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Introduction

The Dairy Business Analysis Project (DBAP)
was initiated in 1996 by the University of Floridain
an effort to measure and document the financial
performance of Florida dairy farms using
standardized accounting measures. The University of
Georgia has been aformal collaborator since 1998. A
committee of dairymen appointed by Southeast Milk,
Inc. oversees the project and helps direct its course.
The DBAP websiteis
http://dairy.ifas.ufl.edu/programs/dbap.shtml.

Financial datafor the year 2004 were collected
from participating dairy farms and screened for
completeness and validity. Each dairy farm then
received a benchmark report detailing its financia
results compared to the average results for the other

participants and the six dairy farms with the highest
net farm income per cwt. This benchmark report is

discussed with the dairy farms to identify challenges
and opportunities for improvement.

This publication is a summary of the financial
performance of the dairy farms that participated in
2004. It isintended for general use by dairy farmers,

the allied industry, and government, and educational
professionals.

Data Collection and Accounting
Methods

Dairy farmsin Florida and Georgia were asked
to participate in DBAP. Participants were not a
random sample of all dairy farmsin the two states.
Thefinancial performance results in this publication
are therefore not necessarily representative of the
results of all dairy farmsin Florida and Georgia.

Most of the data were collected by extension
agents when visiting dairy farms using a standardized
data collection spreadsheet. Occasionally, data were
sent in by the dairy farms. The financial datawere
either entered into the spreadsheet on the farm or
mailed in on paper copies of the spreadsheet.

The accounting methods followed the
recommendations made by the Farm Financial
Standards Council Farm Financial Standards Council.
1997. Financial Guidelines for Agricultural
Producers. All revenues and expenses were accrual
adjusted. Cash receipts and expenses were therefore
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adjusted for changesin inventory, prepaid expenses,
accounts payable, and accounts receivable.
Depreciation data were often taken from tax records.
Asset valuation was based on market valuesiif
available, but the changes from January 1 to
December 31 were kept small. Unpaid management
was valued at $50,000 per farm. Gain or loss on sale
of purchased livestock resulted when livestock
depreciation did not completely account for the gain
or lossin the value of the purchased livestock during
2004. Appreciation resulted when machinery and
building depreciation did not completely account for
the gain or loss in the value of these capital assets
during 2004. The bottom line of each dairy farmisits
net farm income. Net farm income is the return to the
owner and unpaid family members for their |abor,
management, and equity in the dairy farm. It isthe
total income available for owners salary, new
investments, taxes, and paying off principal.

All submitted data were carefully scrutinized and
checked for completeness. The cash flow statement
reconciles the net cash flow resulting from the
reported operating, investing, and financing activities
with the reported available cash on the January 1 and
December 31 balance sheets. The equity statement
reconciles the changesin equity through reported
retained capital and valuation with the calcul ated
equity on the balance sheets. The reconciliation
attempts typically result in unresolved imbalances.
Both cash flow imbalance and equity imbalance had
to be less than 10% to be included in the summary
results reported here.

All resultsin this publication are the smple
averages of the statistics of the dairy farms with valid
data. Every dairy farm has equal weight. For
example, assume a 100-cow herd produced 1,700,000
Ibs of milk (17,000 Ibs/ cow) and a 1,000-cow herd
produced 19,000,000 Ibs of milk (19,000 Ibs/ cow).
Average milk yield per farm is (19,000,000 +
1,700,000) / 2 = 10,350,000 Ibs and average herd size
is (100 + 1000) / 2 = 550 cows. The weighted
average milk yield per cow is 10,350,000 / 550 =
18,818 Ibs/ cow. The simple average milk yield per
cow is (17,000 + 19,000) / 2 = 18,000 Ibs/ cow.

Some definitions and calculation rules are as
follows:

Asset turnover ratio = total revenues/ average
assets

Assets = value of assets on the balance sheet

Average assets = average of value of assets on
January 1 and December 31

Average equity = average of value of equity on
January 1 and December 31

Capital replacement and term debt repayment
margin = NFIFO + depreciation + interest on term
debt — net socia security and income taxes —
owner withdrawals — annual scheduled payments on
term debt and capital leases.

Cash flow coverage ratio = (cash revenues —
cash expenses) / current liabilities

Current assets = short-term assets that can be
utilized within one year

Current liabilities = liabilities due within one
year

Current ratio = current assets/ current
liabilities

Debt to asset ratio = liabilities / assets
Debt to equity ratio = liabilities / equity

Depreciation expense ratio = depreciation / total
revenue

Equity = assets - liabilities
Equity to asset ratio = equity / assets

FTE = full time equivalent worker, on average
54 hours per week

Interest expense ratio = interest paid / total
revenue

Liabilities = value of liabilities on the balance
sheet

Net farm income = NFIFO + gain on sale of
capital assets
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NFIFO = net farm income from operations
NFIFO ratio = NFIFO / total revenue

Operating expense ratio = (total operating
expenses — depreciation) / total revenue

Operating profit margin ratio = (NFIFO +
interest paid — unpaid management) / total
revenues

Rate of return on dairy assets = (NFIFO +
interest paid — unpaid management) / average
assets

Rate of return on equity = (NFIFO — unpaid
management) / average equity

Std = standard deviation

Term debt and capital lease coverage ratio =
(NFIFO + non dairy income + depreciation + interest
paid on term debt — net social security and income
taxes — owner withdrawals) / (annual scheduled
payments on term debt and capital |eases)

Working capital = current assets - current
liabilities

Results

Summary results are presented in Tables 1.1 to
4.4 and Figures 1 to 5. Revenues and expenses may

not add up due to rounding. In brief, twenty-two dairy

farms were included in the summary results. Of
these, 15 were located in Floridaand 7 in Georgia.
The average herd size of the participating dairies was
1170 cows and 585 heifers with 18,207 Ibs. milk sold
per cow. The average culling rate was 31%. The
average milk price was $18.98. Average total
revenues were $20.89 per cwt. milk sold. Total
expenses averaged $19.39 per cwt. sold. The largest
items were purchased feed, $8.13, and personnel
costs, $3.17. Net farm income from operations
averaged $1.50 per cwt. sold. Net farm income per
cwt. was $1.58.
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Figure 1. DBAP 2004 Summary - Milk production (lbs /
cow / year) by heifers / cows.
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Figure 2. DBAP 2004 Summary - Net farm income ($ / cwt)
by heifers / cows.
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Figure 3. DBAP 2004 Summary - Net farm income ($ / cwt)
by total expenses ($ / cwt)
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Figure 4. DBAP 2004 Summary - Net farm income ($ / cwt)
by milk yield (Ibs / cow / year).
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Figure 5. DBAP 2004 Summary - Net farm income per cwt
(%) by average number of cows. The x-axis is not displayed
to avoid possible identification of dairy farms.
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Table 1.1. DBAP 2004 Summary - Business size and production efficiency by state and overall average, median, and
standard deviation.

Overall State Averages

Category Average Median std* Florida Georgia
Number of farms 22 22 22 15 7
Business Size:

« Average number of cows 1,170 576 1,125 1,373 735

* Average number of heifers 585 399 659 634 480

« Milk sold (million Ibs) 21.64 11.61 21.17 24.66 15.15

« FTE® workers 20 11 18 23 14

« Acres of pasture + cultivated land 656 372 788 793 361
Production Efficiency:

« Milk sold (Ibs / cow / year) 18,207 18,304 3,111 17,273 20,210

» Cows / FTE worker 53 56 25 55 49

« Milk sold / FTE worker (million Ibs) 0.97 1.02 0.45 0.96 0.98

« Cull rate 31% 30% 6% 30% 33%

! Standard deviation
2 . .
Full-time equivalent

Table 1.2. DBAP 2004 Summary - Revenues and expenses by state and overall average, median, and standard deviation
($/cwt).

Overall State Averages
Category Average Median Std* Florida Georgia
Number of farms 22 22 22 15 7
Revenues:
* Milk sold 18.98 18.99 1.01 19.06 18.81
« Raised, leased cow sales 0.64 0.53 1.14 0.51 0.92
 Heifer sales 0.33 0.24 0.60 0.27 0.45
» Gain on purchased livestock - Sales 0.02 0.00 0.68 (0.11) 0.30
« Other revenues 0.93 0.34 1.67 0.92 0.94
« Total revenues 20.89 20.80 2.02 20.65 21.41
Expenses:
« Personnel 3.17 2.93 1.32 3.24 3.00
¢ Purchased feed 8.13 7.78 1.66 8.65 7.03
« Crops 0.26 0.09 0.34 0.25 0.30
* Machinery 1.07 0.99 0.71 1.11 1.00
« Livestock 1.87 1.77 0.99 1.88 1.84
« Milk marketing 1.13 1.13 0.25 1.05 1.29
« Buildings and land 0.80 0.62 0.71 0.62 1.18
* Interest 0.51 0.36 0.59 0.54 0.44
Depreciation:
« Livestock 0.74 0.39 0.89 0.69 0.84
« Machinery 0.60 0.46 0.52 0.48 0.85
« Buildings 0.25 0.11 0.36 0.20 0.35
Other expenses 0.87 0.95 0.43 0.97 0.65

Total expenses 19.39 18.65 2.49 19.68 18.77



Dairy Business Analysis Project: 2004 Financial Summary

Table 1.2. DBAP 2004 Summary - Revenues and expenses by state and overall average, median, and standard deviation
($/cwt).

Overall State Averages
Category Average Median Std"* Florida Georgia
Net farm income from operations 1.50 1.52 2.46 0.97 2.64
Gain on sale of capital assets 0.08 0.00 0.26 0.07 0.11
Net farm income 1.58 1.51 2.56 1.04 2.75

! Standard deviation

Table 1.3. DBAP 2004 Summary - Financial performance by state and overall average, median, and standard deviation.

Overall State Averages

Category Average Median Std* Florida Georgia
Number of farms 22 22 22 15 7
Liquidity:

« Current ratio 9.12 0.68 35.61 12.95 0.90

« Working capital ($) 114,408 18,034 643,823 78,318 191,744
Solvency:

 Debt to asset ratio 0.35 0.34 0.24 0.33 0.38

« Equity to asset ratio 0.65 0.66 0.24 0.67 0.62

» Debt to equity ratio® (0.24) 0.50 3.84 0.62 (2.08)
Profitability:

« Rate of return on assets 0.06 0.07 0.08 0.05 0.09

« Rate of return on equity 0.05 0.06 0.21 0.07 (0.00)

« Operating profit margin ratio 0.06 0.08 0.13 0.04 0.11
Financial efficiency:

* Asset turnover rate 0.82 0.77 0.43 0.78 0.90

« Operating expense ratio 0.83 0.81 0.13 0.86 0.76

« Depreciation expense ratio 0.08 0.08 0.06 0.07 0.10

« Interest expense ratio 0.03 0.02 0.03 0.03 0.02

« NFIFO ratio® 0.07 0.08 0.11 0.04 0.12
Repayment capacity:

« Cash flow coverage ratio 4.45 0.96 9.95 5.91 1.33

* Term debt coverage ratio” 0.27 1.73 8.19 (0.63) 2.21

« Capital replacement margin5 (%) 362,546 134,023 627,776 413,523 253,309

' Standard deviation

>One dairy farm had negative equity.

® Net farm income from operations ratio.

* Term debt and capital lease coverage ratio.

° Capital replacement and term debt repayment margin.






