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Executive summary

Subtropical Dairy is the dairy industry
development body for Australia’s
north-eastern dairying region
encompassing Queensland and
northern New South Wales (NNSW).

It is one of eight Dairy Australia regional development
groups and aims to help advance the industry in the
region through the delivery of research, development and
extension (RD&E). Subtropical Dairy is funded primarily

by Dairy Australia and the Dairy Service Levy. It has been
in operation since 1996 to guide the strategic direction
and implementation of dairy research, education and
promotion programs in north-eastern Australia.

Since the publishing of its last strategic plan in 2017,
collaboration between Subtropical Dairy and Dairy
Australia has evolved considerably. Today, in addition to
its own initiatives, Subtropical Dairy is the regional delivery
arm of Dairy Australia for the provision of industry services
to the north-eastern Australian dairy industry.

The Subtropical Dairy Programme Strategic Plan 2023—
2028 describes Subtropical Dairy Programme’s strategic
priorities and investment intent over the next five years.
This plan was developed following a consultation process
involving surveys, workshops and facilitated discussions
with farmer groups across Queensland and northern
NSW. Service providers and collaborators were also key
contributors. Key to its design was a two-day workshop
in late September 2022 at Kooralbyn, Queensland, where
over 30 farmers and stakeholders participated to identify
opportunities and challenges facing the north-eastern
Australian dairy industry over the next five years. The
Subtropical Dairy Board also held several workshops to
refine the plan.

The north-eastern Australian dairy industry has been in
contraction since 2000, with regional milk supply over
the last six years declining at approximately 3.5 per cent
per year and farm numbers declining at 5.2 per cent per
year. Current attrition rates predict the industry will cease
in Queensland in 2035 unless there is significant change.
There have been various factors at play causing this
attrition, but critical issues are industry fatigue, market
failure, a lack of substantial productivity gains, variable
weather patterns, cost pressures and accessing labour.

Despite the challenges the north-eastern Australian
dairy industry has faced over the last two decades,
there are well-structured dairy businesses that have
adopted and implemented practices to manage key
profit drivers and risk. These are resilient enterprises and
are generating significant returns on investment, even

in a volatile operating environment. The region’s dairy
farm and processing sectors continue to be supported
by stable returns from growing markets. Regional milk
supply is currently not meeting local consumer demands,
relying on imported milk from southern NSW and northern
Victoria. This shortfall in the region’s milk supply is an
opportunity for existing dairy businesses to expand

and for new entrants to enter the industry.

Our research and consultation has identified several
specific opportunities and challenges over the next five
years. Examples of key opportunities include the regions
proximity to a large growing domestic market, increased
farm gate prices, forage production capacity and the
emergence of genetic technology to deliver stepwise
productivity gains. Some key challenges include more
volatile input markets and weather patterns, accessing
labour, lack of investment pre-farm gate, and the inherent
challenges to dairy farming in the subtropics and tropics.

In response to this future operating environment,
Subtropical Dairy has developed three key responses
comprising of various discipline strategies. These are:
better outcomes for dairy farm businesses through
improving the enabling environment; delivering more
customised and responsive farm services; and supporting
more competitive, contemporary and resilient farm
businesses and systems.
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Introduction

The Subtropical Dairy Strategic Plan 2023-2028 provides a framework
for Subtropical Dairy’s investment and priorities over the next five years.

It has been developed in consultation with Dairy Australia,
regional farmer groups, Queensland Department of
Agriculture and Fisheries and key industry stakeholders
including milk processors and agribusiness. Consequently,
this strategic plan has close alignment with Dairy
Australia’s Strategic Plan 2020-2025, the national pre-
farm gate dairy RD&E strategy Dairy Moving Forward

and the Australian Dairy Plan. Maximising returns on

levy investment through leveraging co-investment has
been, and will continue to be, integral to how Subtropical
Dairy operates.

Subtropical Dairy’s remit is based on delivering national
and regionally developed extension programmes and
facilitating short-term applied farmer-led research and
development. It operates predominantly pre-farm gate
in partnership with Dairy Australia and other regional
Research, Development and Extension (RD&E) investors
and providers.

The Subtropical Dairy Strategic Plan 2023-2028 is focused
on building resilient, sustainable farm profitability through
three core strategic priorities.

Subtropical Dairy's Strategic Priorities

1 Better outcomes for dairy farm businesses
through improving the enabling environment

2 Delivering more customised and responsive
farm services

3 Supporting more competitive, contemporary
and resilient farm businesses and systems

The Board and Executive of Subtropical Dairy are confident
that this strategic plan charts a path to equip Subtropical
Dairy and its partners to deliver productive outcomes

for levy payers through capitalising on world class,
contemporary dairy RD&E to respond to opportunities

and challenges from 2023 to 2028 and beyond.

Subtropical Dairy would like to thank everyone who
contributed to the development of this plan. Special thanks
goes to Barb Bishop and Associates for facilitating a two-
day workshop that was key to the plan's development.

Luke Stock Chairperson

gc ez~

Brad Granzin Executive Officer






Objective

Outcomes

Strategic priorities

Subtropical Dairy has three strategic priorities over the next five years.
Each priority is underpinned by an objective and key outcomes.

Better outcomes for dairy farm
businesses through improving
the enabling environment

THE ENABLING ENVIRONMENT

a Work collaboratively with other
stakeholders in north-eastern
Australia to improve the return
on investment of levy

b Informing farmers, aspiring farm
owners, investors and financial
institutions about various
business and ownership models
that can enable transition
in or out of the industry

¢ Developing new farmer leaders

d The development of regionall
service providers

Delivering more customised
and responsive farm services

FARM SERVICES

a Farm services delivering new
knowledge and technology

b Adapt delivery models
to drive practice change

¢ Supporting businesses during
extreme operating conditions,
such as weather events

Supporting more competitive,
contemporary and resilient farm
businesses and systems

FARM BUSINESS STRATEGIES
AND FINANCIAL PERFORMANCE

a Dairy farmers increase profitability
by improved decision-making
based on appropriate analysis
and interpretation of key
profit drivers

b In terms of seasonal milk
production, dairy farm businesses
understand their biophysical,
financial and people strengths
and weaknesses of their systems
and adapt their milk production
strategies accordingly

c Increased long-term profitability
and business resilience through
enterprise strategic planning to
manage volatility (inputs and
weather events) and long term
transformations (evolving value
chains and climate change)



AGRONOMY AND
HERD NUTRITION

a Improved soil management
and utilisation of nutrients
and water

b Milk income over feed costs
is maximised

¢ Providing extension support
to local research and
development outcomes

HERD DEVELOPMENT,
PERFORMANCE,
HEALTH AND WELFARE

a Investing and integrating
infrastructure and feeding
systems

b Improved management

of mastitis and lameness

¢ Farmers operating best
practice in animal husbandry

STAFF

a Support dairy farms to provide
a safe work environment

b Reduce staff requirements
through automation and
business review

c Farms invest in the skill
development of their staff
to improve productivity

d Farmers are preferred
employers and skilled managers

Subtropical Dairy Strategic Plan 2023-2028



About us

Subtropical Dairy is the dairy industry development body for Australia’s north-eastern
dairying region encompassing Queensland and northern New South Wales.

It is one of eight Dairy Australia regional development
groups nationally and aims to help advance the industry
in the region through the delivery of RD&E. Subtropical
Dairy is funded primarily by Dairy Australia and the Dairy
Service Levy.

Subtropical Dairy has been operating since 1996 to guide
the strategic direction and implementation of dairy
research, education and promotion programs in north-
eastern Australia. In response to a reduction in public
dairy extension investment over the last seven years,
Dairy Australia is now a deliverer of extension services
nationally. As a key partner of Dairy Australia, the remit of
Subtropical Dairy has also changed with the organisation
now facilitating the regional delivery of extension
services. Farmers are the key clientele of Subtropical
Dairy. In addition, Subtropical Dairy has key collaborative
relationships with advisers and organisations associated
with north-eastern Australian dairy supply chains.

Between 2017 and 2022, Subtropical Dairy has delivered:

+ 715 events to 9,879 participants across a range of
technical disciplines, networking activities and projects.

+ Over 500 11 consultancies mostly focused on
emergency response and externally funded projects.

+ Posted 5,500 copies of regional newsletters, such
as Northern Horizons.

Additionally over these five years, Subtropical Dairy
published its weekly e-news, managed multiple social
media interfaces, and shared a website with the
Queensland Department of Agriculture and Fisheries.
It also funded and facilitated 36 regional R&D projects
instigated by its seven farmer-led Regional Groups.




Our role

- Deliver extension services through information . o .
provision, facilitating groups, ne?works, workshops and Where we fit within the RD&E environment
events, and supporting mentoring and one-on-one Subtropical Dairy is in a unique position to lead,
technical advice. influence, co-ordinate, collaborate and deliver a

range of strategies and projects relevant to the dairy

industry. The following diagram shows Subtropical

Dairy's central strategic role in aligning and working

with national, government and local investment and

priorities to deliver the best outcomes for farmers.

+ Capacity building in terms of farm practices,
management, compliance, leadership and career
development.

+ Identify and facilitate projects and relationships
providing benefit for the local dairy industry.

+ Advocate best-practice in animal health and welfare, National RD&E
environmental and natural resource management, strategy — DMF
and business management.

+ Build local community awareness of the dairy industry.

. . ) . Local, state and Farmer
« Work with dairy farmers to identify and evaluate areas federal government priorities
where RD&E may assist in the competitiveness and priorities
sustainability of our region.
- Develop partnerships with industry stakeholders RDE&E partner Industry
. . . priorities priorities
to maximise the benefits gained from the investment
of the Dairy Services Levy.
+ Where possible, use the Dairy Services Levy to leverage Australian
funds from other sources that can add value to current Dairy Plan

and future projects.

+ Participate in national priority setting and strategic
planning of farm RD&E.

- Ensure responsible and timely use is made of the
Dairy Services Levy paid by the region’s dairy farmers.

+ Apply appropriate corporate governance policies
and principles in the operation of the business.

+ Monitor and evaluate the effectiveness and efficiency
of all the above.

Subtropical Dairy Strategic Plan 2023-2028 9



10

Dairying in

north-eastern Australia

The Subtropical Dairy region (from the Atherton Tablelands in Queensland to Kempsey in northern
NSW) has approximately 385 farms producing 4.7% of Australia’s milk supply. Farms are located
across an area of 200,000km?, with the region extending 1,700km north to south.

Annual milk production in the Subtropical Dairy region in
2021/22 was 409 million litres (ML) (299ML in Queensland
and 110 ML in northern NSW). Milk is produced all year
round. Despite a slight reduction in drinking milks sales
over the last seven years, the Queensland marketplace is
still substantial. The annual drinking milk market (October
2021 to September 2022) in Queensland was 573 million
litres. The Subtropical Dairy region has seen the greatest
attrition in the last six years in subcoastal and inland dairy
businesses as opposed to coastal farms (Figure ).

Bioclimatic challenges of dairying in
tropical and subtropical environments

Despite considerable investment in RD&E globally,
modern-day dairying in the tropics and subtropics is
still problematic. Highly productive cows, typically of
Bos taurus genetics, such as Holsteins, are susceptible
to heat stress, disease and pests. Tropical forages have
inherent characteristics that make them less productive
than temperate species. Rainfall patterns can also

be more extreme. While all these challenges can be
addressed, they come with cost and risk. Globally, we are
seeing some growth in milk supply in some tropical and
subtropical dairy industries. Often this has been due to

the industry evolving from a low farm productivity base
or rapid growth in the scale of processing operations.

Queensland is the most disaster impacted state in
Australia. Since 2017, 64 of the state's 77 local government
areas have been impacted by one or more declared
disaster events. Between 1970 and 2019, Queensland

and NSW have experienced 74 per cent of the national
economic loss due to natural disasters ($52.87 billion).

Throughout the Subtropical Dairy region, farms are
spread across coastal river catchments, moderate

rainfall cropping regions and upland high rainfall zones.
The region has a diverse range of dairy business systems
due to varying biophysical and climatic factors, and
management strategies. The region continues to see
severe drought and extreme rainfall events, with a gradual
trend down in annual rainfall totals in the last 30 years.

2016 2022
Total milk produced ML 550 409
Number of farms 578 396
ML per farm 0.95 1.03

Figure 1 Attrition in the last six years in subcoastal and inland dairy farms

W 2016 2022

150

120

Average 45% decline

90
Average 17% decline

60

Number of farms

IENN

Far north NSW Sunshine Coast Mid north NSW

Far north Qld

Central Qld Darling Downs South-east Qld Burnett



Dairy farms in the region have increased production over
the last six years. In 2016, the annual milk production of
an average Queensland dairy farm was one million litres.
In 2022, this had increased to 1.07 million litres. This has
been driven by both an increase in herd size and milk
production per cow. Queensland Dairy Accounting
Scheme (QDAS) figures show that the value of farm assets
under management has increased from $4.6 million in
2017 to $6.0 million in 2022. As has been the case in the
past, there has been a trend to larger, more intensive,
complex business models.

QDAS figures from 2016 to 2022 showed an average
enterprise Earnings Before Interest and Tax (EBIT) of
$148,020 per farm (range of $29,111 to $237,784) and an
average return on asset (RoA) of 3.0 per cent (range

0.6 per cent to 4.4 per cent, excluding capital gain).
This is below the long-term average RoA for agricultural
investments of approximately five per cent (excluding
capital gain). Historic analysis has shown that the
Queensland dairy industry has experienced growth
when annual RoA has been greater than 4.5 per cent
(2008-10 and 2016/17). These periods of higher profitability
have been underpinned by high farm gate price and
better seasons.

Equity and debt

Between 2016 and 2022, the Queensland and northern
NSW dairy farm sectors have maintained relatively high
equity. Benchmarking results over this period shows an
average equity of 78 per cent (range of 76 to 80 per cent
for QDAS and 71 to 81 per cent in NNSW). Of note is that
NNSW farms had lower than average equity during
2021(71%) and 2022 (75%). Debt servicing has averaged
2.3 cents per litre (cpl) in Queensland (2.0 to 2.9¢pl), while
debt servicing has been higher in NNSW at 4.0cpl (3.5
to 4.7cpl). Anincrease in medium business interest rate
of 3.6 per cent since mid-2021 would likely increase this
debt servicing by up to 3cpl subject to bank terms.

Opportunities to improve farm profitability

QDAS results between 2016 and 2022 have shown the
top 25 per cent of dairy businesses delivering an average
annual EBIT per cow of $1,156 (range of $624 to $1,613).
This compares to the average for a QDAS farm over the
same period of $562 (range of $113 to $861). Expressed

as a multiple, the top 25 per cent of QDAS farms had

2.6 times the average (a range of 1.7 to 5.5). Dairy Industry
Farm Monitor (DIFM) results for all of NSW show a similar
trend over the same period. The top 25 per cent of farms
had an average annual EBIT per cow between 2016 and
2022 of $1,265 (range of $746 to $1,975) versus an average
$553 (range of $161 to $1,081). When this difference is
expressed as a multiple, the top 25 per cent of DIFM farms
benchmark 2.8 higher EBIT per cow than the average

(@ range of 1.8 to 4.6). These comparisons show that there
is scope to understand the reasons for the substantial
difference in farm business financial performance across
Subtropical Dairy.

Forage management and nutrition

The Queensland Department of Agriculture and
Fisheries (DAF) is the lead agency for feedbase R&D

in north-eastern Australia under the C4Milk project,
with Subtropical Dairy playing a supporting role,
assisting in extension of outcomes from this project.

In addition, Dairy Australia facilitates the delivery

of national extension programmes in soil management
(FertSmart) and herd nutrition.

Dairy feeding systems in north-eastern Australia continue
to change due to climate variability, increased feed
related costs (FRC) and changes to the milk supply
market. These changes have resulted in a fundamental
shift from traditional pasture-based dairy feeding
systems towards intensive feeding systems. DAF analysis
has shown that the observed decline in EBIT from 2016
through to 2020 was driven by both an increase in non-
FRC (e.g. labour) and a decline in margin over feed related
costs (MOFC). MOFC was at its lowest in 2019 and 2020,
due to drought and high commodity prices.

Subtropical Dairy Strategic Plan 2023-2028
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Labour efficiency and costs

QDAS reports over the last six years show that labour
costs ([employed and owner imputed) are the second
highest cost to Queensland dairy farms. Labour expenses
as a proportion of milk income has been stable over this
period; however, there has been a gradual trend towards
reduced labour efficiency. This compares to a slight
improvement in labour efficiency in northern Victoria
(Figure 2).

Figure 2 Labour efficiency across north-eastern

Australia and northern Victoria
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Recruiting and retaining staff

Unemployment in Australia is currently at historical

lows. Dairy Australia survey data collected during 2022
indicates that one in four dairy farmers are unable to

find labour or access the skills they need on farm. Staff
retention in Australian dairy businesses is also a challenge.
In a survey during 2021, 40 per cent of farms had one staff
member leave and 47 per cent had recruited new staff
over the previous 12 month period.

Markets and processing

Dairy supply chains in the Subtropical Dairy region

almost exclusively service the domestic market with

a strong focus on fresh milk lines or other niche locally
manufactured products. It is estimated that five per cent
of the region’s milk supply is exported as milk fat products,
ice cream and fresh milk.

As has been the case for the last 12 years since the
introduction of discounted fresh milk by local retailers,
the challenging domestic trading environment has led
to margin erosion for local value chains. There has been
limited capacity to pass on higher costs to consumers,
particularly those due to unseasonal events or natural
disasters. There have also been cost rises in a number
of general business inputs such as energy and staff. This
issue is further exacerbated by national pricing by large
retailers. This makes it difficult for regional processors to
recoup the inherent higher milk supply costs associated
with tropical and subtropical dairy farm systems.

In 2016 — when the last Subtropical Dairy strategic plan
was prepared — Queensland farm gate milk supply
(377ML) was 71 per cent of demand (531ML). In 2022,
there has been further attrition in supply (299ML) which
contrasts with the drinking milk market growing to
573ML. Consequently, self-sufficiency in Queensland
has declined to 52 per cent. Between October 2021 and
September 2022, Queensland milk supply was lowest

in April (713,000 litres per day) and highest in October
(930,000 litres per day).

Consumer expectations
regarding sustainability

There is emerging global compliance to reduce green-
house gas (GHG) emissions in dairy systems with many
multinational processors setting a zero-emission target
by 2050. Dairy systems in subtropical and tropical
countries produce a third of the world's milk supply, but
emit over half of the global dairy GHG emissions. Much
of this is due to the lower digestibility of tropical forages,
lower cow productivity, both within a lactation and over
her life. The Australian Government has a commitment to
net zero GHG emissions by 2050. Through the Australian
Dairy Industry Sustainability Framework, the Australian
dairy industry has set a 2030 goal to reduce GHG
emissions intensity by 30 per cent.

Subtropical Dairy Strategic Plan 2023-2028
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Opportunities and challenges

The Subtropical Dairy region has the following existing and emerging opportunities and challenges.

Strategic
area

Driver

Value chains and the enabling environment

Markets and
consumers

Profitability

Post-
farmgate
investment

Policy

Key @ Opportunity

Population growth

Domestic per capita consumption

Emerging plant-based
dairy products

Carbon emissions

Calf welfare
Social license

Farm gate milk price

Loss of margin

Inability to pass on costs

Risk regarding re-investment
in aging processing facilities

Policy to grow the region's
dairy industry
Water

Challenge

Environmental scan

Growing domestic market driven by regional population growth.
Australians are consuming less dairy.

Sales are increasing by 14% p.a.

There is growing market accountability regarding carbon emissions
from business.

Increasing compliance on calf welfare and bobby calves.

Through social media, there is greater public scrutiny on dairy farming.

Farm gate price in north-eastern Australia has increased significantly
recently and is relatively stable.

The discounting of fresh milk by retailers has led to margin erosion
across value chains.

The annual cycle of milk supply contracting means farm businesses
need to absorb volatile input costs.

There has been little investment by large processors recently.
Facilities in urban locations face increase commercial competition
for land and infrastructure.

Lack of government and private sector policy to stimulate pre-farm
gate investment in the north-eastern Australian dairy industry.

Environmental policies and growing populations are placing pressure
on agricultural water availability and infrastructure development.

Outlook
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