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Executive Summary

On my Nuffield Farming Scholarship | wanted to look at farm business structures that
encourage and enable both expansion and rapid wealth creation.

The study was undertaken because | was convinced that pasture based dairy farms
in the UK can be very profitable. There are very good opportunities to expand and
remain profitable. | see that equity partnerships create opportunities for good young
entrants into the dairy industry to progress to ownership and wealth creation.

| visited Ireland, USA, Chile, Uruguay, New Zealand and France in order to establish
and understand what the possible wealth creation targets were and how they were
being achieved. | wanted to analyse their potential for application in the UK business
environment.

The main objective of my study was to fully understand all the factors that contributed
to a successful farm business.

One of the chief things | observed early on in my travels was that every business
person who wants to succeed must understand about people management skills. As
one farmer pointed out to me, every farm has milking facilities, cows and grass, but
one thing that makes them all different is the people on those farms, and how they
are managed.

So people management and development is one aspect that | will cover in this report.

| will also emphasise the importance of having the right cow for the system, and
recommend management practices for wealth creation in dairy farming.

Finally | extol the benefits of once a day milking systems.
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1. Introduction

| am married to Kelly and have four children, Cai Wyn, Cara Enlli, Cian Aron and Celt
Dafi. We farm in partnership with David Wynne Finch and our farming company is
called Padog Farms Ltd.

Both David & | are directors and have equal shares.

Padog Farms is a company based on cow ownership with all land rented.

We farm 650ha in North Wales consisting of two milking units, one unit based on the
Llyn Peninsula milking 1000 cows, and the second unit located at Pentrefoelas with
400 cows. A total of 430ha is allocated to the milking cows with a strong emphasis on
low cost milk production. All cows are calved in February, March and April to fully
utilise grass. All other land is allocated to young stock and winter feed.

The aim is to create a very simple system that can be easily replicated.
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The Llin Peninsula, North Wales
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2. Background

I was born on a 10 acre smallholding in the village of Padog which is located in the
upper Conwy valley near the foothills of Snowdonia.

My parents were involved in farming all their working life. My father worked for over
25 years for the NFU & my mother worked for the Ministry of Agriculture. A big
influence on my career was being brought up in a strong agricultural community.
After finishing school | went on to study agriculture at the Welsh Agricultural College
in Aberystwyth, and from there | took my first steps to what has become a fruitful
pathway into farming.

Born and bred a fAsheep ordofdaairy dowsween tollegee
finished, not by first choice | might add, but at the time dairy jobs were well paid. The

farmer in question gave me a three months trial. | stayed for nine years, bar a

working holiday to New Zealand. My love of dairy cows was born! During my visit to

New Zealand my second f ar mi ngassbove evac| aenh:z

the Kiwis could produce milk. It suited me down to the ground as | am a person who

thinks in a simplistic way.

In the late 1990s | became very disillusioned about the future of my farming career. |
desperately wanted to farm on my own account but felt the opportunities were not
available at the time. | decided to have a career change, sort myself out and re-focus.
| obtained a job as an Animal Health Officer with Defra. My Defra appointment
coincided with the Foot and Mouth outbreak of 2001.

This was a big step in my development and probably one of the biggest influences on
my working life. In my previous employment | had been working on my own, with just
the cows for company. All of a sudden | was thrown into a situation where | was
managing people.

Whilst working in the area surrounding Welshpool, | was put in charge of cleaning 30
farms and on those farms there could be teams of 5-10 people. | quickly developed
people skills and an understanding of managing people and | really enjoyed it.
However it would not be until several years later that | discovered that the skills |
acquired whilst working with Defra would prove invaluable.

After 18 months with Defra, one thing was clearer than ever: | wanted to farm. With
this in mind, Kelly & | decided in May 2002 that New Zealand was the best place, at
the time, to deliver that goal.

Our destination in New Zealand was Southland. We arrived there with a firm goal in
mind: A500 cows owned in five yearso. We
sharemilking system and sheer hard work.

As it turned out we arrived at that goal in the timeframe set out, but back home in
North Wales and not in New Zealand. After two years in New Zealand we came
home to Wales. This was not an easy decision | might add as we had made very
good progress in New Zealand. We were well on the way to achieving our goal and
felt very much at home there. However, the lure of home, & the prospect of
developing a New Zealand-style farming operation in North Wales was too much to
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turn down. | had received an offer from David Wynne Finch and we were excited at
the prospect of working with him.

In the last six years Kelly and | have got married, had four children and jointly
developed a business owning 1400 dairy cows.

In this report | will try and outline the key drivers to achieve an effective profitable
expanding dairy business.
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3. Study Tour Overview

3a. USA

| visited USA for the Nuffield Contemporary Scholars Conference (CSC) in March
2010, and returned in September 2010 for two weeks. The Contemporary Scholars
Conference lasted just over seven days, and turned out to be a dynamic collection of
farmers from six countries. The group blew me away and was both impressive and
infectious. | felt very humble to have experienced such a unigue occasion. The CSC
was based in Washington DC for three nights, then moved on to Gettysburg for the
remainder of the trip.

The highlight for me was the day we spent on the Gettysburg battlefield, and the
leadership course that followed in the afternoon. | found it absolutely compelling and
gained new insights and new ideas on:-

U How leaders can make the right calls amid murky, ill defined conditions,
incomplete information and high pressure.

U The intricacies of decision making in very large organisations, and how
culture affects whatos possible.

U How successful leaders share their vision for success and reduce the
possibility of misinterpretation.

Ui How leaders develop imagination and courage in themselves and others.

U Why character is a central element of leadership.

All of which is very relevant to any expanding business.

| returned to the USA later in the year, when | spent two weeks there from the end of
September to the beginning of October 2010.

First port of call was the World Dairy Expo in Madison Wisconsin; it is a five day
event showcasing dairy cattle and the newest technologies available to the dairy
industry. (See picture overleaf).The show is held annually and is considered the
largest and most important dairy cattle show in North America. The highlight for me
was the grazing pavilion, where | spent a couple of hours, being educated that
grazing cows outdoors was not as uncommon in America as | had thought.

Whilst in the USA my focus was on large scale dairying; both low cost grass based
and also high cost, high output confinement systems.

| visited several dairy operations, and came to the conclusion that in any system of
milk production, if the level of management is high and the operation is performing in
the top 5% of the chosen system, then its survivability and growth potential is hugely
increased.
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Outside the grazing pavilion at World Dairy Expo, Wisconsin

| also had the unique opportunity of travelling through the Mid West at harvest time,
spending time with a couple of corn and soya bean farmers, and learning about
ethanol production and visiting an ethanol plant in lowa.

Maize corn harvest in full swing, farmer Tim Richter taking a breather whilst harvesting 7000 a of corn
Agriculture is a major industry in the USA and the country is a net exporter of food.
Of USA agricultural products, milk is third in terms of value - corn and cattle meat

take the first two places - and | truly value the opportunity | had to experience these
different sectors of USA agriculture.
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3b. Ireland

| visited Ireland in mid June 2010 and spent five days there. This was a ftontact
collectionovisit. Main port of call was Michael Murphy.

Michael Murphy is a pioneer in high profit, grass based dairying not just in Ireland,
but also around the world. He has invested in farming operations in Ireland, New
Zealand, Missouri, Chile and Argentina. Many of these ventures are equity
partnerships or companies with 15-20 shareholders. In addition he is director of
seven companies outside farming.

Michael started farming in 1974, at 24 years of age, when his father signed over a
127-acre beef farm. He had just got married and had limited savings. In the 36 years
since then, Michael and his wife have grown their assets at a compounding rate of
18.7% return on equity (ROE) per annum after tax and personal drawings. To put
that in context, the top 10% of Irish dairy farmers achieve a ROE of about 10% per
annum.

A key success factor for Michael over the last 30 years, was that back in 1974 he
borrowed a large sum of money to enable him to convert the beef farm into dairying.
He borrowed the money at a 15% interest rate, so he sought to invest only in areas
which would give him a 15% return. In effect, because of very high interest rates, he
was forced to set a very disciplined investment hurdle rate of 15%. But even as
interest rates have fallen he has continued to use this hurdle rate as his
investment ROE requirement.

Michael explained to me what he sees as the key principles which deliver an 18.7%
ROE per annum. He believed these principles can best be understood by thinking of
them as three stages in your working life.

Working stage Earning potential | Value per hour
Operational (worker) Low £8.50
Management Medium £50.00
Strategic High £500.00

Here are some examples to drive home clearly what each of these stages mean in
earning potential, and why it is so vitally important to devote more and more of your
time to moving from the worker stage to become a strategic investor.

U The operational area is straightforward - people can be hired at £8.50 an hour
to milk cows and drive machinery.

0 A managerd6s time is more val ua atigrazed
grass has on total production costs. A change of +1% grazed grass as part of
the total dry matter intake leads on to 0.2 pence per litre difference in profits.
That 6s one real benefit of devoting
low costs. Michael calculated his management time as worth £50 an hour.

U Even more valuable was his time spent strategically. Take a business
throwing off £25,000 free cash a year. If this gives an annual compounded

Take
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ROR of 5% it grows to £900,000 in 20 years. If however the annual
compound ROR can be increased to 15%, it grows to £2.9 million.

The extra £2 million is why Michael values his time as a strategic investor at £500 an
hour, and why he has allocated more of his time to this area.

U Michael also pointed out the importance of absolutely straight forward
business dealings.

U Integrity is a key quality in people. Avoid association with people whod o n 6 t
possess integrity.

Michael quoted Warren Buffet of Omaha as sayingi When eval uating
look forintegrit y, i ntelligence and energy. I f s
quick, because there are few worse things in life than an intelligent, energetic
crooko.

U Another important lesson Michael learned early on in life was to treat all
people with respect, irrespective of their status in life. The golden rule is
to do unto others as you wish they would do unto you.

U Michael also placed a big emphasis on planning; he believed that each
individual or partnership, in any business, should have their own well-thought-
through strategic plan which is right in terms of personal, business and
investment objectives plus in risk levels for themselves.

0O Dondt be driven by peer pressur e.

U If changing to new areas then gradually widen your circle of competence
through research, reading, conversation and benchmarking with highly
competent people.

U0 Invest in what you know & where you are comfortable. Planning without

good knowledge is a cardinal error. Sensible planning will lead to clear goals,
which drive consistent progress.

Michael explained that there are five main principles to enjoying dairying and
turning profit into wealth.

1. Devote time to rapidly move up the value added chain for earning potential.

2. Simple grass based production systems free up time.

3. Use this time to acquire relevant knowledge.

4. Stop, think and plan your business based on this knowledge.

5. Remember, always have fun - we only live once.

p e
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The recently published Food Harvest 2020 report heralds an exciting phase in the
evolution and growth of the Irish dairy industry.

The main targets of the report are the growth of the food and beverage exports by
one third to 012 billion, t h eand thecaddgien®ofe o f mi |
20% to the value of the beef sector.

The ending of milk quotas in 2015 will give the sector, for the first time in 31 years, an
opportunity to achieve real growth and scale efficiencies. This will allow individual
farmers to grow their own enterprises without the need for wasteful quota purchases.

3c. Chile

Following on from the USA trip | spent a week in the Los Lagos region of Chile. The
focus of my visit was Manuka Holdings, a New Zealand owned company buying land
and converting into dairying.

Chileds national dai ry i nduilson litrgs opmilb eachs ses app
year. 80% is supplied as fresh milk directly from producers with the majority of this

milk destined for the domestic market. Both producers and processing plants are

located mainly in the south of the country where a dairy cluster has been developed,

thus improving the productive efficiency of this sector.

The expected on-farm growth in milk production is projected to increase total annual
production to 3.5 billion by 2020. Growth potential in Chile is huge and returns after
converting and stocking land are very high.

This provided me with a very good insight into how expansions of dairy farming
overseas can be achieved.

3d. Uruguay

| finished my Americas trip with a week in Uruguay, visiting New Zealand Farming
Systems Uruguay Ltd, which is a South American farm operator, controlled by
Singapore6s Ol am I nternational Lt d

Like Manuka in Chile, NZFSU uses Kiwi know-how to develop dairy farms in
Uruguay.

3e. New Zealand

On the 7™ of December 2010 my wife Kelly & I plus our three young children at the
time (we now have a fourth addition) boarded a plane in Manchester for a combined
Nuffield travel and family holiday. As Kelly & | had lived there in 2002-4, this was an
ideal opportunity to catch up with friends and people who had helped us on our
journey of wealth creation in the dairy industry.
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In the following five weeks we managed to travel around both islands in a camper
van, visit in excess of 25 people related to my Nuffield topic, spend Christmas and
New Year with friends & stay relatively sane! It was an experience enjoyed by all. |
would highly recommend travelling with your family as this gets them feeling part of
the whole Nuffield experience.

There are several reasons why | chose New Zealand as part of my study.

U The dairy industry is a major contributor to the New Zealand economy, with
dairy products accounting for 28% of export earnings in 2009.

U New Zealand is a major player in the world trade of dairy products with
Fonterra responsible for more than a third of International dairy trade.

U New Zealand dairy farmers operate in a competitive farming environment,
with farmer control leading to early uptake of technology and improved
management systems. Farming systems are generally low cost pasture
based systems; feed grown on farm is the major feed input so land
productivity is a critical determinant of farm income. New Zealand dairy
farmers operate in an unprotected environment where the risk is carried by
the industry, without government subsidies since the 1980s.

Dairy farming in New Zealand has undergone substantial changes in the last 10
years. Farm numbers are declining but herd sizes are increasing. Land prices, farm
working expenses, stocking rates and debt servicing have all increased dramatically.
New Zealand farmers have enjoyed and in fact relied upon the capital appreciation of
their land as a major source of return on investment.

Farmland of all kinds has increased in value between 8% and 12% per annum
(depending on the cycle) over a sustained period of time. A part of my study was to
understand this capital appreciation that had developed so strongly in New Zealand
over the last 15 years and see how the best people had captured it and used it to
their advantage.

The traditional career route for individuals in the New Zealand dairy industry is from

worker to sharemilker to owner-operator. In recent years new routes have emerged.

Investigating and gaining a clearer understanding of the variety of ownership

structures that now exist and how they are managed was something | wanted to

grasp. Il wanted to capture the participantds inter
disadvantages of various business structures, and the issues driving change.

At this point in my studies and travels | had become aware of the potential of Once a
Day Milking (OAD) as a tool to take our business forward. So | took the opportunity to
visit some farmers already practicing OAD. It became obvious to me that OAD
milking was definitely worth considering, especially on low cost spring calving units,
and it would work on farms milking 50 or 5000 cows.

Whilst in New Zealand | spent the day with the Livestock Improvement Corporation
(LIC), a dairy farmer-owned cooperative and one of the largest integrated herd
improvement organisations in the world.

| was very impressed by the services that LIC offered farmers in New Zealand, which

included herd testing and milk analysis, artificial insemination, animal health, farm
advisory, herd recording, DNA analysis, farm automation and farm mapping systems.
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3f. France

This was the final leg of my Nuffield travels In late June 2011 | joined up with three of
my fellow Nuffield scholars and spent a week in France.

Al t hough it wasndét all relevant to my subject,
insight into agriculture in another country. We travelled from Brittany down to the

Pyrenees Mountains, looking at Once a Day milking and beef and sheep techno

grazing. It was all very interesting and the enterprises had one thing in common, the

use of grazed grass to drive down farm operational costs.

France is approximately twice the size of the United Kingdom but has a similarly
sized population. Land is comparatively cheap and prices are controlled in such a
way as to safeguard farmland and ensure it remains at an affordable price for those
wishing to work and live on farms. The French still feel a deep affection for the land
and are determined to safeguard their way of life and culture. The French
government has a policy of supporting farmers, especially in under populated areas,
and provides incentives for those young people wishing to set up a business working
the land.

Land with quota can be purchradsded foomas2, DW0 aj
per ha. It is even cheaper where there is ho milk quota. For those wishing to rent,

agreements are usually signed for nine or eighteen years, during which the farmer

has security of tenure. Young farmers have priority when quotas are allocated; grants

are also available to young farmers (qualified in agriculture as being up to 40 years of

age). Older farmers can take out low interest loans.

One good example of this are Laurence and Erwan Le Roux who farm in Brittany.

Each of them is from a farm consultancy background. They started farming ten years

ago after successfully obtaining a tenancy on a 66ha holding. As a start up they

secured a |l ow i nterest | oan of u300, 000, al |
obtamnmed a W30, 000 st the doveranpent.gTheg were aflocatedhthe

quota.

Laurence and Erwan are a fine example of a young couple, making the most of an
opportunity; they have grabbed it with both hands, going from strength to strength.

For the majority of the ten years, they have practised Once a Day milking with a herd
of 90 cows producing 330,000 litres of milk. The cows calve in a 7-week block in an
organic farming system. They aim for a 20% return on assets (ROA) and have
averaged 18.5% for the last five years. The farm profit has averaged 57% of Gross
Farm output for the last five years. Their operation is very environmentally
sustainable. They were publically acknowledged for this achievement when they won
the Sustainable Agricultural Award in France this year.

I was very impressed with the backing the Le
government to get started, something the UK is severely lacking in, and surely there
are lessons to be learnt.

see picture overleaf
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Erwan Le Roux is second from left with fellow Nuffield Scholars and French Farmers.

The photo below refers to the Case Study detailed overleaf i Central Sands Dairy

Clockwise from left: cows milked in 72 point rotary, Dr Gordie Jones,
map of farm layout, Central Sands Dairy.
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4. Case Studies

4a. Dr Gordie Jones, Central Sands Dairy, Nekoosa, Wisconsin USA

Central Sands Dairy, as its name suggests, is smack dab in the heart of

Wisconsind icent r al sandsoOo region. The area
like potatoes, corn and other vegetables. It has an abundance of groundwater not

very far below the surface and sandy soils. Geordie is the managing partner of an

operation that milks 3,800 cows, with a goal of exceeding 4,000. The business is a

few miles from Lake Petenwell, formed by a dam on the Wisconsin River. Having

practised veterinary medicine for 25 years, Gordie has consulted with dairy

producers and veterinarians throughout the world on herd performance, nutrition,

environment and housing design to keep cows clean, dry and comfortable.

Whilst driving up to Nekoosa from Madison the main thought | had was: why was a
low cost grass producer going to see a high cost confinement system? What did |
expect to get out of the visit?

On arriving at Centr al Sands | deci de:
that would benefit my report, I 6d be
work. As it turned out the visit to Gordie was one of the highlight of my travels.

One of the first things you should know about Gordie is his reverence for the dairy
cow. He explained to me that she is the reason we have civilization. She truly is the
foster mother of the human race. Without her we do not have civilization; she gave
us milk, cheese, other dairy products and her meats. She has protected us from
smallpox, the most deadly disease known to the human race. Her milkfat in the
form of CLAs (conjugated linoleic acid) protects us from cancer.

Gordie has devoted his dairy veterinary career to taking care of her and making her
comfortable. In  Gor di eds : oviinl hwo rfiduln  sphaerdts: con
produces mor eo.

In 2007, with Fair Oaks Dairy Farms and Ag Alliance, Central Sands Dairy LLC
(CSD) was set up. Gordie has been based at CSD ever since opening the dairy on
September 15, 2007.

CSD was designed with a simple thought in mind and that was to keep every task
simple and to keep the cows clean, dry and comfortable.

Theherd is 33% Jerseys, 66% Hol steins/
have a 100% Jersey herd. He wanted Jerseys for their milkfat, protein and feed
efficiency. He is currently breeding all his cows to Jerseys. The milk fat is important
for the production of cheesei pr ocessing is a major ini
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A strong believer in engaging with the public, Gordie spends around one day per
week on education and engagement, recognising that large scale units can attract
more than their fair share of controversy. Large dairy units in the USA attract hostility
from the anti-animal lobby and from other farmers, as well as from local people

concerned about smell and pollution. Gordie explained: fi i t is essenti

take PR seriously and are professional in the way that they communicate with their
communitieso

This is something that is highly relevant for us in the UK, and needs attention
especially if we are to gain the faith of the consumers.

AnDairy farmers | ook after
dairy farmers look after their cows
and dairy foods are good f

Those are the three messages that all dairy farmers should communicate to the
public, according to Gordie.

Gordie is without doubt the best cow person | have come across. His attention to
detail is second to none and his unit was extremely well managed. It seemed to work
effortlessly, but | would imagine that it took a long time to perfect the system. He put
a lot of this down to his senior management team, all made up of Mexican labour.
They were well trained, exceptionally hard workers and also very well paid.

A large proportion of the success of the dairy in my view was down to the breeding
policy Gordie implemented. It goes a long way to demonstrate that crossbreeding in
any system and importing that hybrid vigour into a herd is essential to a growing dairy
farm business.

Central Sands Dairy i Vital Statistics

3,200 cows in milk, 600 dry Sand bedded cubicles

4 row free-stall barns Herd average 9,500 litres
72 point rotary parlour 4.1% bf, 3.1p, SCC 120
300+ cows calve/month Staff of 18, mostly Hispanic
Methane digester powers 750 homes | Cows milked 3x per day
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