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Andersons Dairy and Livestock Outlook is produced to coincide with the RABDF Dairy Event and Livestock
Show 2010. It provides a copy of the boards displayed on the Andersons stand, as well as providing much more
background information. For those that cannot m ake the show, we hope that the D airy and Livestock Outlook
also works as a stand-alone publication that gives the reader an insight into the current issues facing these sectors,
and some of the ways Andersons can help those businesses involved in the industry.

PROFITABILITY BACKGROUND

PROFITABILITY BACKGROUND [

Farm Business Income — 2005/06 to 2009/10 current state of the dairy and live-
80,000 stock sectors. It sho  ws data for
0 2005/06 farm-level profitability broken down
10,000 [ 2006/07 by farm types. The figures are for
60,000 W 2007/08 England only and are averages for
B 2008/09 part and full-tim e far ms (any busi-
50,000 - W 2009/10 ness with over half a Standard La-
@ bour Unit requirement).
+ 40,000 -
§ The measure used is Farm Business
= | . .
P 20250 Income (FBI). This is DEFRA’s
= 20,000 - preferred measure of f arm incom e
é and can basically be thought of as the
8 10,000 1 average pro fit for farms in the sec -
3 tor. More techn ically, FBI repre -
Dairy Grazing Livestock Grazing Livestock (LFA) sents the return to all_un Pald labour’
(Lowland) management and capital invested.
O'knBinicns R S Some far m diversification activities

are also included within the figures.

It can be seen that profitability in all the grazing livestock sectors has improved over the last five years. Much of
this has to do with the weakening of the Pound, which started in m id 2007. Although it has te nded to increase
costs (see later), it has increas ed revenue. This is because if the P ound weakens ag ainst the Euro (and also to
some extent the Dollar) it m akes our agricu ltural goods relatively m ore competitive on European (and glo bal)
markets. Also, support under the Single Paym ent Scheme is set in E uros. As Sterling weakens, the value in
Pound terms of this support rises to UK farmers.

MILK MARKETS AND PRICES

Any optim ism in the dairy sector
THE COMMODITY MARKET stems large ly f rom the recen tin -
creases in m ilk prices. To a large

extent this is the result of a recovery
in global m ilk product values, as-

« Commodity prices important to GB farmgate prices — not just for
‘manufacturing’ milk: most prices (inc. liquid) influenced

» Medium-term global commodity prospects look good, although sisted by a favourable exchange rate.
likely to be volatile sz T “©  This chart show the Fonterra auction
* Greater supplies 5,000 A — Fonterra Aucﬁonvs:ze il price. The sales from the New Zea-
coming in short- & 450 /Pl\\/\ —uorawtionprice || land processor are widely regarded
term — prices may ; e to & asthe ‘world price’. What is shown
have peaked i £ 1is the average pric e for milk pow-
o 1% ders. Asliquid m ilk can neither be
i Exchz_inge s WI”§ 3,000 1 » 2  stored nor traded it is the price of
remain key éz,soo 2 such manufact ured mi lk
- Strong argument 5 | -15 2 ‘commodities’ that f eeds back in to
that farmgate milk 2 7 the liquid market. As well as pow-

prices should have ders (skim and whole-m ilk), butter
risen more Bl and commodity cheeses like cheddar

© Andersons Source: Andersons / DairyCo Datum ANDERSONS arc globally traded commodities.
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There has been m assive volatility in commodity prices ov er the last 3 or 4 years. The 2007-08 price surge was
swiftly followed by a fall in prices. This was due to additional supply being encouraged by the high prices, cou-
pled with lower demand thanks to the global economic slowdown.

Since last autumn, dairy markets have staged a strong recovery. Again m arket forces have been at work: global
milk output was restricted by the low prices on offer. Also demand recovered as econom ic growth rebounded.
There are currently signs that global m arkets may have peaked: although de mand is still strong, there is greater
supply coming forward, and consumers’ demands are currently being met.

It is no easier to forecast the futu re of m ilk commodity ma rkets than any other mark et in such unpredictable
times. In fact, milk product prices have a tendency to be more volatile than many goods. This is partly due to the
long production cycles in dairying. As the time taken to get a calf bred and through into milk production is meas-
ured in years, the industry cannot quickly respond to demand changes. Output tends to under or over-shoot de-
mand. Another factor is that the vast majority of milk is still consumed in the country where it is produced. Only
around 15% of global milk output is trade d, although it is this trade that sets the price for all milk. With a rela-
tively shallow market, values can move erratically.

There is some hope that m ilk values may have moved to a fundamentally higher le vel than prior to 2007. Cer-
tainly, long-term the demand fundamentals look good. As consumers in the developing world become richer they
tend to increase the protein in their diets, and this includes milk and milk products. But this does not means that
world markets will not undergo pe riods of low prices. Perhap s all that can be confidently forecast is that prices
will be volatile. As in other parts of the world, the UK dairy sector must have robust businesses that can survive
the hard times to prosper when markets are good.

The situation on the world m arket is mirrored closer to home in the auction values achieved by the United Dairy
Farmers co-operative in Northern Ireland (also shown on the chart). This de monstrates the effect of global m ar-
ket forces on the UK milk market. In the UK, the effect of currency has been key in keeping our milk prices up.
Any significant strengthening of the Pound against both the Euro and Dollar would pressure prices.

Even if global m arkets and currency were to turn unf avourable, there is no reason why UK far mgate prices
should react. Prices paid to farm ers have been very ‘sticky’ on the way up: only a sm all proportion of commod-
ity market increases have filtered down to producer level. There still appears to be plen ty of margin left, p art of
which could reasonably be expected to find its way to farmers. This is looked at on the next board.

With over half of the UK’s m ilk production going into the liquid m ar-

’ ? : : . ) .
WHERE'S THE CREAM ket, it can be argued that commodity pr ices should not be as influential
+ Liquid milk market accounts for 51% of  as th ey are. However, thereis an expectation that liquid contracts

UK production should deliver a ‘premium’ above commodity values. This can conflict
« Average UK butterfat = 3.97% (12 with the cost-plus pricing m odel (e.g. the Tesco ‘tracker’) if costs are
months to June 2010) falling at the same time as market prices are rising. But, even pure lig-
« Average fat content of retail milk = uid processors are linked into th e commodity m arkets through their
approx 1.95% cream sales.

 Excess butterfat sold as cream . . . . .
As an example, rises in the value of this ‘waste’ portion of the milk over

the past 12 months are worth the equi valent of 0.8ppl. This is based on
an the average July-June wholes ale price of cream being £1,280 per
tonne in 2009/10 compared to £860 in 2008/09. Using volumes of milk
Retailer supply groups have helped supplied plus the difference between the fat content in farmgate and re-
create greater confidence in supply-chain  tail milk, it is possible to convert this price increase into a pence per li-
Will this be robust if supermarket milk tre basis. Not necessarily all of this should have been returned to far m-
‘price wars’ restart? ers, but it seem s there has not yet b een an equ itable distribution of the
« Has UK production decline really ended?  increases across the supply chain.

Higher % of retail price may have to go

» Cream price risen by 49% year-on-year

» Changes in cream market alone should have
added approx 0.8ppl to liquid milk price

s e ) It is easy to criticise processors and retailers, but the dedicated supply
P pools that have been set up have ins tilled confidence in some parts of
the UK production base.

One worry is that retailers m ay increasingly use milk as a weapon in their ‘price wars’, with the cuts eventually
finding their way back down to farm level. Fierce co mpetition on th e middle ground market (petrol stations,
small stores etc.) is already blamed for depressing prices

Andersons work with a number of dairy processing companies to help them manage their milk supply and farmer
relations. Please contact us for more information.



POLICY

FUTURE SUPPORT There is much talk of a new ‘age of austerity ’ in the UK, as the coali-

e s v A tion adm inistration grappleg with ‘th e massive budget deficit. All as-
your current Single Payment? pects of Governm ent spending will come under review. In the short-
el lldibe reduced o £100-£110/ Ha term, the farming sector will proba bly get of f relatively lig htly. Mos't
(£40-£45/acre) by 2020 aid is prescribed by the EU unde  r the Common Agricultural Policy
(CAP). Of this, the b iggest element is the Single Payment (SP), and

 Current payments ‘safe’ until 2012, but . . .
oY funding for this is secure until at least 2012.

EU Budget Review could see big changes

thereafter However, the current EU support structure is due for another reform, to
+ Most farm support via CAP, so UK be implemented for the 2013 SP year. With money tight across Europe,
spending cuts should not affect SP the budget for the next 7-year peri od to 2020 m ay well reduce. There
directly could also be a redistribution of ai  d: between countries, policies, and
- but budgets tight across Europe — less individual farm businesses.

money for CAP post-2013?

Uk . L The signs are that th e SP will b e retained throug h to 2020, b ut Ander-

schemes — less in the pot in future? sons believe that, by then its value could be halved compared to the cur-
iy oy R e L ey than rent payment level in England. C ould you remain profitable at today’s

later for ELS and HLS milk prices with half of your current SP? This should be seen as a key
-~ shift of costs onto the industry? indicator of long-term business sustainability.

In other parts of the UK, there will almost certainly have to be a m ove
away from the current historic system to a flat-rate per hectare system

similar to England’s. This could see even greater falls in ‘per Ha’ payment levels.

These reforms will fall within the lifespan of many rental agreements, and certainly with the useful life of many
capital investments. Therefore the effects on the farm business need to be considered now. Realistically, income
lost from the Single Payment will either have to be replaced by higher market prices (can this be relied on?), or
efficiency improvements within the business. Andersons can help you address these issues. Those trading with
farmers need to consider how the likely structural changes will affect their businesses

One part of the CAP that could be under threat is the Rural Development money that funds programmes such as
agri-environment schemes and diversification grants. This is part-funded by the EU, a nd partly by the Treasury.
Rural development programmes will be expected to cont ribute to overall government savings, and the Treasury
is looking to cut its contribution. Ex isting agreements already in place, whether ELS, HLS or capital grants
should not be affected by any of these cuts. However, new agreements may be hard to come by. For those think-
ing about applying under any of the Rural Development programmes it may pay to get in sooner rather than later.

Andersons’ consultants can assist farmers and landowners making applications under agri-environmental
schemes. They can also advise on capital grants under the RDPE and equivalent schemes in Wales & Scotland.

One effect of the austerity m easures may be a culling of the m any agencies agriculture deals with. W hilst many
might regard this as a positiv e, it may leave an adm inistrative vacuum which is detrim ental to farming. For ex-
ample, it has already been announced that the E nglish Regional Development Agencies (RDAs) are to be closed.
It is not clear what this will mean for the RDPE grants they administer.

The requirement to save m oney may see proposals for dise ase cost-sharing move up the agenda. This m ight be
accepted by the industry if it were p art of a larger package that in cluded positive action on TB control (including
a badger cull). However, with the recent court challenge to the Welsh trial cull, all UK administrations are likely
to be wary of moving on this issue.

One area that should be safe from spending cuts is the schem es to support renewable energy production. This is
not simply because of the Government’s green agenda, but because it is energy users rather than the governm ent
that pays for policies such as feed-in tariffs. It mean s that this new area of potential revenue for far mers should
continue to provide good opportunities.

Although the renewables sector provides huge potential benefits for land-based businesses, it is a relatively new
field. There are many technologies, and a variety of scales of operation. Farmers need to choose what is right
for their particular circumstances. Andersons can offer a completely independent view. Crucially, our business
experience means that we are well-placed to judge the financial and not just the technical feasibility of renewable
projects



DAIRY PROFITABILITY FORECAST

To illus trate the prof itability tr ends
FRIESIAN FARM MODEL in dairying, Anders  ons have a

; . ‘model’ f : Friesian F , 1
+ 150 cows averaging 7,500 litres on 100 Ha (part rented). nrggoial 1331}1%:;??1?21&3& ;flea

» Year-round calving, liquid contract. Owner + worker. Midlands running 150 cows. It has
a liquid milk contract.

ppl 200CiINEEe 2010/11°  © 2011/12° - ble showe the £ ]

. The table shows the farm’s perform-
Ml i A A0 ance for the previous 2009/10 m ilk
Total Output 21.2 23.6 29.1 year, based on actual returns and
Variable Costs 11.8 12:3 114 costs. An e stimate is given f or the
Overheads 105 10.6 10.9 ;urrzenf 12/2 120/ 11 year, and a budget
Rent, Finance & Drawings 5.0 5.0 D2 or 20 ' . .

Total Costs of Production ~ 27.3 27.9 275 For 2009/10 the business dipped
g i into negative returns from produc-
Margin From Production 0.2) 0.7 1.6 tion (both the prev ious years had
Single Payment and ELS 2.6 24 2.3 produced a positive m argin f rom
Business Surplus 2.5 35 3.9 production of around 1.7-1.8ppl).
R Source: Andersons @ Result @ Estimated ® Budget This was prim arlly due to the fall in

milk prices. However, costs rose too

— fertiliser prices were high, and over heads went up for the 2009/ 10 year as Friesian Farm invested £80,000 in
water separation and slurry storage to com ply with NVZ regulations: adding to the cost of production through
depreciation and higher interest charges.

Looking at the curren t 2010/11 year, recent price rises, wi th hopefully more to follow, should help achiev e an
average price for Friesian Farm 1.3ppl higher than last year. Remember that Friesian Farm is on a liquid contract
and is assumed to get a premium over the average DEFRA farmgate price (of around 1ppl on average). Variable
costs will be higher in the current year com pared to last. The issue of concentrate feed costs are looked at in
more detail later. In term s of winter forage, F riesian Farm, has budgete d for higher feed usage to offset the ef-
fects of this summer’s drought on silage stocks. However, it is assum ed that the farm has reasonable amounts in
the clamp - som e farms in the ‘rea I-world’ will be f ar worse of f, and consequently see much bigger cost r ises.
The price of straw is also an issue this year. Some relief comes from an offsetting fall in fertiliser prices.

The net effect of all these changes  is that Friesian Farm should delive r a positive m argin from production in
2010/11. The farm has been in the ELS and is planning to renew its agreement for a further 5 years. The Single
Payment is budgeted to fall somewhat due to a stronger Pound than last September. This support, when added to
the margin from production, produces a reasonably healthy return.

Looking to the future, it is believed the yearly averag e milk price m ay strengthen further for the 2011/12 year
(dependent on currency). If 2011/12 is a m ore ‘normal’ weather year, then variable costs should fall as the extra
feed requirements disappear. But we m ay see Base Rate s starting to increas e, which pushes u p the farm ’s fi-
nancing charges. Overall though, profita bility is predicted to increase co mpared to the current 2010/11 year.
However, a margin of around 4ppl still only represents a 3.7% return on capital for F riesian Farm. W ould other
parts of the dairy supply chain accept such low returns?

We are often asked about som e of the key FRIESIAN FARM 2009/10 | 2010/11 | 2011/12

Vgrlables within our Farm Models. This tal?le Cull price- ppkg Iw 38 05 90

gives some background data on how the Frie- .

sian Farm figures were arrived at. SP conversion rate — p per € 90.93 85 85
Dai trate - £ t 180 200 185

It needs to be rem embered that these values fnry coneentrate - & per fonne

are specific to Frie sian Farm. Itis designed [ Nitrogen - £ per tonne 285 225 235

to give a flavour of the profitability in the Diesel price - p per litre 44 52 55

sector - it cannot represent every dairy farm , | Base rates - % 05 05 2.0

nor is it designed to show ‘best practice’.
Many costs (e.g. fertiliser) are very dependent
on when they are purchased.



This chart is another one not shown
I N P UT COSTS on the stand . Itis here to illustra te

Soya, Feed Wheat and Nitrogen — 2009 to 2010 some of the cost issues dairy farmers
400 150 are facing.

\ : Z?:l;gen Firstly, on fertiliser, values have
350

— Feed Wheat /I 130 now fir med com pared with where

they were a year ago. Although
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there are yearly  fluctuations, it
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seems that prices h ave moved to a
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higher level than seen prior to be
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gen prices were around the £100 per
tonne mark. The shift in the £/€ rate
is partly responsible, but also

changes in the world fertilis er mar-
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Soya / Nitrogen cost - £ per tonne
Feed wheat price - £ per tonne

150 =TT e T T T s 50 ket have had an effect.
D OO OO OO0 D O OO O O o O o O o o
RS R FECEY PR 2L F T NG
S s 2 SE S SR - 5 2 SO It should be rem embered that Phos-
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phate and Potash prices have seen
@ Andérsons Source: Andersons ANDERSONS

equal, if not greater, rises.

The feed wheat and soya price is shown as cereals a nd proteins are the major com ponents of compound feed di -
ets. It was widely believed over the la st 6 months that the soya price might fall. However, it has rem ained stub-
bornly high, with only a sm all reduction in price. The f eed wheat price had seem ingly settled into a range ju st
above £100 per tonne, but prices have jum ped massively in the run-up to harvest 2010. This is largely due to a
series of weather-related crop problems reported in some of the main grain growing areas of the world.

It is not at all clear whether there is any actual shortage of grain, or whethe r markets have been driven m ore by
perception and speculation. Even if recen t price rises p rove to be a bub ble, they are likely to af fect future feed
prices as feed compounders will have had to have taken ‘cover’ at the prevailing higher prices. When we first ran
the Friesian Farm model in late July, variable costs were only 11.9ppl. They are now up to 12.3ppl (see previous
page) simply on the basis of likely higher winter feed costs.

MILK PRICE & PRODUCTION COSTS [Nt b e

Friesian Farm Cost of Production® v Liquid Milk Price® is the 12-month rolling average

which sm ooths outthe m  onthly
— Liquid Milk Price price fluctuations. It is based on
2 7 past DEFRA data with a Friesian
o Price Forecast . © Farm liquid supplement.

— Friesian Farm COP / ﬁ AL 30101z Also plotted in the ave rage Friesian
= 2 S Farm cost of production for each
222 - ;‘ milk year. (Af terthe sales f rom
8 7L culls and calves has been deducted).
820 t— % This shows the big step-up in costs
S8 [ 200506 over the last few years which does

18 not look set to reverse.
T — As the price is a 12 -month average,
8§ 8888856553 88888338 33 3 39 the point at the end of the year is the
e - e ElCcEEREEREE O o = A0 E e average for that year (indica tedby
@ All costs less calf and cull sales @ Rolling 12-month average basis.

the dots ). By com paring this with
© Andersons Source: Andersons / DairyCo ANDERSONS ) Y . p . g .
the cost of produc tion, it is possible

to see the yearly profit.

Andersons work with some of the best UK dairy businesses. We can help your business improve its profitability
by comparing its performance and identifying areas for improvement. We can also assist in helping you plan for
the long-term future of your business, be it investment appraisals, growth opportunities, joint-ventures, or suc-
cession and retirement planning.



THE LIVESTOCK SECTOR

LIVESTOCK PROFITABILITY

» 154 Ha mixed lowland farm (114 Ha owned, 40 Ha on FBT)
» Beef (suckler cows, and finishers) sheep and arable
* Proprietor, 1 FT family worker + casual

Asitis the Dairy Event and Live-
stock Show, we have also looked at
the prof itability of live stock en ter-
prises (and beef values are also im -
portant to dairy farmers).

To do this Andersons have another

£ per Ha 2009/10°  2010/11®  2011/12¢  farmmodel. ‘Meadow Farm ’isa
} : notional 154 hectare (380 acre) beef
Livestock Gross Margln 478 431 455 and sheep holding in the M idlands.
Crop Gross Margin 123 188 170 The far m i s part owned and part
Total Gross Margin 601 619 625 rented. It consists m ostly of grass-
Overheads 460 451 477 land, with som e wheat and barley
i - also grown for livestock feed. There
Rent, _Flnance & Draw_lngs 301 298 302 is260co w suckler herd witha 1l
Margin From Production (159) (130) (153) progeny being finished, a dairy bull
Single Payment and ELS 264 252 253 beef enterprise and a 500 ewe breed-
Business Surplus 105 122 101 ing flock. 'The bus1'ness is techni- ’
cally efficient, but is only average in
R Source: Andersons @ Result @ Estimated ® Budget terms of cost control.

Meadow Farm’s margin from production in the current 2010/11 financial year is set to improve but is still signifi-
cantly lo ss m aking. The far m will only achieve abus  iness surplus once the Single Paym ent and agri-
environment receipts are accounted f or, although the su rplus is likely to be 16% up on 2009/10. The business
surplus would have been greater if it were not for the  recent weakening of the Euro agains t Sterling whic h is
likely to result in a smaller 2010 Single Payment.

Variable costs for the business will be nearly 14% higher for the livestock enterprises for th e coming winter
2010/11 as a result of in creased feed, straw and forage costs. Miscel laneous variable costs (tags, veterinary and
medicines, minerals, plastics, string etc) are often unde restimated when costing livestock systems and make up a
significant proportion of Meadow Farm’s total livestock enterprise costs, particularly in the sheep enterprise.

Looking further ahead, the business is set to ben efit from the forecast continued robustness of the lamb price and
the anticipated rise in farm gate beef prices in 2011/12. However, despite a likely plateau in enterprise variable
costs in 201 1/12, the business’ overheads are forecast to rise as a result of a planned m achine replacement. The
effect of this is a £36 per hectare rise in overhead cost s in the form of depreciati on, showing how sensitive the
business is to a one-off investment.

The co stof  production for MEADOW FARM: 2010/11 Cost of Target Sale Target Sale
Meadow Farm ’s lives tock enter- | cOST OF PRODUCTION Production Price Price
prises in 2010/11 are shown in the ppkg/dw ppkg/dw £ per head
table to the right. The business Finished Suckler Beef 260 291 962
achieves lower costs of produc-

tion than many other similar busi- Finished Dairy Bull Beef 331 370 981
nesses due to the reasonably high | Finished Lambs 303 339 70

output of the enterprises in terms

of calf and lam b numbers and subseque nt carcase yields. T he cost of pr oduction figures are highly sensitive to
the total ‘meat yield’ of the enterprise in question.

A target sale price is als o shown in the table. T his includes a 12% return for management. Businesses not only
need a sale price that covers their co sts of production, but also gives the prop rietors a reward for their entren-
prenuership.

Meadow Farm is typical of m any medium sized, mixed family farming businesses. The proprietors continue to

invest heavily in their businesses, both in term s of capital employed and the labour and m anagement time de-
manded. The general increased optim ism in light of tightening beef and lam b supplies and increased m arket re-
turns is therefore welcom e to many producers. This however m asks the underlying issues facing m any busi-
nesses; namely an unsustainable overhead cost base. Where businesses have livestock systems that best suit their
farm and are able to run their enterprises in a cost conscious manner, sustainable margins are being realised.



Through its regional businesses Andersons are leaders
in independent business consultancy in UK agriculture.
For more details on the topics covered in this
publication your local contacts are:

Melton Mowbray
Tel: 01664 503 200

Newton Abbot Brecon
Tel: 01803 812 365 Mob: 07850 224 524

Salisbury
Tel: 01722 782 800

Bury St Edmunds Uppingham
Tel: 01284 787 830 Tel: 01572 822 032

York
Tel: 03033 130 001

Edinburgh Aberdeen
Tel: 01968 678 465 Tel: 01224 867 730

Dairy Outlook is provided in good faith for information purposes.
No responsibility is taken by Andersons the Farm Business Consultants
Ltd or its participating partnerships for any inaccuracies or omissions it

contains. In all practical situations you are advised to take specific

professional advice.
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ANDERSONS

‘Andersons’® is a registered trade-mark of
Andersons the Farm Business Consultants Ltd

This publication is Copyright © The Andersons Centre 2010



