will be no noticeable 
change to the pasture (output). However, applying more than you need for the job 
will be a waste of money because the paddock will show no extra improvement for 
the extra fertiliser applied. Even worse, you can harm your pasture through 
chemical burn caused by too much fertiliser. This principle can apply to many 
situations on a farm, as elsewhere.
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On the other side of a farmer’s profitability ledger is the price you receive for 
the sale of your products. This is determined by the terms of trade of the 
commodity and thus is largely beyond your control. Nevertheless, sale prices have 
to be factored into your farm budget in the form of anticipated income from 
commodity sales. 

Factors other than costs and benefits that affect farm profitability include levels 
of debt (which we discussed in Chapter 2) and the farmer’s education level, age, 
business acumen and financial skills. Subjective qualities such as motivation and 
willingness to improve productivity are crucial to success. Factors such as annual 
rainfall are beyond your control, but it is not beyond your control to maximise 
your farm’s capacity to capture and use water while minimising losses of it. The 
same goes for things like soil quality and health (physical, chemical and textural 
structure, evaporation, biodiversity and sunlight), and the ecological health and 
biodiversity of both pasture and non-pasture areas. The importance of 
environmental sustainability for your financial sustainability is discussed in detail 
in Chapter 5. Climatic factors such as drought and the frequency of adverse events 
are beyond your control, but being prepared for them is not (see Chapter 1).

Other factors affecting your farm’s profitability include your access to labour 
when you need help on the farm (employees and family members/volunteers), and 
the distance from your farm to the market. First, I list some ways in which you can 
increase the efficiency of your farm. Second, I show you how to assess the financial 
effectiveness of such strategies, using specific examples. (To see how prepared you 
are for increasing profitability, you will find a useful checklist in Appendix 1B, 
‘Improving your farm’s profitability’.)

Figure 3.1: The law of diminishing returns
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Financing farm expansion

Buying neighbouring land: double your profit but double your 
risk?
Large farms are defined by the Australian Bureau of Agricultural and Resource 
Economics and Sciences (ABARES) as those with receipts above $1 million per 
year in real terms. The number of large farms increased from 3% to 15% of the 
total number of farms between 1979 and 2019. In the same period, the output of 
the large farms grew from ~25% to 58% of total national farm production. 
Successful farmers have expanded their holdings, buying up land from 
unprofitable or retiring farmers. This can lead to increased productivity and gains 
in the environmental care of farms. But buying more land also can be risky 
because instead of diversifying income sources, farmers can be exposed to co-
location problems, commodity price variations and the pressure of servicing 
overcommitted bank loans.

In many rural communities, the social pecking order is based on the number 
of acres you own. This can add to the temptation to expand your holdings. 
However, buying a neighbour’s farm can be a financially and environmentally 
high-risk strategy as the income/loss is strongly correlated with the home farm. 
This makes it emotionally stressful for underfinanced farmers in times of 
economic hardship in the region or the industry. You should consider very 
carefully whether expansion is a good strategy for improving your financial 
returns.

If the average return on capital of a farm is 1.5% p.a., then you would do better 
to diversify by investing in commercial property or shares, which currently have an 
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average income yield of 4%.1 A higher yield is possible if you do your research and 
make a careful selection of stocks. This is 2.7 times more profitable than a farm 
and far less work by any measure. In some rural communities, stock market 
investing is frowned upon. However, if your mean income yield is 1.5% and you 
borrow at 7% to extend the farm the financial problem is clear. The situation also 
leads to more work and more stress.

In the case of grazing farms, buying a neighbour’s property will not necessarily 
lead to gains from economies of scale by having two farms in the same region. 
What might work for cropping, with mega-paddocks and super-sized machinery, 
will not necessarily work for grazing businesses. (While most of the examples in 
this book are drawn from grazing experience in northern Victoria, the principles 
are generally applicable to any farming operation.) The reasons are many, but 
typically include travel time for the farmer and workers, and transport of stock 
and machinery between properties. In addition, a large farm – one that cannot be 
run by just one family – whose stockyards and shearing sheds are long distances 
away and may include a second or third set of yards, requires employee labour 
with wages and on-costs, all of which can severely lower profitability. As many 
farmers know, a sure way to cause yourself grief is to employ permanent labour on 
your own account. Today, most farmers use only casual labourers when they are 
needed.

More significant, however, is the risk presented by local climatic events, which 
can massively increase the likelihood that you will lose everything you have rather 
than just part of your agricultural enterprise. You may lose your livelihood. Many 
farmers have lost all their farming operations to a single major weather event. In 
the catastrophic south-eastern Australia fires of December 2019–January 2020, 
some farmers around Corryong who had bought up neighbouring farms lost 
everything on two or three properties. Banana growers in far north Queensland 
lost vast plantations to Cyclone Larry in 2006. Five years later, having not 
diversified geographically since the original devastation, they lost the lot again to 
Cyclone Yasi in 2011.2

So, even if you think you can make economies of scale through buying up a 
neighbouring property, you need to balance that against the greatly increased risk 
of adverse events wiping out your whole business.

Is the property worth buying?
When a neighbouring farm comes up for sale, your first step is to assess whether 
the property is worth buying from a financial standpoint. Leave aside any 
emotional notions about the desirability of the place and ignore what anyone else 
says about it being a good or bad investment proposition. Do your sums and talk to 
your accountant!
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Achieving environmental 

sustainability

Healthier farms make for healthier farmers (www.sustainablefarms.org.
au/about).

Improving farm profits through environmental investment
When farmers aim purely for short-term profit, environmental degradation can 
lead the farm to the point where productivity drops, even if you keep your stocking 
rates at the same (high) level. Such a decline will be especially rapid at the onset of a 
drought and is likely to lead to the need to completely destock, resulting in a 
significant loss of income.

Even minimal overgrazing of farms or poor management of cropping lands 
will eventually lead to degraded and eroded soil, weed infestations, dryland 
salinity, poor water quality and the siltation and eutrophication of downstream 
areas of waterways. Your challenge as a grazier is to determine the optimal 
stocking rate at which profits are maximised and the land remains productive in a 
long-term, environmentally sustainable way.

Many farmers are sceptical about the benefits of lowering stocking rates, spending 
money on environmental remediation and fencing off areas of native vegetation. In 
2003, the situation was summed up in this way by the Australian Farm Institute:

The continuing tension between the productive objectives of farmers and the 
environmental objectives of governments arises because of the [inevitability] 

www.sustainablefarms.org.au/about
www.sustainablefarms.org.au/about
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of these two sets of objectives coming into conflict. While maintaining a small 
proportion of farm area for environmental purposes may not greatly reduce 
farm output, eventually as the proportion of the area required for 
conservation increases, productive output decreases. Because of this 
inevitable tension, the more governments regulate to achieve environmental 
outcomes on private land, the more perverse incentives are created for 
farmers to minimise environmental features of the land.1

In some areas where state governments have introduced ‘command-and-
control’-style conservation legislation, land values dropped as much as 20%. 
Another perverse outcome was the incentive it created for farmers to hide or even 
eradicate threatened species on their land.

Many farmers resent government bodies’ implicit expectation that farmers 
should bear all the costs of protecting the environment, which sometimes leads to 
losses of productivity for farmers while accruing benefits for the broader 
community. Even the obligation to put as little as 2.5% of land aside for 
conservation can have a cost impact on a farm business.2

However, as well as setting aside biodiversity conservation areas, good 
environmental stewardship of rural land involves managing all biological, soil and 
water resources in a sustainable manner. The initial aim should be to remediate 
any degraded environmental assets, and then enhance them.

Some innovative and courageous farmers have shown that conservation and 
productivity gains can be achieved simultaneously through innovative farming 
practices.3 In addition to improving the resilience and quality of pasture, regenerative 
agriculture techniques can reduce the need for pesticides, herbicides and fertilisers, 
which both reduces costs and further improves environmental sustainability. 
Enhanced biodiversity can also lead to direct improvements in ecosystem services 
such as bee pollination of crops and control of agricultural insect pests.

Finally, when farmers make obvious environmental improvements such as 
fencing riparian zones, planting healthy resilient pasture and fencing tree 
plantings, they can later sell their land for up to 25% more than a neglected farm 
would bring.4 In itself, this gain offsets the infrastructure costs of environment 
protection and biodiversity enhancement.5

Proven strategies for achieving a more profitable and environmentally 
sustainable farm include:

•	 being	open-minded	about	adopting	new	farming	practices
•	 being	flexible	about	change	until	you	work	out	what’s	best	for	your	farm
•	 researching	and	attending	workshops	on	farm	sustainability
•	 becoming	an	active	member	of	industry-specific	farm	sustainability	project	

groups (e.g. regenerative grazing groups)


