Farm of the Future - Milking 300 Cows or Less

Frank Bremuhl

Station Road, Aylesbury

Data taken from the 1998/99 Dairy Statistics, Herd analysis by district, show that of the 

14 362 dairy farms operating in New Zealand only about 10% of herds were over 300 cows in size and that the average New Zealand herd size was 229 cows. Today the figure is closer to 21% of the total herds in New Zealand that are larger than 300 cows.

This means that nearly 80% of farmers milk herds of 300 cows or less. What is it that makes this size of operation so popular? Given the media’s drive to convince us that “size does matter,” should more of us be asking the question “does size matter?”

For farming families that enjoy the lifestyle of being in the country and running their own business, a 300 cow herd size of operation offers what many believe is the ultimate in self-sufficiency.

I see the advantages of a 300 cowshed business, as being:

·    Small enough to be managed by a family

For many farming families, the ability to blend work and family life is one of the best  attributes of dairying as a career. To be able to be home when the kids come home from school and to share the learning of skills, knowledge and work ethic is an advantage many families living in an urban environment would love to share if they only knew how good it was.

·    Big enough to provide sufficient income to meet the needs of the family

Becoming a new farm owner and taking on the new responsibilities that are incurred, is 

for many people enough of a challenge. The problems of just staying afloat and maybe

 raising a family in the early years, means that planning to expand the size of their 

operation is often left until later. The time when the kids have left home or when the 

mortgage is sufficiently low that decisions in regard to additional investment on or off-

farm can be made is often when the need is not so pressing and the priorities may have 

changed.

·    Minimal staff needs to be employed

In the last few years on-farm labour requirements have remained static at one labour unit 

per 150 cows, except on smaller farms. Many smaller farms are being managed with one 

labour unit per 200-250 cows and some 280-300 cow farms are being managed with 1.5 

labour units that are not working excessively long hours. This ability to manipulate the 

amount of expenditure allocated to labour is one of the drivers to profitability on a 

smaller farm.

·    Big enough to support the owners as a passive form of income

Data from the Dexcel 1999/2000 Economic Survey of New Zealand dairy Farmers, informs us that for respondents with herds of less than 300 cows 48% employed sharemilkers and this increased to 63% of farms milking more than 300 cows. These data indicate that farm 

size is just an indicator of the size of investment an owner chooses to have in the dairy 

industry, not necessarily what they could invest in the industry.

·     Secure type of investment

For many, the ability to look at their investment, to understand it, to have some measure 

of control over its level of performance and to be involved with the dairy industry are 

good reasons to keep their investment on-farm. From a business perspective the returns 

able to be generated from that investment are a good enough reason to keep it. While 

many industry commentators deride the returns that they think are generated from smaller 

dairy farms, the true figures are usually somewhat different. 

·     Enjoyable

Some people really like farming. If you are one of these, then you can keep your cake and 

eat it too. For the ones who enjoy the ownership/stewardship of the land and the rewards and challenges that come with that, then the opportunity exists to keep doing it until 

circumstances change and other things become more important.

·     Business structures
Farm size and the aims and desires of the owners of the farming enterprise largely determine the business structure that is employed.

When looking at the type of business structures that people use to run dairy farms of less than 300 cows the majority are simple partnerships or sole traders. Also appearing are a few equity partnerships which allow off-farm or other investors to participate in the business. This is a strength not a weakness as more complicated business structures could conceivably put off the desire of some industry participants to take up farm ownership.

·    Profitability

The ability of a farm running a herd of 300 cows or less to be profitable is dependent on 

the management of the operation, not the size of the operation. Data from the Dexcel 

1999/2000 Economic Survey of New Zealand Dairy Farmers reports that profitability, as 

a return on equity does not necessarily reduce with farm size. These data show that 

overall, larger farms have a higher percentage of debt per kg milksolids and a greater

proportion of the value of the farming asset is related to income generation. This apparent 

anomaly can be explained away if lifestyle block were deducted from the business 

balance sheet at this point. 

EFS per ha for the top quartile of farmers are the same for all sized farms. The return on equity is related to the amount of the asset that is productive, rather than the amount of asset that is of high value, e.g. the lifestyle block.

Conclusions

The question whether farms milking herds of 300 cows or less produce enough surplus income to meet the needs of their owners is a different question to whether farms milking herds of 300 cows or less are profitable. The former asks the question “How much is enough”? The second asks the question, “Is the investment enough”? To increase the total investment surplus, many farmers choose to add another cow farm to their stable rather than sell up and move to a bigger farm.

When calculating return on investment I personally have a problem with the fact that farming is the only business that in calculation of the returns from our business, we include the value of our residence and treat it as an asset as opposed to a liability. If the residence were treated as if it were outside the business, (e.g. a lifestyle block with a dwelling), then the value of our business would relate better to other businesses and make comparisons more relevant. For business people in town who live on a lifestyle block out of town, the notion of adding the value of that asset to the value of their business, before determining the value of their business would be laughable. Yet dairy farmers are asked to treat this as a normal part of their business evaluation and many can still show increases in their equity position that other business people would be proud of. 

Many of our large scale dairy farmers started on smaller farms where the ability to accumulate equity and the desire to grow their farming business meant that they were able to expand into the larger farms that they have today. Without the profitable smaller farm, it is reasonable to say, their desire to expand in the dairy industry would not have eventuated The current level of profitability of well managed dairy farms is proof that this is still a good investment.

It is reasonable to take into account the changes in level of education that we now have in our industry. An increase in knowledge can reduce the risk when making investment decisions. In fact whether to increase the size of your farm is just that, an investment decision.

When making the decision to increase the level of investment in dairying it is interesting to look at the level of performance required to maintain the level of profitability currently enjoyed. Table 1 gives statistical data for herds averaging 250, 300, 350 and 400 cows (Data supplied by Mark Leslie. LIC ) the primary difference in level of profitability between groups is due to wages per cow. 

Table 1: South Island 1999/2000 data  (15 farms per group).

Herd size (cows)
225-275 
275-325
325-375
375-425

Average herd size
247
306
354
394

MS/cow
361
373
389
411

MS/ha
796
901
884
1212

Income/cow
1465
1393
1424
1483

Wages/cow
58
92
101
118

Labour adjustment/cow
166
172
149
146

Total farm expenses/cow1
743
808
818
782

Labour units
1.8
2.6
2.6
2.9

Cows/LU
141
123
142
143

Expenses/Income
53%
57%
59%
53%

EFS Total
110,305
87,898
121,908
182,568

EFS/cow
446
288
344
463

Productivity
0.94
0.87
0.92
1.01

Return on capital (excluding capital appreciation)
7.5%
3.7%
5.4%
7.9%

1 Primary difference is due to difference in wages per cow

The desire to milk more than 300 cows is a goal for some, but for those for whom this is not the case, goals of profitable, enjoyable way of life can still be met. The choice of investment that we (the smaller dairy farmers) make and the manner in which we choose to manage that investment are the factors that we control.

Large Scale Dairy Farming Business Structures
 Leo Donkers

Operations Manager and Owner of an Equity Share 

Dairy Farming Business

Background

· My business was always going to be dairy farming. I enjoy it and it's what I do best.

· The defining moment for me was in 1986 when I left the industry for seven years because of the low returns.

· I had the opportunity to travel overseas, own my own business, and become a horticultural contractor which gave me an insight into other businesses.

· With my brother John, who was involved with a corporate dairying company, we set up Camden Dairy Farms Ltd (CDF Ltd) and looked out for opportunities.

· We wanted scale, irrigation potential and to be in Canterbury.

· In 1994 we purchased a 212 ha dairy conversion at Dunsandel.

· In the first year we milked 480 cows and produced 132 000 kgMS. We learnt a lot about our business that year and especially how not to feed cows. We operated as controlled starvation.

· Leased farms to run young stock and retain control.

· In 1998, purchased 295 ha dryland, Willsden Farm Ltd, at Te Pirita to reduce our winter grazing risk.

· In 1999 we converted 200 ha of Willsden to dairying and in the first year milked 630 cows averaging 285 000 kgMS. In four years we have learnt a lot about how to feed cows!

· In 2000 purchased another 650 ha next to Willsden.

· In spring 2001, our business will operate:

· Camden - 221 ha operating with a 50/50 sharemilker

· Willsden - 320 ha that I manage myself

· Prairie  -   280 ha conversion operated with a 50/50 sharemilker

· Chiswick - 320 ha dryland that I manage

· Budget for 2001/2002  1.1 m kgMS from 2700 cows.

The business structure


· Camden Dairy Farms Ltd (CDF) is the parent company. The other three companies are wholly owned subsidiaries.

· CDF has eight shareholders, family and friends, with varying levels of shareholding. They all have an interest in dairying.

· All shareholders have an interest in dairying and had faith in what John and I planned to achieve.

· Their risk was who they invested in, not what they invested in.

· We lowered our shareholders’ risk by forming a limited liability company and by not giving personal guarantees.

· This however, meant that finding financiers was a problem, but it would have been very difficult to attract shareholders if we had required personal guarantees.

· Shareholders receive a $1 share for a $1 investment. John and I have pre-emptive purchase rights to any shares traded but after that, shareholders can trade shares as normal.

· The company’s assets are valued annually, and after deducting company borrowings, all shareholders get an indication of their share value.

· No additional shareholder capital has been required since 1994, although our borrowing has increased substantially.

· As the business expands, we want to maintain a return on capital (ROC) of +10%. We won’t be paying it off the capital.

· Principal will be paid off when assets are sold.

· Because of the business expansion, no dividend was paid for the first six years.

· We are now setting in place a dividend policy which will either be a set figure or a proportion of GFI per year.

· We have no sunset clause in our business plan, i.e. no set time before assets are sold.

· Camden’s four directors have quarterly meetings with our accountant. All shareholders are kept informed of all business and have input into the business, even if it’s only milking cows during their visits.

· The reality is that John and I operate the business.

· John’s input into the business is via a dairy advisory business he operates called Dairy Farm Management Services Ltd (DFMS).

· DFMS, set up in 1996, is jointly owned by John and me. It provides financial budgeting and business analysis for the business.

· It also provides a huge information stream into the business and links me with outside professionals.

· We use their knowledge and services whenever possible. The cost of this is small compared with the value we receive.

· As a director of the business, I am liable and accountable for the decisions I make. By using professionals, it helps justify these decisions.

· As the business expands, the human resources required to operate the business also increases. By default, I spend more time in the office, and employ staff to manage the physical side of the business.

· We need to employ the right staff, the right sharemilkers, use the right professionals and the right financiers.

· We need professionalism, good communication skills, and efficient systems and procedures so everyone can achieve their goals.

· We try to focus on our core business which is growing pasture with irrigation and turning this into milk. We use contractors for all cultivation, conserving of feed, fertilizer spreading and pasture spraying so we can focus on what we do best.

· Our properties are in a favourable location but we have realised there are risks in having them adjacent to each other, e.g. electrical supply problems, water availability and the effect of localised natural disasters.

· We have set a maximum of 1200 cows per property. We believe up to this size is efficient, still attractive to staff, and going to be saleable.

· We have chosen to invest in land and employ 50/50 sharemilkers.

· We want the business to operate below 50% debt as a proportion of total capital.

· With business expansion comes the benefits of economy of scale.

· Increase in scale doesn’t mean an increase in cost and a decrease in cow performance.

· We have found with an increase in cow numbers that our per cow, per hectare production and EFS have all risen.

· I want to maintain the same attention to detail, no matter how many cows we milk, e.g. less than 2% deaths, and less than 5% empty.

· In order to do this it means we must measure, monitor and manage all the systems in our business - a paper war!

· As operations manager, my position becomes one of using this information to manage the business more productively.

· In our business, like any other, we rely on margins and trying to increase the margin between input cost and output return as big as we can.

·  With a higher milk solid price, the margin between this and the cheapest input (grass) increases. We can increase the stocking rate, buy in supplementary feed and still make an acceptable margin.

Future

· Sustain business returns.

· We have to establish annual dividend stream so that the shareholders can see that they will get a return.

· We will sell assets (farms) when capital growth has stopped but retain a share of each property and continue to manage them.

· Spread our risk, look for new ventures to invest capital in. At present we are exposed because we have all our eggs in one basket.

· Remove seasonal risks:

· Forward contract on purchased feed

· Irrigate our dryland for guaranted winter and silage crops

· Control our young  stock grazing by purshasing or leasing land

· With better feeding, we can achieve 500 kgMS per cow.

· We focus on sustainability, including environmental, physical and animal husbandry issues.         

· Expand our knowledge business, using professionals to obtain any margin or advantage that’s out there.

· Expand human resources to keep pace with business expansion.

· Upskill with new technology.

· Look at manufacturing and niche marketing opportunities, especially in Christchurch.

· I have to find a better balance time between family and business. I had to say that or my wife refused to type up this paper!

Workshop summary

Presentation key points

Frank Brenmuhl - a dairy farmer with less than 300 cows.

Whether milking herds of 300 cow or less produce enough surplus incomes to meet the needs of their owners is a different question to are farms milking herds of 300 cows or less profitable. The former begs the question “how much is enough,” the second begs the question, “1s the investment enough.” The desire to milk more than 300 cows is a goal for some of us but for those of us for whom this is not the case our goals can still be met. The choice of investment that we make and the manner in which we choose to manage that investment are the factors that we control.

Leo Donkers ‑ managing director equity share company ‑ more than 2000 cows.

The farms are owned as parent company and three wholly owned subsidiaries, with eight shareholders involved. The shareholder risk is not what they invested in but who they invested in. As the business expands, it is intended to maintain a return on capital of greater than 10%. Shareholders currently get a valuation of their share value after deducting company debt, and a looking to develop an annual dividend stream. Look to maintain the same level of detail no matter how many cows they milk. Therefore must measure, monitor and manage all the system in the business.

The future is aimed at sustaining the business returns, capture the capital gains, spread risk and look for new ventures to invest capital in. Remove seasonal risk, expand knowledge business using professionals, expand human resource, upskill with new technology, look at manufacturing and niche marketing opportunities, achieving balance between family and business.

Discussion

· Smaller farms are an integral part of the industry, without them people would not have got to bigger scale. It enables people to enter the land part of the industry.

· Which size is most profitable? Profitability is dependent on management not size. An 

efficient farm of less than 300 cows can and do perform well. If you choose to increase in 

scale there are various options including another farm of less than 300 cows versus selling 

up and getting a bigger farm. Statistics show certain sizes are more profitable than other

· Can set up farm systems with the capabilities to have efficiency of staff and equipment 

similar  for a large farm versus two smaller farms.

· Larger farms outlined tended to focus on capital growth. This also can be the case with the   

smaller farms although most tend to focus on efficiency. It is important to keep in mind that 

efficiency will be important for all sizes.

· On larger units with sharemilkers there is the potential for relative returns for the sharemilker 

versus  the owner to have a greater difference, predominantly related to the amount of capital 

invested in the business. This will not be a problem as long as both parties are making good 

returns from the business.

· With respect to the larger scale farm there is a natural progression where the farmer’s 

position moves away from a hands‑on to a more office based requirement. It does not mean 

moving away from what you wanted to do long term, but your short term objectives may 

change.

· A similar situation can occur on smaller farms when for example a sharemilker is introduced 

to the property.

· Relative saleablity. Smaller Farms may be easier to sell.
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