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Introduction

The New Zealand dairy industry has recorded two of the best seasons in succession in respect to milksolid payout, and possibly, two of the most profitable for many of those involved in the industry. Coupled with increased returns from other agricultural sectors, land values throughout the South Island have risen to new heights and increased the capital value of dairy farms. Many have captured the capital gains by removing equity from their existing business, and reinvesting it in the industry through expansion, through buying land, stock, shares, plant or machinery. 


Milksolid payout is forecast to reduce for the 2002 - 2003 season. This is likely to have an impact on land value, stock values, share price and farm working expenses. And will have an effect on profitability in the short term. So what is the best allocation of capital for those that have equity to extract from their businesses, whether this equity be from capital gains in the businesses value, or from cash surplus that has accrued over the past two seasons?

Business direction

What direction do you desire to take your business, and does this match your business (financial and physical) goals and personal goals? These goals can be both quantitative (e.g. ratios) and qualitative (written). Do you have business or personal goals and if not why is it so important for you and your business to have them? 


Try thinking of it like this. You’re on a journey in a vehicle, you don’t have any preconceived ideas of where you want to go, or at what stage you want to be when you arrive there. What direction do you go, and when do you speed up, slow down or stop driving? At the end of your journey, what has been achieved and, are you in the place where you wanted to be?

Unless you have clearly defined business, financial and personal goals how can you decide what direction to take your business in to ensure that you are satisfied with the result.

Example Business goals (physical)

· Increase production to 1 300 kgMS/ha.

· Maintain preset minimum cow condition score at any one time of the season. 

· Operate a self-contained dairy farm.

Example Financial goals

· Maintain farm working expenses below 45% FEW.

· Achieve the best return on capital invested within the business.

· Grow asset base or capital value of business.

· Create a diversified asset base.

· Reduce debt loading on the business.

· Extract the highest sustainable cashflow from the business each year.

Example Personal goals

· Reduced personal labour input into the farm, spend more time with family.

· Devote five years to developing the business.

· To have a total lifestyle change.


Maybe you do have business and personal goals, but do they compliment or contradict each other? For example, can your business operate a high input management system and still give the best return for your capital invested? Or, can you continue to grow your asset base within the industry, when you are considering removing yourself from the farm?


An important thing to consider with business or personal goals that you create is that they are individual to you. They may be achievable for you, but not for someone else.

Allocation of capital

So where is the best allocation of capital within the dairy industry at present? The best allocation of capital is where it will help you realise your goals. By creating a number of different scenarios and allocating capital in various ways will give an indication of efficiency of the capital employed. This is an exercise that should be reviewed periodically to ensure that you are achieving your goals in the most efficient way.

Scenario


Currently you are the owner and manager of a 260 ha dairy platform milking 780 cows, producing 1170 kgMS/ha, all young stock grazed-off, and all cows wintered off the property with a grazier. 


After enjoying two consecutive seasons of high milksolid payouts, increased cash profits and capital gain on your business you have built up $350 000 of equity that can be reinvested back into the dairy industry. 

Your goals are:

· to realise the best possible return on your capital invested, which is sustainable in 

       the long term. 

· to maximise cash drawings from the business that can be then reinvested.

Four options to consider

1.     Reduce investment in current business by removing capital and reinvesting out side the 

        industry. 

· Reduce stocking rate and winter cows on farm, and realize capital currently invested in cows and Fonterra supply shares.

2.     Invest in milk production, increase of shares, cows and labour.

· Increase stocking rate to 3.5 cows/ha.

· Invest in meal feeding.

· Increase labour and housing due to higher cow numbers.

3.    Invest in more land, purchase a runoff to become a self-contained unit.

· Purchase 145 ha runoff to winter all stock and graze young stock.

· Supply supplement to the existing dairy platform.

4.    Invest within the business by reducing debt, increasing cashflow.

· Reduce debt by reinvesting $350 000 back into the business.

A financial analysis of these scenarios is shown in Table 1.

Comments on the four options

Option One: Reduce investment in dairy industry and look outside of the industry for financial returns from other investments


Current wintering costs and decreasing payout has raised the question whether wintering cows on farm should be considered. By wintering on-farm it allows the business to de-capitalise by selling cows and supply shares.

Costs associated with wintering on

Crop, 28.5 ha @ $670/ha



$19 082

Purchased Supplement




$49 840

Total associated costs




$68 922

Winter feed

Crop - 28.5 ha @ 14 000 kgDM - 712 cows @ 8 kgDM/cow/day for 70 days

Supplement - 199 360 kgDM - 712 cows @ 4 kgDM/cow/day for 70 days

Table 1: Financial analysis of the five scenarios in year one.

This scenario allows you to withdraw $275 863 of equity from the property, which would give a total of $625 863 of equity to invest elsewhere, reducing capital invested in the business to $5 862 549. The capital invested produces an EBIT (earnings before tax and interest) of 

$615 907, a 10.51% return on total asset. With 42% leverage, there is $3 407 184 of equity invested in the business, producing a net surplus of $359 478, a return of 10.55% return on equity.


When this is compared with the current business returns, the return on total asset, and the return on equity has reduced slightly, therefore unless you can guarantee that the equity you removed will return more than your current business returns, it is not sensible to do so from a financial prospective.

Other factors to consider when analysing:

· Security of winter grazing, and having the control over stock all season. What   

      is the value of this?

· Increased workload for staff over the winter period.

· Reducing capital invested allows you to diversify your assets. 

Option Two: Invest in milk production, increase of shares, cows and labour
Increasing stocking rate and feed inputs will allow more milk to be produced using the original land area. Increasing stocking rate by 0.5 cows/ha will require an additional 

2800 kgDM/ha of supplement (1000 kgDM/ha of meal and 2300 kgDM/ha of grass silage) to be bought in. Lifting milk production from 1170 kgMS to 1365 kgMS.


It will be necessary to install a meal feeding system into the shed to feed the meal and have another silage bunker made. Cow numbers have increased from 780 milking cows to 910 milking cows, requiring another labour unit and housing for them. Total capital expenditure required for the meal feeding system, the house, and the silage storage would be $105 000. In addition to this another 130 cows will have to purchased, as well as another 50 700 supply shares, totaling $419 735, to capital invested in intensification $524 735.


Of the $524 735 capital invested, $350 000 will be introduced equity, meaning that debt will be increased by $174 735. Total capital invested in the business has increased from 

$6 138 412 to $6 663 147, and the EBIT has decreased from $656 228 to $594 386, due to a 10% increase in farm working expenses incurred through per cow costs, and a large increase in the amount of purchased in feed, a return on total asset of 8.92%. Equity invested in the property has increased from $3 683 047 to $4 033 047, but the net surplus has decreased from $399 798 to $313 978, a return on equity of 7.79%.


Analysis of this scenario clearly indicates that intensification of the current operation will not produce a return on either total capital invested or equity as good as the current operation. However, should that be the only indicator to be considered in making our decision?

 
Is it advantageous to own the extra shares, and will the land return a higher capital gain in the future due to it potential of higher milk production?

Share value - When dairy farmers supply milksolids to Fonterra they require one share per kg milksolid supplied. The share is split in two parts, a co-operative share and peak notes. If we assume fair value share for the oncoming season 2002/03 at $3.85/kgMS required and peak notes at $30/litre ($0.98/kgMS) the predicted fair value share is $4.83/kgMS.


Share value is indirectly linked to payout and incorporates a number of components. As payouts fall share value invariably stabilise or even drop. For it to increase, the added value component in actual milk price would need to be significant along with the efficiency of Fonterra’s commodity business and increased sales in the market place (share price valuation increases from year to year).   

Return on capital invested in shares - What does the capital invested in shares actually return to your business, and how can you calculate the return?

Total Shareholder Return (TSR) 

When you supply milk and own Fonterra shares an annual measure is used to express total shareholder return. This important exercise determines the performance of Fonterra and your shareholding. The two components that establish the return on your shares are:

=
                   Total return earned over the past year
Total Value of your equity invested in                                                 Fonterra at the beginning of the year.

Total return earned

Shown as:  

           Total return earned.

· AMR (actual milk price) minus CMP (commodity milk price) (the efficiency measure for Fonterra’s commodity business). 

· plus the value added component.

· plus the share price change (i.e. this year’s share price less last year’s share price).

Value of your equity

Your equity value is made up of :

· the share value share price last year.

· plus your total investment in peak notes divided by the kilograms of milksolids supplied last year.


Table 2 illustrates the predicted return on shares in relation to Option 2, intensifying in stocking rate and producing more milksolids. If we look at valuing the Fonterra shares and their return to the business separate from the value of land, cows and plant, the return from shares (6.9%) for this coming season (2002 -2003) is similar with return on investment over the entire business (8.9%). The serious question your business needs to answer is whether it is a good investment to own Fonterra shares? Should your business consider investing this money in alternative investments (run-offs, winter on, status quo)?    


Should your business purchase an additional 50 000 kgMS shares (intensification option)? These shares will cost and add value to your asset in the range of $246 400. The return on shares under a $4.00/kgMS payout is acceptable, but if payout (including added value component) were higher the return on shares would be higher, around 12% at $5.00/kgMS payout. The return on total capital invested (in scenario 2) is the least of all the scenarios. The reason why an 8.9% return on investment is achieved is the higher cost of this additional milk production. 


Is this still an acceptable and sustainable return under a $4.00/kgMS payout? 

Table 2: Shareholder return on fair value share
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Net Farm Profit

Scenario

Return on Total Capital

Return on Equity

Leverage

Payout $/kgMS

4.20

$       

 

399,798

$         

 

Status Quo

10.69%

10.86%

40.00%

Share Value per share

4.86

$       

 

359,478

$         

 

Winter on Analysis

10.51%

10.55%

41.88%

Land Value - Dairy land $/ha

13,000

$   

 

313,978

$         

 

Intensification

8.92%

7.79%

39.47%

Land Value - Runoff $/ha

10,000

$   

 

446,534

$         

 

Purchase runoff

10.55%

11.07%

46.86%

Wintering Price $/cow/week

18.00

$     

 

407,798

$         

 

Reduce Debt

10.36%

10.11%

34.30%

Cost of Supplement $/kgDM

0.15

$       

 

Cow Price

1,300

$     

 

Heifer Price

1,100

$     

 

Interest

8.00%

Year 2

Net Farm Profit

Scenario

Return on Total Capital

Return on Equity

Leverage

Payout $/kgMS

4.50

$       

 

483,352

$         

 

Status Quo

13.27%

13.64%

40.92%

Share Value per share

5.00

$       

 

488,878

$         

 

Winter on Analysis

12.75%

14.78%

42.61%

Land Value - Dairy land $/ha

12,500

$   

 

415,027

$         

 

Intensification

11.70%

10.66%

40.67%

Land Value - Runoff $/ha

9,500

$     

 

616,336

$         

 

Purchase runoff

12.23%

15.83%

48.23%

Wintering Price $/cow/week

16.00

$     

 

492,227

$         

 

Reduce Debt

12.93%

12.64%

35.09%

Cost of Supplement $/kgDM

0.13

$       

 

Cow Price

1,200

$     

 

Heifer Price

1,000

$     

 

Interest

8.25%

Year 3

Net Farm Profit

Scenario

Return on Total Capital

Return on Equity

Leverage

Payout $/kgMS

5.00

$       

 

651,027

$         

 

Status Quo

16.56%

19.14%

41.92%

Share Value per share

5.15

$       

 

638,815

$         

 

Winter on Analysis

15.77%

19.93%

43.38%

Land Value - Dairy land $/ha

12,000

$   

 

590,433

$         

 

Intensification

14.69%

15.74%

41.96%

Land Value - Runoff $/ha

9,000

$     

 

797,259

$         

 

Purchase runoff

15.10%

21.25%

48.94%

Wintering Price $/cow/week

18.00

$     

 

660,777

$         

 

Reduce Debt

16.22%

17.61%

35.95%

Cost of Supplement $/kgDM

0.17

$       

 

Cow Price

1,100

$     

 

Heifer Price

850

$        

 

Interest

8.50%

Option Three: Invest in more land, purchase a runoff to become a self contained unit
Maintain the same stocking rate as at the present, and purchase a runoff to winter all cows, graze young stock and supply supplement to the milking platform. Costs involved with purchase and operation of the run-off.

Capital costs

145ha @ $10 000/ha = 1 450 000

Runoff - annual operating costs

Labour






$ 8 000

Fertiliser, 400 kg 15% potasic super


$14 000

Nitrogen, 60 units of N




$  8 500

Silage/hay harvesting
(224 000 kgDM)

$22 400

Freight ($20 per cow)




$16 000

Crop, 34 ha @ $670/ha




$22 800

Regrassing, 34 ha @ $450



$15 300

Repairs and maintenance



$  5 750

Rates






$  7 250

Total operating costs




$120 000


The capital invested in the business increases from $6 138 412 to $7 589 212 after the purchase of the run-off. The $120 000 operating cost of the runoff replaces the costs of winter grazing - $144 000, young stock grazing - $31 600 and purchased feed costs - $39 200 in the current system, saving $94 800, an indication of the impact that escalating wintering, young stock grazing and purchased feed costs are having on milking platforms. The runoff allows farm working expenses to be lowered from 53% to 42%, increasing EBIT from $656 228 to 

$801 028, creating a return on total asset of 10.55% down from 10.69%. The net surplus has increased from $399 798 to $446 534, a return on equity of 11.07% up from 10.86% of the current operation, simply indicating the higher leverage of 47% compared to 40% of the current operation. From a financial viewpoint income has increased, but at a slightly lower rate than the current operation, but business risk has increased as it has become vulnerable to interest rate increases, due to the higher leverage, which is a negative.

 
Purchasing a run-off provides security and control of wintering stock and the grazing of young stock, which has a value associated with it. This will be apparent to those who have had a problem in the past when young stock or wintered cows have not been grazed correctly and subsequent production has suffered as a consequence. There is also the ability to bring supplement back from the runoff to the milking platform, meaning that the operation is totally self contained, and that there is no reliance on the spot market for obtaining feed, or grazing.


Obviously the closer to the milking platform the higher value its inherent value, as the cost of bringing supplement back, transporting stock and traveling between the runoff and the platform is lower the closer it is.

Option Four: Invest within the business by reducing debt, increasing cashflow


An alternative to changing current operation is to reinvest the additional $350 000 into debt repayment, reducing the amount of risk in the business by decreasing the leverage of the business from 40% to 34%. Capital invested in the business remains the same, but the input of equity increases total equity to $4 033 047 up from $3 683 047. 


Apart from increasing equity the only other change to the current operation is the inclusion $20 000 of casual labour, which will increase the amount of time off available to you for an increased lifestyle off farm. This will increase farm working expenses from 53% to 54% of gross farm income.


As farm working expenses have increase the EBIT has decreased from $656 228 to 

$636 228, lowering return on total asset to 10.69% from 10.36%. The net surplus has increased from $399 798 to $407 798 as interest payments have reduced from $196 429 to $168 429 due to the lower leverage rate resulting in paying larger amounts of tax. Even though the net surplus has increased the return on equity has decreased slightly to 10.11% from 10.86% as the leverage has lowered. Clearly by reducing the risk in the business the returns are also reduced, which is trade off that is common in many investments.

The effect of key cost / price drivers


The dairying industry based in the commodity market is susceptible to fluctuations in product price, as well as input costs related to other agricultural commodity industries.

Key costs drivers


· Share price $/share.



· Winter price $/cow/week.

· Purchased feed $/kgDM.

· Land value $/ha.

· Stock values $/head.

· Interest.

Key price drivers

· Milksolid payout $/kgMS.


By changing these key cost / price drivers the effects on each scenario can be modelled, helping determine what costs cause the most effect on profitabilty.


As displayed in the table below the returns from the business are very sensitive to the changes in the cost/price drivers.


Year 2 models an increasing payout of $4.50/kgMS from ($4.00/kgMS in Year 1), decreased wintering and purchased feed costs, decreased land and stock values, and increase share value and interest costs. These changes increase profitability across all options, with the largest increase on return in total asset from the intensification option, but the best return on total asset is attributed to the current operation.


Current land value may soften if the number sales decrease due to lower forecasted payouts, meaning that equity levels in all of the scenarios has decreased, which has lead to the runoff scenario having the best return on equity, as it has the highest leverage ratio at 48.23%.
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Example of effect of cost/price driver changes.


Year 3 models a further increase in milksolid payout, $5.00/kgMS, continually decreasing land and stock values, increased wintering, purchased feed costs, share value and interest costs. The profitability has continued to grow across all scenarios, even though major costs have increased, indicating that the major driver in the business is milksolid payout. The current operation continues to return the best return on total asset, and return on equity increases in all of the scenarios as the equity leverage in all options increases. An increase in land value would be expected as a result of the increasing profitability of dairy businesses.

Conclusions


As our industry faces another decrease in payout our dairy farming businesses run the risk of not being able to adapt to change. We have experienced greater payouts than ever before and our costs have also hiked upwards at the same rate. The important factor is sustainability. Our business must adapt and absorb the risk; it must change to meet business and personal goals as internal and external driving forces change. It is still important to monitor, record and calculate the best options for your business as we again experience a cost price squeeze.  

There is not any significant difference in the variations on the options looked at. The key is to use whole farm or business analysis, not margin analysis, when making these types of changes or decision in your business. An important factor is an understanding of the sensitivity each and every driver has on your business. They interrelate and affect how business will look in five years and in ten years time.

Workshop summary
Presentation summary

· Significant events in the industry in the last two years - High payouts, increased land 

· and stock values, creation of Fonterra.

· Forcast for the future - lower payout $4, higher farm working expenses, increasing 

· interest rates. Therefore we need to become more efficient.

· Need to analysis our business - determine profitability, identify production costs and

· ensure goals are realised.

· Personal and business goals - provides direction of business. Also helps set business 

· structure.

· Capital is allocated to: cows, shares, land, debt reduction, feed systems, off farm, 

· growth, plant and equipment and yourself. 

· The question is due to high payout is an extra $350 000 available for reinvestment, 

· What do you do? Looked at a variety of options: 

· Status quo (3 c/ha) Use equity for off farm investment, 

· Winter on (2.67 c/ha) - more security for winter grazing and reduce 

                        grazing costs, 

· Intensification (Increase S.R to 3.5 c/ ha) and increase bought in supplements 

       to 3.3 t DM/ha.

· Purchase runoff (3 c/ha) and become self contained, 

·     Reduce debt (3 c/ha) increase labour and reduce workload.

The analysis 

· Winter on  - allows removal of money from business (sale of cows and shares), lower return on total assets and equity invested. If removed need better return.

· Intensification - higher expense of more 
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		Wintering Price $/cow/week		$   18.00		$   660,777		Reduce Debt		16.22%		17.61%		35.95%

		Cost of Supplement $/kgDM		$   0.17

		Cow Price		$   1,100

		Heifer Price		$   850

		Interest		8.50%





Year 1

				Year 1		Status Quo		Winter on Analysis		Intensification		Purchase runoff		Reduce Debt

						3.0 Cows/Ha		2.67 Cows/Ha		3.5 Cows/Ha		3.0 Cows/Ha		3.0 Cows/Ha

				Total Effective Hectares		260		260		260		260		260				Purchase Price of Runoff/ha		Wintering Price $/wk		Payout $/kgMS		Share Price $/kgMS				Weeks Wintered						harvest cost

				Wintered Cows		800		712		933		800		800				$   10,000		$   18.00		$   4.20		$   4.86				10						$   0.10

				Milking Cows		780		695		910		780		780				Lease price/acre		Cost of kgDM c/kgDM		Production/cow kgMS				Interest				Hf Grazing$/wk

				Milkers/Ha		3.00		2.67		3.50		3.00		3.00				$   350		$   0.15		390				8%				$   6.50

				Milksolids/Cow		390		390		390		390		390				Land Value		Cow Value		Hf Value		Calf Value				Leverage		Calf Grazing$/wk

				Total Milksolids		304,200		270,878		354,900		304,200		304,200				$   13,000		$   1,300		$   1,100		$   600				40%		$   4.00

				Milksolids/Ha		1,170		1,042		1,365		1,170		1,170

				Payout ($/kgMS)		$   4.20		$   4.20		$   4.20		$   4.20		$   4.20

						$		$		$		$		$

				Income														Capital

				Milk		$   1,277,640		$   1,137,689		$   1,490,580		$   1,277,640		$   1,277,640				Land		$   13,000		3,380,000

				Stock		$   114,988		$   102,392		$   134,152		$   114,988		$   114,988				Plant and Machine				$   160,000

				Other Income														Stock				$   1,120,000

																		Shares				$   1,478,412

				Total Income		$   1,392,628		$   1,240,081		$   1,624,732		$   1,392,628		$   1,392,628				Total				$   6,138,412

				Operating Expenses		$		$		$		$		$				Plant and Machine				250000

				Wages		97,500		97,500		124,670		97,500		117,500

				Animal Health		39,000		34,800		45,500		39,000		39,000

				AB  & HT		21,800		19,500		25,500		21,800		21,800

				Farm Dairy		22,600		20,200		26,400		22,600		22,600

				Electricity - other		10,900		9,800		12,700		10,900		10,900

				Electricity - Irrigation		- 0		- 0		- 0		- 0		- 0

				Youngstock grazing		91,600		81,566		106,867				91,600

				Silage/hay & purchased feed		54,400		48,546		221,000		15,200		54,400

				Winter Grazing(see below)		144,000				168,000		- 0		144,000

				Fertiliser / Lime & N		101,400		90,500		118,000		101,400		101,400

				Freight & Cartage		11,700		10,440		13,650		11,700		11,700

				Crop & Regrassing		11,700		12,600		5,850		11,700		11,700

				Weed & Pest		2,100		2,100		2,080		2,100		2,100

				Vehicle		24,200		24,200		36,400		24,200		24,200

				Administration		34,300		34,300		34,580		34,300		34,300

				Repairs & Maintenance		19,200		19,200		23,400		19,200		19,200

				Depreciation		$   50,000		$   50,000		$   65,750		$   60,000		$   50,000

				Total Operating Expenses		$   736,400		$   555,252		$   1,030,347		$   471,600		$   756,400

				Wintering Costs

				Direct Costs of Wintering on				68,922

				Direct Costs of Runoff								120,000

				Increase in Capital

				Capital Development						105,000

				Additional Stock				(113,920)		173,333		- 0		- 0

				Additional Shares				(161,943)		246,402		- 0		- 0

				Additional Land								1,450,800

				Income / Ha		$   5,356		$   4,770		$   6,249		$   5,356		$   5,356

				Farm Working Expenses / Ha		$   2,832		$   2,401		$   3,963		$   2,275		$   2,909

				Operating Surplus / ha  (cash)		$   2,524		$   2,899		$   2,286		$   4,004		$   2,447

				Farm Working Expenses / kg Milksolids		$   2.42		$   2.30		$   2.90		$   1.94		$   2.49

				EBIT - Operating Surplus		$   656,228		$   615,907		$   594,386		$   801,028		$   636,228

				F.W.E % of GFI		53%		50%		63%		42%		54%

				Interest		$   196,429		$   196,429		$   210,408		$   284,493		$   168,429

				Wages Of Management		$   60,000		$   60,000		$   70,000		$   70,000		$   60,000

				Net Surplus		$   399,798		$   359,478		$   313,978		$   446,534		$   407,798

				Capital Invested		$   6,138,412		$   5,862,549		$   6,663,147		$   7,589,212		$   6,138,412

				Equity Invested		$   3,683,047		$   3,407,184		$   4,033,047		$   4,033,047		$   4,033,047

				Equity Introduced/Removed				($275,863)		$   350,000		$   350,000		350000

				Return on Total Asset		10.69%		10.51%		8.92%		10.55%		10.36%

				Return on Equity		10.86%		10.55%		7.79%		11.07%		10.11%

				Leverage		40%		42%		39%		47%		34%

						$   2,455,365		$   2,455,365		$   2,630,100		$   3,556,165		$   2,105,365





Year 2

				Year 2		3.0 Cows/Ha		2.67 Cows/Ha		3.5 Cows/Ha		3.0 Cows/Ha		3.0 Cows/Ha

						Winter off Analysis		Winter on Analysis		Intensification		Purchase runoff		Reduce Debt

				Total Effective Hectares		260		260		260		260		260				Purchase Price of Runoff/ha		Wintering Price $/wk		Payout $/kgMS		Share Price $/kgMS				Weeks Wintered						harvest cost

				Wintered Cows		800		712		933		800		800				$   9,500		$   16.00		$   4.50		$   5.00				10						$   0.10

				Milking Cows		780		695		910		780		780				Lease price/acre		Cost of kgDM c/kgDM		Production/cow kgMS				Interest				Hf Grazing$/wk

				Milkers/Ha		3.00		2.67		3.50		3.00		3.00				$   350		$   0.13		400				8.3%				$   6.50

				Milksolids/Cow		400		400		400		400		400				Land Value		Cow Value		Hf Value		Calf Value				Leverage		Calf Grazing$/wk

				Total Milksolids		312,000		277,824		364,000		312,000		312,000				$   12,500		$   1,200		$   1,000		$   550				40%		$   4.00

				Milksolids/Ha		1,200		1,069		1,400		1,200		1,200

				Payout ($/kgMS)		$   4.50		$   4.50		$   4.50		$   4.50		$   4.50

						$		$		$		$		$

				Income														Capital

				Milk		$   1,404,000		$   1,250,208		$   1,638,000		$   1,404,000		$   1,404,000				Land		$   12,500		3,250,000

				Stock		$   112,320		$   100,017		$   131,040		$   112,320		$   112,320				Plant and Machine				$   160,000

				Other Income														Stock				$   1,030,000

																		Shares				$   1,560,000

				Total Income		$   1,516,320		$   1,350,225		$   1,769,040		$   1,516,320		$   1,516,320				Total				$   6,000,000

				Operating Expenses		$		$		$		$		$				Plant and Machine				250000

				Wages		97,500		97,500		124,670		97,500		117,500

				Animal Health		39,000		34,800		45,500		39,000		39,000

				AB  & HT		21,800		19,500		25,500		21,800		21,800

				Farm Dairy		22,600		20,200		26,400		22,600		22,600

				Electricity - other      "		10,900		9,800		12,700		10,900		10,900

				Electricity - Irrigation		- 0		- 0		- 0		- 0		- 0

				Youngstock grazing     $/cow		91,600		81,566		106,867				91,600

				Electricity - other		54,400		42,073		210,600		15,200		54,400

				Winter Grazing(see below)		128,000				149,333		- 0		128,000

				Youngstock grazing		101,400		90,500		118,000		101,400		101,400

				Freight & Cartage		11,700		10,440		13,650		11,700		11,700

				Crop & Regrassing        $/ha		11,700		12,600		5,850		11,700		11,700

				Weed & Pest                S/ha		2,100		2,100		2,080		2,100		2,100

				Vehicle		24,200		24,200		36,400		24,200		24,200

				Crop & Regrassing		34,300		34,300		34,580		34,300		34,300

				Weed & Pest		19,200		19,200		23,400		19,200		19,200

				Depreication		$   50,000		$   50,000		$   65,750		$   60,000		$   50,000

				Administration

				Repairs & Maintenance		$   720,400		$   548,779		$   1,001,280		$   471,600		$   740,400

				Wintering Costs

				Direct Costs of Wintering on				66,928

				Direct Costs of operating a runoff								125,000

				Increase in Capital

				Direct Costs of Runoff						105,000		105,000

				Additional Stock				(105,157)		160,000		- 0		- 0

				Additional Shares		39,000		(131,880)		299,000		39,000		39,000

				Additional Land								1,378,260

				Income / Ha		$   5,832		$   5,193		$   6,804		$   5,832		$   5,832

				Farm Working Expenses / Ha		$   2,771		$   2,368		$   3,851		$   2,295		$   2,848

				Operating Surplus / ha  (cash)		$   3,061		$   3,340		$   2,953		$   4,499		$   2,984

				Farm Working Expenses / kg Milksolids		$   2.31		$   2.22		$   2.75		$   1.91		$   2.37

				EBIT - Operating Surplus		$   795,920		$   734,517		$   767,760		$   919,720		$   775,920

				Farm Working Expenses as a % of GFI		48%		46%		57%		39%		49%

				Interest		$   202,568		$   202,568		$   216,983		$   293,384		$   173,693

				Wages Of Management		$   60,000		$   60,000		$   70,000		$   75,000		$   60,000

				F.W.E % of GFI		$   483,352		$   488,878		$   415,027		$   616,336		$   492,227

				Capital Invested		$   6,000,000		$   5,762,963		$   6,564,000		$   7,522,260		$   6,000,000

				Equity Invested		$   3,544,635		$   3,307,598		$   3,894,635		$   3,894,635		$   3,894,635

				Equity Introduced/Removed				(237,037)		$   350,000		$   350,000		350000

				Return on Total Asset		13.27%		12.75%		11.70%		12.23%		12.93%

				Return on Equity		13.64%		14.78%		10.66%		15.83%		12.64%

				Leverage		41%		43%		41%		48%		35%





Year 3

				Year 3		3.0 Cows/Ha		2.67 Cows/Ha		3.5 Cows/Ha		3.0 Cows/Ha		3.0 Cows/Ha

						Winter off Analysis		Winter on Analysis		Intensification		Purchase runoff		Reduce Debt

				Total Effective Hectares		260		260		260		260		260				Purchase Price of Runoff/ha		Wintering Price $/wk		Payout $/kgMS		Share Price $/kgMS				Weeks Wintered						harvest cost

				Wintered Cows		800		712		933		800		800				$   9,000		$   18.00		$   5.00		$   5.15				10						$   0.10

				Milking Cows		780		695		910		780		780				Lease price/acre		Cost of kgDM c/kgDM		Production/cow kgMS				Interest				Hf Grazing$/wk

				Milkers/Ha		3.00		2.67		3.50		3.00		3.00				$   350		$   0.17		410				9%				$   6.50

				Milksolids/Cow		410		410		410		410		410				Land Value		Cow Value		Hf Value		Calf Value				Leverage		Calf Grazing$/wk

				Total Milksolids		319,800		284,770		373,100		319,800		319,800				$   12,000		$   1,100		$   850		$   500				40%		$   4.00

				Milksolids/Ha		1,230		1,095		1,435		1,230		1,230

				Payout ($/kgMS)		$   5.00		$   5.00		$   5.00		$   5.00		$   5.00

						$		$		$		$		$

				Income														Capital

				Milk		$   1,599,000		$   1,423,848		$   1,865,500		$   1,599,000		$   1,599,000				Land		$   12,000		3,120,000

				Stock		$   107,133		$   95,398		$   124,989		$   107,133		$   107,133				Plant and Machine				$   160,000

				Other Income														Stock				$   930,000

																		Shares				$   1,646,970

				Total Income		$   1,706,133		$   1,519,246		$   1,990,489		$   1,706,133		$   1,706,133				Total				$   5,856,970

				Operating Expenses		$		$		$		$		$				Plant and Machine				250000

				Wages		97,500		97,500		124,670		97,500		117,500

				Animal Health		39,000		34,800		45,500		39,000		39,000

				AB  & HT		21,800		19,500		25,500		21,800		21,800

				Farm Dairy		22,600		20,200		26,400		22,600		22,600

				Electricity - other      "		10,900		9,800		12,700		10,900		10,900

				Electricity - Irrigation		- 0		- 0		- 0		- 0		- 0

				Youngstock grazing     $/cow		91,600		81,566		106,867				91,600

				Electricity - other		54,400		55,019		231,400		15,200		54,400

				Winter Grazing(see below)		144,000				168,000		- 0		144,000

				Youngstock grazing		101,400		90,500		118,000		101,400		101,400

				Freight & Cartage		11,700		10,440		13,650		11,700		11,700

				Crop & Regrassing        $/ha		11,700		12,600		5,850		11,700		11,700

				Weed & Pest                S/ha		2,100		2,100		2,080		2,100		2,100

				Vehicle		24,200		24,200		36,400		24,200		24,200

				Crop & Regrassing		34,300		34,300		34,580		34,300		34,300

				Weed & Pest		19,200		19,200		23,400		19,200		19,200

				Depreciation		$   50,000		$   50,000		$   65,750		$   60,000		$   50,000

				Administration

				Repairs & Maintenance		$   736,400		$   561,725		$   1,040,747		$   471,600		$   756,400

				Wintering Costs

				Direct Costs of Wintering on				64,934

				Direct Costs of operating a runoff								125,000

				Increase in Capital

				Direct Costs of Runoff						105,000		105,000

				Additional Stock				(96,394)		146,667		- 0		- 0

				Additional Shares		80,340		(100,067)		354,835		80,340		80,340

				Additional Land								1,305,720

				Income / Ha		$   6,562		$   5,843		$   7,656		$   6,562		$   6,562

				Farm Working Expenses / Ha		$   2,832		$   2,410		$   4,003		$   2,295		$   2,909

				Operating Surplus / ha  (cash)		$   3,730		$   3,933		$   3,653		$   5,229		$   3,653

				Farm Working Expenses / kg Milksolids		$   2.30		$   2.20		$   2.79		$   1.87		$   2.37

				EBIT - Operating Surplus		$   969,733		$   892,587		$   949,742		$   1,109,533		$   949,733

				Farm Working Expenses as a % of GFI		43%		41%		52%		35%		44%

				Interest		$   208,706		$   208,706		$   223,559		$   302,274		$   178,956

				Wages Of Management		$   60,000		$   60,000		$   70,000		$   75,000		$   60,000

				F.W.E % of GFI		$   651,027		$   638,815		$   590,433		$   797,259		$   660,777

				Capital Invested		$   5,856,970		$   5,660,510		$   6,463,472		$   7,348,030		$   5,856,970

				Equity Invested		$   3,401,605		$   3,205,145		$   3,751,605		$   3,751,605		$   3,751,605

				Equity Introduced/Removed				(196,460)		$   350,000		$   350,000		350000

				Return on Total Asset		16.56%		15.77%		14.69%		15.10%		16.22%

				Return on Equity		19.14%		19.93%		15.74%		21.25%		17.61%

				Leverage		42%		43%		42%		49%		36%






