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�
FOREWORD








The Australian Ostrich industry began as a speculative investment industry in the late 1980's.  The industry grew rapidly and attracted investment from people with diverse backgrounds.





During the speculative phase of the industry economics of scale mattered little, nor did production costs because of the exorbitant sale price of stock.





Over the last three to four years the speculative phase of the industry has disappeared and enterprise profitability is determined by careful consideration of economies of scale, production costs, management practices and farm gate sale price for stock to be processed.





This project was designed to develop a software budgeting program tool for producers and investors to allow an objective assessment of enterprise profitability.  It is important that producers stay in the industry and this program will be an invaluable tool in assisting and assessing likely outcome of management practices.





RIRDC's involvement in this project and in the New Animal Products Sub Program is part of the Corporation's Prospective New Animal Industries program which aims to further the development of new industries within Australian farming systems.





Most of our 400 publications are available for viewing, downloading or purchasing online through our website:


downloads at www.rirdc.gov.au/reports/Index.htm 


purchases at www.rirdc.gov.au/pub/cat/contents.html








Peter Core


Managing Director


Rural Industries Research and Development Corporation
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�
EXECUTIVE SUMMARY








Ostriches are principally farmed for their meat, leather and feathers, although interest in some co-product development is growing.





The Australian Ostrich Association (AOA) was formed in 1988 after descendants of birds imported into Australia in 1881 were recaptured in the mid-north of South Australia.





Expansion of the industry in Australia from 1998 until the mid-1990's was based on speculative returns to investment suggested by entrepreneurs.  The speculative returns were often based on unrealistic production estimates and unsupportable product price estimates.





Growth in the industry was matched by growth in membership of the AOA and at its peak boasted a membership in excess of 2,000.





Many investors were convinced, without objective assessment, that profitable enterprises could be maintained on small tracts of land.  This was despite information from South Africa which suggested otherwise.





Those who were early entrants to the industry generally maintained large flocks of birds and sold small numbers of birds to investors.





Generally accepted estimates of the current Australian industry are that about 80% of the birds are owned by 20% of the owners.





Conversely about 20% of the birds are owned by 80% of the owners.





Now as Australian ostrich enterprise profitabilities are based almost entirely on sale of bird for processing, economies of scale, unimportant during the speculative phase of the industry, have become a major determinant of enterprise profitability.





To survive, small enterprises especially, must objectively determine management styles, specialisation or production systems that are most likely to be profitable.





The minority of owners who control the majority of the Ostrich birds in Australia effectively control the industry.  It appears unlikely the production capacity of the industry will be compromised if the 80% of owners who own 20% of the birds do not survive.  However it is important that this 80% survive if ostrich production represents only part of their on farm rural investments.  Further, it is important for the general perception of the industry by potential new investors that most of the small enterprise owners survive and remain profitable.





In fact, if small owners can be encouraged to recognise the need for specialisation and the need for strategic alliance development between groups of small producers, profitability of the whole industry may improve.





Further, the industry is working to encourage people involved in traditional animal production industries to consider diversification partially or wholly into ostrich production.  Decisions on whether to diversify into ostrich production must be made by objective assessment of the relative profitability of ostrich enterprises compared with animal production systems in which producers are currently engaged.





The principal project research has investigated the economics of ostrich production and presented papers on ostrich enterprises economics of many national and state industry conferences and seminars.





Over about four years, a spreadsheet model was developed to assist economic assessments and estimates.  Various groups expressed an interest in the program for personal use, but the spreadsheet format was not in a user friendly format.  The spreadsheet model has been developed by this project into stand-alone software that provides:





ostrich farmers with a means of objective assessment of alternative management strategies on enterprise profitability and of the sensitivity of enterprise outcome to changes in production cost and income parameters;


lending institutions, joint investors and other groups with a tool that will allow objective assessment of likely establishment costs and estimated returns from ostrich enterprises.





In summary a software program called 'The Ostrich Farm Budgeting System' has been developed by this project.





The software allows users to examine the likely economic performance of an enterprise and help determine what changes may be needed for a product based enterprise to be successful.  It will provide users with an ability to assess the profitability of specialised production within the ostrich industry (chick rearing, chick finishing, etc).





The program provides several sensitivity analyses that will allow users to assess change to estimated economic performance resulting from upward or downward changes in returns, production or specific costs.  Sensitivity assessments are used to assist the assessment of risk.





�
1.	INTRODUCTION








The Australian Ostrich industry is rapidly changing from a speculative investor-based industry to a commercial product-based industry.  It is attempting to encourage people involved in traditional animal production industries to consider diversification into ostrich production.





Past investment in the ostrich industry was often based on unrealistic estimates of:  production capabilities; likely production costs; and farm gate returns.  A result of investment based on unsupportable, objective data has been that many who invested in the ostrich industry were financially embarrassed.





During the speculation phase of the industry, while income was principally sourced from sale of livestock, small enterprises were potentially profitable.  Now the industry is principally based on sale of birds for processing, small enterprises that undertaken all aspects of ostrich production are less likely to be economic.  As there was no standard objective method of assessing future profitability of small enterprises at the time of investment, the uneconomic nature of small enterprises has been realised only by experience.





However, there are opportunities for people to consider specialisation in a small part of the ostrich production system and remain commercially viable.





Decisions on whether to diversify into ostrich production or consider changing from a broad ostrich enterprise to a form of specialised production must consider:





practical issues related to animal production and husbandry;


issues related to processing and product packaging and marketing; and


relative profitability of ostrich enterprises compared with annual production systems in which producers are currently engaged.





There have been many papers provided to industry on the economics of ostrich farming.  Papers and their estimates are based on the writers' experience of the industry, their understanding of economics and approach to budget preparation.  It appears that there are no computer programs available for economic assessment of Ostrich enterprises.





Over a period of about four years, Chris Tuckwell from Rural Industry Developments developed several spreadsheets models to provide a basis for the preparation of papers on the economics of ostrich production presented to various national and state conferences.





Various groups expressed an interest and accessing the program and in developing new programs for individual use.  Development of the spreadsheet program into a stand-alone program world elimination the need for groups to develop similar programs and program development would provide industry with a standard format for assessment of enterprise economics.





The program was not developed as a saleable program (not user friendly).  Further, computer spreadsheet programs are not generally suitable for sale.  Users must first purchase the software to run the spreadsheet, and operators can easily and inadvertently change critical formulae within the spreadsheet and affect its operation.





�
2.	OBJECTIVES








Objectives of the project were to provide:





ostrich farmers with a means of objective assessment of alternative management strategies on enterprise profitability and of the sensitivity of enterprises outcome to changes in production cost and income parameters;


lending institutions, joint investors and other groups with a tool that will allow objective assessment of likely establishment costs and estimated returns from ostrich enterprises.





The project aimed to produce budgeting software that would allow users to examine the likely economic performance of an enterprise and help determine what changes may be needed for a product based enterprise to be successful.  Software produced would provide users with an ability to assess the profitability of specialised production within the ostrich industry (chick rearing, chick finishing, etc).





It was expected that the software would reinforce to owners that small enterprises (less than 30 to 50 breeding hens) are unlikely to be economic and give them an opportunity to expand, specialise or leave the industry without further significant loss.





The program's development aimed to provide several sensitivity analyses that would allow users to assess changes to estimated economic performance resulting from upward or downward changes in returns, production or specific costs.  Sensitivity assessments are used to assist the assessment of risk.





�
3.	METHODOLOGY








The project's principal researcher previously developed a set of complex interactive spreadsheets to undertake economic assessment of ostrich enterprises.  The spreadsheets were developed over five years for the preparation of conference papers on the economics of ostrich farming, and for use by the researcher in general consultancy work.





The spreadsheet model was not developed in a format that is easily used by others and the interactive calculations mean it is slow and complicated to use.  Other difficulties associated with spreadsheet models include:  (i)  potential users need to first purchase an expensive spreadsheet program; and (ii) operators can easily and inadvertently change critical formulae within the spreadsheet and affect its operation.





A software engineering specialist (Mr Raymond Kennington of Programming Solutions) was contracted to develop a program that incorporates the spreadsheets as a self-executing program that is easy to use and recalculates quickly.





Program development included the development of on-line help to assist users to become familiar with the program.  The program was designed to allow future development and upgrading as necessary should funding be available.





The new program was tested against the spreadsheet model for accuracy and evaluated by selected industry participants.  The completed software has been advertised and promoted in appropriate ostrich industry press.





Training days have been organised in association with Australian Ostrich Association branches to demonstrate and promote the software.





�
4.	RESULTS








The first draft of the program was completed in October 1998 and made available to selected industry and state government representatives for examination and comment.





All first time users were generally happy with the program, but all had some suggested amendments.  Where possible, the amendments to the program were made and it was first demonstrated to the ostrich farmers at an industry seminar at Moama (New South Wales) in December 1998.  Two examples of amendments made are:





the provision of an ability to purchase either hen or cock replacement breeders rather than having to either purchase replacement breeders for both sexes, or not to purchase any replacement breeders (breed them on farm); and


an ability for users to undertaken sensitivity analyses on the basis of a percentage change in selected parameters rather than only on the basis of an absolute change in the selected parameter value.





Several copies of the program were sold at the seminar and some more amendments suggested.  Most of the amendments suggested at the seminar have been incorporated into the program.





The program is now complete.  It has been tested with cooperator properties and against the original spreadsheet models with positive results.





The final program called 'The Ostrich Farm Budgeting System' provides much greater flexibility than original spreadsheet models and allows many more varied analyses of performance.





�
5.	DISCUSSION OF RESULTS








The Ostrich Farm Budgeting System (OFBS) provides the ostrich industry with a farm budgeting tool that exceeds the objectives of this project.





Features





A stand-alone budgeting system.


Designed and produced to enable ostrich farmers to better understand and assess the relative economics and profitability of different enterprises and management practices.


Budget modelling tools within spreadsheets.


A windows interface that facilitates the comparative effects of pairs of input variables through sensitivity analysis.


On-line help sequenced to read like a book from beginning to end.


Context specified help for major areas of the program (F1 key).


The combination of budgeting flexibility and the variable sensitivity analyses provides those involved in ostrich production with an invaluable budgeting tool.








The Budgeting System





The system follows standard Gross Margining Budgeting principles.





Users can decide whether to use interest on capital expenditure as part of enterprise expenses.





The program provides three separate production systems:  Breeder, Grower and Egg Incubation.





The flexible nature of the program gives users an ability to easily model their own enterprise and assess the likely influence of production, income and expense parameter changes.








The Application





The application provides a control mechanism for manipulating the data in the system.





Through the use of the keyboard and/or mouse a user can manipulate as many farming models as disk space provides.


�
It contains most, if not all, of the most important financial considerations for farming ostriches.








Operating Environment





Runs of PC-compatible computers using Windows 95, Windows 98 and Windows NT operating systems.








Program Outputs





Summary report � A one-page budget summary of income, expense parameters and several measures of enterprise profitability.





Workings report � A detailed account of production, cost and expense parameters for the enterprise.





Comments report � This is information on major assumptions used in the preparation of the budget.





It shows the relative contribution of each cost factor to total enterprise cost, the per bird cost of each production phase and, in the breeder file, the effect of economies of scale.





Fencing and infrastructure report � A summary of estimated costs of enterprise fencing and total infrastructure.  Data is only provided as a broad guide and users may elect not to include a cost for infrastructure (interest on capital invested) in the budget.





A fictitious example of these reports for a Breeding Enterprise that breeds its own replacements is provided in Appendix 1.  In Appendix 2 several sensitivity reports, using the same to parameters, for this fictitious enterprise are provided.








Sensitivity Analyses





The program offers users the ability to examine the sensitivity of major economic parameters to a wide range of input parameters that affect economic performance.





Sensitivity reports allow users to quickly assess the influence of small or large changes in important management, production, income or cost parameters.


In particular they can be used to assess the range of likely economic outcomes for an enterprise that is dependent on inputs over which a manager has limited control.  For example the price of feed used.





Sensitivity analyses can be used to consider worst, most likely and best enterprise outcomes as influenced by parameters most likely to affect profitability � a type of risk assessment.








The Program





This ostrich enterprise budgeting program is a tool designed to help producers, consultants, financial institutions and Government Departments make objective decisions about the economics of ostrich farming.





The program has been developed in good faith as a useful tool that can assist ostrich enterprise economic management decision making.  Rural Industry Developments Pty Ltd believes that program outcomes provide users with good information that can assist decision making.





However, management decisions should not be based solely on the results of this program.








Limits of Gross Margin Budgeting





As OFBS is based on gross margin budgeting principles, it is worthwhile to explain some limits of gross margin budgeting for economic analysis.  Gross margin budgets are only meant to provide a predictive estimate of outcome from a particular enterprise.





There are NO right answers.





Outcomes are based on income, expense and production parameters used for any particular situation.





The usefulness of gross margin budgets is directly related to accuracy and completeness of information used to prepare the budgets.





Gross margin budgets take no account of market demand for products produced by any enterprise.  The budgets predict enterprise returns based on the assumption that products can be sold at a given price.





�
Only relative outcomes of alternate strategies should be compared as actual outcomes vary according to income, expense and production parameters used in preparing budgets.  Production is also based on average performance and actual performance of individuals may vary widely.


�
6.	IMPLICATIONS








The likely implications of the user of this software by industry include:





Objective assessment of the future of current enterprise to allow consideration of change to at least minimise further economic loss or improve profitability.


Encouragement of new investment in the industry based on an objective assessment of likely performance of an enterprise with associated risk assessment.


An opportunity to carefully analyse likely economic outcomes from changes in enterprise management practices.


A standardised method of comparing enterprise performance between different geographical locations.





Like all industries, the long-term commercial profitability of the Australian Ostrich industry relies on the cost effective production, processing and marketing of its products.  Profitable livestock production in Australia is significantly influenced by economics of scale (particularly with respect to labour costs).  This software will encourage the development and expansion of the ostrich industry on the basis of objective assessment of profitability of enterprises within it.





�
7.	RECOMMENDATIONS





Any further development of the program would require extra funding, so until the program is used widely it is unlikely that a future expense can be justified.
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Sample Budget Outputs (fictitious Breeder flock)
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Sample Sensitivity Outputs (fictitious Breeder flock)
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