Today’sfarm

dairy

Six possible pitfalls in
your expansion plan
The Teagasc Dairy
Expansion Service has
developed over 120
business plans for new
entrants and expanding
dairy farms. Dairy
specialist Patrick
GowingIDENTIlESSOME
key areas to consider
No 1: Inadequate funds

A

ny expansion phase can be
YHU\KDUGRQFDVKpRZDQG
it’s a vulnerable time for the
business. Take a suckler or dairy
KHUGPRYLQJIURPWRFRZV
7KHUHZLOOEHDQLQFUHDVHGUHSODFHPHQWUDWHRQIDUPWRDOORZWKHKHUGWR
build numbers and there may also be
DORZHUFXOOUDWH
,QYDULDEO\WKHUHZLOOEHFDSLWDO
LQYHVWPHQWUHTXLUHGWRJURZPRUH
grass for the increased stock number.
Additional housing may be needed.
7KHUHZLOOEHDWLPHODJEHIRUHWKH
farm returns to full production after
the expansion and this needs to be
considered in a business plan.
$QH[SDQGLQJGDLU\KHUGZLOOKDYH
the cost of carrying additional heifHUVDQGDSRWHQWLDOORZHURXWSXWSHU
FRZGXHWRLWEHLQJD\RXQJKHUG$
EXVLQHVVSODQZKLFKGRHVQ WWDNHLQWR
account a short-term reduction in
performance during the expansion
phase is unrealistic.

No 2: Getting from here
to there
Farmers considering converting
their farm to dairying should start
WKHSODQQLQJSKDVHDWOHDVWWZR\HDUV
SULRUWRWKHoUVWFRZPLONLQJ7KHUH
are a lot of considerations in developLQJERWK\RXUSK\VLFDODQGoQDQFLDO
farm plan.
1RUPDOO\ZKHQZHUHYLHZSODQV

An expanding dairy herd will have the cost of carrying additional heifers and a potential lower
output per cow due to it being a young herd.

WKHUHLVDJRRGSK\VLFDOSODQRQKRZ
to develop the farm for conversion.
6RWKHIDUPHUZLOONQRZZKHQDQG
ZKHUHUHVHHGLQJKDVWRWDNHSODFH
for example, or the positioning of the
QHZSDUORXU
+RZHYHUZKHQZHUHYLHZWKHEXVLness plan, it often commences in the
year that the parlour starts and does
QRWVKRZWKHOLNHO\FDVKpRZRQWKH
farm in the conversion years.
This ignores the farm operating
FRVWVLQWKH\HDUVSULRUWRWKHFRZV
actually starting to milk. This usually
means the farmer over-values the
stock he has on hand. Some of the
YDOXHRI WKHKHUGZLOOEHUHTXLUHGWR
pay on-going bills. So a business plan
should map the conversion phase
right through the early years of the
dairy enterprise.

ODVWVKHG,ZLOOEXLOG ,QD\HDURUWZR
DQRWKHUODVWVKHGZLOOEHSODQQHGDQG
WKHoUVWODVWVKHGLVQRZLQWKHZD\
Some farmers I have met have built
over 20 last sheds.
When planning your farmyard, conVLGHUKRZWKH\DUGPD\GHYHORSRYHU
WLPH0DNHVXUH\RXUQHZGHYHORSPHQWZLOOKDYHVFRSHIRUIXWXUHH[SDQsion if the opportunity arises.
$OVRDQWLFLSDWHWKHFRZpRZRI \RXU
\DUGZLWKDODUJHUKHUGVL]H&RZpRZ
and good design are critically important in large herds. The same future
SRWHQWLDOQHHGVWREHFRQVLGHUHGZKHQ
GHYHORSLQJ\RXUJUD]LQJLQIUDVWUXFture.
Good planning rarely costs extra
initial capital, but it can set your farm
XSWRDYDLORI QHZRSSRUWXQLWLHVLI 
you so desire.

No 3: Planning small

No 4: Capital budget

Most farmers I have met have a
OLWWOHNQRZQGLVHDVHFDOOHGODVWVKHG
syndrome. This disease can affect the
MXGJHPHQWRI IDUPHUVZKHQGHFLGLQJ
on the design and location of their
yards. The normal response from
farmers suffering from the syndrome
LVCZHZLOOSXWLWWKHUHEHFDXVHLW VWKH

An accurate capital budget is a core
component of a farm business plan.
While the large ticket items like the
parlour and bulk tank are easily calculated, smaller items can be forgotten or overlooked.
The capital budget should be develRSHGWRUHpHFWDOOLQYHVWPHQWUHTXLUHG
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by your expansion plans.
Break down the capital budget into
a number of headings. The headings
we use are: growing grass, accessing
grass, milking premises, housing and
other.
Also create a timeline of when you
will need to invest the capital.
Often the small items can increase
the cost of the budget substantially,
like three-phase electricity connection or a new well.
Build in a good contingency fund.
Typically, we use 10% to 15% of the
overall capital budget. Most capital
projects overrun the budget. But stick
to your capital budget as best you can.
The add-ons during construction can
easily drive up the capital required.
$Q\VKRUWIDOOZLOOKDYHWREHoQDQFHGIURPFDVKpRZ7KLVZLOOSXW
LQFUHDVHGVWUDLQRQWKHFDVKpRZRI 
the overall business and may result in
the farm running up expensive shortterm debt.

No 5: Over-budgeting

No 6: Drawings

Targets and goals for your farm are
an essential management tool, but
they should be realistic. Plans which
are based on a high and consistent
milk price have trouble built into
them.
Be realistic in your business plan
regarding the potential kilogrammes
of milk solids output of your herd.
Increasing the milk solids sold per
cow will make the plan appear viable,
but can it realistically be achieved?
Another key step is to do a sensitivity analysis of your plan. After you
KDYHH[SDQGHGDQGoQLVKHGGHYHORSing your business, it should be in
position to cope with a low milk price
year. If not, your plan was poor.
The decision to expand your farm
and invest in your business should
leave your farm in a stronger position
after the expansion phase, not a more
vulnerable position.

One of the largest costs on any farm
is the amount of family drawings.
This is an essential piece of information in any business plan. Most farmers can tell you how many tonnes of
meal/cow they fed, but will struggle
to know what drawings they take off
the farm.
$QDFFXUDWHGUDZLQJVoJXUHLVHVsential. Your accounts and accountant
FDQKHOS\RXHVWDEOLVKWKHWUXHoJXUH
Finally the plan should be discussed
with your accountant for any potential tax implications of what you are
planning to do. An unexpected tax bill
FDQDOVRSXWoQDQFLDOVWUDLQRQWKH
business.
In conclusion, ambition for your
business and family is a very good
thing. An optimistic, but realistic, approach in your business planning will
help you turn ambition into sustained
success.
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