Harnessing Business Opportunities - Creating Wealth and Satisfaction from the Cash Cow!

Alvin Reid,

169 Scott Road, RD 26

Temuka
Introduction
When a mountaineer starts his climb, or a marathon runner takes the first step, they know exactly where they are going and how they are going to get there. They have planned in detail for a specific result. It wasn’t like that for Judith and me when we began as sharemilkers in 1977 with our precious hard earned $10 000. Today our equity has grown towards $3 million and we may well envisage $10-20 million by 2015. Our business however is far from being just about wealth creation, as I hope to demonstrate.

Our first big idea was to get our own farm before we were 30, but beyond establishing that business, we didn’t really have any great plans or expectations. We were sharemilkers from 1977 until 1981 and during that time our original $10 000 of equity grew to $70 000. The decision to get our own place early, was driven by circumstances. The 1980 Tairei flood meant we only milked 80 of our 200 cows that season, so we were more determined to get our own place as soon as we could. 

Rather than waiting to buy something bigger, we looked for what we could finance. We bought our first place at Winchester at a total ingoing cost of $300 000,with support of a Rural Bank Special Settlement loan, We were aged 26 and 25, with two pre-schoolers, prepared to work hard and go without fine furniture, a new car, new house, or overseas holidays. Every thing we have earned comes from hard work and total dedication to reinvesting in our business.
This is our story, of our development from bulletproof production driven cow cockies to business managers who’ve changed their attitudes to a whole lot of things.

Milestones of our business development 1981-2001

We have developed and grown our business by taking a series of steps - initial farm ownership, leasing land and additional purchase, sharemilking and equity partnerships. Throughout the 20 years we continued to build stock numbers and made increasing use of technology to improve and run our business.

In hindsight, there were three major highlights.

· The first of course was buying our initial farm at Winchester from the late Don Tiplady. He gave us real, honest encouragement and support in all ways he could.

· The second was when we leased a neighbouring dairy farm in 1986, with the support and encouragement of the landowner, the late Hector Palmer.  

· This coincided with a third highlight, our first partnership with another young farmer, Milne Horne, and the implementation of an idea that had been in my mind since 1974 - more of that later.


Business growth and development has occurred in steps, rather than large additions. Figures 1 and 2 show trend lines in land tenure and cow ownership.

We have grown our business through leasing and sharemilking, rather than concentrating on the purchase of additional land. This has been an effective way to grow our business and manage risk during this growing phase. 
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Figure 1: Changes in land tenure 1981 - 2002.

Stock numbers have increased throughout the 20 years. As we have leased or sharemilked additional land, stock has been introduced from our farming partners as they start to build their assets in the dairy industry. The steps into land tenure and partnership development were a series of opportunities taken. The opportunities to grow our business have both appeared and also have been actively sought. Changes are shown in Figures 1, 2 and 3. I usually run some mental figures past most opportunities that appear, and the if the feeling is right. I will do some more intensive and detailed analysis. This often includes running business proposal past an experienced consultant. I find that more often than not the first feeling after my mental analysis is usually not far from the mark.
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Figure 2: Increases in number of cows owned.

Our key principles

We have used the following principles to guide our growth because it’s how we feel comfortable about working with people and keeping control of our business.

·   Employ people with the right attitudes, those we can work with - and train for skills.

·   Give key staff a direct stake in the business.

·   Think, plan, develop strategy and prepare for tomorrow - today and every day.

·   Do not confuse land and stock ownership with business management - reward both investment and management separately.

·   Invest high inputs for high outputs.

·   Use technology and advice for business management and development.

·   ....and have a life!

People, partnerships, productivity and profitability 

People, partnerships, increasing productivity and profitability are the engine room of our business, the formula of our success and what it’s all been about.

Call it luck maybe, but people have helped us at significant times - with an idea, a helping hand, and encouragement. What comes round goes round and in our turn we’ve helped young people into the dairy industry. 
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Figure 3: Steps in business growth.

We’ve put people at the heart of our business development, fitting each and every partnership around the people involved. This has resulted in a range of working relationships. Of the seven farming partnerships we have formed with young farmers (four of which are current), only two had anything written down in the form of partnership agreements - one to satisfy the bank, the other, as you will appreciate, was with extended family.
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These relationships have been built on trust and honesty, a sure recipe for success. All the partnerships have a set up budget as to the intention, operation and expectations of that business. 

I don’t know what would have happened if the partnership arrangements hadn’t worked out, but it has. The partners we bring into our business are young people with energy, prepared to work hard today and postpone some pleasures while they build up their assets. They bring a strong set of farm management skills to the business.

Our first partnership was with Milne and Christine Horne. It began in 1986 and is still going strong, although in a different form. Milne and I now lease a property (Budd Partners) where we have another young farming family building their initial assets in this wonderful dairy industry.

The idea of flexibility in farming partnerships was first planted in 1974 when I was studying at Massey University and visited a Manawatu dairy farmer John Hopkins. He was operating sharemilking agreements in non-traditional patterns, splitting all farm costs 50/50. As part of that study, I did a budget on his farm and those ideas remained with me for more than ten years until I could develop and use them myself.

Here’s a broad outline of our farming partnerships over the past few years.

Reid partnership

This partnership started in 1986 when we leased a neighbouring dairy farm. Milne and Christine Horne farmed this property in a partnership arrangement with us until 1990 when they converted their own dairy farm at Geraldine. The relationship of trust and working together that developed in this partnership has influenced the way that we have structured and operated subsequent partnerships with young farmers. 

In 1990 Brendan Caird took over 50% in this partnership. Brendan started as a farm cadet with us in 1987. Over the following nine years this partnership increased from 200 cows to 640 cows. In 1999 Brendan purchased the neighbour’s dairy farm, only eleven years after leaving school. That sort of progress is still achievable today for those who are determined and can see the opportunities.

In 1999 we rearranged the Reid Partnership with our farm manager John Bennett taking a 10% share in the livestock. John and Sue Bennett are now converting a dairy farm in an equity partnership with other investors.

This season will see the inclusion of our farm manager, Chris Fisher, into the partnership. He will lease 10% of the herd, and in return will receive 10% of farm operating profit and young stock. This will begin to build an asset for him in the business. Chris will have responsibility for the operation of two of our dairies this season. 

Ohape milkers

In 1997 we engaged in a 50/50 sharemilking contract on a neighbouring farm. Aaron Coles (our herd manager) took over management and 80 cows, and with another 320 cows from other partners, we headed off in what has been an interesting and successful venture. The clear intention of the partnership was to return profits back to the stock owners in the form of cow lease, and to give Aaron the opportunity to build his numbers by purchasing additional stock from us as he could finance them. Four years later, Aaron is moving to his own 500-cow sharemilking position and taking with him the asset of 260 cows and young stock.  

Milk production targets have been achieved each year. Production prior to our sharemilking involvement was 115 000 kgMS, this has been lifted to 185 000 kgMS. This venture has proven to be a win–win situation for both the landowner and us as sharemilkers.

A new farming couple have arrived at Ohape Milkers on June 1st , bringing their first 110 cows and their enthusiasm and dedication. Our own stake in this partnership has lifted to 400 cows, with the intention that they will purchase stock from us and build a stock asset over the next three to four years.

There are many good young farm managers out there looking for the opportunities to start building their asset in the dairy industry. They are keen, they are motivated and a real enjoyment to work with.

Budd partners

This partnership started in the 2000-2001 season with Milne Horne and myself leasing a neighbouring dairy farm for a three-year term. We instigated this lease as we could see some potential to add value to surplus stock that we had bought and also to provide a position for a young farming family to build their asset in livestock. Grant and Sharon McLeay who manage this partnership own 65% of the livestock. The intention is to let the partner/manager increase their share of livestock as they can finance them.

The benefits from a dairy farm lease 

The following tables and notes outline the type of principles we put in place to deliver benefits for all parties within the business partnership.

Benefits to partner / manager- potential for equity growth from initial stock purchases
The following table shows indicative results that a manager can achieve from their original stock purchase. The position could be further enhanced by purchasing additional stock finance is available.



Benefits to leasing partners

· The potential areas for reward to the partners leasing the property come in the following ares

·  Build a cash asset for future investment decisions.

· Additional production based on 2000-2001 season (55000 kg MS) will attract Dairy Co share issue bonus.

· With milkprice above $4 per kg milksolids, we will receive a better dividend than the budgeted milkprices paid.

· The 35% of stock, which we own, will also attract a gain from stock value increases and cow lease payments.

Benefits to farm owner 

The areas of benefit to the farm owner under this three year leasing option include:

·  enhanced his asset for future investment decisions.

· Increase in productive base of farm. Milksolids per ha have lifted from 900 MS/ha

                (around district average) to 1200 MS/ha.

· Receiving a reasonable return on assets in way of land lease, probably equal or  

                better than under previous farming system.

· Enhanced sale value of property from a more intensive farming operation.

Responsibility to partners

We have responsibilities to our farming partners. Although the final financial decision making lie with us, those decisions have to be made giving thought to the financial progress and stability of our partners. 

We have used our equity in land and dairy cattle to ensure that we can secure the financial backing to lease additional dairy units, lease land for replacement stock, and provide plant and machinery to successfully operate an integrated business.

Current productivity
Our focus has largely been on production and profitability. In the mid 1980s we were targeting 1 200 kgMS per hectare. Since passing that level we wonder where the limit are. All farms this year surpassed that level, with the best up to 2 500 kgMS per hectare.

We had other physical targets such as milking 2000 cows by the Year 2000. 

To achieve those goals we have expanded both the farm area and intensified our farm operations. Targets are there to be achieved and we make sure that adequate resources are available to ensure that these targets are realistic. Science and technology have encouraged and aided us to push the boundaries. For example, the Dexcel 1.75 tonne milksolids per hectare trials provided valuable information for on farm systems.

Current profitability

Over time, a measure of a profitable business is the growth in the business equity. We have reinvested heavily back into our business and have utilised our partners’ capital producing good growth for them. We’ve borrowed - and let the bank worry about those issues while we got on and improved our production systems and efficiency. This has produced win-win situations and resulted in improved positions for all parties.

Advantages and disadvantages of our system

The following table lists features of our system, and some of the obvious advantages and disadvantages.
Feature 
Advantages
Disadvantages/challenges

Owner controls the chequebook and management


Central, core focus

Efficient


90% in head

No formal plans

No formal succession plan

High % leased land
Doesn’t lock up capital

Flexibility

Risk management against adverse

    events/trends

Security of Stock feed without land 

   Purchase

Stepping stone to purchase
Time limit to property leases

Improving someone else’s 

   asset, only an issue if you 

   want to buy. 

Flexible partnerships
Based on core business

Can be customised

Rewards investment and skill

Enables young people to enter 

   industry earlier 

Partnerships can be extended to off-

   farm ventures
Exposure to fluctuating cow 

   Prices

No fixed contract terms for 

   Partners - could change often 

   if opportunities found.

Informal contracts

(Partnership and some land leases)
Easy to run with established 

   principles and controlled by budget.

No need to refer back to documents 

   all the time, use “best practice” to 

   operate.
Potential for problems if 

   Relationship breaks down.



Investment 100% within dairy industry
We understand and control our 

   Investment
Narrow investment base

Consideration for future 

   Investment within industry, 

   off shore, etc

High equity growth
Creates wealth
New skills / operators needed for investment options. 

Future business growth

·     Opportunities don’t just arrive on a plate. They need to be developed.

·     The current business structure, with a partner / manager on three of the dairies, gives 
     me the opportunity and time to look and analyze options.
·     Time spent in thinking, looking and planning, reults in good long-term returns. 
·     There are a number of options of business development, which we would have never 
  
     harnessed if I were still in the dairy with my head under the cow. 
·      Industry involvement in organizations and activities gives me exposure to new ideas 
    and thinking.
·     I need to carefully look at the merits and disadvantages of broadening the investment 
    base, including outside farming.
Placement of young farmers

·     We need to find ways of fitting the next group of young farmers into 
  
    asset building.
·     There are talented young farmers around with high levels of management skills.      
These people have a real ability to harness the next level of potential from our dairy     

farms.
·     We find it satisfying to get young farmers started with a few cows and then see   

 them move over the next three to four years into a larger operation where they can   

 further build their assets. 
Strategic planning for long-term investment and risk

·     We don’t have a raft of clearly defined long-term goals and objectives. It is likely 

     that more of what we have discussed in this paper will be the norm until we sit down 

  and look carefully at where our future priorities lie. Priorities change as business,   

  family and personal objectives develop or change direction.

Where’s the bottom line going?


The importance of investing that first $10 000 wisely can never be underestimated. Over 40 years the growth on the original investment can vary hugely. The difference between an 8% return and a18% return compounded over 40 years is in the order of $7 million dollars. (See graph above)

Since we bought our first farm in 1981 we’ve averaged 18-20% equity growth from dairy farming. This is superior growth to most long-term investments. If we are able to maintain that momentum, it could generate an equity of $20m by 2015. By then I’ll be 60 and hopefully still riding motorbikes!

However, and this is significant, in itself that ten or twenty million isn’t the main issue. What is, is how we can best use that created wealth for our industry, for new entrants, for us, for our family, and for our communities. There is a sense of satisfaction, and pride, but there’s also a sense of humility and responsibility. We worked very hard when the children were young and sometimes, family life missed out. Now it’s their turn to make their  ways in the world. I’m very proud of them.

In conclusion

Work hard, have fun, don’t be afraid to embrace opportunities, there are plenty of them out there just waiting to be harnessed.

I hope that I have shown you that we started off just the same way as many of you. Dairying has been a great industry for us. Those starting now are beginning when a whole new world is opening up, to make it even better.

Workshop summary

“Opportunities don’t come on a plate”

·   When is it time to diversify or get out of dairying? At an investment seminar, all other options yielded only 12% where‑we get 18% + here.

· Why have farms clustered versus spread (never really thought about it)? Opportunities    

          came. We've taken them as they come. 

· Actively sought and source opportunities. 

· Current cow/land and share prices? If opportunity arises, do sums at the time, 1st gut reaction, budgets and parameters ( I do a lot of this,')

· “Right time?” “Now, specially after this morning meeting”

Lease idea

· “Lease versus buy?” We didn’t have enough equity (80s), and we’ve made huge gains this way.

· Opportunities were to lease rather than buy.

·  “Shares” in the lease: at the end lessor gets equivalent shares back we get the rest of the shares 

· Lease value: budget and offer a fair price,

· Lately factor 40 000 (or 50 000) x MS price
· We have not lost any lease [= two with written agreements (one done in 1985) out of seven]

· In one case we build a herring bone, and agreed to another 12 years for that.

· On the three year partnership with lease, thinking of buying “perhaps”
· We farm it as if we own it, and build relationships.

People and farm management balance

· Partners have their own agreed targets

· Mid 80s I gave instructions (wrong way) now informal communication (lots of it) 

· I do major purchases, a partner also co‑ordinates the four farms, avoid double ups

· Administration - employed a lady to help

· Identify people’s qualities ‑ cup of tea 

· Comfortable, don’t like interviews

· Attitude of people + your own

· Develop people skills

· Business drivers have changes, from production into growth with people

· Farms doing 1400; 1500; 2500 MS/ha why not all at the 2500?

· Doing intensive farming at home, but yet not sure of it sustainability. Use of vegetable waste, no meal, 45% of feed is sourced of farm.

Partnerships

Cow prices? Fair market value; they have the first option, we rear 30% of replacements

Exposed to cow prices, “some losses,  but is part of the overall structure.”

Key things to take home

· Got an idea, do it now

· Hard work gives rewards

· Still have a life 
· Communication

· More than one way to get ahead

· Don’t eat all the “cake” by ourselves be prepared to share growth

· Think laterally

· Didn’t happen overnight

· Invest in people

· Opportunities are not the limit
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Budd Partners Manager�
Stock Jul 2000�
$�
Stock Jun 2003�
$�
�
Cows�
350�
850�
350�
1100�
�
Cows yearlings�
40�
350�
100�
500�
�
�
�
311 500�
�
435 000�
�
Equity�
30%�
93 450�
�
�
�
Debt�
�
218 050�
�
218 050�
�
�
�
�
�
�
�
Plus cow lease (3yrs)�
340 cows�
145�
�
147 900�
�
Less interest 3 years�
8.5%�
�
�
55 600�
�
Less plant capital exp? �
�
�
�
25 000�
�
Equity at June 2003�
�
�
65%�
284,250�
�
Growth in Equity % /yr�
�
�
�
43%�
�






Budd Partners Lease Partners – Reid/Horne�
Stock Jul 2000�
$�
Stock Jun 2003�
$�
�
Cows�
190�
850�
230�
1100�
�
Yearlings�
90�
350�
60�
500�
�
�
�
193 000�
�
283 000�
�
�
�
�
�
�
�
+ Cow lease (3yrs)�
205 cows�
145�
�
89 175�
�
+ Int. on shares (3 yrs)�
9.0%�
220 000�
�
59 400�
�
+ Farming dividend 3yr�
�
�
�
120 000�
�
+ Dairy Co share issue�
�
�
�
110 000�
�
- interest 3 years�
9.0%�
193 000�
�
52 110�
�
Total assets�
�
193 000�
�
609 465�
�
Growth in assets�
�
�
�
$416 465�
�






Land Tenure has occurred in a series of steps. 





1981	First farm purchase


1985	Leased property to run young stock	


1986	Leased neighbouring dairy farm and runoff, 


Formation of Reid Partnership





1990	Leased runoff for home dairy unit


1993	Purchased additional land for dairying





1997	Leased block for young stock and wintering


Sharemilking contract on neighbouring farm, 


Formation of Ohape Milkers Partnership





1999	Purchased additional land for dairying


	Leased additional land for dairying


 2000	Leased young stock property


	Leased neighbouring dairy farm and runoff,


Formation of Budd Partners





2001	Leased runoff property


2002	Purchased additional dairy land 


	(this was leased in 1999)
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