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Cropping Analysis (continued)

A number of cooperators have allocated crop expenses among the hay crop, corn, and other
crops produced. Fertilizer and lime, seeds and plants, and spray and other crop expenses have been
computed per acre and per production unit for hay and corn. Additional expense items such as fuels,
labor, and machinery repairs are not included. Rotational grazing was not used on these farms.

CROP RELATED ACCRUAL EXPENSES
Large Herd Dairy Farms Reporting, 1993

Total All Corn Silage  Corn Grain Hay Crop
Per Corn Per Per Dry Per Per Ton

Item Till. Acre  Per Acre Ton DM Sh. Bu. Acre DM
No. of farms reporting 22 10 10
Ave. number of acres 1,127 598 391
Fert/lime $30.65 $36.03 $6.58 $0.31 $20.58 $5.99
Seed/plants 17.68 24.23 443 0.21 14.87 433
Spray/other crop exp. 1907 2567 @ _4.69 022 _ 151 2.19

TOTAL $67.40 $85.93 $15.70 $0.74 $42.96 $12.51
My Farm:
Fert./lime $ $ $ $ $ $
Seeds/plants
Spray/other crop exp.

TOTAL $ $ $ $ $ $

Most machinery costs are associated with crop production with crop production and should
be analyzed with the crop enterprise. Total machinery expenses include the major fixed costs (interest
and depreciation), as well as the accrual operating costs. Although machinery costs have not been
allocated to individual crops, they are shown below per total tillable acre.

ACCRUAL MACHINERY EXPENSES
22 Large Herd Dairy Farms, 1993

. Average My Farm
Machinery Total Per Till. Total Per Till
Expense Item Expenses Acre Expenses Acre
Fuel, oil & grease $29,132 $2585 $ $
Machinery repairs & parts 74,683 66.27
Machine hire, rent & lease 13,036 11.57
Auto expense (farm share) 2,340 2.08
Interest (5%) 22,920 20.34
Depreciation 67.578 59,96

Total $209,690 $186.06 $ $
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Dairy Analysi

Analysis of the dairy enterprise can reveal a great deal about the strengths and weaknesses of
the dairy farm business. Information on this page should be used in conjunction with DHI and other
dairy production information. Changes in dairy herd size and market values that occur during the
year are identified in the table below. The change in inventory value without appreciation is
attributed to physical changes in herd size and quality. Any change in inventory is included as an
accrual farm receipt when calculating all of the profitability measures on pages 7 and 8.

DAIRY HERD INVENTORY
22 Large Herd Dairy Farms, 1993
Dairy Cows Heifers
Bred Open Calves
Item No. Value No. Value No. Value No. Value
Beginning year (owned) 547 $536,054 209 $146,875 82 $42,892 107  $31,584
+ Change w/o apprec. 69,397 -13,348 28,372 6,511
+ Appreciation 2455 540 3,673 795
End year (owned) 620 $607,906 174 $134,067 150 $74,937 127  $38,890
End including leased 629
Average number 590 430 (all age groups)
My Farm:
Beginning year (owned) $ _ — 3 $
+ Change w/o apprec.
+ Appreciation
End of year (owned) $ _ B | $
End including leased -
Average number - ___(all age groups)

Total milk sold and milk sold per cow are extremely valuable measures of size and
productivity, respectively, on the dairy farm. These measures of milk output are based on pounds of
milk marketed during the year. Farm managers on DHI should compare milk sold per cow with their
rolling herd average on the test date nearest December 31 to see how close the DHI estimate of milk
produced is to actual milk sales.

MILK PRODUCTION
22 Large Herd Dairy Farms, 1993

Item Average - My Farm
Total milk sold, 1bs. 11,766,034
Milk sold per cow, Ibs. 19,936

Average milk plant test, percent butterfat 3.64
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The cost of producing milk has been compiled using the whole farm method and is featured in the
following table. Accrual receipts from milk sales can be compared with the accrual costs of
producing milk per cow and per hundredweight of milk. Using the whole farm method, gperating
costs of producing milk are estimated by deducting nonmilk accrual receipts from total accrual
operating expenses including expansion livestock purchased. Purchased inputs cost of producing milk
are the operating costs plus depreciation. Total costs of producing milk include the operating costs of
producing milk plus depreciation on machinery and buildings, the value of unpaid family labor, the
value of operators' labor and management, and the interest charge for using equity capital.

ACCRUAL RECEIPTS FROM DAIRY AND COST OF PRODUCING MILK
22 Large Herd Dairy Farms, 1993

Average My Farm
Item Total Per Cow Per Cwt. Total Per Cow  Per Cwit.
Accrual Costs of
Producing Mill
Operating costs $1,221,644 $2,070 $10.38 $ $ $
Purchased inputs costs $1,353,796  $2,294  $11.51 $ $ $
Total Costs $1,512,725 $2,563 $12.86 $ $ $
Accrual Receipts From
_Milk $1,549.437 $2,625 $13.17 $ $ $

The accrual operating expenses most commonly associated with the dairy enterprise are listed
in the table below. Evaluating these costs per unit of production enables an evaluation of the dairy
enterprise.

DAIRY RELATED ACCRUAL EXPENSES
22 Large Herd Dairy Farms, 1993

Average My Farm
Item Per Cow Per Cwt.  Per Cow Per Cwt.
Purchased dairy grain & conc. $749 $3.76 § $
Purchased dairy roughage 15 0.08 -
Total Purchased Dairy Feed $764 $3.84 $ $

Purchased grain & conc. as % of .

milk receipts 29% _%
Purchased feed & crop exp. $893 $448 % $
Purchased feed & crop exp. as %

of milk receipts 34% _%
Breeding $ 29 $0.15 $ .
Veterinary & medicine 82 041 o -
Milk marketing 93 047 - -
Cattle lease 5 0.03 - -

Other livestock expenses 149 0.75
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Cost of Producing Mill

The cost of producing milk has been compiled below using the whole farm method. The

following steps are used in the calculations.

L.

The cost of expansion livestock is added to total accrual operating expenses to offset any related
inventory increase included in accrual receipts.

Accrual milk sales are deducted form total accrual receipts to get total accrual nonmilk receipts
which are used to represent total nonmilk operating costs.

Total accrual nonmilk receipts are subtracted from total accrual operating expenses including
expansion livestock to calculate the operating costs of producing milk.

Machinery depreciation and building depreciation are added to operating costs to determine the
purchased inputs cost of producing milk.

The opportunity costs of equity capital, operator's labor and operator's management and the value
of unpaid family labor are added to all other costs to obtain the total costs of producing milk.
This cost includes all the operating, depreciation, and imputed costs of producing milk.

COST OF PRODUCING MILK WHOLE FARM METHOD CALCULATIONS
22 Large Herd Dairy Farms, 1993

Item Average 22 Farms
Total Accrual Operating Expenses $1,433,623
Expansion Livestock, Accrual + 72363
1. Total Accrual Operating Expenses, Including Expansion Livestock $1,505,986
Total Accrual Receipts $1,833,778
Milk Sales, Accrual -1.549.437
2. Total Accrual Nonmilk Receipts - _28434]
3. Operating Costs of Producing Milk $1,221,645
Cwt. of Milk Sold +117,660.3
Operating Costs/Cwt. = $10.38
Machinery Depreciation + 67,578
Building Depreciation + 64574
4. Purchased Inputs Cost of Producing Milk $1,353,797
Cwit. of Milk Sold +117,660.3
Purchased Inputs Cost/Cwt. = $11.51
Family Labor Unpaid ($1,400/month) + 1,722
Real Interest on Equity Cap. + 90,161
Value of Operating Labor & Management + 67.046
5. Total Costs of Producing Milk _ $1,512,726
Cwt. Milk Sold +117,660.3
Total Costs/Cwt. = $12.86




Capital and Labor Effici Analvsi

Capital efficiency factors measure how intensively the capital is being used in the farm
business. Measures of labor efficiency are key indicators of management's success in generating
products per unit of labor input.

CAPITAL EFFICIENCY
22 Large Herd Farms, 1993
Per Per Per Tillable Per Tillable
Item Worker Cow Acre Acre Owned
Farm capital $249,329 $5,530 $2,896 $4,744
Real estate : 2485 2,132
Machinery & equipment 35,336 784 410
Asset turnover ratio 58
My Farm:
Farm capi $ $ $ $
Real estate
Machinery & equipment
Asset turnover ratio
LABOR FORCE INVENTORY AND ANALYSIS
22 Large Herd Dairy Farms, 1993
Years of Value of

Labor Force Months _Age Education  Labor & Mgmt.
Operator number 1 12.00 46 15 $39,682
Operator number 2 6.05 42 15 17,909
Operator number 3 3.86 43 14 9,455
Family paid 4.73
Family unpaid 1.23
Hired 129.23 »

Total 157.10 /12 =13.09 Worker Equivalent

1.83 Operator/Manager Equivalent

My Farm: Total /112= Worker Equivalent

Operator's /12= Operator/Manager Equivalent
Labor Average My Farm
Efficiency Total Per Worker Total Per Worker
Cows, average number 590 45
Milk sold, pounds 11,766,034 898,758
Tillable acres 1,127 86
Work units 5,732 438

Average My Farm

Labor Costs Total Per Cow  Per Cwt. Total Per Cow  Per Cwt.
Value of operator(s) labor

($1,400/mo.) $30,674 $52 $0.26 $ $ $
Family unpaid ($1,400/mo.) 1,722 3 0.01
Hired 310,159 326 —2.64 -
Total Labor $342,555 $580 $291 $ $ $
Machinery Cost 209,690 355 —178 '
Total Labor & Mach. $552,245 936 $4.69 $ $ $
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FARM BUSINESS CHART

The Farm Business chart is a tool which can be used in analyzing your business. Compare
your business by drawing a line through or near the figure in each column which represents your
current level of performance. The five figures in each column represent the average of each 20
percent or quintile of farms included in this summary. Each column of the chart is independent of the
others. The farms which are in the top 20 percent for one factor would not necessarily be the same
farms which make up the 20 percent for any other factor. Use this information to identify business
areas where more challenging goals are needed.

FARM BUSINESS CHART FOR FARM MANAGEMENT COOPERATORS
22 Large Herd Dairy Farms, 1993

Size of Busi R f Producti Labor Effici
Number Pounds Pounds Tons Hay TonsCorn  Cows Pounds
Worker of Milk Milk Sold Crop Silage Per Per Milk Sold
Equivalent Cows Sold Per Cow  DM/Acre Acre Worker Per Worker
an* an an 10 ® ) an (11)
23.2 1,174 22,553,675 21,798 5.0 19 53 1,052,581
124 551 11,544,889 20,963 3.9 17 46 963,390
104 401 8,378,335 20,252 33 16 44 877,787
9.1 366 7,457,236 19,276 2.6 14 39 770,610
8.1 324 6,254,412 17,952 1.8 12 32 644,383
Cost Control
Grain % Grain Machinery Labor & Feed & Crop Feed & Crop
Bought Per is of Costs Machinery Expenses Expenses Per
Cow Milk Receipts Per Cow Costs Per Cow Per Cow Cwt. Milk
10 10 amn (11) (10) (10)
$575 22% $244 $ 811 $ 758 $3.64
745 26 338 881 871 4.38
762 29 366 949 911 4.53
790 32 417 1,023 942 4.88
887 34 483 1,132 1,079 5.22
Hired Labor Expense Expenses Per Cwt,
Per Per Hired As% of - Milk Veterinary & Other
Cwt. Worker Equiv.  Milk Sales Marketing Medicine Livestock
a1y (CALO) (CALC) 10 (10) (10)
$1.95 $19,840 15% $0.28 $0.30 $0.45
222 24,179 16 0.31 0.36 0.62
2.55 26,333 20 0.39 0.39 0.72
2.81 30,895 21 0.55 0.44 0.78
3.13 32,848 29 1.03 0.53 1.28

*() = page number of the participant's DFBS where factor is located.
CALC=Need to calculate for each farm; refer to the Glossary for definition.
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Cost Control (con't)
Machinery & Crop Expense Operating Cost Total Cost
Per Tillable Per Ton Per Per Per Per
Acre Dry Matter Cow Cwit. Cow Cwit.
(CALC) (CALC) (10) (10) (10) (10)
$126 $31 $1,826 $9.24 $2,306 $11.70
145 36 1,985 9.87 2,509 12.26
154 46 2,097 10.32 2,603 12.74
189 58 2,148 10.79 2,742 13.66
255 71 2,348 11.45 2,950 14.74
Expense Ratios
Operating Depreciation Interest
(CALO) (CALC) (CALC)
74.2% 4.2% 2.0%
78.6 52 32
81.6 6.1 48
84.8 7.7 5.8
89.4 11.2 7.5
Income Generation
Milk Receipts Net Milk Receipts Milk Receipts Dairy Cattle Dairy Calf Sales
Per Cwt. Per Cwt. Per Cow Sales Per Cow Per Cow
(10) (CALO) (10) (10) (10)
$13.73 $13.13 $2,942 $568 $64
13.39 12.86 2,777 320 56
13.16 12.60 2,630 242 48
12.92 12.49 2,526 219 44
12.75 12.20 2,370 187 38
Debt Management
Farm Debt Per Cow Cost of Planned Debt Payments
Intermediate & Borrowed Per Per
Total Long Term Capital Cow Cwt.
&) (&) (CALC) 3 ®
$1,208 $ 800 3.5% $55 $0.87
1,969 1,471 5.8 288 1.71
2,319 1,865 6.5 406 248
2,795 2,338 6.9 585 3.26

3,464 2,914 1.8 876 445
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Cash Flow Analysis
Amount Available for Family Personal Withdrawals Cash Flow
Living. Debt Service & Investment & Family Expenditures Coverage
Per Cow Per Cwt. Per Cow Per Cwit. Ratio
(12) (12) (CALC) (CALC) ®
$988 $4.74 $406 $2.00 2.59
682 3.39 243 1.19 1.36
601 3.03 161 0.82 0.86
490 2.50 135 0.67 0.70
293 1.50 77 0.39 0.28
Capital Efficiency
Farm Real Estate Machinery Total Labor Cost Asset
Capital Investment Investment Per Worker Turnover
Per Cow Per Cow Per Cow Equivalent Ratio
(11) (11) (11) (CALC) (11)
$3,953 $1,246 $536 $19,112 0.78
4,841 1,750 663 22,149 0.66
5.471 2,351 793 24,734 0.55
6,187 2935 936 28,646 0.49
7,789 4,030 1,314 30,858 0.44
Solvency
Percent Leverage Debt to Asset Ratios
Equity Ratio Total Current/Intermed. Long Term
&) (CALC) &) (5) )
74% 0.29 0.22 0.18 0.00
59 0.56 0.39 0.36 0.20
54 0.73 0.44 0.48 0.33
49 0.90 0.49 0.55 0.62
41 1.46 0.58 0.76 0.75
Profitability
Labor and Rate Return to Equity Capital Rate Return to All Capital
Mgmt. Income Without With Without With
Per Operator Appreciation Appreciation Appreciation Appreciation
3) 3) (3) 3) )]
$250,416 17.1% 20.2% 11.5% 13.3%
73,228 9.8 149 8.2 10.9
47,621 6.9 . 94 6.2 8.2
24,710 3.7 5.9 49 5.7
-39,722 4.0 -1.1 -0.9 0.9
Net Farm Income Net Income
Net Farm Income Without Appreciation From Operations Efficiency
Per Cow Per Cwt, Ratio Ratio
(CALC) (CALC) (CALC) (CALO)
$645 $3.03 18.3% 20.2%
421 2.06 134 14.2
300 1.53 10.0 8.4
251 1.28 8.3 5.8

26 0.15 0.9 2.2
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IDENTIFY AND SET GOALS

If businesses are to be successful, they must have direction. Written goals help provide
businesses with an identifiable direction over both the long and short term. Goal setting is as
important on a dairy farm as it is in other businesses. Written goals are a tool which farm operators
can use to ensure that the business continues to move in the proper direction. Goals should be
SMART:

1. Goals should be Specific.

2. Goals should be Measurable.
3. Goals should be Achicvable but challenging.
4. Goals should be Rewarding.
5. Goals should designate a Time when each goal will be achieved.

Goal setting on a dairy farm does not have to be a complex process. In many cases it provides
a process for writing down and agreeing on goals that you have already given some thought to. It is
also important to remember that once you write out your goals they are not cast in concrete. If a
change takes place which has a major impact on the farm business, the goals should be reworked to
accommodate that change. Refer to your goals as often as necessary to keep the farm business

progressing.

It is important to identify both objectives (long-range) and goals (short-range) when looking
at the future of your farm business.

A suggested format for writing out your goals is as follows:

a. Begin with a mission statement which describes why the business exists based on the
preferences and values of the owners.

b. Identify 4-6 objectives.

c. Identify SMART goals.

Worksheet for Setting Goals

L Mission and Objectives
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Worksheet for Setting Goals (Continued)

II. Goals
What How When Who is Responsible

Summarize Your Business Performance

The Farm Business Charts on pages 25-27 can be used to help identify strengths and
weaknesses of your farm business. Identify three major strengths and three areas of your farm
business that need improvement.

Strengths: Needs improvement:
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GLOSSARY AND LOCATION OF COMMON TERMS

Some of the following definitions include formulas for calculating the factor being described. Page
references to the individual Dairy Farm Business Summary are provided in parentheses for ease of
calculation for your farm.

Accounts Payable - Open accounts or bills owed to feed and supply firms, cattle dealers,
veterinarians and other providers of farm services and supplies.

Accounts Recejvable - Outstanding receipts from items sold or sales proceeds not yet received, such
as the payment for December milk sales received in January.

Accrual Expenses - (defined on page 6)

Accrual Receipts - (defined on page 6)

Annual Cash Flow Statement - (defined on page 14)
Appreciation - (defined on page 7)

Asset Turnover Ratio - The ratio of total farm income to total farm assets, calculated by dividing
total accrual operating receipts plus appreciation by average total farm assets.

Balance Sheet - A "snapshot” of the business financial position at a given point in time, usually
December 31. The balance sheet equates the value of assets to liabilities plus net worth.

Capital Efficiency - The amount of capital invested per production unit. Relatively high investments
per worker with low to moderate investments per cow imply efficient use of capital.

Cash From Nonfarm Capital Used in the Business - Transfers of money from nonfarm savings or
investments to the farm business where it is used to pay operating expenses, make debt payments
and/or capital purchases.

Cash Flow Coverage Ratio - (defined on page 16)
Cash Paid - (defined on page 4)

Cash Receipts - (defined on page 6)
Change in Accounts Payable - (defined on page 6)
Change in Accounts Receivable - (defined on page 6)
Change in Inventory - (defined on page 4)

Cost of Borrowed Capital - A weighted average of the cost of borrowed capital to the farm.
Calculate by multiplying end of year principal of each loan that is borrowed by the interest rate for
each loan at that time. Add up each amount that is calculated for each loan and then divide by total
amount of borrowed funds. Do not include accounts payable. This information is found on pages 8
& 9 of the data entry form.
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Current Portion - (defined on page 9)

Dairy (farm) - A farm business where dairy farming is the primary enterprise, operating and
managing this farm is a full-time occupation for one or more people and cropland is owned.

Debt Per Cow - Total end-of-year debt divided by end-of-year number of cows.
Debt to Asset Ratios - (defined on page 10)
Deferred Taxes - (defined on page 9)

Depreciation Expense Ratio - The percentage of Total Accrual Receipts that is charged to
depreciation expense. Machinery Depreciation (DFBS p. 2) plus Building Depreciation (p. 2) divided
by Total Accrual Receipts (p. 3) times 100.

Dry Matter - The amount or proportion of dry material that remains after all water is removed.
Commonly used to measure dry matter percent and tons of dry matter in feed.

Equity Capital - The farm operator/manager's owned capital or farm net worth.

Expansion Livestock - Purchased dairy cattle and other livestock that cause an increase in herd size
from the beginning to the end of the year.

Farm Debt Payments as Percent of Milk Sales - Amount of milk income committed to debt
repayment, calculated by dividing planned debt payments by total milk receipts. A reliable measure of

repayment ability, see page 16.

Farm Debt Payments Per Cow - Planned or scheduled debt payments per cow represent the
repayment plan scheduled at the beginning of the year divided by the average number of cows for the

year. This measure of repayment ability is used in the Financial Analysis Chart.

Financial Lease - A long-term non-cancellable contract giving the leassee use of an asset in exchange
for a series of lease payments. The term of a financial lease usually covers a major portion of the
economic life of the asset. The lease is a substitute for purchase. The lessor retains ownership of the
asset.

Hired Labor Expense per Hired Worker Equivalent - The total cost to the farm per hired worker
equivalent. Divide accrual hired labor expense (p. 2) by number of hired plus family paid worker

equivalent (p. 11).

Hired Labor Expense as % of Milk Sales - The percentage of the gross milk receipts that is used
for labor expense. Divide accrual hired labor expense (p. 2) by accrual milk sales (p. 3).

Income Statement - A complete and accurate account of farm business receipts and expenses used
to measure profitability over a period of time such as one year or one month.

Interest Expense Ratio - The percentage of Total Accrual Receipts that is used for interest expense.
Total Accrual Interest (p. 2) divided by Total Accrual Receipts (p. 3) times 100.

Labor and Management Income - (defined on page 8)
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Labor and Management Income Per Operator - The return to the owner/manager's labor and

management per full-time operator.

Labor Efficiency - Production capacity and output per worker.

Leverage Ratio - Dollars of debt per dollar of equity, computed by dividing total liabilities by total
equity.

Liquidity - Ability of business to generate cash to make debt payments or to convert assets to cash.

Machinery & Crop Expenses per Tillable Acre - A measure of the cost to produce crops on a
tillable acre basis. Add total crop expenses (p. 9) and total machinery expenses (p. 9), then divide by
number of tillable acres, owned & rented (p. 9).

Machinery & Crop Expense per Ton Dry Matter - A measure of the cost per ton of DM to
produce a crop. It is not a measure of total costs to produce feed. Add total crop expenses (p. 9)

and total machinery expenses (p. 9), then divide by total forage, production, tons DM (p. 9).
Net Farm Income - (defined on page 7).

Net Farm Income from Operations Ratio - The percentage of each gross dollar that is generated
that is net farm income. Net Farm Income without Appreciation (p. 3) divided by Total Accrual
Receipts (p. 3) times 100.

Net Farm Income without Appreciation per Cwt. - The amount of net farm income, without

appreciation, per cwt., that the farm generated. Divide net farm income without appreciation (p. 3)
by number of cwt. of milk sold, which is total milk sold (p. 10) divided by 100.

Net Farm Income without Appreciation per Cow - The amount of net farm income, without
appreciation, per cow that the farm generated. Divide net farm income without appreciation (p. 3) by
average number of cows for the year (p. 10).

Net Income Efficiency Ratio - A measure of how efficiently the business is in generating net income,
taking into account the differences in number of operators, debt levels, and amount of unpaid family

labor being used on a farm. Net farm income without appreciation minus unpaid family labor charge
(p- 3), plus Accrual Interest Paid (p. 2), divided by number of operators (p. 3), divided by Total
Accrual Receipts (p. 3) times 100.

Net Milk Receipts per Cwt, - The mail box price received by farmers before any farmer authorized
assignments or deductions. Accrual Receipts from milk, per cwt. (p. 10) minus accrual milk
marketing expense per cwt. (p. 10).

Net Worth - The value of assets less liabilities equal net worth. It is the equity the owner has in
owned assets.

Operating Costs of Producing Milk - (defined on page 22).

Operating Expense Ratio - The percentage of Total Accrual Receipts that is used for operating
expenses, excluding interest & depreciation. Total Accrual Expenses (p. 2) minus Machinery

Depreciation (p. 2), minus Building Depreciation (p. 2), minus Accrual Interest Expense (p. 2),
divided by Total Accrual Receipts (p. 3) times 100.

13
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Opportunity Costs - The cost or charge made for using a resource based on its value in its most
likely alternative use. The opportunity cost of a farmer's labor and management is the value he/she
would receive if employed in his/her most qualified alternative position.

Other Livestock Expenses - All other dairy herd and livestock expenses not included in more
specific categories. Other livestock expenses include; bedding, DHIC, milk house and parlor supplies,
livestock board, registration fees and transfers.

money removed fromthe farm busmess for personal or nonfarm use mcludmg famﬂy living expenses,
health and life insurance, income taxes, nonfarm debt payments, and investments.

- The amount of money on a per cwt.
basis that the family uses for family living and personal expenses. This is the total amount, per cwt.,
used by the family, including farm and nonfarm income. Personal withdrawals/family expense,
including nonfarm debt payments (p. 7) divided by pounds milk sold (p. 10) times 100.

Personal Withdrawals & Family Expenditures per Cow - The amount of money on a per cow

basis that the family used for family living and personal expenses. This is the total amount, per cow,
used by the family, including farm and nonfarm income. Personal withdrawals/family expense,
including nonfarm debt payments (p. 7) divided by average number of cows (p. 10).

Profitability - The return or net income the owner/manager receives for using one or more of his or
her resources in the farm business. True "economic profit" is what remains after deducting all the
costs including the opportunity costs of the owner/manager's labor, management, and equity capital.

Purchased Inputs Cost of Producing Milk - (defined on page 22).
Repayment Analysis - an evaluation of the business' ability to make planned debt payments.

Replacement Livestock - Dairy cattle and other livestock purchased to replace those that were
culled or sold from the herd during the year.

Return on Equity Capital - (defined on page 9).
Return on Total Capital - (defined on page 9).
Return to Operators' Labor, Management, and Equity Capital - (defined on page 8).

Solvency - The extent or ability of assets to cover or pay liabilities. Debt/asset and leverage ratios
are common measure of solvency.

Total Costs of Producing Milk - (defined on page 22).
Total Labor Costs per Worker Equivalent, Al Labor - The average cost per worker equivalent

when considering all labor (hired, paid family, family non-paid, and operators) used on the farm and
total costs for this labor. Total Labor Cost (p. 11) divided by number of worker equivalents (p. 11).

Whole Farm Method - A procedure used to calculate costs of producing milk on dairy farms
without using enterprise cost accounts. All non-milk receipts are assigned a cost equal to their sale
value and deducted from total farm expenses to determine the costs of producing milk.
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