Farming with Limited Capital

Robert Borst

Farmer
Introduction


Seventeen years ago I was sitting in a classroom at Francis Davis College in New Plymouth looking at the window dreaming of one day owning a dairy farm. At that stage I couldn’t see how education and dairy farming were linked. All I was interested in was getting out onto the dairy farm and getting my hands dirty. Consequently my School Certificate in my final year represented my attitude towards education. I failed miserably, related more to my attitude towards school rather than my ability to do the work. Today at the age of 33 my wife Kim and I own a company, Borst Holdings that owns a total of three farms, two of them being dairy and one in the process of being converted. As well as that we operate a small contracting business which comprises a digger and two truck and trailer units. To run the operation we employ Matt and Judy Ross who are 50/50 sharemilking on one farm and they employ two additional staff to assist. On the Pleasant Creek farm we employ Hamish Johnson, as Manager assisted by two full-time staff, a relief milker and calf rearer. We also employ a full-time person to assist us with the development of the new conversion. On the contracting side we employ two full-time staff. 


I am going to talk to outline my progress through the farming system and some of the does and don’ts I have learnt from experience as well as the ups and downs of pushing the system of where we are today. 

The last eleven years

I shifted down from Taranaki in 1992 and started 50/50 sharemillking for what was then Apple Fields, Steward Road farm in North Otago. I purchased a herd of cows and transported them down from Taranaki. The farm of 134 ha had been converted two years previously and milked 385 cows, and produced a modest 135 kg per cow and 1019 per hectare with all the cows being wintered on. In the second year sharemilking, there was an opportunity to add some land to the farm. The farm area increased to 181 ha effective and cow numbers increased to 580. Production per cow was up slightly to 366 milksolids per cow, production per hectare was up to 1173 kg and we produced a total of 212 000 kg of milksolids. 


During our third year sharemilking, an opportunity came to also sharemilk the farm next door. We carried on with the Steward Road farm that reverted back to the 134 hectares, the number of cows dropped to 465 cows and we took on a first year farm conversion next door milking 435 cows. Production on the Steward Road farm dropped slightly per cow but per hectare it increased to 1211 kg milksolids per cow. On the first year conversion we had a disappointing per cow performance at 311 kg but that was probably due more to the way the conversion was set up and a short lead-in period. 


During 1995 - 1996 we continued sharemilking two farms with a slight increase in cow numbers on both the Steward Road farm as well as the Pile farm in its second year since conversion. Production per cow was heading downhill which wasn’t too good but total production was still slightly improving. In 1996 - 1997 we continued on Steward Road farm but we finished sharemilking the Pile farm and shifted to another Apple Fields farm (or Dairybrands as it was then called) at Pukeuri - milking 500 cows on both. Our production was 305 per cow and 1081 per hectare which doesn’t sound too flash now. During that year as well, we purchased the Pleasant Creek farm which was at that stage just a bare block of land. There were no buildings but an irrigation system was in place. During that season we commenced the conversion - building a cowshed, fence, lane and a house. We sold the majority of the cows and commenced the 1997 - 1998 season on our own with basically 286 heifers - I sold all the cows and retained the in-calf heifers. Stocking rate was 3.08 cows per hectare and for a herd of heifers - considering we were under irrigation restrictions on 20 January they produced rather well - 331 kg milksolids per cow and this taking into account from early March, we were on once a day milking. 


The second year on the farm we increased cow numbers and stocking rate to 3.69 cows per hectare. Per cow production was slightly up and per hectare production increased to 1270 kgMS. Once again we had irrigation restrictions from 5th March and were down to once a day milking by early April. In 1999 - 2000 we acquired some more land next door, increased the farm size to 172 hectares which is what it is today. We made a conscious effort at that stage to acquire more company shares, which at that stage were $2 per kg milksolid. To do this we increased the stocking rate to just over four cows per hectare and surprisingly, managed to increase the per cow production to 400 kg per cow and per hectare production to 1630 with a total of 280 000 kg of milksolids for the season. In 2000 - 2001 we decided to push it even further. Stocking rate went up to 4.48 cows per hectare, a total of 770 cows on 172 hectares. Per cow production was slightly up at 405 kg and 1811 kg per hectare with a total of 311 000 kgMS sold. 


In that year we purchased the Incholme Farm (an irrigated sheep and cropping farm) 10 km down the valley from the Pleasant Creek farm. We had to re-fence, lane it, put a cowshed on and install a new stock water system. All this we did during that year. In the 2001 - 2002 year we milked on two farms. At Pleasant Creek we dropped cow numbers back to 695 or four cows per hectare and produced 292 000 kg milksolids. Per cow production was to 421 kgMS per cow and 1702 kg per hectare Matt and Julie Ross milked the Incholme farm. For a first year conversion they milked 510 cows on 170 hectares, producing 221 000 kg milksolids, 394 kg per cow and 1183 kg per hectare. They had 44% of cow numbers as heifers so that was not a bad effort, first year up. 


This coming year on the Pleasant Creek farm we are again decreasing cow numbers to 600, giving a stocking rate of 3.5 cows per hectare. Our budget is for a total of 252 000 kg milksolids from 420 kgMS per cow and 1465 kgMS per hectare. On the Incholme farm, we have actually purchased the block next door. Matt and Julie will milk off some of this so their effective area goes up to 220 ha. They are going to budget 710 cows giving a stocking rate of 3.23 cows per hectare and their budget production is 302 000 kgMS at 420 kgMS per cow as well or 1374 kgMS per hectare.
Backing yourself


Having confidence in your ability is crucial. If you don’t think you can do something you are doomed to fail. An example of this is when we purchased the Pleasant Creek farm at Five Forks, five years ago. I could see with irrigation the farm had a potential to be highly productive even though it was a non-traditional dairying area. The advantage of buying in a non-traditional area is land price. We were able to purchase the land for $1300 per acre with an irrigation in place. When we moved into the district we had our share of knockers. One particular neighbour suggested that cows didn’t belong there and that he was quite happy to convert the farm back to sheep and beef once we had failed. The farm is now a highly productive dairy farm producing a top 10% per cow and per hectare production. 

Banks and bank managers


When pushing the boundaries of progress, banks form an integral part. Without the bank’s backing your progress is severely limited. Having an excellent relationship with your bank manager is crucial. The relationship involves the bank manager having confidence in your belief to perform because at the end of the day you want them batting on your team, whether to approve a new loan or accept a budget for the following year. If he doesn’t think you are a good risk, he won’t recommend to the bank that you are a good person to lend money to. I owe a lot of my success to the bank managers batting on my half. If it wasn’t for the Don Kennedy’s, Geoffrey Morrison’s, Ken Ellis’ and more recent times the Neville Langridge’s of this banking world, I wouldn’t be in the position I am today. I would like to acknowledge the hard work these guys have put in to convince the bank that I was worth the risk, whether it was to borrow more money to buy cows, land etc.

Flexibility


Having the flexibility to change the short and medium term objectives is vital to ensure you capitalise on changing circumstances. Four years ago I could see the price I would have to pay for dairy company shares was going to increase. Our short to medium term goal was to expand our dairy farming operation. We could capitalize on purchasing shares at the present level. To do this we intensified our operation by leasing land, leasing additional cows and purchasing supplements - lucerne, silage, barley etc. That was back in 1999 - 2000. Our primary aim was to buy additional shares at $2. 

Recognising strengths and weaknesses


Everybody has strengths and weaknesses, probably the hardest thing is recognizing them in yourself and others. In a team environment, recognising a person’s strengths enables you to utilize them to their full potential.

The team approach


We are fortunate enough to have Hamish Johnson as Pleasant Creek Manager. He has been with us for five years. Also we have Matt and Julie Ross sharemilking on our Inchholme farm as part of our team. We have regular communication between the farms and staff to ensure we are setting and achieving collective goals. 

Q. Have you actually sat down and identified to yourself what your strengths and weaknesses are?
A. I suppose I recognise my weaknesses more to make sure it minimises the impact it has on the business. I suppose one of my weaknesses is that I hate office work, computer work, so we now employ someone to fill that role. I’m not that keen on milking cows so I don’t fill that role. Probably the staffing side of things - I don’t believe I am probably the best person at handling large numbers of staff so we now employ people to fill those roles. I’d push too hard and the staff would tend to go the other way. After listening to Justine I can see why.


One of my strengths is about getting things done and pushing from the outside. Recognising where you are not too good is important if you don’t enjoy something it is no good doing it as you will not put a 100% effort into it. 

Q. How do you manage the risks in terms of the Kakanui River Irrigation Scheme -  in times of drought when the water is not there, how do you manage that?

A. Ensure we have surplus feed on hand to cover ourselves through irrigation restriction periods. On the Inchholme farm we have bored for water underground and have found a substantial amount of water there. Once we have water rights there will not be the same restrictions so that is a way of minimising the risk. On the Pleasant Creek farm we have looked at damming water over winter and have done a study to look at putting a dam back in the valley but the cost is probably prohibitive at this stage.

Q. Should you buy company shares or land?

A. Probably where the share value is at the moment it is probably better to allocate more land and drop the stocking rate and operate at a lower cost structure rather than purchase shares at their present value. It was always our intention, to buy shares, lease cows at that stage to build cow numbers up. Since then we have bought the extra cows and now we are buying the land. We have done the reverse I suppose. We bought the shares when they were cheap, we are just doing the last step of that process. 


At this stage I think land is a better investment than shares. Perhaps dropping the stocking rate and controlling costs ourselves, particularly with the lower payout. 


In 1992 if you had bought land at that stage, I think the land out on the Waitaki Plains was going for somewhere between $1000 - $1200 per acre - some even with two cowsheds on. If a man has vision he would have bought a heap of land at that stage and would be made now. I still think there are opportunities there you just have to look outside the square or look in an area others haven’t looked at before. There is always a higher risk associated with it but quite often the gain is a lot greater as well. Perhaps there are not the same sort of opportunities, but there are still opportunities out there, just a bit harder to find.

Q. A question relating to where he got the capital for the initial cow purchase. 

A. We contract milked for two years in Taranaki and I bought $40 000 - $50 000 from than and the Rural Bank loaned me the rest to get started.

Q. What is the debit:equity ratio?

A. At the moment we are sitting 60:40 debt to equity ratio. In the short to medium term I would like see that perhaps eased back to the 50:50 mark. I think that the older you get and with a family, the less risk you want to put yourself under. We have certainly been outside those criteria to get to where we are now. We were fortunate with land values the way they were and we have been able to capitalize on that and move forward.

Q. Quite a substantial lift in production between 1997/1998 and 1999/2000, from 340 kgMS per cow to 400 kgMS per cow and from 1020 to 1800 kgMS per hectare.

A. We intensified the system and purchased feed to fill in the gaps. I think we realised how underfed the cows were in previous years and they weren’t realising their full potential. We accepted we were in the situation where we had to feed supplements for the majority of the year and we aimed for cows to be getting fully fed. We buy the right type of feed at the right time of year, which allowed us to balance the diet to ensure that they produced to their potential.

Q. What would you say your strengths were?

A. It’s always hard to tell what your own strengths are I think. I’d say being able to envisage how a block of land can be formed into an effective dairy farming unit.

Q. Where does the contracting business fit in?
A. I’ve always had a fascination with diggers and trucks. Something I enjoy doing so we just incorporate this as part of the converting process and it is a good way of earning capital without it showing up on the books. It is all in-house and something I enjoy doing. Life is too short to go and do something you are not enjoying. It has grown a bit more than originally envisaged. Originally I just employed one person and we both used to do the work. We now have three  people working full-time, which creates another hassle of more staff to organise, so I’m not too sure if I’ve gone the right way there.

Q. What of the future?
A. We have looked at spreading our risk. My philosophy is - if you are going into any industry you need to be in the top 10% so you need to know what you are doing or employ someone who does. My skills in other industries are reasonably limited and I don’t believe I could attain the 10% in another industry so that is why we haven’t diversified yet. Probably we will look at this at some stage, but it will be farm related either into beef or something where we still have a base knowledge or we can adopt some of the dairy farming practices into it to ensure we are performing in the top 10%.


Our aim is to have three farms milking around about three cows per hectare and wintering at home. This is our goal for the future.


We would like to eventually put some of our cows on perhaps one of the additional blocks but at this stage with the performance they are providing and the way the farm has been kept there is very minimal input as far as I am concerned, it is far easier having a sharemilker on at this stage.

Q. Do you push bank managers further than most and if so, how do you go about doing this?
A. To be honest most of the deals we’ve pushed forward have had to go through head office so obviously we are not dealing with the norm of lending criteria at the start. Normally you need the bank manager’s confidence in your ability - a proven track record and he has to approve the budget. Build a good relationship and they will back you that extra step. 

Q. Are you now playing banks off? 

A. No. Not at this stage - They’ve assisted me to where I am now and there is a bit of pay back. If they are prepared to back me, I’m prepared to back them, so I’m not a great believer of changing for the sake of a percent of interest. It comes back to the person you are dealing with rather than the name on the top of the cheque book.

Q. What sort of budget forecasting do you use? 

A. Budgeting is probably one of my pet hates. Basically I don’t know what is going to happen in one or two years time - it changes all the time. Short to medium term budgets I’m not really interested in. The next year’s one is outdated the day you have written it. We do one to satisfy the bank’s requirements and to give them a guideline of where we are likely to be - that’s all we are likely to do, and quite often it changes anyway.

Workshop summary

Background

Robert began 50/50 sharemilking 11 years ago at the age of 22 on the Waitaki plains.  Today, aged 33, Robert and wife Kim own a company Borst Holdings Ltd that owns a total of three farms (two dairy and one conversion), with 1220 cows combined as well as a contracting business. 

Presentation summary

· If you don’t think you can do something then you are doomed to fail.

· Important to have an excellent relationship with the bank - don’t be too concerned with the specific bank more with the people you deal with.

· Having flexibility to change your short to medium term objectives.

· Recognise your strengths and weaknesses to utilise them to their full potential - if you don’t have the skills employ the people that do.

Discussion summary

· Started off after contract milking for two years with $50 000, wanting to go sharemilking, so went to five banks, until one supported him and he headed out with 20% equity in his first 50/50 sharemilking job.

· Went through a patch when payout was lower, and banks came in to help minimise spending, constantly scrutinising his business.

· Pitfalls along the way included having to sell car to buy silage feeder, cow price decline put him into a high risk category with banks, having to base decisions on not spending money rather than seeing longer-term, bigger picture can result in them being bad decisions.

· Not a lot of focus on budgets, strategic plans, simply do them to satisfy banks.

· Increases in equity have arisen from initially rearing youngstock, then realising milk share prices will increase, so getting shares at $2, compared with $4. Buying land at $1300 peracre, and getting capital gain quickly also aids equity growth.

	Year
	SM or own
	Farm
	Eff.ha
	Cow nos.
	Stocking rate
	Total MS
	MS/cow
	MS/ha
	Years MS
	Run-off lease land
	Comments

	1992/93
	50/50
	Stewart Rd
	134
	385
	2.87
	136500
	355
	1019
	136500
	
	Winter cows on farm

	1993/94
	50/50
	Stewart Rd
	181
	580
	3.2
	212250
	366
	1173
	212280
	
	

	1994/95
	50/50
	Stewart Rd
	134
	465
	3.47
	162236
	349
	1211
	297470
	120 dry 120 irrigation
	

	
	50/50
	Pile Farm
	153
	435
	2.84
	135234
	311
	884
	
	
	Pile Farm 1st year conversion

	1995/96
	50/50
	Stewart Rd
	134
	480
	3.62
	163348
	337
	1193
	319855
	120 dry 120 irrigation
	

	
	50/50
	Pile Farm
	153
	480
	3.14
	140474
	293
	918
	
	
	

	1996/97
	50/50
	Stewart Rd
	134
	516
	3.85
	159904
	310
	1193
	319855
	120 dry 120 irrigation
	Convert Pleasant Creek Farm to dairy

	
	50/50
	Pukeri Farm
	141
	500
	3.5
	152444
	305
	1081
	
	
	

	
	Own
	Pleasant Creek
	
	
	
	7507
	
	
	
	
	

	1997/98
	Own
	Pleasant Creek
	93
	286
	3.08
	94824
	332
	1020
	94824
	None
	90% Heifers once day 20th Jan due to irrigation restrictions

	1998/99
	Own
	Pleasant Creek
	93
	343
	3.69
	118101
	344
	1270
	118101
	None
	Once a day 5th march due to irrigation restrictions

	1999/00
	Own
	Pleasant Creek
	172
	700
	4.07
	280328
	400
	1630
	280328
	115 dry 40 irrigation
	

	2000/01
	Own
	Pleasant Creek
	172
	770
	4.48
	311560
	405
	1811
	311560
	215 dry 60 irrigation
	Purchase Incholme Farm

	2001/02
	Own
	Pleasant Creek
	172
	695
	4.04
	292823
	421
	1702
	493923
	215 dry 60 irrigation
	Convert Incholme Farm 44% Heifers

	
	Own
	Incholme
	170
	510
	3
	201100
	394
	1183
	
	
	

	2002/03
	Own
	Pleasant Creek
	172
	600
	3.49
	252000
	420
	1465
	554400
	
	

	
	Own
	Incholme
	220
	710
	3.23
	302400
	420
	1374
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