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“Control your destiny or someone else will” Jack Welch, CEO, General Electric


As captain of your own life journey, are you in charge? Are you sailing your own course to your dream destination, or are you getting tossed around by the currents and winds of life and business?  Competitive sailing makes for a great analogy with a successful business. The planning, expertise and team work required to win a yacht race can be applied to life and we can learn some valuable lessons on how to control our own destiny with confidence. Successful farmers have a robust yet flexible plan to ensure they head to their desired future with certainty. 

	Competitive Sailing
	The Business and Life of Farming

	Know the course.
	Have a clear understanding of where you are heading in life. What is important to you and your family? What are you trying to achieve? What are your dreams? Your goals?  Where does your business fit in?

	Have a team plan.
	Have you involved the appropriate people, e.g. partner, family, staff, very good professionals?

	Have a fast boat.
	Is your business delivering? Focus on profit. The farm needs to produce a lot very efficiently, and be easy to run.

	Achieve peak performance from the yacht and crew.
	Top farmers need to learn to lead effectively.  

	Put in the hard yard’s training.
	Upskill yourself and your team. What are the key things you need to learn? Who will you learn from? Make time for it and make it happen. “Opportunity comes to the prepared mind.”

	Compare performance with the other yachts.
	Identify five or six key criteria for your business, know your performance and compare with others, regionally or nationally. 90% of farmers can improve their efficiency and this is 100% within your control.

	Plan the tactics, and ensure these are skilfully implemented by the crew.
	What’s your game plan? Are you working for the business, or is the business working for you? How much time do you want to spend with family, business, self-development or leisure? Do you have written goals and action plans with clear time expectations and responsibility areas?

	Respond to the conditions and manage change. Harness the wind and be aware of the currents, while staying on course.
	Plot a robust course, which is flexible enough to harness opportunities, but will not be destroyed by fluctuating payouts, weather conditions or politics.

	Keep an eye on the winning line.
	Long term goals will keep you on track avoiding short-term distractions. Reinforce long term goals with very specific short term goals and targets. “Obstacles are what you see when you take your eye off the goal.”

	Push the boundaries. Continually develop new ideas. Bend—don’t break—the rules.
	Make sure your system is flexible enough to bend the rules, without breaking them e.g. strategic use of supplement in high payout years, without breaking the rules of high pasture utilisation essential to NZ’s competitive edge.

	Have passion and determination.
	Do what you really enjoy and apply yourself. Manage the members of your team to ensure they share that passion.


Plotting your own direction for your life and business will provide clarity of direction, easier decision making and allow you to track a sensible course through highs and lows.

Without a long term plan we are distracted or blown off course by fads or short term thinking, just as a boat without a rudder is at the mercy of the winds and current. We frequently observe the irrational behaviour of people getting far too optimistic in the good times and far too pessimistic in the low times. Is this irrationality evident in our Dairy Industry? What has driven land prices? Did people take into account historical trends in payout and future projections when making dramatic and often costly changes to their farming systems during the past two high payout seasons? When the industry gets too optimistic, be a little more restrained. When the industry is very pessimistic, it presents a more likely time to find good opportunity.

One constant in any environment is change. We cannot always control change but we can manage the change process. For example there have been significant changes to the dairy industry over the past two years with dramatic fluctuations in payout and changes to the share structure. These two factors mean that production is no longer the main driver of profitable farm systems. 

Figure 1 shows the payout trend, with actual payouts (nominal) adjusted for inflation (real). 
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Figure 1: Milksolid payout 1974 – 2003

Looking to the future, dairy farmers need to look beyond their farm gate to what is really influencing milk price and the market, while considering foreign exchange implications. Banks are using a medium term projection of around $4.00/kg MS. What payout is your farm system designed to operate profitably at over the long term? For a farm business to manage the large fluctuations in payout the farm system needs to be:

· Viable at low payouts: Bolt the hatches at low payouts and operate without compromising the owners or staff.

· Flexible: Able to respond quickly to changes in payout to take advantage of increases in payout, but still return quickly to a viable system at low payouts.

· Low capital investment: Avoid capital investment which only returns in high payout years and minimise depreciating assets as an ongoing cost to the farm system.

Similarly, sharemilkers and farm employees need to think strategically. The ownership and employment structure of the industry is changing. With these changes there are great opportunities to progress. How you position yourself will influence how you capture these opportunities. When taking on a position you need to think beyond the immediate job to:

· Skills: What skills will you need for the future? How will your current job improve your knowledge and skills, and open doors for you?

· Reputation: What reputation does the employer have and how will this affect you securing your next position? What reputation are you creating for yourself? Are you a person farmers seek out to employ? Your personal reputation is your business reputation. 

· Equity: What is your ability to save money? How much money, stock or equity can you get together in your current position? What equity do you need for your next step?

By planning your direction based on sound business analysis and knowledge of the industry, you will have the confidence to stay on course and identify opportunities others miss. Think for yourself – don’t be guided by the crowd. Don’t be afraid to be counter-cyclical, or out of step with the crowd. Take a medium to long term proactive course, rather than a short-term reactive course.  

Taking Charge of your Direction 

Plan 4 Success Questionnaire—what control do you have of your business?

Go through this questionnaire and tick only those you can 100% answer in all honesty.  

	
	
	yes

	1
	Do you have a picture of what your life will look like in 5 - 10 - 20 years?
	

	2
	Have you identified what you will need at 40, 45, 50, 65 to meet your retirement needs?
	

	3
	Do you have a plan to develop your skills for the future e.g. staff management, people skills, technical skills, financial skills, leisure activities, off farm investment options?
	

	4
	Do you have a written business plan or list of goals you are working towards?
	

	5
	Do you have a written prioritised action plan for the day, week, month, year?
	

	6
	Are you achieving your desired balance between time spent with family, friends, personal development, leisure, work and business?
	

	7
	Do you meet with key people regularly to review and plan your future direction e.g. partner, other investors, banker, accountant, valued friend?
	

	8
	Do you regularly and simply evaluate options?
	

	9
	Do you read a lot and meet with positive motivated people regularly?
	

	10
	Do you have an appropriate business structure e.g. company, trust and a succession plan?
	

	11
	Do you analyse your business returns annually and benchmark them against top performers, and your previous season’s results. e.g. farm working expenses, economic farm surplus, return on asset and equity, growth in net worth?
	

	12
	Do you know what cash surplus your farm has to generate to meet your drawings, interest and principal repayments, tax and investment needs?
	

	13
	Do you have an annual budget and a monthly cash flow budget monitored against actuals?
	

	14
	Do you monitor 5 or 6 key drivers for achieving production e.g. stocking rate, calving date and rate, heifer liveweights, pasture cover?
	

	15
	Do you really enjoy what you are doing?
	


How do you score? A score of 12 and above shows you are in control of your business.

The challenge is to achieve 15 out of 15 (although some questions may not be relevant for staff, contract milkers or people reaching retirement).

What areas from the questionnaire will you focus on and improve in the next 12 months?

i
Focus
________________________________________________________________


Action
________________________________________________________________



________________________________________________________________



________________________________________________________________

ii
Focus
________________________________________________________________


Action
________________________________________________________________



________________________________________________________________



________________________________________________________________

This questionnaire highlights that it is having control of simple things that drives our success.  We don’t need to be rocket scientists to achieve any of these questions.  We need to know our business and pay attention to important detail.

Developing an answer for Question 12—Know your Cash Surplus Requirements 

With the large drop in payout one area that many farmers are focusing on is calculating what cash surplus the business needs to generate to provide for:

· Drawings

· Debt servicing—interest and principal

· Investment needs—current business or new investments

· Shares and essential capital expenditure

· Tax

Cash surplus is quick and easy to calculate, and is the base for deciding on the farm policy i.e. what farm system to operate, what production levels to achieve, and the appropriate cost structure. Cash surplus is Gross Farm Income minus Farm Working Expenses (FWE).

Work out the Cash Surplus you require for your farm business. Take this number and divide it by the milking effective hectares. This will give you the Cash Surplus/ha you need to meet your business and lifestyle goals. 

Table 1: Example cash surplus calculation for an owner operator 100 ha farm.

	
	Total
	$/kg MS

	Drawings
	$40,000
	$0.40

	Debt Servicing—interest and principal
	
$100,000
	$1.00

	Investment 
	$30,000
	$0.30

	Taxation
	$30,000
	$0.30

	Total Cash Surplus Required
	$200,000
	$2.00

	Cash Surplus Per Hectare
	
$2,000
	


We can then look at the various combinations of production levels and farm working expenses to achieve this cash surplus per hectare. It is the combination of your production level and expenditure which is important.

Table 2: Achieving $2000/ha cash surplus – three production level scenarios.

	To achieve $2000/ha surplus


when production/ha is:


cash surplus $/kg MS will be:
	
1000 kg MS

$2.00
	
1300 kg MS

$1.50
	
2000 kg MS

$1.00

	When income is $/kg MS 
	$4.00
	$4.00
	$4.00

	$/kg MS available for farm working expenses
	$2.00
	$2.50
	$3.00


For any given level of production, the lower farm working expenses are, the higher the cash surplus e.g. Table 3 shows cash surplus when producing 1000 kg MS/ha.

Table 3:  Cash surplus from 1000 kg MS/ha produced at varying farm working expenses.

	FWE $/kg MS
	1.75
	2.00
	2.25
	2.50
	2.75
	3.00

	Cash surplus $/ha
	2250
	2000
	1750
	1500
	1250
	1000


We need to consider how a decreasing level of expenditure will sustain the production level over the longer term.

Refer to the Appendix at the end of this paper for more comparisons for owners and sharemilkers. We have also included a worksheet for calculating your cash surplus requirements and farm working expenses in more detail.

[image: image2.wmf]Strategic Planning Process

•

Where do you want to be?

–

What do you really want out of life?

–

What does the business have to look like to provide your needs?
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Vision and Values

•

Where you are now?

–

Undertake an assessment of your life and business

–

Is your business delivering what you want?

–

Analysis of Current Situation

–

Benchmarking and 

SWOTs 

-

Strengths, Weakness, 

Opportunities, Threats

•

How are you going to get there?

–

Identifying and deciding strategies, goals, measures and actions

.


Plotting Your Course

There’s nothing new about the planning 

process. We all know it’s important to have written

goals, to spend time planning, and to work out what

we want to achieve. So why don’t we do it? Perhaps
we’re too busy working, we haven’t got enough
time, we don’t know how to get started. The jargon

can make it seem too complicated.

The first step is the hardest. Taking that step this week may have a big impact on your life. 

Write three actions you will take to improve your planning. For example, free up more time, remove myself from the roster for afternoon milkings, spend one day a week on strategic rather than managerial or operational work. 

i
______________________________________________________________________

ii
______________________________________________________________________

iii
______________________________________________________________________

Write four things you really want to achieve—two long term goals and two short term business or personal goals. Ensure your goals are SMART – Specific, Measurable, Achievable, Realistic, Time bound.

Long term goals
5 to 10 years


Personal or Business

i   
______________________________________________________________________

______________________________________________________________________

ii  
______________________________________________________________________

______________________________________________________________________

Short term goals
3 months to one year

Personal or Business

i
______________________________________________________________________

______________________________________________________________________

ii
______________________________________________________________________

______________________________________________________________________

“The great end of knowledge is not knowledge but action” T H Huxley

Appendix

Tables 1 and 2 show the cash surplus generated at various combinations of production and farm working expenses. 

Table 1: Cash surplus generated—owner operators at $4/kg MS income (3.60 payout, 0.40 stock).

	Cash Surplus/ha
	$1000/ha
	$1250/ha
	$1500/ha
	$1750/ha
	$2000/ha

	FWE/kg MS
	kg MS/ha

	
$1.75
	444
	
556
	
667
	
778
	
889

	
$2.00
	500
	
625
	
750
	
875
	
1000

	
$2.25
	571
	
714
	
857
	
1000
	
1143

	
$2.50
	667
	
833
	
1000
	
1167
	
1333

	
$2.75
	800
	
1000
	
1200
	
1400
	
1600

	
$3.00
	1000
	
1250
	
1500
	
1750
	
2000

	
$3.25
	1333
	
1667
	
2000
	
2333
	
2667

	
$3.50
	2000
	
2500
	
3000
	
3500
	
4000


Table 2: Cash surplus generated—sharemilkers at $2.13/kg MS income (1.80 payout, 0.33 stock)

	Cash Surplus/ha
	$500/ha
	$750/ha
	$1000/ha
	$1250/ha
	$1500/ha

	FWE /kg MS 
	Kg MS/ha

	
$0.75
	
362
	
543
	
725
	
906
	
1087

	
$1.00
	
442
	
664
	
885
	
1106
	
1327

	
$1.25
	
568
	
852
	
1136
	
1420
	
1705

	
$1.50
	
794
	
1190
	
1587
	
1984
	
2381

	
$1.75
	
1316
	
1974
	
2632
	
3289
	
3947


This same point is also illustrated graphically—These graphs shows the various combinations of farm working expenses and production levels to achieve a surplus of $1600 or $2000 for owners or $800 or $1000 for sharemilkers. 
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Pay Yourself First Budget 

Historically when budgeting we have calculated income and then subtracted our expenditure for farm working expenses, debt servicing and a few other categories such as drawings, and taken whatever surplus has fallen out onto the bottom line. In this approach you work out what cash surplus you require, and then whatever falls out the bottom is available for farm working expenses. We call this an ‘upside down’ or ‘pay yourself first’ budget. 

You will notice we have deliberately put in an investment return from your business as one of the first ‘expenses’. For example some people want their business to return them enough cash surplus simply to cover their debt, and provide for drawings and tax. They wouldn’t enter any figure then for investment needs. Others may wish their business to provide a 15% return on their investment plus provide for drawings, so they would put these figures into the budget. Think about what you wish your business to deliver.

	Milksolids production _______________kg 
Effective ha  ______________


Step 1
Calculate Income

	
	Total
	$/kg MS
	$/ha

	Income

Milk + stock + other
	………...…….
	………...…….
	………...…….


Step 2
Calculate Cash Surplus Requirements to meet the following items

	Investment needs
	………...…….
	
	

	Drawings 
	………...…….
	
	

	Debt servicing (interest and principal)
	………...…….
	
	

	Tax
	………...…….
	
	

	Capital expenditure and shares
	………...…….
	
	

	Lease payments     Only include milking land and cow lease.  Runoff and dry stock grazing lease are included in farm working expenses.
	………...…….
	
	

	Cash Surplus Required              Total
	………...…….
	………...…….
	………...…….


Step 3
Calculate the Amount Available for Farm Working Expenses (this is the amount available, but it doesn’t necessarily need to be spent on farm working expenses)

	Income
	………...…….
	
	

	Minus Cash Surplus Required
	………...…….
	
	

	Available for Farm Working Expenses
	………...…….
	………...…….
	………...…….


Calculate your Farm Working Expenses

Farm working expenses (FWE) expressed on a $/kg milksolids basis calculates the cost to produce a kg of milksolids taking all the cash expenses to run a farm into account. It does not include non cash adjustments such as depreciation, capital expenditure, debt servicing and drawings.

	
	Actual  
	Estimate

	Year
	
	

	Kg Milksolids
	
	

	
	Total
	$/kg MS
	Total
	$/kg MS

	Wages
	………….
	………….
	………….
	………….

	Cow Costs
	………….
	
	………….
	

	Animal Health
	………….
	
	………….
	

	Herd Improvement
	………….
	
	………….
	

	Farm Dairy
	………….
	
	………….
	

	Electricity (dairy shed & water)
	………….
	
	………….
	

	
	
	…….….
	
	…….….

	Feed Costs
	
	
	
	

	Supplements made & purchased
	………….
	
	………….
	

	Grazing Off – young stock
	………….
	
	………….
	

	Grazing Off – winter cows
	………….
	
	………….
	

	
	
	…….….
	
	…….….

	Land Costs
	
	
	
	

	Crop and Regrassing
	………….
	
	………….
	

	Freight
	………….
	
	………….
	

	Fertiliser (incl. N)
	………….
	
	………….
	

	Repairs and Maintenance 
	………….
	
	………….
	

	
	
	…….….
	
	…….….

	Overheads
	
	
	
	

	Vehicles
	………….
	
	………….
	

	Administration
	………….
	
	………….
	

	Standing Charges
	………….
	
	………….
	

	Runoff Lease (dry stock only)
	………….
	
	………….
	

	Other Expenses
	………….
	
	………….
	

	
	
	…….….
	
	…….….

	Total Farm Working Expenses
	………….
	…….….
	………….
	…….….


Workshop summary
Outcomes

Focus areas to take charge of your direction and some action plans

· Attend more seminars etc., meet more people, include training costs in budget, write down brainwaves to remember things and for passing them on.

· Written and prioritised action plan down to month to month and day to day. Break things down to small chunks, easier to commit to it.

· Make sure partner’s goals are aligned with your own, get them along to these sort of events.

· Must tie it in with the people around us (allocate time to these people).

	Things that people are successful in planning and directing their life and business do:

	Taking time off
	Good communication skills

	Involve other people/professionals
	Organised

	Monitor the business
	Networking with positive people across industries

	Share an outside commitment to other people
	Reliable staff attracted by good practice

	Motivate their staff with incentives
	Take space to think 

	Have written goals
	Work on their business not in it

	Strong partnership
	Open to all ideas

	Always learning, asking questions
	Don’t knock it until they try it

	Have systems in place, management, staff, daily tasks
	Celebrate success

	Enjoy what they are doing
	Reset goals to avoid stagnating

	Strong vision that people understand and buy into
	Get away from the business

	In total control
	Self belief and motivation

	Looking at their business constantly
	Ability to manage risk

	Flexible for change
	Surround themselves with a business team

	Can read the market and anticipate trends
	Voice ideas to other people to make them happy


Actions to take charge of your direction


Being more organised and not feel guilty about spending time in the office. Make sure staff know you aren’t slacking off when you’re in the office, analyse the position of your business, let people know what your office hours are.

Further discussion points

· What is your definition of a successful farmer? Could have seven farms and not know your family? Not just money, need balance. It is how good you feel about where you have got to.

· Delegate

· Strategic management course

· Self accountability

· Set targets
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Strategic Planning Process

		Where do you want to be?

		What do you really want out of life?

		What does the business have to look like to provide your needs?

		Vision and Values

		Where you are now?

		Undertake an assessment of your life and business

		Is your business delivering what you want?

		Analysis of Current Situation

		Benchmarking and SWOTs - Strengths, Weakness, Opportunities, Threats

		How are you going to get there?

		Identifying and deciding strategies, goals, measures and actions.
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achieve your dreams








