DAIRY BUSINESS =~
OF THE YEAR

Group uses business
info to lift performance

A northern Victorian discussion group is using
business analysis information to improve its
performance and to plan for the drought. Each
entrant in the new Dairy Business of the Year
competition will receive the same type of analysis
to help them improve their business.

ASED betwesn Mathalia and

Cobrim in northern Yicroria and

well inro s scoond vear of

meetings, the NAB Agribusiness
sponsored Whymilkamoocow business
discussion group has inoo relatively shorl
period of time established itsell as an
mdustry leading discussion group in the
Tegion.

Group facilitator and [ntelace consul
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Every farm business involved in
Whyrnlkamoocow has had a Red 5k
farm performance analysis completed,

v omeating each farm
datn updatad with any
significant changes, and t
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whose turn it s (0 be the
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SO
Ome ol the Founding aroup meimbers,
Traryl Hoey, sail: “Te can be quite chal-

lenging Lo be the foces of the meeting, bul
we're all on the same footing and ac the
cnd of the day it's all abeur helping cach
other imarave our husinesses.

“Being well into our second vear you
can sense the collective pride when we
Fenurn e a growup member’s farm and sce
the improvements and changes thal have
been implemented.”

Another of the founding group mem-
bers Mureay Dairy chairman, lan Cob
bledick, is even more fortheight.

“There 15 =0 much misinformation
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A floating around the dairy industry as to
what drives prolitability. Likewise there
can be a reluctance at an industry, Tarmer
and gdvisory level (private and govern-
ment) o grasp the issue of how o gen-
uinely caleulate operating profit and refurn
on assels a8 measures of farm profitability.

“Criven thal we are cntering our second
severg droughl within the last four vears.
understanding the key profit drivers of the
business s critical,”

More than cver these severe drought
seasons highlight that che only commaon
factors shared hetween farmers are that
they need accurate and relevanl informi-
tion on their business, and then they newsd
to mse this information.

Group member, Kelvin Bruce, said:
“Using Red Sky we are able collate the

ABOVE: lan Cobbledick: understanding
the key profit drivers of the business is
critical.

LEFT: Kelvin Bruce: Using the business
performance analysis really gives confi-
dence that we can come out the other
side of this drought with our business
assets in tack.

phyvsical resources that we have available
(watcr, cows, feed reserves) plus those we
van purchase (concentrates, fodder, water)
and construct and assess varous stratcgies,

“As members of the group focused on
farm business performance we have
assessed wll the resources that are avail
able o us. By testing varoms management
strategies through Andrew’s use of Red
Sky, and then drawing on the collective
experience and skills ol the group, we
have been able to formulate a plan that
allows us iy move [orward with confi-
dence.

“This really gives us confidence thal
we cdan come out the other side of this
drought with our business assels intact and
mn a position o move forwand once sca-
sonal conditions improve.

“This is not just about surviving the
current scason, it's also about keeping the
business in a statc where it can progress
once  our  operaling  environment
improves,”

Mr Wright said one of the primary
ohjectives in establishing the group was to
creale an open snvironment to discuss,
gquestion and learn about farm business
performance.

“T'o the groups’ credil this has been
more than achigved with every farm busi-
ness willing and able o identifly the
strengths amd weaknesses in their business
and sct about implementing a plan o
address the weaknesses. In almost all
cases this has been achieved without com-
promising the strengths of the business,”
he sand,

“For instance, a number of the group
members have strong performance in pas-
ture consumption and milk production bt
needed to reduce their core per cow costs
[see box story next pagel,

"Bw focusing primarily on the profit
[rer cow reparl the group members are able
to examine expense codes ilem by ilem o
identify and question specifically where
core costs could be reduced.”

Mr Hocy said that not only had the
group created g cullure of business focus
within the group, it alzo scemed w be rub-
bing off on their farming friends and
acquaintances.

“It's additionally satistying that the
leedback we'te hearing is that groups like
the Whymilkamoocow discussion group
are doing their hit to improve the way
dairyfarmers are addressing husiness per-
formance on their farms,” he said.

Strong cost control
key to profits

Every entrant in the Dairy Business of the Year competition will receive a
bound report with the results of an analysis of their farm business and
detailing the strengths and weaknesses and key opportunities for
improvement. Here we look at how Victorian dairyfarmers Rob and Marita
Pandolfo have used such analysis to improve their dairy farm business.

AYIMNLG had their farming
business fully analysed, Gipps-
land, Vic, farmers Rob and
Marity Pandolfo now have
added confidence thar they have chosen a
farming style that 15 working for them and
a better understanding of why. All of

which allows them to approach the
impending drought with a clear plan,

R, Marita and their four boyvs Daniel,
Leigh, Michael and lack, aged between 13
and seven, Tarm al Lardoer in the heart of
West Gippsland. Applying a less trodden
path than most, during the past 3-4 wvears

32 The Australian Dairyfarmer Novembar-Decamber 2006

Mr Pandolfo has developed a farming
style that combines strong cost control and
high labour efficiency withoul comprizsing
milk production,

The results were highlighted when Mr
Pandollo completsd o full Red Sky physi-

cal and financial analysis as part of his W



Rob Pandolfo sald Red Sky business
analysls showed that cost control was
excellent in their business but that they
could continue 1o lift pasture consump-
tien and milk solids production per
hactara.

participation in a Westpac-sponsored
financial discussion group man by Intelact
consultant Meil Lane.

“T've seen many scts of numbers
processed through Red Sky and Reb's
level af cost confrol is as good as any
we've seen,” Mr Lane said.

“However, what is particularly impres-
sive ahout Rob’s numbers is that even
though stocking rate and production per
cow are closer Lo the average Red Sky
benchmark results rather than the top 1005,
i"s being achicved while spending $800-
$1000¢ha less than either the average or
top 10% henchmarks. The result is an
operating profit per hectare (hat is clearly
lop 109",

Return on assets 15 slightly below top
10% which is a reflection on land prices in
this part of Gippsland being consistently
higher than the benchmark dairying land
prices,

When asked how he achieves such
tight cost control Mr Pandolfo said “ic's
not &0 much about least cost but more
about obtaining the hest value for money
and minimising waste”. After sharefarm-
ing for five years, the Pandolfos returned
home to buy Mr Pandollo’s parents’ 55
hectare farm nine vears ago and over this
period have expunded the offective graz
ing arca to 134dha (including [4ha leased).
“As we've conlinued o grow the farm
size and the milking herd i's taken a
while o strike the right halance between
'I'I'!I'."I'Cﬂ.‘i‘l'l'lg millk PI'FII:J'I]C”I'.II'I ancl CI.:II][II.:IHiug
costs,” Mr Pandolfo said.

Mr Lanc said as would be cxpected
with such a low level of core per cow
costs (sce box story), almost all cost cate-
pories are lower (han the benchmarks with
a number dgnificantdy lower, “What Bob

24

Table 1: The Pandolfos™ performance

005/D6

Actual
Results

has achieved over the past (hree vears 15 0
steadily increase milk productiontha with
both stocking rate and production per cow
increasing, while keeping costs under con-
trol. Operating profit'ha and return on
assets have hoth continued 1o rise while
operating profit margin has been held at a
healthy 427%-45%.," Mr Lane said.

YWhat this means in a drought vear
when purchased feed prices are heading
skywards and the milk price looks like
softening 1% that & busincss such as this
wilh lower requirements for purchased
foods, a high level of profitability, and a
high profit margin is able o absorb these
changes and still maintain a sound profit.
When a 1% drop in milk price and a 505
increase in grain prices is Gacloned in, the
Pandolfos should still be able o penerate
an operating profit of $1400¢ha with an
operating profit margin of 325

Mr Pandolto readily acknowledges that
“steady improvement in farm business
performance is important if we are o sty
viable in the loog term and also Ly be inoa
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Actual
Results

pusition o mainlgin g reasonable level of
profit in these tough vears.

“As a result of completing the Red Sky
analysis we know that we don’t have 4 1ot
more to achieve in cost control but we can
continue 10 1ifl pasture consumplion and
milk solids production per hectare. 5o this
vear we've focused more on pasture man-
agement. If we can continue to improve
physical performance without losing cost
control then we're conflident we can
achicve the results outlined in this vear's
hudger™

There are several key messages that are
highlighted when a business like the Pan-
dolfios” 15 analysed. Firstly the final profit
resull is the important number. The Pan-
dolfos have o business that gererates a
high level of profit with a low level of
risk. Secondly withoul good information it
would be easy Tor Tarmers, or those advis-
ing them, o focus on arees which either
aren’l direct]ly related 1w profil or where
the majority of gains have alrcady been
e,




