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Who are AgFirst? 
AgFirst are independent horticultural consultants with significant experience in data collection, and utilisation across the horticultural industry. AgFirst has had increasing involvement with the Plant Producer industry, through the Producer Extension Network NZ, upskilling participants on the benefits of data collection and benchmarking, and promoting the value of this information. 

Background
As a result of the geopolitical situation in the Middle East, and the volatility of global supply chains, the price of fuel has increased significantly across New Zealand. While we acknowledge other inflationary pressures impacting businesses due to supply chain disruptions, AgFirst on instruction from NZPPI, have prioritised fuel as the predominant impact to producers at this time. 

Industry Cost Index Data 
In-nursery fuel, and freight expenditure are cost categories which regularly fluctuate with changes in fuel prices, however the fuel crisis has taken these fluctuations to an extreme.  

Fuel is essential to the production and distribution of plants to retailers. Industry agrees that approximately 12-14% of the total sales price is made up of in-nursery fuel and freight expenditure, with fuel being approximately 20% of the cost of freight.  The use of fuels use cannot be substituted or deferred. 

The scale and frequency of fuel price movements means that currently, producers are unable to absorb the associated cost increases and as such, are considering mechanisms to maintain supply, quality and service.  

This guideline deals with the Fuel Adjustment Factor (FAF) method to transparently manage fluctuations and continue to supply plants to retailers without jeopardising business and industry viability.  We recognise that other methods are also used, such as price adjustments. 

What is a Fuel Adjustment Factor (FAF)? 
A fuel adjustment factor (FAF) is a variable fuel surcharge, commonly used in freight and transport companies to manage fluctuations in fuel prices and the impact this has on operating costs. 

The FAF appears as a separate charge on invoices, allowing for transparency between the producer and buyer. To calculate an appropriate FAF, producers should compare current fuel price movements, with average fuel prices prior to the price increase that is directly due to the Middle East conflict.

As with all data, the definition is critical to ensure understanding across parties. AgFirst advises producers make the definition of their FAF very clear for buyers. 



AgFirst example FAF calculation – worked example
For the purposes of this exercise, AgFirst has used theoretical numbers. 
Producers should use their own data, informed by Profit and Loss statements. AgFirst advise using the 2024 financial year as a base case to work out an appropriate fuel adjustment factor for the individual business. 

Calculation Assumptions: 
· Using base year FY2024, with income and expenditure data sourced from Profit and Loss statement 
· Assumes no change in the total sales price, other than a fuel adjustment factor applied 
· Total fuel is fuel used for production inside the nursery (1% of sales price), plus fuel used to deliver the plant to the buyer.
· Assumes fuel is 20% of freight charges
· Where freight is contracted, the FAF is the increase in transport costs attributable to the higher fuel prices.   

Methodology: 
1. Determine fuel price per litre at this base case of FY2024, using MBIE fuel price monitoring data, taking the weekly average for the base cases, and the latest price data available. 
a. https://www.mbie.govt.nz/building-and-energy/energy-and-natural-resources/energy-statistics-and-modelling/energy-statistics/weekly-fuel-price-monitoring
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2. Using the FY2024 profit and loss statement, determine your fuel expenditure, freight expenditure and total sales income. 

3. Add the cost of fuel used inside the nursery, plus 20% of freight expenditure (the fuel component) to give total fuel expenditure for the business.

Fuel used inside the nursery + (Total freight expenditure x 0.20) = Total Fuel expenditure for the business

4. Take the Total fuel expenditure for business and divide this by the Total sales value to give the Fuel percentage of total sales.

Total Fuel ÷ Total Sales x100% = Fuel %




This gives the “base case” scenario and is summarised (using theoretical numbers) in the table below.  The percentage that the fuel price increases by can then be used as the adjustment factor, to determine the total fuel expenditure for the business, with the crisis impact. 
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5. Calculate the fuel and 20% of freight expenditure, with the adjustment factor of the fuel increase from step 1. This example is showing the impact on the theoretical numbers of a 200% price increase. 

6. Take the adjusted total fuel expenditure away from the base case fuel expenditure, to give the FAF cost, as a result of the fuel price increase. 

Total fuel expenditure for the business (fuel increase impact) - Total fuel expenditure for the business (base case) = Fuel crisis impact

This fuel crisis impact, can then be oncharged as the FAF. As this is a continuously changing situation, AgFirst recommends producers review this weekly. 
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Calculation Tools

Fuel Cost Index
Calculate your business’ cost index for in-nursery fuel, and freight expenditure. This provides an insight into the fluctuations of this category 

Using the expenditure line items from your profit and loss statement, enter the total expenditure for in-nursery fuel expenditure and freight expenditure, for the corresponding years. This will then show the increases or decreases, using 2023/24 as the base case. 
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Disclaimer:
The content of this report is based upon current available information and is only intended for the use of the party named.  All due care was exercised by AgFirst in the preparation of this report.  Any action in reliance on the accuracy of the information contained in this report is the sole commercial decision of the user of the information and is taken at their own risk.  Accordingly, AgFirst disclaims any liability whatsoever in respect of any losses or damages arising out of the use of this information or in respect of any actions taken in reliance upon the validity of the information contained within this report.
FAF – Calculator

The following calculator provides a simple way for producers to calculate the impact of the fuel crisis on their business. 
Simply double click on the table, and update the cells highlighted with your data, to calculate the impact on total fuel expenditure for the business, and the percentage of total sales as a result. 

Calculation Assumptions: 
· Using base year FY2024, with income and expenditure data sourced from Profit and Loss statement 
· Assumes fuel is 20% of freight charges
· Assumes no change in the total sales price, other than a fuel adjustment factor applied 
· Total fuel is fuel used for production, plus fuel used to deliver the plant to the buyer.
· Where freight is contracted, the FAF is the increase in transport costs attributable to the higher fuel prices.   





Disclaimer:
The content of this report is based upon current available information and is only intended for the use of the party named.  All due care was exercised by AgFirst in the preparation of this report.  Any action in reliance on the accuracy of the information contained in this report is the sole commercial decision of the user of the information and is taken at their own risk.  Accordingly, AgFirst disclaims any liability whatsoever in respect of any losses or damages arising out of the use of this information or in respect of any actions taken in reliance upon the validity of the information contained within this report.
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Base Case - using theoretical numbers
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Fuel price increase impact - using theoretical numbers
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																								Diesel Fuel ($/l)

																								Jan 2024 weekly average		Jan 2026 weekly average 		Week ending 20/03/2026		Increase

																								$2.16		$1.86		$2.85		132%



						Base Case - using theoretical numbers

						Total Sales Income		Total Fuel Expenditure		Total Freight Expenditure		20% of Freight Expediture		Total Fuel Expenditure for Business		Fuel Percentage of total sales 

						$   10,000		$   1,000		$   1,500		$   300		$   1,300		13%

														13%



						Fuel price increase and resulting FAF - using theoretical numbers

						Total Sales Income		Total Fuel Expenditure		Total Freight Expenditure		20% of Freight Expediture		Total Fuel Expenditure for Business		Fuel Percentage of total sales 

				Example of fuel increse but no FAF		$   10,000		$   1,319				$   396		$   1,715		17%

				FAF Cost 										$   415

				fuel crisis price impact 

				putting back to a percentage of total sales						colour coding 
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												Diesel Fuel ($/l)

												Jan 2024 weekly average		Jan 2026 weekly average 		Week ending 20/03/2026		Increase

												$2.16		$1.86		$2.85		132%

										Fuel price increase impact - using theoretical numbers

												Total Sales Income		Total Fuel Expenditure		Total Freight Expenditure		20% of Freight Expenditure		Total Fuel Expenditure for Business		Total Fuel Expenditure as a Percentage of Total Sales 

										Base Case 								0		0		ERROR:#DIV/0!

										Impact of fuel price increase		0		0		0		0		0		ERROR:#DIV/0!

										Total Fuel Crisis Impact 										0		ERROR:#DIV/0!
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								Cost Category		2023/24		2024/25		2025/26		2026 (Current)

								In-nursery fuel expenditure

								In-nursery fuel  index		100		ERROR:#DIV/0!		ERROR:#DIV/0!		ERROR:#DIV/0!

								Freight Expenditure

								Freight index		100		ERROR:#DIV/0!		ERROR:#DIV/0!		ERROR:#DIV/0!
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 $                10,000.00   $                       100.00   $                   1,400.00   $                       280.00   $                       380.00  4%

Impact of fuel price 

increase

 $                10,000.00   $                       160.65   $                   2,249.07   $                       449.81   $                       610.46  6%

 $                       230.46  2%

Total Fuel Crisis Impact 

Diesel Fuel ($/l)

Fuel price increase impact Calculator
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												Diesel Fuel ($/l)

												Jan 2024 weekly average		Jan 2026 weekly average 		Price at 31.03.2026		Increase

												$2.16		$1.86		$3.47		161%

										Fuel price increase impact Calculator

												Total Sales Income		Total Fuel Expenditure		Total Freight Expenditure		20% of Freight Expenditure		Total Fuel Expenditure for Business		Total Fuel Expenditure as a Percentage of Total Sales 

										Base Case 		$   10,000.00		$   100.00		$   1,400.00		$   280.00		$   380.00		4%

										Impact of fuel price increase		$   10,000.00		$   160.65		$   2,249.07		$   449.81		$   610.46		6%

										Total Fuel Crisis Impact 										$   230.46		2%
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										Fuel price increase impact - using theoretical numbers

												Total Sales Income		Total Fuel Expenditure		Total Freight Expenditure		20% of Freight Expenditure		Total Fuel Expenditure for Business		Total Fuel Expenditure as a Percentage of Total Sales 

										Base Case 		$   10,000.00		$   100.00		$   1,400.00		$   280.00		$   380.00		4%

										Impact of fuel price increase		$   10,000.00		$   160.65		$   2,249.07		$   449.81		$   610.46		6%

										Total Fuel Crisis Impact 										$   230.46		2%
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								In-nursery fuel  index		100		ERROR:#DIV/0!		ERROR:#DIV/0!		ERROR:#DIV/0!

								Freight Expenditure

								Freight index		100		ERROR:#DIV/0!		ERROR:#DIV/0!		ERROR:#DIV/0!
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