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Market overview

The improvement in income to both farmers and contractors is the result of an increase in receipts compared with 2017, which is due to
improved crop prices of circa plus £30/t year-on-year and all despite lower average yields. The commodities market spiked in late August
2018 and has fallen away ever since with sufficient world stocks giving appropriate levels of cover during the season.

Variable costs for the 2018 crop were marginally higher, due to the improved establishment of oilseed rape crops during the year but still
lower than the five-year average due to the continued shift in rotations towards lower input cost crops such as spring barley and spring oats.

The rise in returns to contractors in the last few years has produced a more even sharing of profits, as contractors’ costs (labour, power &
machinery) continue to rise at above inflationary levels?.

At a glance’
-

Receipts and costs

Receipts* are expected to be slightly
higher in 2018 than in 2017, due to higher
commodity prices and despite lower yields.
Variable costs are similar to 2017’s.

* Receipts from crop sales, Basic Payment Scheme and
Entry Level Stewardship payments (if the land is in
the scheme).

|
Income

Income to the farmer is expected to be
£375/ha in 2018 (average for year). There is
a clear increase in the last three years - to
both parties.

Income to the contractor is expected to be
£386/ha, which is higher than in 2017 and
above the five-year average.

Continued overleaf.

|
Long-term performance

Contract Farming Agreements (CFAs)
continue to give farmers an income that is
comparable with a 3-5 year Farm Business
Tenancy (of around £370/ha (£150/ac) rent).

Their advantage is that the farmer has
lower power, machinery and labour costs
than a typical cereal farm (of £420-440/
ha), and they maintain the tax advantages
and flexibility of being a trading business.

Over five years from 2013, CFAs have
produced profits for farmers (five-year
average of £346/ha) that are slightly
above those of the middle 50% of farming
businesses (£319/ha).

"NB All figures are averages for CFAs that are arable only agreements (i.e., exclude agreements with root crops). For agreements with root crops, see the section from page 6 onwards.
2 Please contact our farming team if you would like to discuss a review of your labour and machinery costs..
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Market
overview

Continued from page 1

The survey results continue to
show the trend of contractors
receiving a higher contractor’s
charge, which is fixed, and
lower first split of the divisible
surplus. This shift of risk has
protected the contractor from
volatility in receipts from crop
sales and yields.

We expect CFAs to increase in
popularity due to:

* The need for some farmers to
adjust their business structure,
much needed reinvestment
in infrastructure and to adapt
to a post Brexit (or new CAP)
industry. Core overheads within
the industry vary by over £200/
ha between the top and bottom
quartiles and this difference
will not be sustainable when
the direct subsidy support is
removed.

CFAs give both parties different
benefits and flexibility to suit
their own business interests.

The incentivised nature of the
arrangements continues to
reward innovation and better
performance, which will be
essential to maintain profitable
farming businesses in the short-
to medium-term.

Some farmers, who require
more consistent returns to help
service investment in other
projects, using CFAs as a way
of managing rising volatility in
farming.

Renegotiations, new
agreements and tenders

The shift to higher contractor
charges is slowing with
contractors reviewing their own

businesses and delivering some of

the savings back to the farmers.

Contractors are still keen to
take on more land but are more
strategic about choosing which
farms to tender for in terms of
proximity to their own units and
provision of good quality crop
storage facilities.

Strutt & Parker
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About the survey and definitions

This is a survey of the financial performance of CFAs managed by Strutt & Parker’s farming
department in England. The survey results are produced by our farming department and in-house
research team.

The provisional figures for harvest 2018 include the detailed financial results of 71 CFAs covering
19,400 hectares (47,900 acres), and our database includes the annual financial performance of
over 500 CFAs since 2007, so is one of the most comprehensive sets of data. The farms are mainly
located in the East of England, East Midlands and South East England.

The 2018 provisional results are based on estimates of crop yields and financial performance as at
31 May 2019. We will produce final results based on actual yields, income and costs in late 2019.

The sample of CFAs varies between years, as there are some new agreements and as some end.
In order to check whether changes in the sample are affecting the overall results, results from 20
agreements for which we have data from 2013 onwards, which represent a ‘frozen sample’, have
been compared with the overall results. They are not significantly different from those for the
whole sample which gives us confidence that the trends we are reporting are real.

The survey only includes land that is used for arable and root crop production. It does not include
any livestock farming. This year we have reported on the results for agreements that include root
crops separately, as they have different revenue and cost profiles. All figures in this report are for
CFAs that are arable only agreements (i.e., exclude agreements with root crops) unless explicitly
stated. Agreements with root crops are shown in a separate section from page 6.

The income, or receipts, for a CFA include crop sales, Basic Payments and Entry Level Stewardship
payments (if the land is in the scheme). Land in Higher Level Stewardship agreements is treated on a
case-by-case basis, depending on whether the scheme payments are handled within the CFA or not.

Note on average calculations and the problem of averages of averages

The figures shown in the tables are the average for all of the CFAs for each measure, such as
variable costs. This method produces figures that are the most reflective of reality but they do not
‘sum’ precisely (i.e., receipts less costs does not precisely equal net margin), which would involve
‘summing’ the average of averages and that can produce an unrealistic figure which is misleading.

Data sources
The survey uses data from a number of sources:

» Feed wheat price is based on the average of S&P managed farms, selling on an intelligent basis
with usually 30%-50% sold before harvest. The farms have reasonable storage and selling at
harvest is avoided where possible.

* Wheat yield is based on S&P’s Harvest Yields Survey results, which for 2018 includes actual yields
from 140 farms covering 48,400 hectares managed by our farming department. The farms are
mainly in the East of England, East Midlands and South East England.

* The typical power, machinery and labour cost of £420-440/ha for a cereal farm is based on
typical costs used by S&P’s farming department.

What is a Contract Farming Agreement?

It is an agreement, or joint venture, between a landowner or tenant, referred to as the farmer, and a
contractor to farm an area of land. Both parties retain their individual business identities and trading
positions for tax and VAT purposes. The agreement sets out the duties of the farmer and contractor,
and how any income and expenditure is to be shared.

Who does what?

The farmer, who can be an owner or a tenant, provides land and buildings.  The contractor provides labour,
machinery, management
expertise and can provide

additional buildings if needed.

He engages the contractor to provide services to grow crops, such as
drilling the crop, spraying, fertilising and harvesting it. Any crops grown
are the property of the farmer.

The farmer continues to be active and makes management decisions about
how the land is farmed, and provides input into budget setting, rotation
planning and sale of produce. He remains responsible for meeting cross-
compliance rules.

2 struttandparker.com
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What are the benefits of a Contract Farming Agreement?
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The farmer can reduce the amount of physical farm work done and the amount of working capital, for
machinery and labour.

CFAs can also be attractive to new farmers who have invested in farmland but have little farming experience.

The farmer remains in occupation of the farm, and so can enjoy living there and the benefits of the farming
lifestyle.

The agreement does not create a tenancy over the land or a partnership with the contractor, and so
the farmer keeps the benefits of being a trading farmer. Any income that he or she receives from the
agreement is amalgamated with any other farming activities.

The agreement should generate higher and more stable income than in-hand farming as the farmer
benefits from the contractor’s lower labour and machinery costs, and their experience, expertise and ability
to use new technology. The agreement should also incentivise the contractor to be as efficient as possible.

Compared with a tenancy, the farmer has more control over farming practices that could lead to
weed or pest problems, such as blackgrass and potato cyst nematode.

The contractor farms more land without
having to buy it or enter into a tenancy
agreement, both of which may require
higher levels of working and long-term
capital and risk.

The contractor can increase his or her income if
the agreement incentivises the contractor to be
as efficient as possible.

The contractor should, like the farmer,
benefit from economies of scale by
spreading machinery and labour over a
larger area of land.

How a contract farming agreement works

Arable CFAs usually start in the autumn, before crops are sown.

The farmer opens a new bank account, often called a contract account, to keep all of the income and expenditure related to the
agreement separate from his or her other business or private costs and income. This account is used to pay the following costs, and all

income and costs included within the agreement go through it:

Variable costs, such as:
* Seeds ° Fertiliser » Sprays

Fixed costs, such as:

¢ Crop drying and storage ¢ Hedge and ditch maintenance * Agronomy ¢ Repairs and insurance to buildings
* Depreciation of fixed equipment « Water and drainage rates * Banking and administrative charges

The contractor receives a fixed/guaranteed payment from the contract account called the contractor’s charge, often quarterly or half-

yearly, to cover some of his working costs.

Following the sale of the crop and receipt of all income due, the balance left in the account, called the net margin, is split between the
two parties according to the terms of the agreement. The farmer usually receives a payment first, called the farmer’s retention. Any
remainder, often called the divisible surplus, is then split according to an agreed formula; agreements can include second and third splits,

which are used to reduce or balance risk when crop markets or profitability are volatile.

Where an agreement develops over the long-term, splits can be renegotiated to reflect investment by either party.

What the different terms used mean

Receipts

Total gross revenue generated, which includes crop sales, Basic Payment Scheme and Entry Level Stewardship

payments (if the land is in the scheme). Land in Higher Level Stewardship agreements is treated on a case-by-case
basis, depending on whether the scheme payments are handled within the CFA or not. NB Some farmers retain the
Basic Payment from their land and exclude it from their CFA; we have added it back into our figures so that they give
an accurate picture of the total income a farmer receives.

Variable costs Seeds, fertiliser and sprays.

Contractor's charge Cost for providing labour and machinery to farm the land under the agreement.

Fixed costs Machinery, buildings and other costs that do not vary depending on the area farmed. NB Some CFAs include fixed
costs such as grain storage and irrigation, while others exclude it.
Net margin Net revenue after variable costs, contractor’s charges and fixed costs have been deducted from receipts.

Farmer's retention Cost charged by the farmer for providing the land and buildings, often set per hectare.

Divisible surplus Revenue that is divided between the farmer and contractor after variable costs, contractor’s charges, fixed costs and

farmer’s retention have been deducted from receipts.

First split to farmer (%) Proportion of the divisible surplus that the farmer receives. There can be second and third splits too.

First split to contractor (%) Proportion of the divisible surplus that the contractor receives. There can be second and third splits too.

Income to farmer (£/ha) Total income that the farmer receives, including farmer’s retention and first (and second and third) splits.

Income to contractor (£/ha) Total income that the contractor receives, including contractor’s charge and first (and second and third) splits.

Strutt & Parker 3 struttandparker.com
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Results for arable agreements (excluding agreements with root crops)

« Slightly higher receipts expected (from crop sales, BPS and Entry Level Stewardship payments), due to higher crop prices.
* Higher income expected to both farmer and contractor - both well above the five-year average.
* Income to middle 50% of farmers is £332 to £442/ha. Income to middle 50% of contractors is £320 to £431/ha.

Figure 1 Receipts, costs and income to Farmer and Contractor from arable agreements

Annual averages (£/ha 2017 2018
unless otherwise stated)? 2009 2010 2011 2012 2013 2014 2015 2016 Final Provisional
Number of CFAs 27 27 26 51 37 42 37 49 56 57
Area (ha) 4,424 4,469 423 9,470 6,350 6,495 6,294 8,973 11,902 12,685
Receipts £1,078  £1,300 £1,441 £1,483 £1,342 £1,389 £104 £1,01 £1,232 £1,259
Variable costs £401 £350 £382 £486 £482 £492 £459 £416 £398 £401
Fixed costs £82 £94 £88 £96 £94 £101 £94 £104 £116 £100
Contractor's charge £226 £230 £243 £242 £262 £264 £275 £265 £266 £272
Net margin £368 £627 £727 £658 £503 £532 £276 £316 £451 £482
Farmer's retention £219 £234 £235 £258 £281 £274 £280 £247 £277 £270
Divisible surplus £174 £393 £512 £401 £235 £258 -£4 £68 £173 £212
o )

% of agreements making a 0 0 0 0 9 14 51 39 5 14
negative divisible surplus

First split to farmer (%)* 28 30 33 33 37 42 48 42 44 44
First split to contractor (%) 72 70 67 67 63 58 52 58 56 56
Income to farmer £307 £435 £484 £466 £409 £414 £271 £273 £361 £375
Income to contractor £317 £453 £517 £464 £385 £412 £309 £31 £362 £386
Income to farmer (%) 48 49 49 50 51 45 42 46 50 48
Income to contractor (%) 52 51 51 50 49 55 58 54 50 52

Figure 2 Range of returns to the Farmer and Contractor from arable agreements (2018 provisional) (£/ha)*

Farmer’s retention

Contractor’s charge

Income to Farmer

Income to Contractor

£0 £100 £200 £300 £400 £500 £600

B Lowest 25% W 25-50% B Median M 50-75% B Highest 25% QMean

3 The figures shown in the tables are the average for all of the CFAs for each measure, such as variable costs. This method produces figures that are the most reflective of reality but

they do not ‘sum’ precisely (i.e., receipts less costs does not precisely equal net margin), which would involve ‘summing’ the average of averages, and that can produce an unrealistic
figure which is misleading.

4 These figures exclude agreements where there is a negative divisible surplus as, due to the way agreements are structured, the farmer bears all of a negative divisible surplus, so the
first split changes to 100% to the farmer.

5 To present the range of performance of typical CFAs, the highest two and lowest two performing agreements have been removed from the figures as they can distort the range;
therefore the means differ from those presented in other figures in this report.

Strutt & Parker 4 struttandparker.com
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Figure 3 Average of Farmer’s retention and divisible surplus to the Farmer from arable agreements (2009-2018 provisional) (£/ha)®
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Figure 4 Average of Contractor’s Charge and divisible surplus to the Contractor from arable agreements (2009-2018 provisional) (£/ha)
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%1n 2015, the divisible surplus is negative for farmers but positive for contractors as 19 of the 37 CFAs had negative divisible surpluses, which were allocated entirely to the farmer, but
18 had positive divisible surpluses, which were allocated between the farmer and contractor.

Strutt & Parker 5 struttandparker.com
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Results for agreements including root crops

« Similar receipts expected to 2017 and around the five-year average.

» Contractor’s charge slightly higher but still below five-year average.

* Lower income for 2018 expected to both farmer and contractor, compared with 2017.

* Income to middle 50% of farmers is £355 to £417/ha. Income to middle 50% of contractors is £318 to £398/ha.

Figure 5 Receipts, costs and income to Farmer and Contractor from agreements including roots

Annual averages (£/ha un- 2017 2018
less otherwise stated)’ 2014 2015 2016 Final Provisional
Number of CFAs 6 9 14 13 14
Area (ha) 2,512 4,084 6,838 6,095 6,704
Receipts £1,570 £1,316 £1,218 £1,343 £1,337
Variable costs £441 £397 £363 £393 £443
Fixed costs® £197 £187 £153 £140 £171
Contractor's charge £280 £259 £268 £245 £253
Net margin £651 £472 £433 £562 £471
Farmer's retention £381 £356 £365 £261 £293
Divisible surplus £269 £116 £68 £301 £177

% of agreements making a

negative divisible surplus 0 - 36 0 14
First split to farmer (%)° 28 31 36 42 47
First split to contractor (%) 72 69 64 58 53
Income to farmer £512 £421 £387 £408 £390
Income to contractor £449 £340 £316 £400 £354
Income to farmer (%) 54 55 54 50 51
Income to contractor (%) 46 45 46 50 49

Figure 6 Range of returns to the Farmer and Contractor from agreements including roots (2018 provisional)'°

Farmer’s retention

Contractor’s charge

Income to Farmer

Income to Contractor

£0 £100 £200 £300 £400 £500 £600

M Lowest 25% W 25-50% B Median M 50-75% B Highest 25% @ Mean

7 The figures shown in the tables are the average for all of the CFAs for each measure, such as variable costs. This method produces figures that are the most reflective of reality
but they do not ‘sum’ precisely (i.e., receipts less costs does not precisely equal net margin), which would involve ‘summing’ the average of averages, and that can produce an
unrealistic figure which is misleading.

8 Fixed costs for these agreements are higher than for agreements without roots as they include specialist contracting operations.

9 These figures exclude agreements where there is a negative divisible surplus as, due to the way agreements are structured, the farmer bears all of a negative divisible surplus, so
the first split changes to 100% to the farmer.

10 To present the range of performance of typical CFAs, the highest two and lowest two performing agreements have been removed from the figures as they can distort the range;
therefore, the means differ from those presented in other figures in this report.

Strutt & Parker 6 struttandparker.com
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Figure 7 Average of Farmer’s retention and divisible surplus to the Farmer from agreements including roots (2009-2018 provisional) (£/ha)
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Figure 8 Average of Contractor’s charge and divisible surplus to the Contractor from agreements including roots (2009 - 2018 provisional) (£/ha)
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Contact us

Mayfair Office 020 7629 7282
Ascot 01344 876 363
Banbury 01295 273 592
Banchory 01330 824 888
Cambridge 01223 459 500
Canterbury 01227 451123
Chelmsford 01245 258 201
Chester 01244 354 888
Chichester 01273 832 602
Cirencester 01285 659 661
Edinburgh 0131226 2500
Exeter 01392 215 631
Farnham 01252 821102
Gerrards Cross 01753 891188
Guildford 01483 306 565
Haslemere 01428 661077
Horsham 01403 246 790
Inverness 01463 719 171
Ipswich 01473 214 841
Lewes 01273 475 411
Ludlow 01584 873 711
Market Harborough 01858 433123
Moreton-in-Marsh 01608 650 502
Morpeth 01670 516 123
Newbury 01635 521707
Northallerton 01609 780 306
Norwich 01603 617 431
Odiham 01256 702 892
Oxford 01865 366 700
Pangbourne 0118 984 5757
Perth 01738 567 892
Salisbury 01722 328 741
Sevenoaks 01732 459 900
Shrewsbury 01743 284 204
St Albans 01727 738 280
Stamford 01780 484 040
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Contacts

Land Management

James Farrell BSc(Hons) MRICS FAAV
01423 706770
james.farrell@struttandparker.com

Farming

Will Gemmill BSc FAAV MBPR (Agric)
01223 459471
will.gemmill@struttandparker.com

Development & Planning

Simon Kibblewhite BSc(Hons) BA FRICS MCIArb
020 7318 5177
simon.kibblewhite@struttandparker.com

Accounting & Taxation Services
Alex Heffer BA(Hons) ACCA
01245 254656
alex.heffer@struttandparker.com

Building Surveying

Tony Saffery MRICS

01483 303098
tony.saffery@struttandparker.com

National Estate Agency

Guy Robinson

020 7318 5175
guy.robinson@struttandparker.com

Estate & Farm Agency

Mark McAndrew MRICS

020 7318 5171
mark.mcandrew@struttandparker.com

Health & Safety

Robert Gazely

01245 25461
robert.gazely@struttandparker.com

Energy

Alexander Creed BSc(Hons) MRICS FAAV
020 7318 5022
alexander.creed@struttandparker.com

Research

Jason Beedell MRICS PhD BSc(Hons)
020 7318 4757
jason.beedell@struttandparker.com

© BNP PARIBAS REAL ESTATE ADVISORY & PROPERTY MANAGEMENT UK LTD. ALL RIGHTS RESERVED No part of this publication may be reproduced or transmitted in any form without prior
written consent by BNP PRE. The information contained herein is general in nature and is not intended, and should not be construed, as professional advice or opinion provided to the user, nor as a
recommendation of any particular approach. It is based on material that we believe to be reliable. While every effort has been made to ensure its accuracy, we cannot offer any warranty that it contains
no factual errors. Strutt & Parker is a trading style of BNP Paribas Real Estate Advisory & Property Management UK Limited, a private limited company registered in England and Wales (registered

number 4176965) and whose registered office address is at Aldermanbury Square, London EC2V 7BP.

Strutt & Parker

struttandparker.com



