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Over the period of writing this address there has been a huge reduction in the forecast payout for the 2003 season. This needs to be kept in perspective in relation to where we have been over the last two years.


For many dairy framers the last two years profit levels have been extraordinarily high with the ability to make significant financial progress quickly. At a $4.00 per kilogram milksolids payout, many farmers will still continue to do well. For farmers where debt is high, development is ongoing or share purchases are significant, financial pressure because of the lower predicted payout will be experienced.


All banks have encouraged growth in the industry and it will be important that they continue to support farmers who come under pressure over this period.


Dairying is not an industry that can easily respond to market indicators at the speed of change we have experienced over the last three months. The industry is characterised by an annual production cycle and long-term investment decisions, which means that for most of you it will continue to be business as usual. You can however make some changes to how you operate your business and I will highlight these.

Factors to consider during a decline in milk payout

Zero based budgeting


Many farmers do their budget by looking at the previous year’s expenditure and adding or subtraction. This assumes that last year’s expenditure was a basis for good decision marketing. We start at zero and question levels of expenditure and priorities for everything including the sacred cows of feed, fertiliser and farm maintenance. This is more time consuming than saying “same again” but it will be a very worthwhile exercise.

Capital expenditure


Many farmers have aggressively upgrades plant and equipment and undertaken farm development over the last two or three years. The opportunity to put the chequebook away for a while will not cause any great hardship and until the year’s income is better known this will be advisable for most.

Taxation


The New Zealand taxation system does not cope well with large fluctuations of income. For many farmers 2002 incomes may not be a good indicator of 2003 income and you will all need to actively manage your Provisional and Terminal Taxation payments. Contacting your accountant and looking to smooth income with perhaps income equalisation and recalculation 2003 Provisional Tax will be time well spent.


All of these measures are worthy of consideration. However, the key to farming is still efficiency of production. If we achieve $4.00 per kilogram of milk solids for the 2002/2003 season it is still one of the best payouts in the history of the industry. At this level of payout you will still be well rewarded for high production, efficient management and well-controlled farm expenses. It is important the farmers stay focused on these aspects of their business. There will be more attention paid to the marginal cost of producing milk because some decisions that are sound at $5.00 plus payout are not as attractive at $4.00 but that’s ok. It should be noted that many costs have significantly increased over the last four years especially stock feed, labour and grazing and these with other increases such as electricity have lifted the costs of production on the basis of our figures by 62% since 1998. What this means is that the economics of a lover that $4.00 payout in 2002 - 2003 are different than they were in 2000 - 2001

Conclusions


In conclusion I would recommend:

· Spend more time on consideration of discretionary expenditure including taxation.

· Stay focussed on production. Maintaining or increasing efficient production is still good for your business.

· Stay positive and motivated. It is infectious and will lift the people around you, both staff and colleagues.

· Don’t waste energy complaining about the downturn because the rest of New Zealand doesn’t care and your faming friends know the position already.


The fundamentals of the industry are still sound and if you consider the changes that have occurred over the last three months then a lot can happen between now and the end of the 

2002 - 2003 season.


All of the next six papers focus on financial efficiency, e.g. “Should I lease or buy,” “how to pay less tax,” “efficiencies in structure” or “allocations of capital.” You need to apply the same thought to these processes in your business that you do to the on-farm ones. If you do I’m sure you will all benefit.
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