Is Retirement An Option Under Your Control ??





“Retirement”	variously described in the Concise Oxford Dictionary as “Withdraw, go away, retreat, seek seclusion or shelter” or “cease or give up office or employment” or “ voluntarily terminate or be compelled to suspend one’s innings”.





The latter meaning is obviously more relevant to cricket or perhaps the Lord above who is in control of our innings here on earth but the appropriate terminology for a dairy farmer is to cease or give up full time or active employment.





We must all concede that the Government cannot afford to sustain the current level of superannuation payments and each and everyone of us must make a real and conscious effort towards saving for our retirement as well as funding normal daily living requirements





Therefore you, as dairyfarmers, need to save and accumulate sufficient capital during your working years to achieve your desired quality of life in retirement, true or false ??? 

















Surveys indicate that if you took a sample of 1000 young people currently aged 20, that by the time they are 65 years old





  10   would be wealthy





  50   self sufficient





  700 dependent on the state totally or partially for retirement income





  240 dead 





We should all remember that throughout our lives our financial situation is determined by three factors:





what we earn - during our working years likely to vary up or down, very relevant for farming





what we spend - also varies greatly e.g school fees/education costs may take up a large part of your expenses at some point, but should decline or not feature past your 50’s





what we save - savings and/or tradeable assets you build up in your working years will determine how well  you can achieve the lifestyle you want in retirement











Another sobering statistic concerns our likely lifespan ! 





On average men who reach 65 years can expect to live another 16 years - until they are 81.





Women who achieve the same threshold can expect to live even longer - another 19 years, until the age of 84 years.





In addition, by the time many of the younger brigade reach 65 life expectancy may be greater, therefore a minimum retirement period of 20 years is likely!!.  





The costs of full retirement especially if one lives to a ripe old age have been highlighted often  and are both sobering and frightening.  We all know and believe Government assistance will continue to diminish, and the costs of medical care and retirement homes will continue to escalate.  








It is therefore quite obvious that it is important to know when facing retirement precisely where your income is going to come from, and whether you have the ability to sustain it over such a long period.








This follows an exercise to determine what level of annual income post tax you need to achieve, and how are you likely to achieve it.





Is $28000 after tax sufficient, or $48000, or $68000 ?? Has anyone here today sat down and worked out what income they might need to provide for all eventualities in their retirement ???.





Is there a gap between the earning capacity of current assets, and if so what savings are required over a specified period to bridge it ??.





Or is a combination of paying off debt regularly and saving in a similar fashion i.e on a regular  basis throughout your working life going to achieve the desired position ??. 





Where are you and I currently fitting ??





What does retirement mean to you and what benefits would you wish to receive ?? 








My suggestions and I would encourage you to put forward others include:	





good health





adequate capital to cover all requirements ( including normal living, an overseas trip or two, regular change of vehicle, assistance to family members as and if required)





a nest egg to cover the totally unexpected





This would normally assume a debt free home or small holding, perhaps total assets of $1 million in total.





 Pita Alexander, the well known Christchurch farm accountant has often been quoted as saying if you have enough money to buy a farm you have enough to retire, and a million dollars is today becoming a necessary sum to buy a farming unit with long term prospects of profitability. However I suggest under current investment returns and the costs of nursing care it may not be enough in the future, a rather sobering thought.





I might add as some have suggested I have not been chosen to present this paper because of my recent “retirement” from the Bank of New Zealand after 22 years in banking and finance, as I am now farming full time on a family town supply dairy unit at Halswell working even longer hours than previously for lower wages but enjoying a healthier more physical lifestyle and coping with a different type of pressure.





However I do have some clearly defined thoughts regarding my eventual retirement, have you ??.





While the final specifics are difficult to put down, and change from day to day anyway, I know what I want to do and will protect that position by giving it due recognition in all my planned steps including expansion over the next 15 years.





The important element here which must be emphasised is giving due consideration to your personal retirement as those critical decisions are made, e.g to buy additional land, sell the herd to a sharemilker, or help sons or daughters to expand in farming or any other venture.





In my opinion many dairy farmers demonstrate similar retirement policies, such as 





are too busy in their day to day activities to give retirement much more than a passing thought													


have other priorities											


retirement simply seems too far away to think or worry about





treat any discussion re retirement with disinterest based on the assumption that one day the farm will be sold and should realize sufficient equity to cover all their needs, without working out whether there will be enough money or not





have insufficient profitability or are so adamant that the above scenario will work to consider any opportunity to invest in retirement schemes off farm with insurance companies (e.g insurance policies) and/or trading banks (e.g managed funds)





think they will never retire, and virtually die with their gumboots on, only a minority but do you wish to join this elite group ??





are simply too afraid to do the exercise ??





The overall theme behind everyone’s thinking is of course that dairy farm land values will continue to increase with a commensurate rise in equity, even if operating losses occur for a season or two and/or borrowing increases for this or any other reason. In other words there will always be a positive gain.





Is this realistic ??. I put it to you that after hearing the current state of world dairy markets from various qualified and respected commentators at this Conference, and the 3/5 year outlook, coupled with the changed payment system under the proposed mega cooperative that it would be a brave person indeed to assume this scenario will continue !!. The effect of current climatic changes on property values in various parts of the country may also impact on capital growth.





The contribution of dairy company shares to this subject is a recent development, with numbers and value increasing and everchanging !!. While as a substantial asset they obviously help rather than hinder the exercise, there could be restrictions on realization as determined by dairy cooperatives constitution and of course if family members are to take over the shares as is necessary to supply milk the retiring operators may be required to  either transfer their shares by gifting or interest free loan given their value. 





There are no doubt  many dairy farmers who think they will be able to remain living on their farm for many years, say until they are at least 70, health providing, because of the common and very successful  practice of employing a sharemilker or contract milker.





 Historically the former strategy has released capital from the sale of stock and plant to repay debt and create an ability to invest off farm with liquid cash, while the latter reduces work input and lessens income reduction but provides no capital. Certainly an appealing and available historical option, which has allowed many farmers and their partners to stay in the environment they love and lead a very fulfilling retirement - but can it continue ??. 





Will reduced product prices coupled with the ongoing productivity increase required to even tread water provide sufficient income to both attract a sharemilker or contract milker and give you adequate income to do all those activities you wish to do ??.





While you may think these comments may have greater relevance to those smaller and more traditional units that abound in Taranaki and the Waikato please remember as dairy enterprises increase in size debt loadings generally rise accordingly, which can create as great a barrier to retiring in the manner desired as those smaller units handicapped by lack of scale which ultimately is reflected in insufficient Gross Farm Income. 





The big question is “ When is enough $ enough “, when have I accumulated enough capital, put it away in a liquid or readily  realisable asset, stopped expansion and consolidated. Sold that block of land or repaid all or most of the debt.  Obviously a difficult query to answer, and each persons requirements  differs according to their circumstances but the important factor here is active planing is better than a passive result.











To do nothing is not an option, therefore I would urge you all both to put forward your concerns and ideas in the balance of this session and even more importantly when going home put down on paper your goals/objectives re retirement, costs involved, policies in place to both protect and enhance, how far down the path of achievement you are, and what new steps are required to make better progress.





I again emphasise “to do nothing is not an option!”





Some suggestions that may help you get underway !





Adopt a policy that your farm must be debt free by the time you retire, good in theory but more difficult in practice. Reducing debt as quickly as possible has two benefits, firstly you save money on future interest costs and when debt is repaid more income is available for savings.�


      Make sure you control debt and debt does not control you !!





A key requirement to achieve this aim is to have a disciplined approach to all spending, especially personal but also in farm and capital expense. To achieve any targets a focused approach is essential and impulsive actions and /or going off on different tangents can quickly destroy any chances of achieving success


	


     Think carefully every time you borrow additional funds -     invest for return and not	consumption.


     


Early on in your planning try to formulate a policy as to what extent you are prepared to help family members. I feel it has always been a particular strength of the dairy industry that young people are encouraged and can successfully start from scratch with limited assistance and still attain a farm of their own, but whether this can continue is questionable. In addition all family members these days should have equal opportunity for assistance, rather than preferential treatment to the one who looks to take over the family operation.


�


Your retirement plans should always allow for life’s unexpected emergencies. Allowance must be made at all times for  likely risks and safeguards taken e.g. adequate life cover to cover unexpected accident/illness or death to ensure all debts can be immediately repaid. Similarly  insurance to cover loss of your home or possessions , possibly from a climatic disaster or fire is also essential. Other factors that may impact on retirement plans that may not so easily be covered include dissolution of family set ups due to son/brother/uncle disagreement or more commonly the split of a marriage or partnership.





At an early stage involve your professional advisers who can add great value to your discussions, and see matters from a wider viewpoint. Do it together rather than one partner only, as the financial security of both of you in retirement must be taken care of. It is also important to remember that you may not be living as a couple in retirement, death and seperation are facts of life, people can be left financially vulnerable if they think it will never happen.


	


Give serious consideration to investing off farm as soon as possible, even if only a modest sum can be afforded. It is a good idea to get into a savings habit, even in a modest way, while paying off debt. The well publicised table of the returns achieved by the early saver versus the late saver sends a powerful message, and regular savings even at modest returns over the longer term give sound returns.


Deciding how and where to invest your hard earned money is an important decision. Many farmers continue to invest only in their farm or leave cash on deposit in the bank because they have no confidence that monies invested elsewhere are safe. Are investments in residential or commercial property, managed funds, unit trusts, forestry syndicates or directly into the sharemarket going to produce publicised or expected returns or even more importantly will the capital be returned	at the end of investment and not lost through misadventure ??.





If investing off farm make sure that the form of investment suits your risk profile. Most professional advisers will now complete a risk assessment with you prior to accepting funds, a simple exercise that pinpoints your approach to risk. As per the overhead, your attitude to three factors ( time frame, volatility, and return) will determine your classification as an investor (cautious, conservative, balanced or active).  





For most people the objective is to invest on a regular basis in order to enjoy reasonable returns at the end of the savings term, without taking what is considered unacceptable risk.�


At the end of the savings period your savings should have at least kept pace with inflation as a minimum i.e kept their real value and been enhanced by a mixture of compounding interest and growth in the value of some or all of your investments. 





It is essential to put the strategy down on paper and revise it annually, I would suggest at the end of each financial year may be an appropriate time to ascertain progress with the benefit of finalised accounts.


       


      A plan is just a plan, it is not the action.





      It must be alive, not dead !.	


     


      Making financial plans takes time, commitment and motivation.


Achieving them involves discipline and even some sacrifice.


	


Reward yourself and your advisers for all the work involved in compiling it by putting it into action, rather than allowing it to gather dust.





             In other words “Go for It”.			








Finally remember a valuable saying “ Failing to plan is planning to fail “, I would suggest that without proper attention retirement is not the potential option you may think it is and is probably not under your control !!. 
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