Switchin

DAIRY BUSINESS |/
OF THE YEAR

factories can

boost farm profits

ATRYFARMERS nccded to

asgess diferent Taciories’ milk

pavment schemss o makimise

their profitability, accountant
Colin Wright tolil the Thiry Business of
the Year conferonce. Mr Wright a director
of Sale. Victoria, based accounting and
financial planning firm, Phillipsons, said
diry Farmers could be costing their busi
nesses thousands of dellars by sticking
with one milk factory over another,

Income gencrated from milk sales usu
ally made up 9% or more of farm revenoe
on mast dairy Tarms, "I your company
can’t pay you more than ancther factory,
change your fclory,” he said.

If a farm could obtain $85.000 more in
revenue by switching lactories, that was
muoney straight in the bank, as the costs Ror
producing the milk were not going 1o
changs, he said.

Other factors also played a parl -
though the money was the most critical,
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'MILKPRICES

v Compare prices
between factories
v Significant differences exist

¢ Take into account other factors

‘These other tactors included:

+ Sccurity of payment. It was imporiant o
consider the soundness of the factory/com-
piny. For exanple, people who switched
o the Pyramid Building Sociery before it
collapsed were chasing the promised high-
er returns but that had a signilicant risk.

* Method of payment. Some Tclorices paid
menthly, while others paid weekly, which
conld make cash-tlow management cosier,

* Incentives and milk quality penalties. It
wis imporiant o base comparisons of fac-
teries on what was currently being pro-
duced on the farm. “Don’t chase
rainbows,” Mr Wright said. For example,

il a swilch was macde woa lactory based on
changing production o mect seasonal
incentives, that chanege mizht not be suc
cessiul and ultimately it might not bring
the expected increased revenoe,

* Farming systems. "Il is imporiant 1o
march milk pavment 1o vour arming sys-
tem, not the other way around,” Mr Wright
saicl,

* Risk munagement. Farmers also needed
o take infto account the different risk fac-
lors gssociated with different systems, for
exarnple, 8 fixed price for the season ver-
sus a base price and step ups. Depending
on the stage of development of the proper-
tv, some might like to know exactly whal
they will get for the season, while others
might prefer budecting on the basc price
andl then wsing the step-up pavments, when
and it they came, for invesument else-
where.

* Factowy shares. Shares could he viewed

as forced saving lor future benefit but the e
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A cach from them could also be used o
reduce debt or for olf-larm imvesiments,

« Cmotional issues, These play a part, par-
teularly the co-op versus public compeny
versus private company debate. For others,
fear of change could be a Tacior in the
decision.

« Support serviees, Factories offered differ-
vil luvels of support services such as field
services people, trading stores, support in
hard times and finance opions. An ass
menl needsd 1o be made on what these
were worlh o the farm business.

* Flexibility o change. It was also impor-
tant o consider the impact of lockad-in
conrracts — do they allow encuzh fexibili-
v for tumee planning?

¢ Processor mana Farmers should
keesn abreast of chanees in the milk com

et

pany and s persennal, as these could
mflpence its future perlormance.
WL they have me back? Many
ey becavse they
believed or bad been teld they would not
b taken back if they changed their minl,
Mr Wright said, But he said in times of
milk supply shorlzge, as ot the moment,
most facrovics were soching nooe suppli-
ers and wonld take milk rom wherever
they could get it

Mr Wright said te compare tactories
firstly farmars needed to collect dara Srom
each of the factories aking into acconn
m’s milk was procduoced and

fearsd chanping Mact

when their
Lthe

ed.
eeded (o then adjest these so
nsured they were “comparing

annles with annles™ dilTeranm

Fow pxcaiminle

factories had different goality cut-oft ley
cls. They than could sssess the net gap
herwesn Mnclories in dollars,

Cince they had thal information, they
could apply their personal views to the
e taking into aecount the other factors.

Farmers who were good with spread
sheers conld do this themselves, whils oth
wrs could get help Trom farm acdvisers,
bank managers or accounents o0 make the
COMParison.

Mr Wright said farmers could then
make the decision thay was best for their
husiness,

He recommended tarmers on Hxed
fcrm contracts do an assessment _;L:SL
before their contracts cxpired, while thosa
0N A YVeas-io-vear contract, do the assess-
el anrea




