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WAIKATO/BAY OF PLENTY
DAIRY i e e s

KEY POINTS

¢ An exceptionally good season weather-wise saw dairy e Net cash income is budgeted to drop 20 percent in
production lift by 10 percent across the region. 2012/13, largely due to a drop in the milk payout.

e Net cash income is up only 2 percent on 2010/11; the e Despite the expected drop in payout for 2012/13,
lift in production offset by a lower milk payment. farmers remain confident in the long-term outlook for

e Farm working expenses increased by 9 percent, with dairy.

increased spending on most inputs, including feed,
fertiliser, and repairs and maintenance.

Table 1: Key parameters, financial results and budget for the Waikato/Bay of Plenty dairy model

Effective area (ha) 109 112

Cows wintered (head) 314 328
Replacement heifers (head) 61 63
Cows milked 15th December (head) 309 322
Stocking rate (cows/ha) 2.8 2.9
Total milksolids (kg) 101 000 97 000
Milksolids per ha (kg/ha) 927 866
Milksolids per cow milked (kg/cow) 327 301
Milksolids advance to end June ($/kg) 4.15 5,15
Milksolids deferred payment ($/kg) 1.00 1.05
Net cash income ($) 533 983 638 107
Farm working expenses ($) 386 186 340915
Farm profit before tax($) 11177 127 132
Farm surplus for reinvestment® ($) -46 750 72 462

Notes
1 The sample of farms used to compile this model changed between 2008/09 and 2009/10. Caution is advised if comparing data between these two years.

2 The model parameters have been updated as from 2010/11 using the latest dairy statistics. Caution should be used in comparing with earlier published material.
3 Farm surplus for reinvestment is the cash available from the farm business, after meeting living costs, which is available for investment on the farm or for principal
repayments. It is calculated as farm profit after tax plus depreciation plus stock adjustments less drawings.
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Table 2: Waikato/Bay of Plenty dairy model budget

Revenue

Milksolids

Dividend on wet shares
Cattle

Other farm income
Less:

Cattle purchases

Net cash income
Farm working expenses

Cash operating surplus

Interest
Rent and/or leases
Stock value adjustment

Minus depreciation

Farm profit before tax

Income equalisation
Taxation

Farm profit after tax

Allocation of funds
Add back depreciation
Reverse stock value adjustment

Drawings

Farm surplus for reinvestment'

Reinvestment
Net capital purchases
Development
Principal repayments

Farm cash surplus/deficit

Other cash sources
Dividend on dry shares
Introduced funds

New borrowings

Off-farm income

Net cash position

Assets and Liabilities

Farm, forest and building (opening)
Plant and machinery (opening)
Stock valuation (opening)

Dairy company shares

Other farm-related investments (opening)

Total farm assets
Total liabilities (opening)
Total equity (assets-liabilities)

Note
1 Farm surplus for reinvestment is the cash available from the farm business, after meeting living costs, which is available for investment on the farm or for principal repayments. It is
calculated as farm profit after tax plus depreciation plus stock adjustments less drawings.
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Table 3: Waikato/Bay of Plenty dairy model expenditure

Farm working expenses
Permanent wages
Casual wages

ACC

Total labour expenses

Animal health

Breeding

Dairy shed expenses
Electricity

Feed (hay and silage)

Feed (feed crops)

Feed (grazing)

Feed (other)

Fertiliser

Lime

Freight (not elsewhere deducted)
Regrassing costs

Weed and pest control

Fuel

Vehicle costs (excluding fuel)

Repairs and maintenance

Total other working expenses

Communication costs (phone and mail)
Accountancy

Legal and consultancy

Other administration

Water charges (irrigation)

Rates

Insurance

ACC employer

Other expenditure!

Total overhead expenses

Total farm working expenses

Calculated ratios

Economic farm surplus (EFS?)
Farm working expenses/NCI3
EFS/total farm assets

EFS less interest and lease/equity
Interest+rent+lease/NCI

EFS/NCI

Wages of management

Notes

1 Includes DairyNZ levy.

2 EFS is calculated as follows: net cash income plus change in livestock values less farm working expenses less depreciation less wages of management (WOM). WOM is calculated as follows:
$38 000 allowance for labour input plus 1 percent of opening total farm assets to a maximum of $85 000.

3 Net cash income.
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The cash operating surplus for the Waikato/Bay of
Plenty dairy model decreased by 9 percent compared
with 2010/11. While production was up, this was
more than offset by a lower payout and higher farm
working expenses.

REVENUE UP, JUST

Net cash income for the model increased by

2 percent on 2010/11 to $833 500. While
production was up by 10 percent, the payout for the
season dropped to $6.05 per kilogram of milksolids,
down 21 percent compared with 2010/11. The
total milksolids payout was, therefore, similar to
that received in 2010/11. Net cattle income was up
18 percent to $38 700 as a result of improved beef
schedules, and revenue from dividends on wet shares
was up 18 percent compared with 2010/11.

Total milk production for the model climbed to

117 700 kilograms of milksolids — 997 kilograms of
milksolids per hectare or 348 kilograms of milksolids
per cow. On the monitored farms, production varied
from 596-2070 kilograms of milksolids per hectare
and 224-473 kilograms of milksolids per cow.

A good season

The favourable autumn in 2011 resulted in good
levels of pasture cover and cow condition leading into
winter 2011. June and July were particularly wet,
resulting in poor pasture utilisation and many farmers
had difficulty in minimising soil and pasture damage.
Spring 2011 was especially favourable, resulting in a
longer than usual period of peak cow production and
more than usual silage being made. November 2011
was quite dry, but throughout the summer most areas
had sufficient rainfall to maximise pasture growth. In
many areas, second or even third cuts of silage were
made to maintain pasture quality.

With excellent levels of milk production, the majority
of farmers decided not to over extend the milking
season, opting to dry off at an appropriate time

to rebuild pasture cover and cow condition. Cow
condition leading into winter 2012 is considered
above average at around 4.5 or better, and pasture
cover levels would be average at around 2000-
2200 kilograms of dry matter per hectare.

Summer crops grown on dairy farms were generally
average to below average in terms of yield.

Ironically, this was due to either dry conditions
during establishment in November or extremely wet
conditions in December. Maize yields have also been
highly variable because of the weather conditions.

FARM WORKING EXPENSES UP

Total farm working expenses for the model increased
by 9 percent compared with 2010/11, although on
a per kilogram of milksolids basis, it dropped from
$3.87 to $3.85 due to the increased production.
On the monitored farms, farm working expenses per
kilogram of milksolids varied from $2.23 to $6.02.

Supplementary feed still a major cost

Total feed costs increased by 3 percent; expenditure

on hay, and especially silage, made on the farm

increased by 225 percent, offset by a 40 percent

reduction in bought-in other feed (mostly palm

kernel). It is estimated that the average dairy farm

purchased nearly 2 tonnes of dry matter per hectare

of supplement, which equates to 10-15 percent of

the diet.

Supplementary feed prices were typically as follows:

e palm kernel - $250 to $280 per tonne including
transport;

¢ silage bales — $80 per bale;

e maize silage — 32 cents to 36 cents per kilogram of
dry matter in the stack;

¢ hay - $80 per bale.

Total feed costs for the model were $1.17 per
kilogram of milksolids, 30 percent of total farm
working expenses. For the monitored farms, expenses
on feed varied from 37 cents to $2.15 per kilogram
of milksolids.

Fertiliser application held

Farmers are now generally very aware of the need to
use a nutrient budget when planning their fertiliser
spend, and most fertiliser company recommendations
closely follow nutrient budget information. The
majority of dairy farms are at or above optimum

soil nutrient levels and, in many cases, farmers

are actively mining their soil fertility reserves or
making better use of effluent to minimise fertiliser
requirements.

Fertiliser expenses rose 11 percent in 2011/12, but
much of this is accounted for by price rises rather
than increased rates of application. Expenditure

on lime also rose, up 11 percent, with half of the
monitored farms applying lime. For the 2011/12
model, fertiliser application was equivalent to:

117 kilograms of nitrogen per hectare, 28 kilograms
of phosphate per hectare, 29 kilograms of potassium
per hectare and 35 kilograms of sulphur per hectare,
which would be considered a below-maintenance
application.
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Most other costs increase

Most other farm working expenses increased

in 2011/12, a combination of either increased
volume and/or unit price increases. See Table 4.

Debt servicing down

Debt servicing costs for the model dropped

5 percent, resulting from a combination of a

drop in interest rates and debt being repaid.

For the monitored farms, debt servicing ranged
from $0 to $3.38 per kilogram of milksolids, with
an average of $1.09 per kilogram of milksolids.
Total term debt across the monitored farms varied
from $0 to $42 per kilogram of milksolids, with an
average of $17.09 per kilogram of milksolids.

The depreciation cost dropped 30 percent, a direct

Table 4: Waikato/Bay of Plenty dairy model farm working expenses

Expense item Increase Ran_ge of expenses on the

(%) monitored farms (c/kgMS)
Weed and pest 12 0-11
Fuel 18 2-31
Vehicle expenses 30 3-50
Repairs and maintenance 11 2-86
Rates 8 4-23
Insurance 20 1-20

Note: c/kgMS = cents per kilogram of milksolids.

The cash operating surplus for the model is
budgeted to decrease by 32 percent in 2012/13.
The major factor causing this is a drop in the
seasonal payout to an expected $5.50 per
kilogram of milksolids.

REVENUE EXPECTED TO DROP

20 PERCENT

Farmers are budgeting for a 5 percent decrease

in production for 2012/13, given the good
conditions prevailing in 2011/12. This, combined
with the forecast drop in payout, will see income
from milksolids drop 22 percent in the 2012/13
budget. Net cattle income will also drop as farmers
budget on lower beef prices based on expectations
of lower schedule prices.

Income from the dividend on wet shares is
budgeted to go up 11 percent based on an
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result of recent tax changes, which now exclude a
range of buildings from being depreciated.

NET RESULT DOWN ON 2010/11
Farm profit before tax dropped 4 percent
compared with 2010/11 - the slight rise in net
cash income offset by the higher farm working
expenses. A much higher tax payment is shown
for the model (a husband and wife partnership),
a direct result of the higher income in 2010/11
and 2011/12, and a high terminal tax flowing
through from 2010/11. The result of this is farm
profit after tax dropping 35 percent in 2011/12
compared with 2010/11.

Spending on capital jumped 73 percent as a
result of an increased spend on Fonterra shares,
flowing through from the increased production in
2010/11. Development expenditure is up slightly
as farmers spend more in this area, especially

on effluent treatment systems. The model also
makes a principal debt reduction on its term debt
following a similar action in 2010/11. Of the
monitored farms, 30 out of 45 (67 percent) made
debt repayments in 2011/12.

The model finishes the year with a cash surplus of
$7500, down 93 percent on 2010/11 and shows
an essentially “break-even” situation. In noting
this, many farms have gone into the 2012/13
season in credit in their seasonal finance account.

expectation of some increase in payments.

Overall, net cash income is budgeted to be down
by 20 percent.

FARM WORKING EXPENSES
BUDGETED TO DROP

In general, farmers are budgeting to decrease
farm working expenses by 9 percent. A major
component of this is a reduction in feed costs,
with hay and silage expenditure down 17 percent,
based on an expectation of less supplementary
feed being made on-farm, and bought-in feed
expenses down 36 percent. Part of the background
to this is that many farms were carrying significant
reserves of supplementary feed into the 2012/13
year.
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Fertiliser expenditure is expected to drop 23 percent,
as farmers budget for a reduced spring application

in light of reduced cash flows, and have put on hold
any autumn application until it is clear where the
payout and income is sitting as they go into the
autumn. Repairs and maintenance have been reduced
by 14 percent as farmers again budget cautiously.
Administration and standing charges are expected to
increase by at least the anticipated consumers price
index, and some expenditure has been budgeted

for under “water charges” in expectation of consent
costs in the Waikato under Waikato Regional Council’s
variation 6.

Debt servicing costs are expected to reduce again, down
14 percent because of lower interest rates and debt
repayments.

NET RESULT

Budgeted farm profit before tax is down 46 percent on
the 2011/12 year, although with lower tax payments,
due to the lower income, farm profit after tax is down
27 percent. Drawings are held relatively constant, with
capital purchases being the only other big expenditure
item. This mostly relates to the cost of purchasing extra
Fonterra shares following the increased production in
2011/12. The cash deficit is $2000 and, based on
this, few farmers are budgeting for any development
expenditure or principal debt reduction.

While concerned at the drop in the payout and the
impact of this on the budgets, farmers are still
confident about the future of dairying.

Figure 1: Waikato/Bay of Plenty dairy model profitability trends
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The Waikato/Bay of Plenty dairy model represents
nearly 4990 dairy farms in the Waikato and

Bay of Plenty regions. The model is a seasonal
supply farm based on an average property of

118 hectares, milking 338 cows and producing
around 110 000 to 115 000 kilograms of
milksolids in a normal season. Heifers are grazed
off the farm for 12 months.

The model is created from information drawn

from 45 dairy farms and a wide cross-section of
agribusiness representatives. The aim of the model
is to typify an average dairy farm for the Waikato/

Bay of Plenty region. Budget figures are averaged
from the contributing properties and adjusted to
represent a real dairy farm. Income figures include
off-farm income, new borrowing and other cash
income.

Please note that several budget parameters were
changed for the 2010/11 year based on the latest
available dairy statistics. Care should be taken

in comparing current data with that published
previously.

For more information on the model contact
phil.journeaux@agfirst.co.nz
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Ministry for Primary Industries Disclaimer
PO Box 2526, Wellington 6140, New Zealand The information in this report by the Ministry for Primary

Tel +64 4 894 0100 or Freephone 0800 00 83 33 Indust.rlgs is based qn th.e best information available to the
the Ministry at the time it was drawn up and all due care was

Email: brand@mpi.govt.nz exercised in its preparation. As it is not possible to foresee all
Web: www.mpi.govt.nz uses of this information or to predict all future developments
and trends, any subsequent action that relies on the accuracy
ISBN 978-0-478-40017-5 (Print) of the information in this report is the sole commercial decision
ISBN 978-0-478-40016-8 (Online) of the user and is taken at his/her own risk. Accordingly,
the Ministry for Primary Industries disclaims any liability
© Crown copyright July 2012 - Ministry for whatsoever for any losses or damages arising out of the use of
Primary Industries this information, or in respect of any actions taken.
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