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Abstract

The first objective of this thesis is to investigate whether there is a deficiency in the use of financial analysis in day-to-day farm management practice.  Secondly, the thesis will investigate whether the use of financial information is to become more important in the future farming industry.  

Previous literature indicated that there was a deficiency in the use of financial information for farm management purposes, compared to what one would typically expect in a commercial business.  The main objective of this thesis is to empirically investigate the extent of this deficiency and to question whether it is a cause of concern for the future commercial setting of the farming industry.  

Through interviews with farmers and agricultural-accountants, it gives a perspective of the views of both parties.  The results of these interviews show that the structure, culture, and condition of the industry are the main determinants in deciding the extent of the use of financial analysis.  These variables suggest that one cannot simply criticise the farming industry for not having the same use of financial analysis as a typical commercial business. 

But the industry is about to radically change, with a major restructuring of the EU subsidy system in 2005, when farms will become fully commercialised businesses, or be taken over by larger operators.  This has major implications not only for the structure, culture and condition of the industry, but subsequently the importance of financial analysis.  However, the main obstacle that remains is that many farmers, influenced by culture, are unwilling to change the structure of their individual farming operations, thereby ignoring the message in the financial analysis.  Other farmers who continue to farm are driven by more than financial objectives, negating the value they place on financial analysis. 
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1.1 The Farmer As A Manager

1.1.1 The Historical Context

It is not the aim of this thesis to suggest that farmers are poor managers, as they do not spend time in the board room with their management accountant talking about budgets, costs per unit and gross profit percentages.  Farmers only stay in business by conducting a profitable business; ‘education, training and experience obviously contribute, but there are other less tangible factors such as tradition, motivation, intelligence, judgement and perhaps luck’ (Sheehy and O’Connor, 1985, p. 41).  Whether it is the dairy, cattle, pig, poultry, sheep or tillage business, ‘one generation of managers simply teaches the next by example’ (Donaldson and Lorsch, 1983, p. 124).  Consequently the farmer would have up to fifty or sixty years of experience and could talk at length about the non-financial information.  

As a business manager, the farmer is unique.  Firstly, the traditional Irish farmer takes sole responsibility for the strategic direction of the business.  This requires the farmer to conduct all the planning, control and decision-making of farm management.

Secondly, farmers have to a large extent, no formal training in financial management and yet, are able to make effective decisions which clearly have financial implications.  ACOT (An Chomhairle Oiliúna Talmhaíocht) (1981) reports that a significant number of Irish farmers have not completed secondary education (see also Appendix A, Table A.7).  According to ACOT (1981, p. 17): 

The extension of income tax to a greater number of farmers and the increased emphasis on financial management and farm economics have magnified the need for the collection, processing and analysis of both physical and financial data.  Farm accounts may be kept by the farmer himself or by an outside agency on his behalf.   

One would expect the lack of education to hinder the farm manager in this regard, and yet small profit margins require effective planning, control and decision-making.  Therefore, perhaps one would expect a greater use of professional accountants.  However, the required uptake of accountancy services for tax reasons did not introduce the farmer to the advantages of financial management, ‘farmers who are required to make a full tax return will require the services of an accountant or tax consultant’ (O’Sullivan et al, 1998, p.313).   

Thirdly, farmers tend to ignore the low return in farming which is evident through the financial information, where Connolly (2002) reports that the average agricultural wage is consistently below the industrial averages.  

1.1.2 The Current Context 

Management accounting literature discusses the emergence of the balanced scorecard (Kaplan and Norton, 1992), which involves monitoring not just financial, but non-financial information.  However, the quantity of farm financial management manuals available (Markham, 1999) suggests that the farmer has an inverse relationship, to a large extent still relying on the non-financial information in day-to-day management.  

The farming industry is also becoming commercialised as European Union (EU) Common Agricultural Policy (CAP) reform in 2003 reduces the subsidies available to farmers.  This is a crucial restructuring of an industry which has seen falling income levels and farmers being forced to leave the industry over the past number of years (see Appendix A).   

1.2 The Future Farm Manager

In an era of tight profit margins, effective financial management is key to survival in the industry, ‘the lending institutions will be running with the good farmers in the future, as the industry moves onto a healthier, more commercially based footing’ (Donald, 2003c, p. 97).

Maloney (1992, p. 13) suggests that efficient management will be a key determinant in remaining competitive in the industry, ‘our young farmers must have the economic, financial and technological competencies to cope with change’.  Following the implementation of the ACOT recommendations, agricultural certificate courses were set up, now provided by Teagasc, the farm training body.  Therefore, if a lack of education in the past were a difficulty in using financial information in farm management (hereafter referred to as financial analysis), as these Teagasc courses contain training in bookkeeping, one would expect a greater uptake of financial analysis among younger farmers.  

1. 3 The Objectives Of The Thesis

Objective I: To empirically investigate the use of financial analysis in the farming industry, in comparison with traditional management best practice.

This thesis will investigate whether there is an empirical difference between the use of financial analysis in the current farming industry, as opposed to the emphasis placed on its use by previous farm business academics and general business academics.

According to ACOT (1981, p. 101):

… farmers’ problems, needs and pre-occupations must be effectively relayed back, firstly, to those points which can provide technical information or conduct the necessary research, and secondly to the education and training system in order that it adapt to changing conditions in the industry and make its programme more effective.

Therefore, the first objective of this thesis is to identify if a financial information usage gap exists, and what impact this has on farm management.  The reasons for any deficiency in the use of financial analysis can be identified and discussed.  

Objective II:  To investigate whether empirical evidence suggests that financial analysis will become significantly more important to the farmer in the years to come.
The farmers who can afford to stay in the industry will be in a profit-constrained market where accurate planning, control and decision-making will be essential.  

Research findings may suggest that the use of financial analysis needs to be reconciled with the importance of effective financial management to remain competitive in the future farming industry.  Possible avenues of reconciliation can also be explored.

1.4 Structure Of The Thesis

Before an assessment is made on whether there is a lack of use of financial analysis in the farming industry, one must first consider why any business should use financial analysis.  What previous literature has understood about financial analysis under-use in the farming industry can then be discussed.  These areas are covered in Chapter Two: Literature Review.

Chapter Three discusses the current nature of the farming industry, as well as the EU CAP reforms and their likely implications.  This background allows a research methodology to be discussed in Chapter Four.  Chapter Five presents the research findings and a discussion of these findings follows in Chapter Six.  The implications of the research findings are discussed in Chapter Seven as a conclusion.  

1.5 Conclusion

This thesis is a study of the extent of financial analysis use by farmers and the effect of industry specific traits on its use.  This chapter, as a background to the study, recognises the importance of previous literature on financial analysis and the importance of the nature of the farming industry.   




Chapter 2: Literature Review
Chapter 2: Literature Review 

2.1 Introduction 

This chapter sets out to first of all establish why financial analysis is important for effective management of any business, while recognising that non-financial information can be just as important.  Use of financial analysis in the farming industry is subsequently reviewed to question whether it is used to its full potential.  

2.2 The Traditional Importance Of Financial Information

	Exhibit 2.1: Use Of Information For Farm Management
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The key to selecting the best strategy is to make the best use of the information available, including both financial and non-financial sources.  Cost management information is defined as: 

The information the manager needs to effectively manage the firm … [it] includes both financial information about costs and revenues as well as relevant nonfinancial information about productivity, quality, and other key success factors of the firm (Blocher et al, 2002, p. 4).

Camillus (1996, p. 127) also agrees with the merit of non-financial measures as they can shed light on ‘performance unaffected by accounting phenomena’.  This is important, as to use financial analysis, one firstly has to have an understanding of the workings of the organisation.  A manager who understands the organisation can identify the key performance drivers; ‘an item of data is classed as information only if it adds to knowledge’ (Drury, 1996, p. 4).  

Only when the analyst has picked out the relevant information, can financial analysis begin.  Any management accounting book emphasises a key number of areas where financial analysis is relevant - these include planning, control and decision-making (Drury, 1996).  

2.2.1 Planning
Planning has both short-term and long-term aspects.  Short-term planning involves setting budgets as targets for the forthcoming year, based on one’s objectives and strategies.  Maitland (1996) regards the sales, production, departmental and master budgets as vital components of this planning process.  The master budget will result in three essential documents – the cash budget, the budgeted profit and loss account and the budgeted balance sheet.

Longer-term aspects of planning involve the strategic direction of the business, and fitting in with the competencies and resources of the business as well as the surrounding environment.   Once the correct strategy is selected, wealth maximising can occur by making the correct capital decision:

A particular concern with regard to SIDs [Strategic Investment Decisions] is to make sure that they support the strategic priorities being pursued and contribute to the realization of the company’s long-term goals (Slagmulder, 1997, p. 103).
The importance of capital planning is determined by the amount of investment involved and the long-term consequences of the resulting decision.  Mills and Herbert (1987, p. 35) emphasise this when they compare it to selecting a fish net with the desired characteristics, ‘ … the ability of the net to discriminate between wanted and unwanted fish will depend upon its mesh size … an appropriately specified “net” will help to produce the right “catch”’.

Therefore, efficient planning will provide success through linking with strategy, however there is the assumption that the planner understands the potential benefits of such planning, ‘unless key dimensions of long term success are identified and integrated into the system of evaluation and rewards, it is unlikely that such behaviour will be detected in the short term’ (Pierce, 1999, p. 10). 

2.2.2 Control 

‘Accounting makes decisions and actions measurable, provides a basis for comparison of actual and planned performance and a framework for the allocation of responsibility’ (Jacobs, 1995, p. 60).  As a control facility, the actual results can be compared with the planned outcome and corrective action can be taken where problem deviations exist, ‘what you measure is what you get’ (Kaplan and Norton, 1992, p. 71).  This is one reason why businesses budget costs and revenues for the forthcoming year.  

Maitland (1996) identifies the advantages of budgets as being useful in planning, co-ordination, incentives and as a control facility.  As the financial management system aggregates raw data into relevant information, it can identify deviations from the planned outcomes.  Managers can then concentrate on problem areas, known as management by exception, ‘only occurrences that merit managerial concern and actions are brought to the attention of the managers’ (Camillus, 1984, p. 31).  In addition, responsibility accounting describes where managers are held responsible only for deviations that are within their control, ‘operational control is the process of assuring that specific tasks are carried out effectively and efficiently’ (Curley, 2001, p. 7).  

2.2.3 Decision-Making

‘Decision-making involves choosing between competing alternative courses of action and electing the alternative that best satisfies the objectives of an organisation’ (Drury, 1996, p. 11).  Decision-making can be seen as a subset of planning as it involves choosing the best alternative, by analysing the expected financial outcomes of each.  Therefore, effective decision-making cannot take place without effective budgeting.  Decisions include choosing which product to produce, which department to concentrate on, and whether to invest in capital equipment.  This requires an effective information system to make an informed decision.

In relation to capital budgeting, Blocher et al (2002, p. 459) point out, ‘critical factors in this type of investment decisions are likely to be cost-benefit comparisons and availability of funds’.  Therefore, cash flow analysis is also an important part of major investment decisions.  Smathers (1992, p. 4) sums it up nicely by concluding, ‘without the support of budgets, decision making is a guessing game’.

2.3 Financial – Not The Only Emphasis

2.3.1 Non-Financial Strategies

Camillus (1984, p. 126) recognises that it is possible to have ‘objectives other than just profit’.  To remain competitive a firm must consider the bigger picture – this involves not only the financial considerations but also the customer perspective, quality and efficiency, innovation and learning.  This is the emphasis of the balanced score-card, ‘… like the dials in an airplane cockpit: it gives managers complex information at a glance’ (Kaplan and Norton, 1992, p. 71).  Even where management accounting may be in widespread use, New Hackett Research (2003, p. 6) reports a lack of faith in its results:

The combination of factors is exceptionally disconcerting: little to no confidence in forecasting tools [91 percent]; budgets created using outdated, incomplete, and often inaccurate data [47 percent]; and up to a week spent simply closing the books.

Where there is little confidence that financial information tells the full story or there are strategies other than maximising the bottom line, it provides a reason for more use of non-financial information.

2.3.2 Implications For The Accountant

This gives the management accountant two reasons for change (Cooper, 1996).  Firstly, the accountant must recognise the importance of the whole workings of the organisation and its environment, which goes beyond the financial information, ‘making management accounting orientated towards the fundamental drivers of performance has been an underlying theme in similar calls for non-financial “strategic control” measures’ (Vaivio, 1999, p. 410).
Secondly, the accountant can no-longer hide behind financial terminology as a justification for his position.  Pierce and O’Dea (2003, p. 2) discuss the importance of the management accountant (as the preparer of the information) providing value: 

For the user, a system is successful when it helps enhance job performance, or attains ‘organisational validity’.  It has also been found that where preparers identify strongly with users’ requirements, users and preparers are more likely to share the same perceptions of system effectiveness.

Therefore, a decision to not employ professionals may be due to the accountant’s failure to understand the key performance drivers of the industry, and the manager finding little value in the information provided.  

In an industry where an accountant is concentrating on financial information, when the non-financial indicators are as important, it is obviously a perception difference.  Doran (2004) reports that the most common reason (forty-two percent of respondents) for not employing more services of the accountant is the client’s perception that there is no need for him, while the second biggest barrier is the cost issue.  The ability of the accountant to work effectively with non-compliance services was also judged to be overridden by large client bases and compliance workload.  

Increased emphasis by managers on non-financial drivers has also increased leverage in making decisions without relying solely on accounting advice.  Coupled with the increase in availability of management information systems (MISs), companies have no need for accountants to aggregate data, ‘… because of advances in information technology [IT] and database systems, it is now possible to design management accounting systems that fulfil the service role and meet the needs of managers’ (Pierce and O’Dea, 2003, p. 3).

Therefore, the employment of the non-compliance services of the accountant is determined by his analytical skills in excess of MISs, and his value-added input in decision-making.
2.4 The Use Of Financial Information By Farmers

Foster (1981, p. 15) recognises that farm organisations are quite large, and other organisations of similar size ‘would have a full-time bookkeeper or, at least, someone on the staff with a knowledge of basic accounting principles’.  Previous literature concentrates on identifying the use of financial information in farming, but does not sufficiently research the area.  

2.4.1 Taxation Services

According to Rolls (2001, p. 21), ‘records are essential for tax and other legal uses and for good farm planning’.  Under the Irish Finance Act, the farmer is required to submit accounts to the Revenue Commissioners for taxation purposes.  Without being a taxation expert, the farmer should appreciate the variables relevant to taxation so he can conduct accurate planning, and recognise when he will need taxation advice on a proposed decision, ‘up-to-date information on asset ownership and values, liabilities, tenancies with third parties or within the family, partnership agreements and wills are all required for effective capital tax planning’ (Markham, 1999, p. 189).  

However, Doyle (1994) describes how farmers’ emphasis on tax planning is above the norm, and warns them that paying tax is better than making bad investments.  Doyle’s conclusion could also be drawn from proper use of financial analysis.  

2.4.2 A Move Towards Understanding The Advantages Of Financial Analysis

Markham (1999, p. 62) can see the advantages of farmers using financial information, and he recognises that it is a view shared by some of the new farmers, ‘there is an increasing awareness by the new generation of farmers, who have often attended an agricultural college, that accounts prepared in management format and in a timely manner can be of considerable use’.

New farmers seem to see the advantage of management accounts, yet the explanation for any under-use goes beyond an issue of education.  As explained by Rolls (2001, p. 34), education in effective farm management firstly has to highlight its value, ‘there is considerable evidence that education has less effect in satisfying demand for knowledge than in creating awareness of the value of knowledge and a desire to acquire more’.

Nevertheless, Markham (1999, p. 67) observes that farmers want just the basic tax services from the accountant and display ‘a reluctance to meet any further accountancy fees’.  The reason for this is however, open to speculation.  Is it an issue of useless information being provided by the accountant, a lack of interpretation abilities, or information available in other forms?

The annual accounts prepared for taxation purposes, are irrelevant for planning, control and decision-making.  However, the structure of the tax-services report from the Irish Farmers’ Accountants Co-Operative Society (IFAC), which is given in Appendix B, does provide a detailed breakdown of historic cash flows, costs and revenues. 

2.4.3 Not A Typical Business Manager

Sturrock (1982, p. 1) is not of the opinion that the farmer’s accountant should be equal to the boardroom accountant explaining financial information on a daily basis, but in fact the farmer has to take some responsibility for its interpretation: 

The farmer should be able to understand the statements the accountant provides.  It is not enough to see that the profits are rising or falling.  He should also be able to identify the reasons for changes taking place in costs, receipts, assets or liabilities.  These are worth careful scrutiny because they may reveal trends that should be corrected while there is still time.  

But how does a farmer with no accounting background scrutinise the financial statements received from his accountant?  Argilés (2001, p. 365) recognises the ‘managerial limitations’ of farmers and suggests that ‘mechanisms for the transfer of accounting know-how’ would be useful.  This lack of understanding as an excuse for not conducting financial analysis, may be bridged as information technology [IT] has allowed non-accounting specialists to aggregate and interpret financial information, ‘the machine, however, can retrieve information, make calculations and displays results in a few seconds that would require many hours of clerical work’ (Sturrock 1982, p. 282).  

Foster (1981, p. 15) suggests that farmers at the time of writing were not so much afraid of the new technology, but had more of a ‘disinclination to come to terms with the basic principles of accountancy’.  However, over the years the functionality of information technology increased from being mere clerical machines.  Markham (1999, p. 135) recognises that users of IT do not need an education in accounting to successfully use a computer accounting package, ‘the ability of computers to generate management and accounting information from raw data has advanced farm business management over the past few years’. 

Ruane (1997, para 31) also believes management information systems will become a vital component of farm management in the future, ‘… as dairy farmers enter a period of reduced price supports, farmers and their advisors may want to examine new and other forms of software systems or integration that may add to improved management on their farms’.  

2.5 Conclusion

There are numerous reasons for conducting financial analysis, categorised under planning, control and decision-making, but non-financial performance drivers should also be looked after.  Agricultural and business analysts suggest that farmers do not see the full potential of financial analysis - to a large extent only requiring taxation services from their accountants, yet these professionals offer a full range of services.  Therefore, an investigation of why farmers do not feel the potential benefit is worth the cost of employing professional management services will facilitate further investigation of their apparent deficiency in the use of financial analysis.    

On the other hand, new farmers educated in financial analysis begin to see its importance, and it is felt that a greater number of farmers without any accounting knowledge can incorporate more financial analysis with the aid of information technology.

	Exhibit 2.2: Exploring The Use Of Financial Analysis In The Farming Industry
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3.1 Introduction

Chapter Two concluded that most farmers in the past only used financial information for taxation purposes, however the lack of research in the area suggests this was not a major concern.  This chapter, by examining the nature of the farming industry, offers a theory of why the lack of emphasis on financial analysis did not pose problems in the past, but how it may in the future, ‘… the development of management accounting both inside and outside the organization is linked to developments in broader societal subsystems such as politics, economics and the law’ (Seal, 2001, p. 493).

This is similar to previous research, which suggests that there is no one best management system, but rather the system used is influenced by its operating environment (Emmanuel et al, 1995).  

3.2 Impact Of The Economic Structure Of The Industry

Greenhalgh (2000) suggests that important areas of financial analysis are performance measurement, budgets, capital investment decisions, the consolidation of accounting information for management and financial accounting purposes, and validating the accuracy and consistency of information being reported.  The area of financial reporting in the farming industry is not applicable, as the vast majority of farmers are sole traders.  Combining management accounting information for financial accounting purposes is solely for tax compliance reasons.  But what are the possible explanations for the under-use in other areas?
3.2.1 Planning

The farmer is operating in an industry with a large number of suppliers (farmers) and a large number of customers (buying necessities), ‘in a perfectly competitive industry all firms must be making essentially the same product, for which they must all charge the same price’ (Begg, Fischer and Dornbusch, 1997, p. 125).  This effectively requires the farmer to accept the market price, allowing the market determine sales income.  The farming industry is also relatively stable, with little changes in demand for its essential produce; subsequently the price per unit does not fluctuate greatly (see Appendix A, Table A.3).  

Variations in farm size are explained by their underlying capital-investment (O’Connor, 1973).  Consequently, a farmer may not be able to produce enough to support the profit maximising position.  Rather, the farming industry involves identifying one’s achievable position and if some level of profit is attainable at this position, the farmer will produce around this level each year (see Appendix C for further discussion).  This is developed by Donaldson and Lorsch (1983, p. 112) where they suggest, ‘under certain circumstances, the firm’s real economic and financial constraints perpetuate stability in the financial goals system that is central to corporate strategy’.   

Areas still highly relevant for financial planning are capital expenditure and expansion planning.  Careful planning is essential at the start of the project, as once the project is selected it is difficult to revert.  Increasing capital investment, will increase the farmer’s achievable level of production, but careful planning is needed: 

Unless the farmer is careful, investment can become a bottomless pit which continues to absorb a large part of his income.  It follows, therefore, that capital expenditure should be incurred only when the cost can be genuinely justified (Sturrock, p. 216).

Sheehy and O’Connor (1985) promote the use of partial budgets for use in trying to improve the return of the current operations, through considering a different mix of variable and fixed costs, or deciding to concentrate on the most profitable enterprises. 

3.2.2 Control

As the Irish farmer is largely the sole manager and labourer of the business, budgets as an allocation of responsibility of variances is not important.  As discussed earlier, the farmer also has little control over his sales revenue.  

As regards cost reduction, Maitland (1996, p. 140) suggests, ‘typically a business concern will try to resolve it by cutting back – putting less chocolate in the chocolate bars…’.  However, the farmer cannot feasibly reduce the level of purchased inputs as his output level (and hence his gross profit level) is directly related; for example, quality production needs a certain level of pesticides and fertiliser.  If the farmer wishes to conduct target costing by accepting the market price, and setting his desired profit level, he must look below the gross profit line to the administration expenses if he is to reduce the standard cost of the output, unless there are inefficiencies in the production methods themselves.  Non-value adding activities, inefficient strategies and wastage of inputs need to be eliminated, ‘properly implemented, however, target costing provides much more than a control framework, by offering the foundations for a comprehensive strategic profit management system’ (Pierce, 2002, p. 30).
While neither volume nor price variations are a major concern to the farmer for control purposes, timing variances are identified by Maitland (1996, p. 162) as when ‘the prices received and volumes sold are as predicted, but monies are received later (or possibly earlier) than budgeted for’.  Timing differences may not be of significant concern to the farmer at this stage, when the level of production and the amount and timing of revenues received are relatively stable.  This chapter later discusses the future of the farming industry when timing of cash flows will become more important.  

3.2.3 Decision-Making 

Decision-making in farming is not so easily financially quantified.  As farming involves so many fixed costs, it creates difficulty in computing the profits for individual activities and hence decision-making is also more difficult.  Nevertheless, the allocation of these fixed costs is important, ‘… the farmer buys and sells but little, most of the elements of his business are unpriced and are available for accounting records only through having estimated values placed upon them’ (Hedrick, 1918, p. 618).

The farmer may be vindicated for not using taxation accounts for managerial purposes.  He may not see any point in using costs of produce that are totally different from what happens in reality.  All costs post-purchase are simply wrote off as fixed costs (light, heat, insurance, rent).  Taxation profit and loss accounts also tend to value animals at a percentage of their market value:

In the unlikely event that you can quantify at each year end the actual cost of bringing your animals to their respective stages of maturity and document the calculations, you can use your own figures (Hickey, 1994, p. 61).  

For decision-making, this is bearable for single-production farms as all the costs relate to that activity; budgeted revenues and costs are relatively easy to compute.  But when contemplating divesting of one activity of a multi-enterprise farm, allocation of fixed costs gives a purely arbitrary profit (Sheehy and O’Connor, 1985). 

On a decision to sell produce, the perfect competition assumption is that the seller has complete knowledge of what the buyer is willing to offer.  However, the market price may only be known at the actual time of the sale.  Thus, the decision to sell is based on arbitrary judgements of (1) the cost of retaining the produce and (2) the future market price.

Doyle’s research (1994) also recognises the difficulty in predicting the future and expectations not being met, as problems inherent in farm financial management.  Despite decision-making complexities, farmers rarely turn to their accountant for advice; taxation services are usually their only interaction:

Traditionally many farmers see the role of their accountant as minimising any tax payable and books and records are often presented as late as possible in order to defer any tax bill.  This is a lost opportunity for both the farmer and the accountant (Markham, 1999, p. 61).

Markham is suggesting that there are decision-making opportunities for the farmer by employing accountants.  Sturrock (1982) believes analysing cash flows and using the information provided to guide improvements in the organisation are useful aspects of financial analysis.  Chapter Two however, has identified a questionable difference in this regard.  The next section discusses why these areas will become important in the future farming industry.  

3.3 Current Changes In The Farming Industry

3.3.1 Introduction

When Ireland became a member of the then European Economic Community (EEC) in 1973 it was to have a large impact on the lives of Irish workers.  In Ireland, the family farm was most prevalent, where the land was handed down from generation to generation, in many cases being divided among siblings and resulting in even smaller farm sizes.  This made providing an adequate standard of living more difficult for the owners of smaller farms and some support was needed.  

Article 39 of The Treaty of Rome (1957) concerned an agreement on agricultural production that was aptly named the Common Agricultural Policy (CAP).  The aims of the CAP were to (1) increase the productivity of the factors of production employed in the agricultural sector, and (2) provide an adequate standard of living for those involved in it.  

Before Ireland joined the EEC, agriculture was a major employment sector of the economy (Appendix A, Table A.1).  Nonetheless, as technology advanced, labour hours were replaced by a smaller number of more efficient machine hours.  This allowed the same amount of land produce greater yields in a certain time span.  Consequently the two objectives of the CAP were in conflict; as total agricultural output of the economy increased, it forced the equilibrium price of the produce down.  

Subsidies were the methods used to regulate farm incomes, either through:

(a) once off payments for periods of hardship

(b) retirement payments to leave the land or 

(c) direct payments to farmers where incomes did not provide a required standard of living (Hill, 1989). 

In Appendix A, Table A.4 shows that subsidisation did not maintain farm incomes, and instead, Table A.6 shows a gradual trend of increasing farm sizes to compensate for lower revenue.  Maintaining the market price above equilibrium required substantial financial outlays of European Union (EU) funds to farmers, due to the excess output produced that was not wanted by consumers.  The EU also was criticised for attempts to sell this excess produce abroad for below market prices (Smith, 2004).

In 2003, the EU finally relented that this position was untenable.  As Hill (1989, p. 13) had recognised as far back as 1989, ‘… all the efforts of the CAP to support the prices of agricultural products in the EC [European Community] have been insufficient to counter their decline in real terms’.  There are already a sizable proportion of farmers who have been forced to supplement their income by taking on a second job (see off-farm employment percentages in Appendix A, Table A.4).

A new regime was announced by the then EU Agriculture Commissioner, Frans Fischler in 2003, which involves a major restructuring of the subsidy scheme from 2005.  Subsidies will exist, but they will be based on the average level of animals/land held in 2000, 2001, and 2002, at the 2002 payment rates (Department of Agriculture and Food, 2004).  

3.3.2 The Commercial Implications

The broad interpretation of the change is that having future subsidies being based on the average of 2000, 2001, and 2002 levels will favour some farmers and discriminate against others, as many must survive solely on the market price.  Those strong enough to stay in the industry will be the farmers with the large capital backing or the state support.  

In the long-term, the weaker farmers forced to leave will allow the remaining farmers increase their market share to retain their desired profit levels.  This would involve a greater capital investment, in the hope that increasing total revenue, and keeping tight control on costs, would result in a sustainable income (see Appendix C for further discussion).  

Matthews (2000) suggests that one will find a unique situation in agriculture in the future.  The market price of the produce will have declined, however the quantity supplied by individual farmers will in fact have increased.

3.4 The Farm Management Implications of Commercialisation

This process involves a move in the agricultural sector onto a commercially based footing.  Each farmer will leave the industry, supplement his income with another job, be better off or unaffected financially from the restructuring, or become an extensive commercial farmer.  This discussion involves those farmers who are forced to react to the changes.  

3.4.1 Planning

The farming industry will be open to the effects of market forces, which increases the uncertainty in planning, and consequently will involve an increased need for budgets.  Even for those that will still receive subsidies, the timing has changed:

… part of the income that would have normally come through the monthly milk cheque will not now be available to the farmer until six months after the peak period when the decoupled payment is made in December (Donald, 2003d, p. 94).

The risk of investing in farming has increased, both for the farmer and the lending institutions.  Banks will not be willing to finance expansion loans unless there are proper accounts and a management accounting system in place, ‘he [Paddy Horgan of ACC Bank] advised all farmers that currently don’t have a farm profit monitoring system in place to put one in place immediately’ (Donald, 2003a, p. 3).
Planning for capital expansion will become centre-stage, ‘in the future, controlling the fixed cost of machinery will become more critical for those wishing to stay in the industry’ (Donald, 2003b, p. 2).

3.4.2 Control

‘One of the issues that face the small and medium-sized enterprise (SME) when expanding is the “control” issue …’ (Greenhalgh, 2000).  Increasing the financing of the non-subsidy supported farm will be critical if the farmer wishes to maintain the same income.  For example, dairy farmers cannot produce more milk unless they invest more capital to buy or lease milk quota, animals and land.  It is obvious that stringent control of cash flow will be a vital component to stay in the industry, ‘cash flow management must be learned not only as a partial discipline, but also as a discipline closely coordinated with activity and capacity control, etc.’ (Vámosi, 2000, p. 52).
As this chapter has outlined, the farmer is under the influence of perfect competition.  Therefore, he can only increase his profit margins through increased efficiency of costs, ‘there is a huge variation between what a good operator is generating from a particular enterprise and that which is being made by others’ (Donald, 2003c, p. 97).

3.4.3 Decision-Making

If the farmer is contemplating taking the route of supplementing farm income, how does he make his decision without resorting to financial analysis?  Farmers need a sound basis to effectively decide if their best option in the future is to expand, become part-time farmers, or leave the industry.  Perhaps they may feel the need to change their farming sector, thus enters a fourth option.  

In commercialisation, there is an increasing need for sound financial decisions - intuition or industrial judgements are no longer adequate.  The best method would be to compare the projected cash flows and return on investment under each alternative available.  

3.5 Barriers To A Changing Emphasis On Financial Analysis

Donaldson and Lorsch (1983) suggest that the longer a strategy has worked, it becomes increasingly difficult to adapt to a changing environment.  Noorderhaven (1995, p. 138) also implies that this is an example of a structure needing to adapt to a new strategy, ‘if the structure is not adapted to the new strategy, inefficiency results’.  While the authors refer to a large company structure, it can equally be implied to correspond to a sole farmer who needs to expand to maintain his income (strategy).  To do this he needs to adopt the necessary support systems (structure) to make the transition successful.  The use of more financial analysis in farming is part of the structure in need of change in the future; ‘organisations with an uncertainty-avoiding culture may also be expected to search predominantly for quantitative (or quantifiable) information’ (Noorderhaven, 1995, p. 156).  

Noorderhaven (1995, p. 159) suggests that culture change is ‘time-consuming’ but can be achieved by: 

1. Socialisation: interaction with colleagues in special programmes

2. Selection: hiring and promoting persons with the desired mental characteristics  

3.6 Conclusion

Due to the perfect competition implications, control of farming industry revenues are largely determined by the market and government intervention.  The farmer merely operates at the level of production that can be provided by his underlying capital resources.  At this level, less financial analysis is needed than in a typical profit-seeking business.  However, capital budgeting, cash flow analysis, comparing departmental profitability, eliminating non-value added activities and improving production processes are still aspects within the farmer’s control.    

Due to the Common Agricultural Policy reforms, output levels will need to expand in most cases, prompting increased need for planning, control and decision-making in the life of the farmer.  This makes cash flow and return on investment analysis an important part of decision-making.  However, culture and tradition remain potential barriers to change.  

This thesis will investigate how the details reviewed so far are currently verifiable in practice.  

	Exhibit 3.1: Exploring The Impact Of The Operating Environment On The Use Of Financial Analysis
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	Political Policies
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Economically Sheltered Industry, Perfect Competition
	Future:
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	Management Culture
	

	A Need For 

Research
	1. Empirically verify impact of the environment in augmenting the uselessness of financial analysis.

2. Empirically verify if there is a deficient use of financial information: an under-use in useful areas.
	3. Empirically investigate what impact the commercial changes will have on farm management.


	4. Empirical results will infer the possible changes in the usefulness of financial analysis/professional consultancy services.
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4.1 Introduction

In Chapter Two, the literature review of evidence relating to the use of financial analysis in the farming industry identified an inconsistency, in comparison to its use in a typical business of similar size.  Chapter Three examined the nature of the industry, citing the relative stability of output and the market environment as possible reasons for the variation in the use of financial analysis.  It also discussed some of the complex areas of cost and revenue projections.  The changing nature of the industry was then discussed; it is hypothesised that this will make further financial analysis a requirement in the future.   

4.2 Research Objective

Previous academic writings have identified, but not researched, three broad areas in the farming industry that are in need of investigation:

1. Is the identified difference in the use of financial analysis empirically verifiable, as compared to traditional management?  Can reasons for this difference be identified, and solved if necessary?

2. Will the changing nature of the farming industry have an impact on farm management?  If so, will financial analysis have a greater role to play?

3. To what extent does the professional accountant have a role to play in farm financial analysis?  Will the accountant become more central to the future farming industry? 

4.3 Research Design

4.3.1 Types Of Data Capture
Many methods of data capture were contemplated as a means of investigating the above areas.  There were two counterbalancing arguments to each of them: 

1. The aggregate level of research data required to reach a valid conclusion and

2. The need to disclose an accurate picture to reach a valid conclusion

Postal Questionnaire: A postal questionnaire would have great potential to give a large amount of information, on which statistical inferences could be made from the responses.  In view of the fact that previous researchers have found that questionnaires are usually delegated to subordinates (Brady, 2000), as farmers are traditionally sole traders, this would involve an even lower response rate than is usually identified with questionnaires (Smith, 2001).

Another limitation in the use of questionnaires is their inability to display diverse responses from numerous situations.  It was felt that this was inappropriate to disclose an accurate picture of the nature of the farming industry.

Short-Interviews With Respondents: These would involve a series of five-minute structured interviews with a set list of questions with each respondent.  Permission would be sought to conduct the interview in a setting where a large number of farmers would be present, a market place for example.  This would ensure a high response rate and statistical analysis would be appropriate.  However, the responses received would be questionable, as respondents would not have sufficient time to discuss any area in detail, or perhaps they would be unwilling to discuss the topic in this setting.  The structured response sheet would also remain as a limitation.

Detailed Interviews: It became apparent that trying to capture a large amount of research data from numerous sources might not be appropriate.  Instead, qualitative research was decided to be more useful in trying to encapsulate and discuss the relevant factors to this thesis, allowing a general but exploratory conversation.  There still remained a need to ensure an accurate picture of empirical events was captured.  This was especially important as the thesis related to investigating the financial processes of individuals who received little if any research interest in the past, ‘an analytic issue potentially arises in such studies where interviews are used to elicit respondents’ perceptions.  How far is it appropriate to think that people attach a single meaning to their experiences?’ (Silverman, 2000, p. 32)

4.4 Data Capture Selected

4.4.1 Interviews With Farmers

The conclusion was reached that detailed interviews were most appropriate.  The means of setting up and conducting these interviews are now discussed.  

The main priority was to reach a valid conclusion, which meant ensuring farmers understood the research objective and were willing to disclose the required details.  To facilitate this, an initial contact meeting was made with local farmers to explain the research objective, and assure them that no confidential details were required and all interviewees would remain anonymous.  Ten local farmers were selected that were familiar to the interviewer in a previous business context; this instilled an attitude of professionalism and trust in the interview process: 

Whether or not people have knowledge of social research, they are often more concerned with what kind of person the researcher is than with the research itself.  They will try to gauge how far he or she can be trusted, what he or she might be able to offer as an acquaintance or a friend (Hammersley and Atkinson, 1983, p. 78).

The farmers selected were from different agricultural sectors, and had a varying degree of education and managerial-experience in the farming industry.

A telephone call to each interviewee followed to discuss an appropriate time for the interview.  A confirmation letter of interview details was then sent to each of the interviewees (Appendix E).  This letter also had a bulleted list of the areas under investigation so that the interview time could be used more effectively, where the interviewee had some idea of the open-ended questions to be asked (Appendix F).  The objective was also to put the respondents’ minds at ease about what information they were prepared to disclose.

A profile of the interviewees is available in Appendix D.

4.4.2 Interviews With Agricultural Accountants

The farmer-interviews were carefully set up so as to gain an accurate picture and to ensure that a valid conclusion would be achieved.  Interviews were, however, set up with two accountants to bring two further dimensions to the study: 

1. It would to some extent, give an insight into the larger picture of financial analysis in the farming industry in light of the limited number of interviewees.  This was possible by interviewing Joe Hickey, the taxation partner of the Irish Farmers’ Accountants Co-Operative Society (IFAC), the national farm accountants; and Sean Quinn (alias name), one of the leading agricultural accountants in Ireland, with his own partnership.  A general discussion on the uses and usefulness of financial analysis in the farming industry could ensue with both parties.

2. One anticipated problem from the interviews with farmers was the danger that they might not consider financial analysis relevant because they had no experience of it and did not know its uses.  This is an educational problem and not a usefulness issue.  The accountants would have a detailed knowledge of the degree to which farmers use financial analysis, and the potential that is inherent in its use.  This will eliminate any inappropriate bias in the interviews with farmers and will provide an interesting discussion on the differing views between the two parties.

A profile of the accountants interviewed is also available in Appendix D.

4.5 Limitations Of The Research

Limitations fall under two broad interlinked categories: the amount of time devoted to the research and the amount of information gathered.  Due to other commitments and deadlines, the thesis research was conducted so as to achieve the greatest return from the resources available.  Thus, this thesis does not set out to provide a definitive presentation on the use of financial analysis in the Irish farming industry.  

The time and resources of the interviewer are added to the reasons cited earlier for choosing to concentrate on a limited number of detailed interviews.  As regards the data gathered, there is no guarantee that this represents the situation nationally.  Thus, all discussions will be related to the information accumulated from the interviewees.  There is also the danger, as discussed earlier, that farmers may not have sufficient experience to discuss some areas of the study.  For example, farmers who do not use financial analysis in any form will not appreciate the impact of the changing nature of the farming industry on its use.  

These factors have, however, been adapted into the study though interviewees with accountants, carefully selected farm interviewees and the use of qualitative research which does not require accurate statistics.  With a need for the farmers interviewed to have an opinion on financial analysis, the interviewees selected were deliberately biased towards younger farmers where previous research suggests a greater use of financial information (see Appendix A, Table A.5 for the national age profile).  These farmers will also understand the preoccupations of previous generations.  

4.6 Conclusion

While there is a need for research into the uses and usefulness of financial analysis in the farming industry in Ireland, a thorough state-wide investigation would be necessary to conduct reliable statistical analysis.  

This thesis has recognised its limitations, and has therefore structured its data capture so as to reach reliable conclusions based on a relatively small sample of inferences.  This thesis will discuss the results of the sample size selected.  This in turn should lead a state body to decide whether any further research needs to be conducted into this area on a national level.  
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5.1 Introduction

This chapter sets out the main research findings from the interviews conducted.  It firstly examines the degree of deficiency in the use of farm financial information and the explanations offered for this, and then contemplates the impact of the changing industry on the future use of financial analysis.  

5.2 The Deficiency In The Use Of Financial Information 

5.2.1 Planning

Empirical evidence regarding the importance of planning is congruent with the literature review, suggesting that farming is a unique industry, ‘the farmer, by and large, is involved in a biological process, all the time a price-taker rather than the price-maker’ (Sean Quinn).  This uncontrollable process is also caused by factors such as animal health and the weather, ‘in farming, there are just too many variables’ (Farmer B).  Traditionally, budgets should be used as targets for the forthcoming year where the actual performance can be measured against the target.  Nevertheless, farmers have no control at the planning stage over the revenue received post performance, and this return is determined by the uncontrollable market-variables.  Therefore, there are justifiable reasons for not budgeting for targets that are not within the farmer’s control (Farmer F).  

In terms of output capacity, farmers operate at generally the same level each year, so less annual planning is necessary in this regard, ‘cash flows are fairly constant from year to year; quotas don’t give much room for expansion’ (Farmer F).  In this way, the unpredictability of the future is counterbalanced by the stability of the annual output.  Consequently, output levels are memorised through experience, with no need for detailed financial planning (Farmer B).  

According to Joe Hickey, the assumption of this method is that these production methods are efficient.  He emphasises that farmers need to use their IFAC Management Report to monitor inefficiencies and poor cash flow planning, ‘if in fact a farmer is going merrily along and if he’s not paying attention to what actually happened last year, and if he had a deficit last year, then it doesn’t make sense’.  

While the literature review emphasised the importance of capital planning, the farmer may still not need much planning if the investment is a necessity, ‘you’ve a fair idea, if you’ve a shed to put up, you’d be fit to work out “can I afford it?” - you’d be able to work that out yourself’ (Farmer A).  So in this case, there is little need for cash projections to determine if it is a correct decision.  There is no evidence that farmers use financial comparisons in capital planning, despite their control over the actual assets purchased, and the method of financing.  

5.2.2 Control

Post performance, the advantage of having prepared a financial target is that deviations from this target can then be investigated.  But Sean Quinn describes how a farmer’s lack of market-control reduces the need for budgets, where he compares it to a local shop:  

… you buy the packets of washing powder, you mark them up by ten percent, you sell them.  So you need a set of accounts to measure if that’s what’s actually happening – whether you’ve been cheated, whether the stock coming in is right, whether the stock going out is right, whether the margins are right.

Accounts are of no use to farmers in this regard, having no controllable financial return, while stock is generally not a problem due to the farmer being directly involved in its movements.      

The small quantity of actual transactions allows the farmer escape day-to-day cash management, even if the amount is outside his control, ‘as a rule here, I’d probably only get four bills a month, and most times I’d only get one cheque – the milk cheque’ (Farmer A).  While the transactions are few, the amounts involved are usually substantial, therefore Farmer I believes that careful management of the timing of cash flows is needed, giving examples of where produce should have been sold at an earlier stage to meet major harvesting costs.  

Although costs incurred are linked to the output level, the quantity of inputs for a given output level may be inefficient.  While historical comparisons facilitate the annual completion of financial-records, the accountants feel there is a serious deficiency in their use, ‘there’s a need to see where things are going wrong.  Am I responsible for it [as a farmer] through bad management or is the market place letting us down?’ (Joe Hickey).  In this sense, poor control of the previous year’s farm management can be used as a guide for improved planning in the current year (Joe Hickey).  

Farmer A gives the example of using the purchasing groups that are available in order to exploit the potential for purchase economies, ‘we’re buying probably meal, fertiliser, oil and insurance through the group, at a discount price’.  The grouping of farmers together can have another advantage - the ability to compare the return of other operators on a per unit basis.  Any variations between operators of the same size, sector and locality must be explained by management inefficiencies.  Farmers not using financial information cannot possibly be emphasising efficiency. 

With relatively constant output, detailed control of cash flow is only necessary for once-off transactions and investment decisions (Farmer E, J), or where farmers are forced to produce cash flow projections for loan applications (Farmer A, B, E, F).  In this regard, banks prefer cash flow forecasts to be prepared by a qualified accountant (Farmer E).  Conversely, Joe Hickey explains how the banks can be less stringent on farmers in demanding financial information, as farmers are asset rich and have years of expertise, thereby providing valuable collateral.  He contrasts this with thinly capitalised start-up limited companies where banks would require six-monthly cash flow updates.  

However, control is merely to measure that things are going to plan.  Sean Quinn describes how farmers’ plans may not be financially driven, ‘if a business discovers that one sector of its business isn’t paying, they close it down – farmers don’t do that, that’s not the way they operate’.  He describes farmers as ‘philosophers’ with longer-term goals, where he does not believe their only motivation to continue farming is the financial return.    

5.2.3 Decision-Making

The relatively large amount of variables in farming requires a certain level of guesswork in decision-making, which reduces the lack of faith in the financial information, ‘… financial records didn’t show BSE [Bovine Spongiform Encephalopath] coming…’ (Farmer B).  Farming is a seasonal business, and produce must be sold at a particular stage due to its perishable nature, lack of storage facilities, lack of finance, or other factors (Farmer H, J).  Farmers have to offload goods to be sold at the current market price, ‘in the case of culled cows, if the price was bad for culled cows I would probably sell them when I stop milking – whatever I get, just take the price’ (Farmer A).  

Farmers D and G, specialising in the beef trade, comment that beef must be sold at thirty months of age, under new BSE regulations.  Farmer G gives the example of selling at the correct time to claim the state subsidies.  Based on the importance of subsidies as a significant cash flow for the farmer (Appendix A, Table A.4), claiming them is likely to be the most important financial driver in decision-making.  

In this market environment, farmers monitor output as an indirect form of decision-making.  By spending money on the best quality animal of the herd, one is aiming for the best financial implications, ‘therefore, the ones [animals] that are less susceptible to disease, greater longevity, going back into calf – they’re all adding to the bottom line in profit’ (Farmer F).  However, both accountants feel this is a very limited approach to decision-making; for example, increasing output does not necessarily mean increasing profit, ‘a beef farmer over the past twenty years would have been better with low output and poor quality, and low input costs – would have made a packet of money [due to subsidisation of income]’.  A variation of such magnitude, regardless of the lack of control, would signify that proper financial analysis would have indicated the preferable option.  Yet, the absence of the uptake of this option is either due to a deficiency in the use of the financial analysis, or knowledge of this financial option but a conscious decision to ignore it.  

5.3 The Use Of Financial Information By Farmers
The conclusion so far is that financial information is useful for monitoring the timing of cash flows, cash flow analysis for once off decisions, and using historical information to guide improvement in the organisation or gain a better return elsewhere.  Yet, Sean Quinn admits that ninety-five percent of his farm-clients do not see any use for it in day-to-day activities.  

5.3.1 Non-Financial Strategies

There are non-financial strategies present which cannot be quantified in financial terms.  Farmer I, with an off-farm employment, describes how the farm strategy is one of minimum labour input, which influences the output of the farm.  Farmer D, another part-time farmer, agrees that the part-time farm has not as much emphasis on profit maximisation, as the farmer is not as dependent on its return.  Farmers interviewed indicate that they are well aware that they could earn a higher return elsewhere for their farm capital investment, which suggests that the financial information is acknowledged, but is being ignored.   

Joe Hickey recognises the farmer’s uncontrollable market and the emphasis on quality, but is adamant that the financial information needs more attention – the cost per unit of produce.  In the current market climate, only Farmers A, I and F agree with this view.  Tight margins (Farmer F), and increasing output not resulting in increased profit (Farmer A), require a greater use of financial analysis.  Farmer I describes how general industrial reports may not be as relevant to the individual farmer as what the financial information describes.  But qualitative information is emphasised as more important by others, due to industry regulation (Farmer B and C) and the structure of the industry (Farmer D, E, J).  

Farmers A, E, H, and I mention the Teagasc Farm Monitor system, comparing qualitative factors of different operators, but it also includes financial comparisons.  Farmer A describes how he uses qualitative information for production management.  This includes a daily record of paddocks used and cut, cows milked, fertiliser spread, milk given to calves, rainfall per day.  The other major element of these discussion groups is emphasis on financial efficiency, which is discussed in detail in the next chapter.  

5.3.2 Taxation Services

It is generally agreed among farmers interviewed that without taxation and statutory requirements, there would be little employment of accountants by farmers.  The accountants also recognise that compliance services are the main services availed of by farmers.  Farmers A and F discuss the preoccupation with tax, where farmers have been attracted to any investment opportunity in the past because they were able to ‘write that off against tax’.  

Farmers E, G and I, who value financial information but do not have the time or experience to analyse the data themselves, appear less satisfied with the usefulness of the basic tax service report of their general accountant, than the IFAC Management Report.  Farmer G regrets that his taxation accounts do not give him a breakdown between the profitability of his two farm enterprises, something he would deem valuable.  

5.3.3 A Move Towards Understanding The Advantages Of Financial Analysis

Farmer F discusses how farmers of the future will ‘need to be very aware of the low return on investment and what other investment opportunities are open to the farmer’.  He discusses how the financial report received from his accountant is analysed by his financial consultant, and decisions are made on this basis.

With a very high asset-base investment, financial analysis should be used to improve efficiency.  Joe Hickey emphasises, ‘… it is necessary that one’s able to make a living from farming, to measure and see that one is getting an adequate return from one’s time and the employment of capital’.  

Joe Hickey also describes how Teagasc courses are now weighted with sixty hours of management modules versus one-hundred hours of production.  When considering whether education in bookkeeping has a significant impact on how farms are managed, Farmer A (educated in bookkeeping through Teagasc) suggests that most graduates would continue doing things the way their fathers were doing it.  This indicates that these farmers have yet to understand the need for financial analysis; detailed knowledge of its preparation is not useful on its own.  

According to Farmers A, D, and J, only some of the larger operators are beginning to explore financial consultancy services, while these are primarily younger farmers.  Farmer H mentions how older farmers are more likely to need professional analysts.  This gives credence to the view that the farmer is not a typical business manager…

5.3.4 Not A Typical Business Manager

Farmers are not just businessmen, but are technical experts in their industry, and their business is amalgamated into their personal life.  They cannot all be expert financial analysts as well, especially without any training.  Joe Hickey describes the solution to this problem, as part of the IFAC service involves on-farm bookkeeping at periodic intervals, ‘the answer was to put together a recorder system
’.  Eighty percent of farmers interviewed have a knowledge of basic accounting principles, so there are factors other than education influencing the under-use of financial analysis.   

Perhaps while the decisions of farmers may ‘support the strategic priorities being pursued’ (Slagmulder, 1997, p. 103), these strategies may not be driven by the potential financial return, but rather a love of the land and a feeling of security to continue one’s lifelong traditions.  In this regard, financial analysis is not seen as central to business management.  

5.4 The Accountants’ Perspective

5.4.1 Services Provided

The farmer’s accountant offers a wide range of services from taxation filings, annual accounts, loan application negotiation, applying for educational and capital grants, and financial consultancy services.  IFAC’s new financial management service is now online, providing the farmer with secure access to his financial data, and the ability to conduct sensitivity analysis in a structured environment.  

However, Foster (1981) fails to recognise why the farmer’s need for bookkeeping is inherently different from a typical business of similar size.  Farming has fewer transactions and land is the main item on the balance sheet that is being compared, requiring little or no bookkeeping (Farmer I, J).  

5.4.2 Relationship With The Farmer

With the tight profit margins in farming, both accountants defend their practice of charging substantial fees, ‘… if the good people we have in IFAC can earn more away from farming, then in fact they’re going to be drawn away’.  

Nevertheless, cost was not given as main the reason for not employing more accountancy services, rather an ability to manage without them.  But Sean Quinn comments, ‘for a farmer to get a set of management accounts could cost €1,000, which might be one-twentieth of his year’s profits – it is a cost issue’.  While the IFAC Management Report is more detailed and more in tune with farming practices, the number of IFAC offices around the country is limited (Farmer I).  

5.5 The Outlook For The Future Farming Industry 

There is no doubt that the farming industry is set to radically change, ‘we’re now coming into world market prices, commodity prices, nobody knows what they’re going to be, it’s not as stable as it used to be, it’s much harder to project’ (Farmer J). 

5.5.1 Planning

Farmers must attempt to plan their future in farming without any firm indicators of what that future will hold.  As the subsidy system changes in 2005, in the majority of cases it will mean tighter profit margins, and farmers not making adequate profits will be forced out of the market, ‘almost instantaneously, there is going to be a mass exodus out of serious farming’ (Joe Hickey).  The future farmers will need to expand to maintain the same level of income as previous years, but new regulations are forcing farmers out of the industry - limited fertiliser spreading, limited emissions, quotas restrict the level of saleable output, planning permission is difficult to obtain (Farmer B).  

Sean Quinn stresses that farmers cannot react to the lower prices as before by expanding – which ‘means you had to get more cows, more land, more quota, more buildings’.  With an average return on investment of one percent at present, this ‘asset rich, monetary poor’ structure is just not going to work.   

Joe Hickey also considers the broader view, suggesting that proper succession planning needs to be conducted.  Farms producing the typically low return cannot buy out other family members through payments by the successor.  This is another example of the impact of the industry structure on the need for financial planning, as the low operating return does not easily facilitate these payments.   

5.5.2 Control

Markets have become so tight, that some farmers will find it difficult to earn sufficient money for their family, let alone re-investment money (Farmer F).  In response, farms have to become more efficient by using their comparative analysis report, knowing where their costs are out of line with other IFAC members (Joe Hickey).  This is an area that many farmers find frustrating (Farmer H, J), as Farmer J explains:

How efficient do you expect people to get, most farmers that are still in existence are quite efficient?  But yet, we’re constantly being told that we must pull up our stocks, be more efficient, tighten our belts...  

However, short-term measures of cost reduction are not going to be enough to survive in the future farming industry (Sean Quinn).  Only larger operators will be able to maintain an adequate income in the future, requiring a significant amount of investment in fixed costs.  

All farmers agree that cash flow will become a bigger concern in the future.  The timing of cash flows will be relevant to all farmers, as those receiving subsidies will get a single payment in December, rather than payments based on stages of production.  Strict cash flow planning and control of this December windfall will be necessary, ‘it’s like a box of sweets – you just can’t help dipping in’  (Farmer I).  

The emphasis on cost control requires detailed discussion in the next chapter.
5.5.3 Decision-Making

Decision-making on farm structure, off-farm investment and off-farm employment will be vital in the future farming industry; therefore both accountants agree that financial information will become more central to decision-making in the future, ‘the dairy industry is going to consolidate – those people will be businessmen rather than farmers; the family farm will be gone’ (Sean Quinn).

Farmers have to consider their own labour time in farming in terms of opportunity cost, ‘farmers are now looking at time management, the level of returns they’re getting from their time’ (Farmer F).  Farmer F provides figures where farmers would have to work eighty hours a week on farm to receive the same income from a forty-hour week in off-farm employment.  
In the past, subsidies shielded the farmer to some extent from the financial implications of decisions.  With this system substantially gone and farms getting larger, financial analysis will need to become more central (Farmer A, B, C, D, E, F, G H, I).  However, farming remains a tradition, farmers feel that few will give up the land, and instead the options will be either to stay full-time or go part-time (Farmer A, B, C, D, E, F, G, H, I, J).  Farmer A does not believe the changes will be as difficult as predicted, and will not easily be persuaded to sell-out.  To him, it is a lifestyle choice, where he is willing to sacrifice a limited amount of income and yet continue on in the farming business.  He believes it is a case of looking at increased efficiency, and not necessarily a case of emphasis on expansion and increased use of financial information, ‘at the end of the year, your bank account statement will tell you how much more money you have in the bank, and what sort of lifestyle you have during the year’.  (Farmer A).  

Therefore, if off-farm employment is necessary, it will be an obvious requirement and will not need financial analysis (Farmer A, D, E, H, J).  Off-farm employment opportunities will be determined by the employment skills and age of the farmer (Farmer B, C).  Yet, Joe Hickey warns that one’s bank statement is not a profit monitor; instead, effective monitoring of costs, capital expenditure and personal drawings is needed through the source and application of funds statement.  
5.6 Conclusion

There is a deficiency in the use of financial analysis in day-to-day management in the farming industry – farmers have incomplete records, and an unwillingness to engage in accountancy services beyond compliance work.  Three out of the ten farmers suggest that financial record keeping is more of a burden than a use.  While the lack of control and the small number of transactions justifies this attitude to some extent, cost efficiency and monitoring the financial return is controllable by the farmer.  Yet, only one farmer interviewed employs consultancy services (Farmer F), one farm uses computerised accounts (Farmer J), another three are members of IFAC (Farmer A, B, C), others use discussion groups (Farmer E, H, I).  None of the other farmers admits using any detailed techniques or discussion groups, so these must be using intuition or concentrating on non-financial information, yet output does not correlate directly with bottom line profits.  

Subsidisation of the industry allowed this under-use of non-financial information in the past, and an allegiance to culture and tradition.  However, cost efficiency and effective decision-making will become central in the future, and farmers who wish to have a sustainable level of income will need to expand or invest off-farm.  The changing economic and political structure of the farming industry will require a new structure for the individual farm – this includes a greater emphasis on financial analysis.  
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6.1 Introduction 

Research was needed to investigate how farms are managed, and to ask if the use of financial analysis is sufficient for the new farming industry.  This chapter discusses the information provided in the interviews in relation to the extent of the deficiency, what needs to be done to survive in the future farming industry, and what implications this has for financial analysis.  

6.2 Is There A Deficiency In The Use Of Financial Information?

6.2.1 The Comparison With Management Accounting Best Practice

Deficient can be defined as ‘lacking something essential; inadequate in quality or quantity’ (Collins Gem, 1994, p. 136).  This thesis set out first of all to conduct a literature review, which concluded that there is a deficiency in the use of financial information in the Irish farming industry.  

However, this lack of financial analysis may not have been a major management problem, and therefore there is no actual deficiency recognised by farmers.  Thus, farm management cannot be criticised by simply comparing it to the use of planning, control and decision-making in other commercial businesses.  The first reason for this is due to the sole-trader structure of the business, ‘it [financial analysis] is one dimension of it, and in business it is unusual to get somebody who is good at selling, planning, purchasing and the technical aspects of production’ (Joe Hickey).  As Joe Hickey points out, just because farmers do not understand bookkeeping, this does not cause a deficiency, as any need for financial analysis can effectively be fulfilled by the IFAC Recording System (Appendix D).  

Secondly, the need for less financial information in day-to-day management is again aided by the structure of the industry; for example, banks feel secure when lending to farmers as the loans are secured on land, an appreciating asset.  

Thirdly, there is little control over sales price per unit; consequently a competitive industry does not exist.  

If there is no advantage in conducting financial analysis, any absence of it cannot be described correctly as a deficiency in this regard alone.  Therefore, a deficiency only exists if there is a need for more use of financial information in farm management, and this need is not recognised by farm managers. 

6.2.2 How Farm Management May Be Deficient

Farmers are not typical entrepreneurs, instead many prefer to continue with a structure that they know worked in the past, ‘you can’t buy experience, stick to what you know’  (Farmer B).   

According to the accountants interviewed, engaging in bookkeeping services is rarely demand driven by the farmer, but compliance driven.  IFAC provides the basic service needed by the farmer for effective management as part of the tax compliance work.  However, the accountants feel that a lot of farmers fail to read the financial reports provided for them, or listen to the advice that is given.  Instead, there are many factors emanating from culture and tradition, a way of life, which encourage farmers to remain static.  Some decisions may not make business sense, but are part of the current industry culture, ‘I mean, I’m a businessman.  I wouldn’t spend a £100,000 in the spring on something that’s alive, that I have to feed everyday, and that I’ve no idea what return I’m going to get’ (Sean Quinn). 

This quote is from a financial expert.  But farmers are not just preoccupied with financial information, being well aware of the low return that is being generated from the farm investment, but rather continue on regardless.  This is an informed decision based on the financial information, and not a deficiency in its use.  

It could be argued that a deficiency only arises where farmers are not using the information available to make informed decisions, or to recognise where improvements can be made.  For those who wish to generate a good income in the future, these areas need to be enhanced.  

6.3 A Need For A New Structure To Generate A Good Income

Earlier in this chapter, the difference between a typical business and a farming business was described as: 

1. The farmer being a sole trader 

2. The farmer having less use for planning, control and decision-making

3. The farmer having the security of land, being ‘asset rich’

It is interesting to note that the research findings indicate a potential change in each of these areas, in the future farming industry.  While farmers will still operate in an industry that is relatively uncontrollable, most reasons for not needing financial information will be largely eroded.  

6.3.1 The End Of The Family Farm – The New Commercialised Industry

As empirically verified, farms will need to expand, so without doubt careful planning, control and decision-making will be vital.  The new unpredictable and unstable industry will require timely responses from farmers and the need for more up-to-date financial information.  Farmers will also need to specialise in the future, in one or two areas of production, and outsource all raw materials and inefficient assets.  Sean Quinn compares this to an industrialist who:

… wants to make shoes, he doesn’t give a monkeys who supplies the leather, who supplies the nails - at the end of the day he’ll just stick his name on the shoes; farmers are going to have to do the same.

But first of all, the farmer needs to find the funds for expansion, and in many cases could discover that the resources available may not provide a sufficient return to survive in the future farming industry.  Cost and production efficiency might not be enough to save smaller operators; furthermore, financial consultancy services are not something that the future farmer can afford to cut from his budget.

A new structure is needed; smaller farmers may need to engage in machinery sharing and partnerships, where fixed costs not only of expansion but also of essential management services can be put to a more efficient use, ‘most farms could not afford the services that a professional office supplies … we’ve a deliberate policy to move away from farmers because they can’t afford to pay us’ (Sean Quinn).  

Unfortunately, the Department of Agriculture has limited the number of farmers allowed in a farm partnership to three.  According to Sean Quinn, one must forget the notion of trying to protect the family farm, ‘we now have to compete straight on with the Americans, and the Americans have lots of subsidisation and lots of resources.’ 

Farmers were not asked directly about partnerships, but as selling their land ‘doesn’t happen … less than one-percent will do that’ (Farmer D), the ability of the individual farmer to maintain rights over his own land will be critical in any partnership.  Machinery sharing also did not work in the past, due to conflicts over maintenance versus use, and use versus busy seasons (Farmer H).  

Partnerships, if taken up in the farming sector, will require a much greater use of financial records for control purposes.  

6.3.2 The End Of The ‘Asset Rich – Monetary Poor’ Structure

A typical profit centre would be worried if it saw its net return fall below fifteen percent.  The farmer, as a businessman, is operating on a return as low as one percent.  Therefore, to get an adequate income of €20,000, a farmer could invest up to €2,000,000 in capital.  When asked about considering off-farm investment, Farmer D responded by saying that with such a low return, all the farm profits need to be re-invested in the farm.  With the return to get lower in the future, and the required investment to increase in order to maintain the same income, it is unlikely that this structure can survive.  

By liquidating the investment in the land, a farmer can earn the fifteen percent return elsewhere.  By renting land instead, a farmer can survive on a lower capital base and achieve a better return on investment.  However, farmers interviewed suggest that lack of funds, unwillingness to sell the land and investment risk are the main obstacles.  When asked if they consider off-farm investment, Farmers A, F, J said they do, while Farmers D, G and I have off-farm employment.  Farmer G contends that he is achieving the fifteen percent return on-farm through the annual appreciation in the value of the land, although conceding that this is not manifested in profit and loss terms.  

Sean Quinn emphasises the liquidation route:

There’s quite a bit of that going on but that’s not really with farmers; that’s with a guy who happens to be a farmer and a property owner, and happens to see himself as a property owner rather than a farmer.

Both accountants warn though that if the demand for land falls due to a large exodus of farmers from the industry, the value of the land will also dramatically fall.  Therefore, the return-on-capital-ratio will be improved, but this will not be advantageous to those selling out of the industry.  Consequently, the changing structure of the farming industry is one that has to be carefully managed by the Department Of Agriculture.  In this regard, use of financial analysis will be vital in the areas of planning, control and decision-making.
6.4 How Can Improvements Be Made In The Future Use Of Financial Information?

This study is concurrent with Doyle (1994, p.40), who concluded that while farmers are aware of the importance of financial management, it is largely conducted through a ‘sensible attitude’ approach rather than a use of detailed information.  However, this is not enough to survive in a commercialised industry.

6.4.1 Use Of The Information Available

Joe Hickey places emphasis on how farmers must use the comparative analysis section of their IFAC Management Report:

It [The IFAC System] is working for people who want it to work.  If they don’t want it to work … they could have that report and never open it so what’s the point in having it.  The best we can do is place at their disposal the resources necessary in order to arrive at good decisions.  

Farmer B echoes the response of all IFAC clients interviewed, ‘IFAC can tell you whether you are in the top, middle or bottom of the farmers it provides services for in terms of efficient use of resources, fertiliser for example’.  Farmers do realise that using this historical information can be used more straightforwardly without having to try to predict the future:  

You’d have to just look at your profit more than your cash flow.  If it was coming down each year you’d have to look at it – the hours you’re putting in and what you’re getting out (Farmer E).  

6.4.2 Discussion Groups

‘You can pull out costs individually and see how you are comparing within individual groups’  (Farmer F).  

The advantage of discussion groups is that farmers of a similar size can compare their return, and each profit and loss account line item against each other.  The reasoning is that farms of a similar size should be producing the same return; otherwise there is a need to investigate the cause of the variance.
Under the Teagasc Farm Monitoring System, each farmer puts their financial figures on the table in the IFAC System Format; if somebody is producing better than the rest in the group, everybody discusses what he is doing right and then go back and reflect on how they can improve their own system (Joe Hickey).  Therefore, the discussion groups are a mechanism that helps future farmers eliminate any inefficiencies in their farm management.  

6.4.3 Use Of Information Technology (IT)

Efficiency, it seems, is a vital component for future farm management, and one potential mechanism to achieve this would be the use of IT, which has been promoted by previous researchers (Ruane, 2003).  Farmer J, who spent a short time marketing agri-software on the ground, believes that, ‘consultancy services can tell you what your accounts tell them, an accounts package can do the same’.   

Software can in effect replace employment of financial consultancy services, which has already seen a greater uptake among the new generation of farmers (Farmer J).  However, it is not as simple a solution as has previously been presented.  The problem remains that farmers must see a use for financial analysis.  Then, those educated in the use of information technology must weigh up the benefits of the computer versus its time consumption and the alternative services available from the professionals.  Only then will it be efficient, ‘I have to say, honestly none, not one of them used it, of all the farmers I sold it to, and I sold it to hundreds’ (Farmer J). 

6.5 The Role Of The Agricultural Accountant

6.5.1 In The Past

There was little need for the farmer to use financial information in the past, and up until the nineteen-eighties, farmers were not fully assessable to income tax.  Therefore, in an industry that has been somewhat sheltered from economic reality (Farmer F), and largely steeped in culture and tradition, becoming assessable to tax meant employing an accountant for precisely that reason.  

The main reasons for not employing an accountant in the past were:

1. The uncontrollable, and yet relatively stable nature of the farming industry, rendering financial analysis useless.   

2. The small sole-trader nature of the business, where decisions were largely based on experience and historical data, where it was not financially viable to employ consultancy services.    

3. Financial implications of decisions were not the only motivation, which were often taken for tax saving reasons or a love of the lifestyle.  

6.5.2 In The Future

While there were logical reasons for not employing accountancy services in the past, their under-use remains a stumbling block that has to be recognised and resolved in the future farming industry.  As major decisions are taken about the future of farming, and the industry becomes more precarious and dominated by larger operators, the logical step for farmers is to employ the consultancy services of accountants.  The emergence of partnerships may see the employment of in-house bookkeepers or financial advisors on some of the larger farms.  

The accountants interviewed do not agree with Argilés (2001), who suggests that means must be identified to aid the farmer become a financial manager.  Instead, the farmer can embrace financial implications by simply engaging the services that the accountants are currently providing.  

The extent of the uptake of future financial consultancy services is difficult to estimate.  For those who recognise the advantage of financial analysis, but feel that the employment of the further services of an accountant are not worthwhile, will prefer to do it themselves.  According to Farmer G:

I remember when we were at agricultural college, there was an enterprise account book – your dairying book, your pig book, your suckler book.  You could appropriate costs to each enterprise, it doesn’t have to be a computer or a big elaborate program.   

Farmer G suggests that these pre-printed agri-books for farmers should be circulated by the Department of Agriculture once again.  

6.6 Conclusion

While there are some legitimate reasons for not using financial analysis, many farmers do not recognise its usefulness in making informed decisions and improving efficiency.  

Farmers who want a farm income that is comparable to off-farm employment, must look at their options to improve farm efficiency and off-farm investment - using financial information is the only effective way of doing this.  But the farmer cannot ever be an expert at all aspects of the business, so therefore the best option is the employment of more financial consultancy services.

The recommended structural changes towards partnerships and selling land are unlikely to happen, largely due to cultural factors.  Yet, the current asset structure cannot support comprehensive consultancy services for smaller operators, so the options available for efficient financial analysis are the IFAC Management Report, discussion groups, use of information technology, and pre-printed agri-accountancy books.  
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7.1 Meeting The Objectives Of The Thesis

The first objective of the thesis was to investigate the difference between the uses of financial analysis in the farming industry as opposed to traditional best practice.  This research suggests that a lack of control and stability of farm output limited the usefulness of financial analysis in planning, control and decision-making.  The relatively small number of transactions also limited the need for financial record keeping.  Farmers are not solely financial managers, their love of the land influencing the high-asset structure, and in many cases they rather retain this low return.  Therefore, any under-use of financial information in useful areas by many farmers is a conscious decision, based on their belief that financial information does not enhance farm management.  This is the main barrier that has to be overcome.  

The second objective of investigating whether financial information would become more important in the future resulted in a positive affirmation, with young larger operators beginning to embrace it.  In the future, there will still be the same uncertainty in planning and decision-making, however control will be vital in terms of cost efficiency. 

In this way, the tying together of the two objectives resulted in interesting findings. 

7.2 Implications Of The Findings 

7.2.1 What The Research Has Concluded 

Expect for Doyle (1994), there was no previous empirical research available that directly relates to financial analysis in farm management.  Instead, the related literature review was conducted through analysing writings with larger goals, mainly manuals citing tax planning, importance of bookkeeping, and use of IT in farm management.  Their raison d’être was due to an under-use of farm financial management, but these authors did not investigate the reasons for the under-use.   

Only now with the changing farming industry, is there a need for serious change in the use of financial analysis if farmers wish to maintain a sustainable farm income.  In Chapter Three (page 20) of this thesis it was stated: 

The area of financial reporting in the farming industry, is not applicable, as the vast majority of farmers are sole traders.  Combining management accounting information for financial accounting purposes is solely for tax compliance reasons.  

With the need to consolidate into partnerships, this may change.  However, while previous research was busy searching for solutions to the financial analysis deficiency, such as educating farmers in bookkeeping, or simply letting the computer make decisions for you, this thesis makes the simple but vital distinction that a farmer, as a sole trader, cannot be an expert at all aspects of the business, therefore generally more employment of professional analysts will be needed.  However, the root of the problem is persuading farmers of the benefits and need for increased financial analysis in the future farming industry, and a need to change the structure of the individual business.   

7.2.2 The Importance Of The Conclusions  

From the beginning, this thesis stated that in the past Financial Analysis In The Irish Farming Industry was not researched significantly, so it would be appropriate to assume there was not a major problem with how decisions were being made in farming.  

This thesis however, comes at a time when the Irish agricultural sector is entering an era of great reform.  Nobody can dictate at this point what the sector will consist of in ten years.  However, in light of this research, it should encourage reflection among each division: 

1. Farmers: The importance of being financially minded in planning, control and decision-making in the future, and being aware of the means available to achieve this.  

2. Accountants: A consideration of how farmers perceive the value of the services they provide, and how farmers can be encouraged to make use of further management consultancy services as their businesses expand.  

3. To Regulators: To consider what action needs to be taken to ensure that Ireland’s primary sector restructures successfully, and farmers are ready to become effective farm managers of the future.  

7.3 Areas For Further Research

This thesis only begins to fulfil the needs outlined above.  As discussed in Chapter Four, a more comprehensive study may have to be conducted before any action is carried out to align the farming industry, and the use of financial analysis, to cope with the future changes.  

This would involve a nationwide rather than a localised interview base, and there would be a need to identify the specific requirements of each agricultural sector, as well as the other socio-economic objectives of the new regime, to decide what action needs to be taken, and when it needs to be implemented.  This is as a result of some sectors of the industry being affected differently from the changes, which was not within the scope of this research.  

This study took a normative approach, beginning by discussing how financial analysis should be used in best practice.  Another approach would be to take an inductive approach, to solely assess how financial analysis is used in practice.  This would involve a more in-depth and extensive study.  It could also be correlated to the lack of use of financial analysis in other small owner-managed businesses (Marriott and Marriott, 2000). 

7.4 Concluding Comments

This thesis set out to identify problems and a need for change, not to select the best solution.  No expert or economic model can reliably predict what the future holds for the Irish farming industry, and whether a financial analysis deficiency will continue.  The reason for this lies in the radical changes in the industry, and yet these changes cannot fully be explained by traditional economics.  

This thesis is one of investigation, an explanation of why farming as a business is inherently different from other commercial ventures; yet the need for some level of financial analysis remains.  It should be viewed as a collection of interpretations on the subject from farmers and accountants involved in the industry.  The industry needs to be prepared for the new commercialised environment, and this thesis should be read in light of comprehending the financial transition, and some of the options available.  

Appendices

Appendix A: Statistical Trends In The Irish Farming Industry

These statistics are taken from 

1. Teagasc (Irish Agriculture and Food Development Authority) Research and

2. Central Statistics Office 

i. Census of Agriculture (1991, 2000)

ii. Agricultural Structural And Labour Input Releases (Other Years): these figures are rounded to the nearest 100

Any inconsistencies in the following statistics should be interpretated in this regard.  

Table A.1: Demographic Economic Trends, 1920-2010

	Year
	1920
	1960
	1990
	2000
	2010 est.

	Total Number of Farmers
	359,700
	210,331
	170,578
	141,527
	100,000

	Number of Full-Time Farmers
	N/A
	N/A
	124,746
	78,723
	20,000

	Average Farm Size (ha)
	12.4
	21.1
	26
	31.4
	44.4

	Gross Agri-Produce As % of GDP
	N/A
	28.9%
	11.9%
	4.6%
	N/A

	Agriculture as % of Total At Work
	54%
	34%
	14.40%
	7.30%
	N/A


Adapted From: Brown (2004). Available from <http://www.teagasc.ie/publications/2003/conferences/agriculturaleducation/paper02.htm>

Table A.2: Entrants To Agricultural Training, 1991-2001

	Year
	Overall Number of Entrants
	Total Farmers
	Entrants As A % Of Total Farmers

	1991
	1434
	169,893
	0.84%

	1992
	1555
	161,100
	0.97%

	1993
	1688
	158,900
	1.06%

	1994
	1768
	153,000
	1.16%

	1995
	1475
	153,000
	0.96%

	1996
	1669
	149,300
	1.12%

	1997
	1360
	147,600
	0.92%

	1998
	1338
	146,200
	0.92%

	1999
	1070
	143,700
	0.74%

	2000
	1215
	141,342
	0.86%

	2001
	864
	139,400
	0.62%


Adapted From: Brown (2004) [Number Of Entrants]. Available from <http://www.teagasc.ie/publications/2003/conferences/agriculturaleducation/paper02.htm>

And: Central Statistics Office Labour Surveys 1992 – 2001; Central Statistics Office Census 1991, 2000 [Total Farmers]
Table A.3: *Seasonally Adjusted Total Farm Input And Output Prices 2001

	2001
	Jan
	Feb
	Mar
	Apr
	May
	June
	July
	Aug
	Sept
	Oct
	Nov
	Dec

	Input

Prices
	111.6
	111.5
	111.9
	112.0
	112.7
	113.1
	113.4
	113.1
	113.0
	113.0
	112.7
	112.8

	Output Prices
	95.2
	93.8
	95.2
	93.6
	94.2
	94.2
	95.6
	92.2
	93.9
	94.5
	95.3
	95.5


 (Base Year = 1995)

Adapted From: Central Statistics Office Agricultural Prices Indices. Available from <http://www.cso.ie/publications/prices/api.pdf>. 

* Seasonally adjusted gives a fair indication of monthly movements in price, due to products being grown and sold only at certain times of the year.

Table A.4: Changing Income Trends, 1998-2002

	
	1998
	1999
	2000
	2001
	2002

	Average Income Per Farm Family

(Inflation Adjusted, Base Year 1995)*
	€13,442

(€12,717)
	€11, 088

(€10,324)
	€13,499

(€11,903)


	€15,840

(€13,322)
	€14,925

(€11,998)



	% Part-Time Farmers

(% Part-Time Farmer and/or spouse working off farm)
	N/A

(44%)
	32%

(45%)
	33%

(45%)
	33%

(45%)
	33%

(48%)



	Average CAP Subsidies As A % Of Farm Income (Excluding Subsidy)
	69%
	74%
	68%
	72%
	90%


Adapted From: Teagasc National Farm Surveys 1999-2002

*Farm Gross Output Less All Farm costs = Family Farm Income Available For Living Expenses And Future Investment

Table A.5: Age Structure Of Irish Farmers

	Age
	1975
	1992
	1999

	
	Number
	%
	Number
	%
	Number
	%

	< 35
	14,615
	6%
	20,200
	13%
	15,800
	11%

	35 – 44
	36,942
	16%
	29,300
	18%
	27,500
	19%

	45 – 54
	59,370
	26%
	35,100
	22%
	35,200
	25%

	55 – 64
	61,198
	27%
	39,000
	24%
	32,300
	23%

	> 65
	55,881
	25%
	37,500
	23%
	33,000
	23%

	Total
	228,006
	100%
	161,100
	100%
	143,700
	100%


Adapted From: Review 2000/2001, ‘Chapter 10: Agricultural Structure’
< http://www.agriculture.gov.ie/publicat/review2000/PDFFILES/2000ch10.pdf>

Source: Central Statistics Office Structural and Agricultural Labour Input Surveys

Table A.6: Size Structure Of Irish Farms

	Farm Size
	1975
	1992
	1999

	
	Number
	%
	Number
	%
	Number
	%

	< 5
	34,400
	15%
	16,600
	10%
	11,300
	8%

	5 – 9
	37,700
	17%
	22,200
	14%
	17,300
	12%

	10 –19
	70,600
	31%
	46,100
	29%
	38,700
	27%

	20 – 29
	35,800
	16%
	29,900
	18%
	28,500
	20%

	30 – 49
	29,800
	13%
	27,600
	17%
	27,900
	19%

	50 –99
	15,900
	7%
	15,400
	10%
	16,300
	11%

	> 100
	3,700
	2%
	3,900
	2%
	4,000
	3%

	Total Farms
	227,900
	100%
	161,700
	100%
	143,900
	100%


Adapted From: Review 2000/2001, ‘Chapter 10: Agricultural Structure’
< http://www.agriculture.gov.ie/publicat/review2000/PDFFILES/2000ch10.pdf>

Source: Central Statistics Office Agricultural Labour Input Survey

Table A.7: Family Farm Operators Classified By Education, 1991

	Level Of Education
	Number Of Farmers

	Primary/No Formal Education
	101,547 (59.77%)

	Second Level: Stage One
	29,154 (17.16%)

	Second Level: Stage Two
	28,780 (16.94%)

	Third Level
	7,448 (4.38%)

	Not Stated
	2,964 (1.75%)

	
	

	Total Farmers in 1991
	169,893


Adapted From: Central Statistics Office Demographic, Social and Economic Situation Of The Farming Community - 1991 Censuses Of Agriculture And Population

Exhibit A.1: Teagasc Viability Classification Of Farmers, 2001


Adapted From: An Analysis Of Farm Structures And Income (Teagasc)

<http://www.teagasc.ie/publications/2003/analysisoffarmstructuresincomes.htm>

Appendix B: Structure Of The Irish Farmers’ Co-Operative Society Management Report (Dairy Farm Example)

1. Comparative Analysis: Gives percentage ratios of the farm performance as compared to (1) IFAC Reported Averages and (2) IFAC Top 10% of farm clients.  Compares aggregate income and expenditure per acre per category.  Also expresses each profit and loss account line-item as a percentage of gross income for comparative between categories.

2. Milk Costings Report: Based on per litre of output, again giving comparatives between (1) IFAC Reported Averages and (2) IFAC Top 10% of farm clients.  Includes comparing output, revenue and costs.  Also includes average yield (litres) per cow and litres per acre for (non-financial) comparative. 

3. Source And Application Of Funds: Simplified cash-flow report, giving profit and loss account cash-movements, adjusted for stocks and capital expenditure.  Non-farm cash-movements are included. This gives an increase or decrease in remaining items.  i.e. Explained By: loan balances, overdrafts, creditor balances, cash in hand/bank and debtors.

4. Borrowing Capacity Report: 

	Profit and Loss Account Profit
	xxx

	Add: Depreciation, Interest and Lease Charges
	xxx

	Less: Drawings and Taxation
	xxx

	
	 --------------

	Balance available to service all borrowings (including machinery leases) and/or to invest in the farm (including purchase of capital items)
	xxx


5. Quarterly Cash Flow Report: Quarterly summary of the source and application of funds (trading, capital expenditure, financing, investments etc.).

6. Trading Profit And Loss A/c:

	Summary:
	

	Total Sales
	xxx

	Add: Closing Stocks
	xxx

	Less: Purchases
	xxx

	Less: Opening Stocks
	xxx

	Add: Other Farm Income
	xxx

	Equals: Gross Farm Income
	xxx

	Less: All Costs (Individual Line Items)
	xxx

	Equals: Profit/(Loss)
	xxx


The profit/(loss) as adjusted for livestock valuation changes is also disclosed beneath the statement.

7. Balance Sheet: Individual line items balance sheet, under the headings:
i. Fixed Assets

ii. Current Assets

iii. Less Liabilities

iv. Equals: Net Total Assets

8. Livestock Movement Report: Includes stock at beginning of year, stock bought and sold during the year and stock at the end of the year.  No inclusion of on-farm births and deaths, therefore no reconciliation.  Opening and closing stocks are valued at market value for this financial report only (and not used for tax purposes).

9. Guide To Interpretation Of Report: Gives details of the goals and uses of each of the above sections of the management report.  It also explains that columns have been left in the report for the farmer to conduct his own forecasts for the forthcoming year.
Appendix C: The Current Cost Structure Of The Farming Industry (Modified Perfect Competition)

Exhibit C.1: The Determinants Of Individual Farm Output, Income And Expenditure
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Assumptions

1. Farming industry involves a single output of produce.  

2. This model does not assume all farms are of equal size; rather it depends on the underlying capital resources.  

3. The individual farmer’s output has not reached the lowest point on the average cost (AC) curve, due to the small size of the business and the limit on underlying capital resources.  Therefore, an increase in output will cause the average fixed cost (AFC) to rise, but should be offset by a decrease in average variable cost (AVC) due to economies of scale, to result in the AC falling.

4. The average variable costs will eventually rise and cause the AC curve to rise, but this rise is outside the relevant range of this discussion.  This model assumes the long-run, i.e. profit must be made, otherwise firms will go out of business and leave the industry.

5. Individual farms accept the market price and have no control over this price.

6. Subsidies are given to farmers on a per unit basis: AR1-AR2.  This brings the price received by farmers (AR1) above the equilibrium AR2 Price.  The state may also pursue a cheap food policy for consumers, which results in a sales price below AR2, and an even greater subsidy.  Cheap food policies are not incorporated into this model.  

7. It is assumed for simplicity that no farm will receive subsidies post-CAP reform.

Application On Individual Farmer’s Output, Income And Expenditure

1. Under Common Agricultural Policy (CAP) subsidies, the feasible region of production is the region of output where the average cost per unit is less than the average revenue.  For example, a farmer with a total output of O1 will produce a profit of: (AR1 – AC) x O1 

2. When the state aid regime ends, the average price farmers will receive falls from AR1 to AR2.  The farmer producing at O1 will find that he is operating at a loss.  The contribution from selling O1 is not sufficient to meet his fixed costs and personal income requirement.

3. This farmer has two options:

i. Leave The Industry:  As farmers leave the industry, the total supply from the industry will decline, eliminating the excess capacity (AO1 > AO2).  

ii. To expand to O2 which will give him a sustainable profit.  Any opportunity to expand is determined by his resources available for expansion, and whether he expects the new return on investment to be adequate.

Result: The aggregate number of farmers has been reduced; the industry only remains profitable for larger farmers producing at a higher level of output.  These are the farmers who have capital resources to expand.  The industry has moved onto a commercial footing.

Appendix D: Profile Of Interviewees

Section A: Profile Of Farmers

Exhibit D.1: Profile of Farmers Interviewed

	Farmer
	Sector
	Years of Farm Management
	Member Of IFAC
	Farming 

Status
	Bookkeeping

Education

	A
	Dairy
	5
	Yes
	Full Time
	Yes

	B
	Beef & Sheep
	33
	Yes
	Full Time
	No

	C
	Dairy 
	40
	Yes
	Semi-Retired
	No

	D
	Beef 
	10
	No
	Part Time
	Yes

	E
	Dairy 
	22
	No
	Full Time
	Yes

	F
	Dairy
	15
	No
	Full Time
	Yes

	G
	Dairy & Dry Stock
	10
	No
	Part Time
	Yes

	H
	Dairy/Beef/Tillage
	35
	No
	Full Time
	Yes

	I
	Dairy & Beef
	5
	No
	Part Time
	Yes

	J
	Dairy/Beef/Tillage
	10
	No
	Full Time
	Yes


Section B: Profile Of Accountants

Joe Hickey: Joe Hickey is the taxation partner of the Irish Farmers’ Co-Operative Society (IFAC).  He is a Fellow of the Chartered Association of Certified Accountants, and an Associate of the Institute of Taxation in Ireland.  

IFAC was founded in 1976, brainchild of Donal Cashman, the then deputy president of the Irish Farmers’ Association.  IFAC was formed with a view to the presentation of accounts for management purposes in order to improve the performance of individual farmers.  IFAC has 20 branches nationwide, and provides accountancy and taxation services to 12,000 farmers (which consist of 90% of their client base).  Ten percent of their clients are farmers who have moved out of farming, the businesses of family members of farmers, and neighbours of farmers who were recommended to employ IFAC.  

IFAC Recorder System:  Bookkeepers call to the farmers’ premises every 2-3 months to bring the financial records up to date for taxation purposes.  An outline of their post-completion report is available in Appendix B.

Sean Quinn (alias name): Sean Quinn has been providing accountancy services to farmers for the past twenty-seven years, with 60% of his clients being farmers.  His partnership provides general accountancy and taxation services, with further consultancy services if requested.  This partner in the organisation is one of the leading accountants heralding the changing nature of the farming industry and how the capital structure of the individual farm needs to change.

Appendix E: Letters To Interviewees

Letter To Farmer

Dear [Farmer], 

This is to confirm that we will meet on _______________________ at ______ 

at _______________________ to discuss the uses and usefulness of financial planning in managing a farm business.  

Areas to be discussed will be: 

· The Usefulness Of Keeping Financial Records For Day-To-Day Management In The Farming industry

· Why Previous Research Shows That Farm Managers Use Less Financial Information In Day-To-Day Management As Compared To A Typical Commercial Business Of Similar Size

· How Well You Feel The Accountant Fulfils The Role Of A Financial Advisor In Maximising The Potential Of The Farm Business

· Whether You Believe The Changing Nature Of The Farming industry Will Require A Greater Use Of Financial Information In Day-To-Day Management In The Future

Little, if any, research into the use of financial information in the farming industry has been conducted to date.   This gives us the exciting opportunity to be the stepping-stone by investigating potential improvements in the use of financial information.  

By discussing this area with ten local farmers of differing farm sectors, I can bring the discussion together in a thesis for completion of my university course.  But potentially more importantly, it will highlight to subsequent researchers with more research capability, which areas require more attention.  

Thanking you in advance for your co-operation.  

Kind Regards,

_____________________

Ronan Duffy

Mobile: 087 xxxxxxx

Letter To Accountant

Dear [Accountant],

Previous research suggests that financial analysis is under-used as compared to a typical profit-seeking business in planning, control and decision-making. 

As a research thesis, Financial Analysis In The Irish Farming Industry - Its Uses And Its Usefulness, I intend investigating whether this deficiency is empirically verifiable in the current farming industry.  I would also like to investigate the relationship farmers have with their accountants, i.e. do they use the services of the accountant solely for tax compliance reasons or do they also receive management advice.  Through interviews with farmers and hopefully yourself, I hope to identify reasons why a deficiency may exist.   

To fully investigate my chosen topic, I wonder would you be able to spare an hour to discuss your views on the above issues with me?

I would be much obliged if you could contact me at the above address or mobile number, to discuss arranging a suitable interview time.  The thesis is due for completion at the end of July and as I am preparing to sit my exams during May, I would most likely be ready to conduct an interview around the start of June.

Hoping to hear from you soon.

Yours sincerely,

______________________

Ronan Duffy B.A.

MBS in Accounting (DCU)

Appendix F: Interview Questions

These are the preset scheduled interview questions.  Further clarification and probing questions were asked where appropriate in relation to issues identified by interviewees.

Interviews With Farmers

1. Do you find keeping financial records more of a burden than a use? 

2. Do you see the need to continuously forecast you cash needs in the months ahead, both to ensure you stay within your budgets or to forecast when additional cash would be needed?

3. Do you believe there is much scope through planning and control of costs, to increase total cash income or to decrease total expenses?  

4. When making a decision, for example, whether to retain an animal or sell it at a particular stage (or to sow one crop instead of another), how would you typically choose an alternative?

5. If you conduct financial planning, would you ever compare your return with returns in other markets? e.g stocks and shares.  

6. If you think of a commercial business, a similar size to the typical farm, they would usually at the very least have a full-time bookkeeper.  Why do you think the same emphasis is not placed on having up-to-the minute financial information in the farming industry?  

7. Where you ever encouraged to explore the areas of financial planning in the form of production budgets, cash-flow forecasts, budgeted profit?

8. Do you feel that non-financial information, e.g. quality reports, is just as effective as financial information for decision-making?

9. It is said that the only reason farmers employ accountants is for tax compliance reasons?  Do you think this is a fair assessment?

10. Would you say that the cost of employing an accountant has a significant impact on the level of work requested by the farmer of them? i.e. does the potential benefit seem worth the cost of employing their services?  

11. What areas of the financial report do you find useful, and what areas do you find useless?  What is your overall opinion of the report?  

12. Do you think cash flow problems will become a greater concern in the future?

13. Do you find it difficult to decide whether your best option is to 1. stay full-time in the farming industry,  2. become a part-time farmer or 3. leave the industry?  How would you decide?  

14. Would the EU Common Agriculture Policy Reforms encourage you to leave the industry?  Would you use financial forecasts to help you to come to a decision, on whether to stay or leave?  

15. Following the CAP Reforms, do you think there will be a need to place increased emphasis on financial analysis in the areas of planning, control of costs, and making the correct financial decision?

16. Are there any further comments you would like to make on the area of financial analysis in the Irish farming industry?  

Interviews With Accountants

1. What services does your firm provide for farmers?

2. Are you dependent on the farmer keeping adequate financial records in order to complete the above services?   

3. What use to the farmer do you see in using financial planning in day-to-day decision-making? 

4. Previous research shows that there is a deficiency in the use of financial analysis in the farming industry.  From your experience, do you find this deficiency in practice?

5. As regards this deficiency in the use of financial planning, can you point to any cause/causes of this deficiency?  

6. Do you think if the deficiency in financial analysis were to be solved, it would provide the farmer with a better financial return through more efficient decision-making?  

7. How do you think the deficiency in the use of financial analysis could be solved?  

8. Do you feel that non-financial information, e.g. quality reports, is just as effective as financial information for decision-making?

9. It is said that the only reason farmers employ accountants is for tax compliance reasons?  Do you think this is a fair assessment?  Do you feel they fail to understand the true value of the accountant?  

10. Does your organisation concentrate on ensuring the farmer fulfils his statutory filing requirements, or are management services a significant portion of your business with the farmer?  

11. What areas of the financial report do you believe are useful to the farmer in day-to-day decision-making?  

12. Do you encourage your clients to think about the financial implications of their decisions?  Is the degree of involvement of the accountant in the farming business sufficient to ensure the farmer makes good financial decisions?

13. Do you think cash flow problems will become a greater concern in the future?

14. Farmers are said to be ‘asset rich and monetary poor’.  Do you believe this high asset structure is untenable to be successful in the future farming industry?  Are farmers investing enough of their income in off-farm investments to produce an adequate return to live on?  

15. Do you think that the EU Common Agriculture Policy Reforms will require a greater use of financial planning in the farming industry as it moves to a commercial footing?  

16. Are there any further comments you would like to make on the area of financial analysis in the Irish farming industry?  

Glossary Of Terms

Agri-Software: computerised accounting package, which is specially tailored with the needs of the farmer in mind.  

Bovine Spongiform Encephalopathy (BSE): transmissible, neuro degenerative, fatal brain disease in cattle, with identical disease patterns to the variant CJD (Creutzfeld-Jacob Disease) condition in humans (http://www.teagasc.ie/agrifood/bse.htm).  BSE became prevalent in Ireland in the mid-1990s, causing a sudden demand shock in the beef industry, and a subsequent reduction in the price of beef produce.   
Capital: the personal investment of the entrepreneur in the business.  

Commercialised Industry: the market determines the price received by the supplier, influenced by the quantity of goods supplied and the quantity of demand for these goods.   Loss-making suppliers will leave the industry.  

Cost Efficiency: monitoring costs with the aim of reducing the cost per unit of production through the elimination of non-value added costs.  

Culled Cows: cows that are removed from the herd for slaughter.  

Data Capture: a method used to collect empirical evidence, to be analysed at a later stage.  

Decoupled Payment: new EU farm subsidy system, where the level of future subsidy payments received will not be related to the level of current production, but related to base year production in 2000 – 2002.  

Deficient: lacking something essential; inadequate in quality or quantity (Collins Gem, 1994, p. 136).

Direct Payment: former EU farm subsidy system, where the level of payment received is calculated on a per unit of production basis.  

Economically Sheltered: is taken to explain the specific environment of the past farming industry contrary to many businesses, i.e. subsidisation, little changes in demand and supply, predictable cash flows, and its affect on the importance placed on the use of financial analysis.  

Efficient:  functioning effectively with little waste of effort (Collins Gem, 1994, p. 173).

Empirical Evidence: evidence relating to practical experience, as opposed to theory.  

Enterprise: represents a particular farming sector for multi-activity farmers.  

Entrepreneur: risk-taker in the business, who invests capital, in order to receive a financial return.  

Equilibrium Price: a market price which will ensure that the quantity produced by suppliers will equate to the quantity consumed.  

Factors Of Production: land, labour, capital and entrepreneurs combining to conduct business.  

Financial Analysis: is taken to mean the use of financial information in such a form that facilitates effective day-to-day management and decision-making; can be taken to refer to effective use of financial management tools and services.    

Financial Analyst: person/means of converting raw data into a form suitable for analysis and decision-making.  Typically involves a professional accountant, or specialised computer software.  

Financial Management: the major aspects of financial management work are performance measurement, budgets, providing information for one-off decisions, e.g. capital investment decisions, the consolidation of accounting information for management and financial accounting purposes and validating the accuracy and consistency of information being reported (Greenhalgh, 2000, p. 419).
Management Information System: computer system designed to provide managers with tailored information extracted from raw data, in terms of relevance and importance, to aid effective decision-making.   

Necessities: in an economic sense, are those goods/services where demand is disproportionably insensitive to changes in price.  

Opportunity Cost: the benefit foregone as a result of choosing an alternative, expressed in financial terms, e.g. loss of not working off-farm.  

Part-Time Farmer: in this thesis, is taken to be a farmer who supplements his income through off-farm employment.  

Perfect Competition: a perfectly competitive market is one in which both buyers and sellers believe that their own buying or selling decisions have no effect on the market price (Begg, Fischer and Dornbusch, 1997, p. 124).  

Profit Centre: a particular business division where the management is responsible for the resulting costs and revenues of its operations.  

Qualitative Research: seems to promise that we will avoid or downplay statistical techniques and the mechanics of the kinds of quantitative methods used in, say, survey research or epidemiology (Silverman, 2000, p. 1).

Quota: a prescribed number of produce that is permitted.  EU Quotas’ objective is to limit the excess of supply over demand in a subsidised market environment.  

Teagasc: the Irish Agriculture and Food Development Authority (formerly ACOT).  

Traditional Management Best Practice: is taken to involve a direct comparison of the farm management structure with a similarly sized commercial business management system, i.e. involving board of directors, specialised management team, various departments including accounting advisors.  The use of financial information in this business is assumed to equate with the value placed upon it by academic literature.  

Variance Analysis: a comparison of the actual financial results with the expected budgeted outcome, an investigation of the reasons for any variances, and a correction of problems within the control of the firm.  
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