STEPS TO WEALTH CREATION IN THE NZ DAIRY
INDUSTRY

Lynaire Ryan
DairyNZ Business Developer, Christchurch

The NZ Dairy Industry offers a wonderful lifestymareer path and wealth creating avenue for
anyone willing to work diligently and develop th&imowledge, skills and attitudes so as take
advantage of the opportunities that come alongoklaround at the many success stories evident in
the industry — people who have worked their waynffarm staff, via sharemilking, to farm
ownership; people who have come from the city mehzhanged career and joined the dairy industry.
Over my career | have noticed that it really issilole for any progressive person to grow at least $
million of equity during a thirty year career iretindustry. An example of this is outlined in
Appendix A.

Recently | have been asking myself “Why can sonoplgegrow their equity to more than a
million dollars, while others who are diligently vking away have only got together a few thousand
dollars or still have quite a few debts or hireghase?” The average New Zealander will have
accumulated about $180,000 by retirement. Haveeyeu stopped to wonder “What is it that makes

the difference?”

Five steps to financial success
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Let's look more closely at each of the five stapfinancial success:
1. Have a dream and purpose

Having a big enough dream will be a great motivata will provide the purpose and energy
to achieve financial success. You need a stronggmpurpose, or a desire so large, that you will
make the effort to set up a regular savings prograpbearn ways to invest wisely, further your
education or go that extra mile at work to buildiyeeputation. One young man who bought his first
farm at 28 years of age, after coming from a toackiground, told me: “I always knew | could find a
way to own my own business. | couldn’t tell yoluthé steps to this success, but | can tell you ...
always believed that if | worked and thought handwgh, that one day | could buy a farm and be my
own boss. Ijust knew | could do it.” Having a&dm and belief is important.

What's your dream?
2. Build a pool of money — earn more than you spen d

1. Increase your earnings

For the employee
become more valuable as an employee eg increaseskitls, your experience, qualifications
and attitude
build your reputation, networks and contacts soa@uin high demand

For the farm owner or sharemilker
learn what it takes to drive a strong profit frorfaeming business
understand the key principles of a highly succéssiature based farming system, focused on
profit, generated by maximising pasture growth atigsation via cows of high genetic merit.
get very very good at budgeting — have an annudgdéiuiand a monthly cashflow, and

monitor these monthly. Find these budgetsvarw.dairynz.co.naor talk to your banker

2. Complete a personal budget so you know where yawemnis going. Set yourself some good

savings targets. Use the DairyNZ Personal Budget fn Appendix B or omvww.dairynz.co.nz

3. Develop good savings habits. Some people are sa@mne are spenders. Learn the good habits
of the savers. Decide how much you can save a wefgktnight, and get this direct debited from
your pay before you see it. Give the control @ ticcount to someone who is great with money.

4. Do not use credit cards or hire purchase — if yanitqpay cash for something then don'’t get it.
You will never get ahead if you are trying to phg tigh interest charges for credit cards or HP.

5. Do spend some money on clothes and a good hai leecause finding the right partner is one of
those other great lifetime decisions!!

How much can you save?



3. Educate yourself

Once you have started building a pool of moneyni step is to start learning how to get
that money working for you. Spend time learningvhio get on the +15% investment pathway.
Study successful people who have travelled the +iby#%stment pathway before you. Ask them
what they have done, how they got started and vatammendations they would give you. Some
keys tips include:

Build your knowledge, skills, interests, networkalability to find opportunities.

Develop your financial capability — be able to exdé opportunities

Learn what it takes to drive a strong profit frorfaeming business

Get very very good at budgeting

Build a successful support team around you — inotpdn accountant, bank manager, farm
consultant, and a team of superb farmers and &iend

Read widely. Some ‘must read’ books incliRleh Dad, Poor Dadby Robert KiyosakiThe
Richest Man in Babylohy George Classoiihe Seven Habits of Highly Effective Teenabgrs
Sean Covey, antlhe Luck Factoby Dr Richard Wiseman.

What will you learn?
4. Invest your money well — get on the +15% Wealth ~ Creation pathway

You want to get your money growing for you on tH&% investment pathway, and off the
‘going nowhere’ 5% pathway. The Wealth CreatiorhRaty diagram shows the power of
compounding. A lump sum of $20,000 will compouadb.36 million over a working lifetime of 40
years if invested at 15%, compared with a meagd® $DO if left on the ‘going nowhere’ 5%
pathway. The two keys are getting a good ratetirn, eg 10-15%, and having time for the
investment to grow. The power of compounding takes to snowball — even after ten years there is
not a huge difference in the amount invested, lreitifferences become enormous after 20 years.

Think of this another way. Let's assume we atingitamong a group of 20 year olds and each
person has $20,000. Those that grow this mon&g%twill have over $5m by the time they are 60
years old, while those that grow at 5% will havd@D00. Which group would you rather be in?
Again what makes the difference? In the Wealtha@oe diagram | have explained the gap between
the pathways is determined by how you position gelfior the strategy you take. This is determined
by the knowledge, attitude, skills, habits and afpputies that you choose to build.

Tables 1 to 4 show the effect of saving $50 to $#08eek for up to 40 years, at various rates

of return.



Table 1. Saving $50 per week Table 2. Saving $100 per week

Yiears 5 10 20 40 vears 5 10 20 40
0 13,000 | 26,000 | 52,000 | 104,000 0 26,000 | 52,000 | 104,000 | 208,000
25 | 13800 | 295500 | 67,000 | 177,000 25 | 27,600 | 59,000 | 134,000 | 354,000
5 14,700 | 33,500 | 88,000 | 321,000 5 20400 | 67,000 | 176,000 | 642,000
10 16,600 | 43,400 | 156,000 | 1.2m 10 | 33200 | 86800 | 312,000 | 2.4m
15 18,800 | 56,600 | 285000 | 5m 15 | 37,600 | 113,200 | 571,000 | 10m
20 21,187 | 73,900 | 531,000 | 20m 20 | 42,300 | 148,000 | 1,063,000 | 40m
Table 3. Saving $200 per week Table 4.Saving $400 per week
voars 5 10 20 40 voars 5 10 20 40
0 52,000 | 104,000 | 208,000 | 416,000 0 | 104,000 | 208000 | 416,000 | 832,000
25 | 55200 | 118000 | 269,000 | 708,000 25 | 110400 | 236,000 | 538000 | 1.4m
5 58,800 | 134,000 | 352,000 | 1.3m 5 | 117,600 | 268,000 | 704000 | 2.6m
10 | 66400 | 173600 | 624,000 | 4.8m 10 | 132,800 | 347,200 | 1,248,000 | 9.6m
15 | 75200 | 226,400 | 1,142,000 | 20m 15 | 150,400 | 452,800 | 2,284,000 | 40m
20 | 84600 | 206000 | 21m 8om 20 | 169,200 | 592,000 | 4.2m 160m

Table 5 takes a lot of time to understand, bt Wwell worth making the effort. It demonstrates
that as long as you are saving well, you can rataktake the time to learn how to get onto the +15%
investment pathway. It is more important to lealbout getting on the +15% pathway, than rushing
to get on it, and making mistakes. Too many pelmse their hard earned money by rushing into an
investment, rather than taking the time to do il w&he following example compares someone
saving $10,000, $20,000 or $50,000 a year foryaars and investing that at either 5% or 15%
compounding. After five years of saving, they isivilhe money for a further 15 and 35 years. This
example is similar to what happens in real lifeaggung person saving money for five years, and

then using this money to invest in farming.



Table 5. Five years of savings compounded for 40 years

Annual Investment Sum after Sum after Sum after 5% return for 5
savings for % 5 years 20 years 40 years years then 15%

5 years 2015 2030 2050

15% 67423 | 548,625 | 9,000,000 | g7,mial men 5%
$10,000 :

5% 55 256 114873 | 304,792

15% 134,846 | 1,097,250 | 18 000,000 | 33 Gl then 5%
$20,000 :

5% 110512 | 229746 | 609,584

15% 337,225 | 2,194,500 | 45,000,000 | g3 et 1en 15%
$50,000

5% 276,280 | 574,366 | 1,523,961

Learn to invest wisely on the +15% pathway. Inwestppreciating assets or good businesses
such as rearing calves, sharemilking cows, leasimgs, house rental properties, commercial property
and well selected shares. Money spent on machioaryg, sound systems or the latest TV or mobile
phone is not an investment. These are depreciaging and they lose value.

Develop the skills to find and evaluate opport@sitiand make good decisions. For every
investment pathway there will be some people wHbmake a lot of money out of it, while some
people will lose money from it. For example, bugyend rearing calves. Many young farmers have
successfully got started by rearing a few calvessatling them as R1 or R2 heifers. This can be a
great pathway. But financial success is not aut@m&’ou need to ensure you buy very good calves
at the right price, find economical grazing, rde heifers to good liveweights, and have minimal
losses. Some years it's a good idea, and ottees ke timing is just not right. When considering
any investment you need to have the ability toudate the figures, and know what you have to get

right to make money. What will you do to get on the +15% pathway?
5. Magnify your returns by sensible borrowing

If you can find an investment where the rate aimeis consistently greater than the interest
rate, then it might be a great idea to borrow madoepvest. Then you have a bigger pool of money
at work for you. This principle is commonly usedlie New Zealand dairy industry. The following
example shows a sharemilker generating a 16% retuasset from the operating profit on their
business. In this example the sharemilker has ,$800wvorth of assets, of which they own $350,000

(their equity) and they have borrowed $450,000 fthenbank at 8% interest. Because the



sharemilker is earning a higher return on theieaggan they are having to pay for the loan (ie
earning 16% while only paying 8% interest), themtturn on their equity lifts to 26%. They have

leveraged their returns up by sensible borrowing.

Table 6. 50:50 Sharemilker example

Table 7 demonstrates three scenarios for someoadag1$10,000 of their own money to
invest. In scenario 1, they invest that moneyadfiyeat 12%. In scenario 2 and 3, they borrow some
money to invest also; $10,000 and $20,000 respaygtivHere are some useful definitions of the

terminology used:

Return On Dairy Assets Return On Equity Assume $450,000 borowed at 8% interest
ROA = Operating Profit x 100 | ROE = Operating Profit minus interest x 100
Asset Invested Equity Invested
= $128.000 x 100 = $128.000 - $36.000 x 100
$800,000 $350,000
= 16% = 26%

Asset The total amount of money invested

Equity The amount of money you have to invegoi@r share of the investment

Borrowings The amount borrowed

Return on Asset = net return x 100 Return on Equity = net return—interest 00

asset equity
Scenario 1 Scenario 2 Scenario 3

Asset $10,000 $20,000 $30,000
Borrowings $0 $10,000 $20,000
Equity $10,000 $10,000 $10,000
Return on Asset 12% 12% 12%
Return $1,200 $2.,400 $3,600
Interest at 8% $0 $800 $1,600
Net Return {return — interest) $1 200 $1 600 $2,ﬂ'|:||:]
Your equity after 1 year | $11,200 $11,600 $12,000
Return on Equity 12% 16% 20%

Table 7. Return on equity scenarios — $10,000 equity inveatel 2%



From these examples you can see that you can &vemor magnify your returns if you have
a greater pool of money invested and at work far. yBut beware: this only happens when the return
on asset is greater than the interest rate. If geturn on asset is less than interest rate, epay
more to borrow the money than your investmenttigrning, then you will magnify the losses as well.
Borrowing accentuates the gains or losses made.

What can you do to borrow sensibly?

In summary: the five simple steps to financial suc cess

1. Have a dream and purpose What's your dream?

2. Build a pool of money How much can you save?

3. Educate yourself What will you learn?

4. Invest your money well What will you do to get on the +15% pathway?
5. Magnify your returns with sensible borrowing  What can you do to borrow sensibly?

You have a great opportunity NOW to build for your future.
Save and learn.

Build your knowledge, skills, interests, networks ad ability to find opportunities.



Appendix A: Practical examples of financial progre SS

I'd like you to imagine meeting all the twenty yedds working in the NZ dairy industry today.
Some of them will be farm staff, some young shallars, most will have a car, most will have some
debt. All will have their dreams. Now imagine rtieg up with this same group in thirty years time,
as they turn fifty. Many will be farm owners, egyupartners, sharemilkers or senior managers. Many
will have left dairying. The range in financial ath will be huge. Again, ask yourself “What is it
that makes the difference?”

Table 8 compares the progress of steady, strongressive and exceptional financial

pathways over a thirty year period.

Table 8. Example pathways of wealth accumulation over atlyiear period

Years / position

Strong financial
progress

Very progressive

financial progress

Exceptional
financial progress

Steady financial

progress

Year 1
or variable order

Wages

Saves $400/week or
$20,000/year

Saves $400/week or
$20.000/vear

Saves $400/week or
$20,000/year

Year 2 to 5 Wages
or variable order

Saves $400/week or
$20.000/vear

(@ 5% interest

Saves $800/week or
$40,000/vear

(@ 5% interest

Saves $1000/week
or $50.000/year

(@ 10%equitygrowth

Year 6to 15
50:50 Sharemilking

15% equity growth

25% equity growth

35% equity growth

Saves $200/week or
$10.000/year

(@ 5% interest

Year 16 to 30 12% equity growth | 15% equity growth | 18% equity growth

Farm ownership

Equity after 5 years £110.000 £196.,000 $261.000 $55.000
Equity after 15 year $447.000 $1.832.000 $5.254.000 $215.000
Equuty after 30 year $2.4m £14 9m S62.9m $664,000




Let’s follow the ‘very progressive’ example. Inglexample a progressive person works on
wages for years 1 to 5 inclusive. They save $2Dj0@ear 1, and invest that at 5% interest
compounding. Each year, for years 2 to 5 theyaaatdher $40,000 of savings to their nest egg. They
achieve these savings predominantly from their wagesalary, or perhaps adding to their earnings
by rearing a few additional calves, or leasingsmrne dairy cows, etc. After 5 years they have saved
$200,000 and they use this to invest in a sharémgilgosition. Due to a combination of strong
profitable returns and increases in cow nhumbergagscellent herd management they grow their
equity and progress up the sharemilking pathwaywong at 25% equity growth per annum over this
time. About year 16 they invest in dairy farm owslep, and continue to grow their equity at 15% for
the next 14 years. After 30 years they have actatedinearly $15m of equity.
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Appendix B: Personal Budget

Name Budget period / /20 to / 120

SalaryAwvages after tax

Salary/wages after tax for partner

Income from investments eg interest, dividends

Other income eg stock sales, lease cows

Working for Families, Child Support, Benefits
Other
Other

Total Income $ $

House rental or rates, home maintenance & repair

Food - groceries

Food and drink - dining out, takeaways, drink

Electricity, gas

Telephone, mobile phone, internet, tv, sky

Clothes, shoes, farm gear

Hair and beauty

Vehicle - car, bike — petrol, maintenance

Vehicle - car, bike — WOF, registration, insurance

Newspapers, magazines, books

Education and training eg school fees, courses

Child care, babysitting, housekeeper

Entertainment - movies, concerts, dvds, magazines

Leisure - sport, hobbies, gym, pets, music

Travel, holidays, weekends away

Gifts and donations

Healthcare — doctor, dentist, chemist

Professional fees — eg accountant, lawyer

Insurance — home, contents, health, etc

Purchases — household appliances, furniture

Loan payments — house, car, student, livestock

Loan payments — HP, credit card, overdraft

Regular savings

Kiwi saver

Other

Other

Total Expenses $ $
Cash Surplus/Deficit $ $

)0 4 324 7969)

11



Appendix C: Detailed Farm Budget
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Appendix D: Compounding and Discounting on an Inexp

Calculator

ensive
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