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Tight Management for Tight Times  

DairyNZ Upper North I sland Roadshow  

DairyNZ’s Upper North Island Team has created this March 2009 Roadshow in 
response to current market conditions. Commodity prices have crashed and remain 
volatile, cashflow will be tight as farmers spent for a higher payout, interest rates are 
falling but credit lines are tightening. 

Our aim is to provide you with timely information to stimulate your thinking and 
planning. Cash is the only game in town for the moment, with the disappearance of 
capital gain in the short to medium term. 

Farmers who use their scarce resources wisely will control their own futures. This 
means wise use of capital, liquidity, human resources and land – not to mention the on-
farm resources of pastures, cows and infrastructure. The successful farmers will be the 
ones who quickly adjust their business management and on-farm practices to find the 
best mix for a dramatically changed business environment. 

  

The Key Points in this Booklet are:  

 Identify where you are now and how you will manage your cashflow for the 
next 18 months 

 Focus on what you can control – there are still a lot of things you can do 

 Spend very little time on things outside your control – e.g. payout, weather 

 Always do the basics well - Grazing residuals and rotation length drive 
pasture quality and quantity which drives production 

 Have a game plan, communicate it with staff and your advisory team (banker, 
accountant, farm consultant, rural suppliers etc), implement it, continuously 
monitor results and make necessary changes 

 Before you write a cheque ask yourself do you really need it, will it give a 
return and can it wait? 

 Look after yourself and your team. Use the help and support around you. 
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The Facts – Do You Know Your Position? 

Do a sensitivity analysis at different payouts. Bankers estimate only 20% of 
farmers currently know their potential position up to 20 October. Do you know 
yours? 

Owner operator @$5/kgMS @$4/kgMS 
@$5/kgMS  

yours 

@$4/kgMS 

yours 

Milk Income 5.0 4.0   

Stock Sales 0.30 0.30   

Total Income 5.30 4.30   

Less Farm Working 
costs 

3.30 3.30   

Less interest $17/kgMS 
debt @8% 

1.36 1.36   

Cash available for Tax, 
Drawings, Principal, 
Capital Development or 
Investment 

0.64 -0.36   

 

 Some businesses may have to capitalise around $1/kgMS (tax 30c, drawings 60c) 

 Not shown is monthly cashflow requirements. An 18 month cashflow at different payouts 
advised. 
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50% Sharemilker   @$5/kgMS @$4/kgMS 
@$5/kgMS  

yours 

@$4/kgMS 

yours 

Milk Income 2.50 2.00   

Stock Sales 0.25 0.25   

Total Income 2.75 2.25   

Less Farm Working Costs 1.70 1.70   

Less interest + Principal 0.5 0.5   

Cash available for Tax, 
Drawings, Principal, 
Capital Development or 
Investment 

0.55 0.05   

 
 Less able to add overdraft to term debt 

 Some businesses may have  to capitalise 50c - $1/kgMS (tax 30c, drawings 60c) 

 Not shown is monthly cashflow requirements. An 18 month cashflow at different payouts 
advised. 
 

25% Sharemilker   @$5/kgMS @$4/kgMS 
@$5/kgMS  

yours 

@$4/kgMS 

yours 

Milk Income 1.25 1.00   

Stock Sales 0.00 0.00   

Total Income 1.25 1.00   

Farm Working costs 0.70 0.70   

Less int & P 8%of 37.5K 0.15 0.15   

Cash for tax, drawings 0.40 0.15   

 
 If not owning other assets such as a house or land means one cannot capitalise debt 

 Not accounted for is Drawings and Tax. 
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1 . Know Where You Are (Position) :  

 Identify your present financial position and where your bank balance 
will be at end of October 2009. Rural bank managers can help with 
doing cashflows but be realistic about what figures you use. The last 
three year’s actual figures will show you how much/when costs will be 
due 

 Be aware that input costs are very volatile at the moment, with prices 
declining for a number of inputs, such as fertiliser, urea, bought in 
feeds such as maize and PKE, and floating interest rates. Farm 
supply businesses are under pressure and are sharpening their 
pencils 

 Talk to your accountant, revise your estimated year end position as 
you may be due for a tax refund now that will add some cashflow 

 Keep your bank informed - extra debt and increased overdrafts may 
be harder to approve later – banks usually back proactive clients and 
early engagement with your banker is being proactive 

 Declining cow prices could reduce available collateral, especially for 
sharemilkers, less security may affect a bank’s willingness to extend 
further credit 

 Communication is the key - once you know where you are. Owners, 
sharemilkers, bankers, consultants, staff and family all need to be 
informed so discuss options early (e.g. fertiliser, animal health 
strategies) 

 Capitalise any hard core debt this year instead of taking it into next 
year’s overdraft. This should save some interest. 
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2. Know What You Need to do to get There  

You can start moving towards best practice pasture management now by 
addressing three key components of dairy farm management:  

 pasture eaten per ha from pasture grown 

 pasture quality.  

The beauty of excellent pasture management is that it usually costs no more 
than poor pasture management – in many cases it costs less. 

 

Pasture Eaten per Hectare  

Pasture eaten per ha is the most important factor of the three because it has 
the greatest scope for immediate improvement and is relevant - whatever 
system you are using. Some important factors are: 

 For an average farm 30% of pasture grown is not eaten by the cows 
vs 15% from best farms. Can you increase feed utilisation? 

 Proven tools and advice can help increase pasture eaten e.g. 
FeedPlan Pro, Spring Rotation Planner, Feed Wedge, Pasture Coach 
etc. 

Research experience across New Zealand and the top commercial farms in 
every region has consistently shown that there is significantly more money to 
be made by increasing pasture eaten from average to high. Increase pasture 
eaten by paying DAILY attention to pasture residuals i.e. 7 - 8 clicks on RPM 
(1480 – 1620 kg DM/ha residual) on ryegrass and clover.    

For example, over four years Lincoln University Dairy Farm (LUDF) increased 
their already high MS/ha by 10% by increasing stocking rate, reducing 
supplement use and ensuring that pasture rotation lengths always left 
residuals close to 1500 kg DM/ha. By leaving a consistent post grazing 
residual the ME content of pastures increased at subsequent grazing.   
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Pasture Eaten/ha and EFS/ha

R2 = 0.6772
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Figure 1 demonstrates that 68% of the difference in Economic Farm 
Surplus (EFS) per ha between farms can be explained by differences 
in pasture EATEN per ha, with the large “stars” representing 

improvements made by LUDF over 4 years. 

 

Figure 1.   

 

Relationship of Pasture Eaten and Operating Profit (EFS). 
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Pasture Grown  

Recent analysis of DM production from No. 2 Dairy pastures at Ruakura 
showed a 100% difference between the worst and best paddocks on a farm.  
Variation for a farm growing 18 t DM/ha/yr was from 11 to 24 t DM/ha/yr.  
Reasons for poor individual paddock performance should be sought. Some of 
these reasons may be easily remedied (obviously with one eye on cashflow).  
Top paddocks should be grazed more frequently than poorer ones to ensure 
that their high yields are fully utilised.  

 

Pasture Quality  

Pasture quality has a major influence on per cow production. Cows grazing 
11MJ ME/kg pastures compared to 12 MJ ME/kg DM grazed to similar 
residuals are able to increase MS peak spring yield from 1.7 to 2.1 kg MS/day. 
This results from both increased voluntary feed intake and increased energy 
per unit intake. There are a number of ways to increase quality of consumed 
pasture:  

 Achieve target grazing residuals at each grazing   

 Increase Clover content 

 If able to re-sow pastures, use novel endophyte Ryegrasses 

 Add annual Ryegrasses into Kikuyu 

 Herbs (e.g. Chicory, Plaintain).  

In most instances budgetary limitations will mean “Rolls Royce” re-grassing 
practices will not be possible. As a minimum, use super strike treated seed 
(Black Beetle is endemic this year) and if you are sowing perennials, use fresh 
super strike seed with a Black Beetle-effective endophyte (Endo5, NEA2, 
AR37) to help with pasture survival beyond next summer. 
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To Make Better Decisions  

1. Timing is critical. Monitoring daily helps good timing. 

2. Analyse information collected so that you are dealing with the 

right issue. 

3. Record your actions – can’t trust your memory. 

4. Review your actions – this is when you get learning. 

 Evaluate stocking rate. Is it right for the farm?  

 Maybe a few less cows and less expensive feed inputs – Don’t want 

to be over-stocked – pushes up cow related costs, e.g. animal health 

 Don’t want to be under-stocked as this can waste pasture, or push up 
harvesting costs 

 Remember that a really good cull at the end of this season will help 
winter cashflow, reduce wintering costs when there is no income, and 
could get rid of some cows that are likely to be expensive next season 
(e.g. high SCC cows) 

 For some farms a reduction in cows could reduce the labour 
requirement 

 Important for sharemilker to discuss changes to the farm system with 
the owner. Increasing cow numbers without extra feed may load extra 
costs on the sharemilker (e.g. animal health, shed expenses, 
vehicles). 
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Operating Profit vs Operating Expenses

R2 = 0.7054
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Source:  2006-07 Economic Survey

BUDGETS 

Income for Next Season 

What payout and advance can you use for next years budget? Suggest 
budgeting on $2.70 advance (60% of $4.50 payout) better to be conservative. 
The figure you use is only going to be a best guess so do a sensitivity analysis 
at different payouts so you cover the best case scenario as well as worst case. 

Expenses 

 

 

 

 

 

 

 

Average Cost of Production is the Best Indicator of Profit! 

Look at each cost individually and ask yourself: 
• Does reducing this cost affect other parts of the business? Eg cutting 

herd testing may affect SCC & mastitis control but 2 tests may suffice 
in Spring and at dry off or use of paddles. In some cases you may 

have to spend more! 

• Does cutting this cost pose a risk to my business (production, legal, 
financial, safety)? or 

• If I changed my farm system, would I use less of this input? 
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Before you write a cheque ask yourself – ‘Do I need it?’, ‘Will it make me 

a return?’, ‘Can it wait?’. Get 3 quotes for every farm job. 

 

LUDF Cost Structures

Expense % of total Farm Costs

2002/03 2003/04 2004/05    2006/07       2007/08

Purchased Grazing & Feed 30% 23% 22%        24.5%           26%

Employment Costs 22% 23% 23%         22%             21%

Depreciation 15% 15% 14%         11%            10.5%

Fertiliser (incl N) 8% 9% 7%           8%             10%

Irrigation Costs 5% 5% 7%           6%              5%

Animal Health 4% 5% 6%          4.5%            4.5%

Overheads 4% 4% 6%          4.5%            4.5%

Herd Improvement 3% 4% 3%           4%              4.5%

Repairs & Maintenance 3% 7% 5%          4.5%           9%

Vehicle 2% 2% 3%           4%              2%

Shed Expenses & Elec 2% 2% 3%           4%              2.5%

Other ( + regrassing) 2% 1% 1%           3%              0.5%

$849,628 $844,083 $845,389  $842,214    $ 892,063

$3.67                                          $3.54    
 LUDF Farm Working expenses/kgMS  

Highlights that; 

• It is easy to get focused on aspects of your cost structure that don’t 

offer significant gains. Focus on the high cost areas 

• Savings in administration, herd improvement, shed expenses, 
irrigation costs, and animal health are all worth pursuing, but TARGET 

THE BIG FOUR below. 

A Dairybase analysis would help you with a lot of these questions on your 
farm. Check it out on www.dairybase.co.nz  or ask your accountant or DairyNZ 
Consulting Officer. 

 

http://www.dairybase.co.nz/
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Top 4 expense areas Dairybase Owners Your Farm 

Feed 27%  

Labour 22%  

R & M & Depreciation 15%  

Fert 11%  

   

Total 75%  

Feed 

• Utilise your grass first or you won’t cover the cost of feed no matter 
how cheap it is 

• Use the 5% of payout rule to analyse feed costs and compare feeds 
based on c/MJME. At a $5 payout 5% is 25 cents/kgDM if feed quality 
is 11MJME/kgDM = 2.3c/MJME. When calculating cost of feed don’t 

just calculate feed purchase price – remember to include other costs 
such as transport, storage, feeding out and remember wastage during 
storage, feeding out and intake 

• Do an annual feed budget, know how much and when your grass 
grows and this gives how much feed to buy in. If feed supply is 
matched with feed demand this helps determine the ideal stocking 
rate 

• Know your grass grown by doing a regular farm walk and match this 
to feed demand daily. A monthly stock reconciliation will help with an 
accurate feed demand. Growth rate data and feed budget templates 
are available on www.dairynz.co.nz, monitor farms or contact your 
Consulting Officer. 

http://www.dairynz.co.nz/
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Grazing 

• Talk to your grazier about weight and condition score targets. 
Renegotiate price. A contract with your grazier always helps especially 
if things do not go to plan 

• Compare cost effectiveness of lease blocks instead of paying for 
grazing 

• Sell surplus AB heifers or calves to generate cashflow plus no grazing 
costs 

• Dry stock farmers this year appear to be facing better circumstances 
than last year. This means that they have other options than grazing 
dairy stock, and grazing costs are not likely to drop much. 

Labour  

• Can owners do some of the work themselves? 

• Renegotiate wage package (a combination of stock and cash) 

• Honour your contracts. This is a basic requirement of ethical business. 
Renegotiate if necessary 

• You can reduce repairs and maintenance or feed costs with skilled 
staff. You are less likely to reduce costs where staff are less skilled 

• Evaluate use of contractors – e.g. you may need to sit on a tractor 
yourself! 

• Re-evaluate labour structure - More part time labour at peak times, 
e.g. calf rearer. Work on time management with staff  

• 10% more time off may be an option for you to reduce wages by shift 
from say a   9-on-2-off roster to a 6-on-2-off. This retains skills.  Follow 
legal procedures in making changes - seek advice from Federated 
Farmers or employment experts. 



 

13 

Repairs and Maintenance  

• Training on machinery maintenance will result in less wear. Organise 
for your service agents to train your staff in this area  

• Shared resources of capital items between farms/neighbours. Lease 
equipment rather than bear the cost of purchase when times are 
tough 

• “A stitch in time saves nine.” Routine maintenance is cheaper than 
breakages 

• A machine parked in the shed costs less to run than a machine in use 
on the farm. Is the job really necessary? 

 

Fertil iser  

• Every farm should have a nutrient budget and be using it for 
management  

• Know the nutrient levels of your farm, use your advisor 

• Many farms only need to apply maintenance – and in many cases 
business survival may dictate a further reduction (mining fertility)  

• A key lesson from the tough times of the 1980s is that other elements 
such as sulphur, potash and nitrogen became limiting on a number of 
farms before phosphate did. Do more soils tests and get specific 
advice for your farm 

• Effluent areas – Reduce fertiliser use and possibly extend effluent 
area - this may cost less than the cost of fertiliser over time. Train staff 
on how to use effluent 

• Use N at times of year to get greatest return and maximum economic 
response. Cost out N vs. purchased feed at different response rates. 
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Interest Rates 

• Look at interest rates, rates have dropped or forward fix or capitalise 
overdraft   

• Is interest only an option. Keep informed on the market.  

 

Animal Health 

• Animal health is significant, particularly for sharemilkers. Focus on 
prevention and animal welfare. Look for less expensive alternatives 

• Alternative to blanket Dry Cow Therapy, identify high SCC cows and 
cull, be selective with treatment 

• Fertility – Prioritise using the InCalf process www.dairynz.co.nz/incalf. 
Not all reproductive strategies require expenditure e.g. better heat 
detection. Record pre-mating heats to assess level of non-cycling, 
then assess options, and extent of treatment  

• Lameness - Focus on prevention.  Stock handling is cheap to change! 
Identify cases early - monitoring is important. 
www.dairynz.co.nz/healthyhoof  

 

 

 

Keep an eye on Drawings... 

 

http://www.dairynz.co.nz/incalf
http://www.dairynz.co.nz/healthyhoof
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Sharemilkers 

• Consider selling excess and non core stock to generate more 
cashflow 

• Ensure you stay within your contracted number of cows 

• Rearing bull calves may be profitable this season with the recovery of 
dry stock profitability. Sales can help early season cashflow 

• Opportunities will arise in tough times e.g. look at opportunities for 
lease blocks - these provide flexibility, they can be used to grow crops, 
graze cattle or build numbers. May be good bang for your buck if you 
have one to spare 

• Remember that the milk payment is only one portion of your income 

• Stock sales can help to ease pressure and add flexibility. 

 

Monitor Your Budget 

• Once the budget is done, monitor actual to budget monthly to make 
timely adjustments. Does it mean increased overdraft required or 
more money available from a surplus? Programs like Cash Manager 
or Bank Link can help 

• Getting your manager’s/staff’s buy in. Sit down with staff and get their 
input and ideas so they are part of the decision making process. This 
makes them more likely to understand and implement cost savings. 
Give staff ownership. 
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Personal Welfare 

High stress times have often been the last straw that have pushed good 
people over the edge into self destructive behaviours such as depression, 
alcohol or drug abuse, physical abuse, marriage breakdown, or suicide.  

There is nothing more important than families and communities taking care of 
each other in circumstances like these.  

Abraham Lincoln borrowed an old Jewish proverb “This too shall pass…”  

Good times are temporary, and so are bad times. The sun will shine again. 

It may be that someone near you needs professional help, needs a listening 
ear, or needs reassurance. Be aware of those around you. Help is never far 
away. 

 

Important Contact Numbers 

 

DairyNZ      0800 4324 7969 

 

Staff laid off - Work and Income   0800 559 009 

 

Tax deferring IRD      0800 377 774 

 

Counselling Services     0800 842 846 
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