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INTRODUCTION

P This presentation will draw upon four main sources of

information

» Study of dairy farms that have undertaken a major
expansion

» A detailed cost of production study using enterprising
methods

» The data from our TelFarm system

» Research project on risk management related to human
resources in dairy

P Using these studies the presentation will examine ways
in which a business can position itself for the future
» Mainly examining the economic factors but also other key
factors

WHAT IS A VIABLE DAIRY SYSTEM?

P Economic parameters
» Cash Flow
» Economic profitability
» Debt position
» Risk
» Family living support
P Production feasibility and efficiency
P Environmental constraints and other considerations
P Animal welfare
P Personal and family satisfaction
P Community acceptance
P Others




AN IMPORTANT ECONOMIC
QUESTION — HOW LARGE SHOULD
THE BUSINESS BE?

P The tenancy in agriculture has been toward larger units
» Dairy farms in the United States
— In the last 30 years, the average dairy farm size has
increased by over four fold
— Thisamounts to agrowth of 3.2 % annually
— In the past 10 years there has been almost a doubling in
cows per farm
— The main growth has beeninthe farms with over 500 cows
P There are alternatives to growing the farm to remain
competitive
» Becoming very efficient with tight cost control
» Moving into niche or specialized markets to achieve higher
prices (e.g., organic production)
» Better marketing
» Using off-farm income sources
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WHAT DOES THE LONG-RUN
AVERAGE COST CURVE LOOK LIKE?
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FACTORS IMPACTING THE LONG-
RUN COST CURVE

P Factors causing it to decline
» Non-size neutral technologies
» Spreading the investment costs over more units
» Improvements in management skills and ability to
specialize
» Economies in purchasing power
» Better marketing options

P Factors causing it to increase
» Lost of management control
» Logistics costs
» Environmental costs
» Local community costs

P Very little research is being conducted currently on this
topic




LARGE OPERATIONS COMPARED TO
SMALLER ONES

TelFarm Project, Michigan, 2003

>100 Cows 250+ Cows
Aver Number of Cows 69 423
Number of Operators 1.2 1.8
Hours of Labor Hired 2,047 19,356
Ending Total Assets ($) 560,867 2,574,526
Debt to Asset Ratio (%) 26 50
Milk Price ($/cwt) 12.49 12.67
Milk Production (Ibs/cow) 18,145 23,444
Net Cash Farm Inc ($) 43,918 211,013
Net Farm Income ($) 17,185 104,692
Labor & Mngt Earnings ($) 3,921 79,083
Return on assets (%) -1.3 3.6
Family Living Draw ($) 41,519 94,359
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WHAT HAPPENS WHEN A DAIRY
FARM GROWS?

P This was the focus of recent research project
» Study conducted in Wisconsin and Michigan on farms that
undertook a major expansion (a one-time growth of 20%
or more in milking herd size)
— MS thesis of Gregg Hadley
— Case study of 20 herds (these are the survivors)
» Issues studied in the research project
— What were the primary reasons for growing
— What impact did growth have on milk production,
reproduction, herd health, and the cropping program
— What effect did it have on labor management and
human resource management
— How did it influence the business financially
— What were the effects of environmental compliance,
public relations, and zoning
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PRE AND POST-FARM COMPARISONS

Pre Post % Change

Herd size (cows) 296 569 92
Crop acreage 978 1,069 9
Cows per acre 0.30 0.53 7
Rolling Herd Average 21,900 23,064 5
Milk Shipped (Ibs/yr)

Number of managers 25 34 36
Total dairy employees 5.1 8.5 67
Total Employees 7.0 10.7 53

Initial farm size ranged from 60 to 1,071 cows

One half of the farms had no prior major expansion
experience
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MANAGEMENT SKILLS

P The managers were asked to take the “Management
Inventory” test
» There were no differences in the five management areas
of planning, organizing, staffing, directing and controlling
P Managers were asked what were the most important
management skills to have if expanding
» The highest ranked skill by a substantial margin was
human resources skills
» The next two highest ranked were financial and
operations, closely followed by herd management
» Environmental and strategic planning and were also
important skills
» Of lesser importance was marketing and risk management
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REASONS FOR EXPANSION

P The number one reason by a substantial margin was to
improve profitability

P The second most important reason was to improve the
quality of life
» This can be a two-edged” sword

P Other more important reasons in order of importance
include:
» Replacing a worn facility
» Human resources issues
» Managerial challenge

P Lesser important reasons include:

» To accommodate a new partner
» To be able to dairy full-time
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IMPACT ON MILK PRODUCTION
AND REPRODUCTION

P Earlier studies indicated that there was a drop in
production following expansion

P Results of this study to not follow the same pattern
» Compared two years before to 2 years following expansion
» The average milk production increased from 22,075
pounds rolling herd average before the expansion to
23,228
— Two of the farms did experience a decreased
» The butterfat and protein yield also increase by the same
magnitude
P The impact on reproduction was minor
» Days open and calving interval were essentially the same
with a slight decrease in services per conception
» The was an increase in the percentage usage of a bull
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IMPORTANCE RANKING OF
PRODUCTION PROBLEMS

Pre Post
Cow comfort 1 1
Management emphasis 2 10
Feeds and feeding 3 3
Overcrowding 4 11
Reproduction 5 12
Milking system 6 2
SCC and mastitis 7 4
Labor issues 11 6
Genetics 13 5

There was a very slight drop in the culling rate following
the expansion but a small increase in both cow and
youngstock mortality

The importance of certain diseases changed some
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IMPACT ON CROPPING PROGRAM

P Effect on crop yields and quality
» Except for a couple of a cases, the farms experienced
either no change or improvements in crop production
P Reasons why these results are observed are mainly
related to:
» Management and labor specialization
» Custom harvesting
» Management emphasis
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HUMAN RESOURCES
DIMENSIONS OF EXPANSION

P There was growth in the number of employees hired

P The milk sold per full time worker for the entire
business increased by 33%

P The productivity of the dairy-focused employees
increased
» Labor cost per hundredweight of milk by dropped by 32%

P Human resource management became a major problem
area following expansion
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COMPARISONS OF HUMAN
RESOURCES PROBLEMS

Responses

Pre Post % Change
Evaluating 3 10 233
Providing benefits 3 6 200
Achieving perform. goals 3 8 167
Full-time employ. quality 3 8 167
Training 3 7 133
Employee selection 3 5 67
Compensation 3 5 67
Communications 6 9 50

A recent study with Dr. V. Bitsch indicates that the
importance of some of these problems has changed with
the hiring of Hispanic workers

— Easier to find workers with a good work ethic

— Communication problem has become more complex
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ENVIRONMENTAL COMPLIANCE,
PUBLIC RELATIONS,
AND ZONING IMPACTS

P Environmental compliance was a issue for many of the
farms expanding
» About 25% encountered problems
» Today it is even a bigger issue and concern

P Public relations was even a bigger issue with over half
having problems
» Most of the complaints came from people with agricultural

backgrounds

» Some farms were very innovative in this area

P Zoning was not a large issue for these farms

P Those farms that anticipated difficulties in these areas,
had less problems in getting approval for their
expansion
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USE OF OUTSOURCING

Pre Post
Crop Harvesting 2 12
Heifer Raising 3 9
Calve Raising 0 6
Manure Hauling & Appl. 1 6
Crop Production 3 5
No outsourcing 11 1

Outside consultants were much more widely used after
the expansions with the most common areas being:

— Nutrition

— Farm management

— Agronomy

— Financial
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WHAT DOES THE ENTERPRISING
STUDY SUGGEST ABOUT
OUTSOURCING STRATEGIES?

P The four largest costs of milk production are:
» Feed,36%
» Labor,17%
» Replacements, 14%
» Fixed Costs (interest, insurance, equipment, buildings,
management fee), 14%
P As arule the farms were not profitable in the following
areas:
» Production of corn for grain
» Raising of replacements
» Production of hay forages
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FINANCIAL IMPACTS
OF THE EXPANSION

Pre Post
Debt to Asset Ratio (%) 31 43
Net Farm Income ($1000) 104 141
Ret to Oper Cap & Mngt ($1000) 9 33
Return on Assets (%) 3.25 3.21

For these farms there was high varability in the
numbers. The internal rate of return ranged from 24%
to -32%.

Using regression analysis, one one variable (e.g., milk
per cow, labor cost, management score, size, etc.) was
able to explain the differences in the return on assets.
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OBSERVATIONS FORM THE
ENTERPRISING STUDY

P The largest farms were not the lowest cost producers
» The lowest cost producer was mid-sized
— This is a no-frills operation that tightly controls the three
major costs of feeding, labor, and replacements and
acheived high milk production
» Of the smaller operations, one was the highest cost
producer and the other was one of the lower cost
producers

— Both needed off-farm income to meet family living needs

P Some of the larger farms had good cash flows but also
among the higher cost producers

P The cost of the feeding program and resulting milk
production was not closely correlated
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SUMMARY

P Economics is only one aspect of having a viable dairy
system

P Having a strategy for competing in the future is critical
» Are you going to be a low-cost producer
— Look for ways to control costs
— Become larger to take advantage of economies of size

— Much can be learned from the experiences of others that have
expanded

» Explore ways to enhance the revenue side by exploiting
niche and speciality markets
» Supplement the farm income from off-farm sources

P Regardless of the strategy selected, it will still take
good management to be successful
» Be sure you have a good business plan that considers all
aspects of the business; inclucing personal, family and
business goals
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