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ABSTRACT

Business and financial records from 321 New York dairy farm businesses are summarized and
analyzed. This analysis demonstrates the use of cash accounting and accrual adjustments to measure farm
profitability, cash flow, financial performance, and costs of producing milk. Traditional methods of
analyzing dairy farm businesses are combined with improved evaluation techniques to show the
relationship between good management performance and financial success.

The farms in the project averaged 160 cows per farm and 20,269 pounds of milk sold per cow in
1995, which are above the average size and management level of all New York dairy farms. Net farm
income excluding appreciation, which is the return to the operator’s labor, management, capital, and other
unpaid family labor, averaged $50,593 per farm. The rate of return including appreciation to all capital
invested in the farm business averaged 5.1 percent in 1995.

Differences in profitability between farms continues to widen. The top 10 percent of farms
average net farm income was $241,346, while the lowest 10 percent was a negative $25,068. Rates of
return on equity ranged from 22 percent to negative 35 percent from the highest 10 percent to the lowest
10 percent of farms.

Farms adopting bovine somatotropin (bST) experienced greater increases in milk production, had
larger herds and were more profitable than farms not adopting bST. Farms adopting rotational grazing
generally produced less milk per cow than non-grazing farms, but differences in cost of production and
profitability were not significant.

Large freestall farms averaged the highest milk output per cow and per worker, the lowest total
cost of production and investment per cow, and the greatest returns to labor, management and capital.
Farms milking three times a day (3X) were larger, produced more milk per cow and were more profitable
than herds milking two times per day (2X). Operating cost per cwt. of milk was similar for 3X and 2X

milking herds.
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INTRODUCTION*

Dairy farm business summary (DFBS) projects are an integral part of Comell Cooperative Extension's agricultural
educational program in New York State. The Department of Agricultural, Resource, and Managerial Economics of the
College of Agriculture and Life Sciences at Cornell University, and County Extension staff, cooperate in sponsoring DFBS
projects, In 1995, about 400 dairy farms participated. Business records submitted by dairy farmers from 45 counties
provide the basis for continuing Extension programs, data for applied studies, and for use in the classroom. Regardless of
the use of the data, confidentiality of individual farm data is maintained.

Cooperative Extension agents and specialists enroll the cooperators and collect the records. Each cooperator
receives a detailed summary and analysis of his or her business. All agents and specialists are using a microcomputer in
their offices and/or on the fanm to process and return the individual farm business reports for immediate use. Regional
reports are prepared by Cornell faculty and used by DFBS cooperators and other farmers to compare their farm performance
with regional averages. The DFBS program helps farmers improve accounting and financial analysis techniques, develop
managerial skills and solve business and financial management problems.

Individual farm records from the 6 regions and 45 counties of the State have been combined and the total data set
analyzed to determine the status and study the effects of changes in price, technology, and management on dairy farm
incomes (Figure 1, page 2). This study provides current dairy farm business information for use by farmers, Cooperative
Extension staff, teachers, and others concerned with the New York dairy industry.

Farms Included

Data from 321 specialized dairy farms are included in the main body of this report. These farms do NOT represent
the "average" for all dairy farins in the State. Participation was on a voluntary basis, therefore, not all areas or types of
operations were equally represented (Figure 1, page 2). The 321 specialized dairy farins represent a cross section of better
than average commercial dairy farm owner/operators in the State. Dairy farm renters, dairy-cash crop farmers with crop
sales exceeding 10 percent of milk sales, and part-time dairy operators have been excluded from the main body of this
report. Dairy farm renters are summarized separately in the supplemental information section of the publication.

Features

Accrual procedures have been used to provide the most accurate accounting of farm receipts and farm expenses for
measuring farm profits. An explanation of these procedures is found on page 7. Four measures of farm profits; net farm
income, labor and management income, return on equity and all capital, and return to all labor and management are
calculated on pages 10 through 12. The balance sheet is presented with the current portion of intermediate and long term
debt identified as a current liability, and the impact on net worth of including deferred taxes on assets on pages 13 through
15. The statement of owner equity, which shows the interrelationship between farm profitability, non-farm cash flows and
net worth is presented on page 16. A detailed cash flow statement, including budgeting data and debt repayment analysis is
presented on pages 17 through 19.

The whole farm method of calculating the cost of producing milk is detailed on pages 26 through 31. The
operating cost, purchased inputs cost and total cost of producing 100 pounds of milk are developed and analyzed. Farm
business charts for farms with conventional and freestall housing are presented on pages 55 through 59. Specific studies of
the performance of dairy farms using bST, rotational grazing and three times (3X) a day milking are presented on pages 60,
61 and 68. '
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3
FORTY YEARS OF NEW YORK STATE DAIRY FARM BUSINESS DATA

In 1956 Professor C. Arthur Bratton published the first summary of dairy farm business data from a group of
counties representing the dairy farming industry of New York State. It was the summary of 1955 for 201 dairy farm
businesses in 7 central New York counties. The counties were Cayuga, Chenango, Fulton, Madison, Montgomery, Oneida,
and Otsego. In 1957, C.A. Bratton, George Conneman, Robert Smith and Clifton Loomis cooperated on the publication of
A.E. 1068, New York Dairy Farm Business Summaries for 1956. This was the first New York State Dairy Farm Business
Summary to be published as an A.E. Bulletin. It includes 342 farms from 10 counties.

Here are some of the highlights from the 1955 and 1956 summaries.

Table 1.
SELECTED BUSINESS FACTORS
New York State Dairy Farms, 1955 & 1956

Item 1955 1956
Number of farms 201 342
Average number of cows 33 34
Average number of heifers 20 20
Average number of crop acres 105 98
Milk sold per cow, Ibs. 8,747 8,897
Milk sold per worker, lbs. 160,362 168,100
Capital investment per cow $1,242 $1,235
Operating cost of producing cwt. milk $1.61 $1.60
Average price received for cwt. milk $4.09 $4.18
Net farm income $4,900 $5,300

Refer to Table 2 on page 4 to see how dairy farming has changed since 1965. Dairy cows per farm increased 385
percent between 1955 and 1995 and nearly half of that increase occurred in the last 10 years. Milk output per cow
increased 120 percent and the largest increase occurred between 1955 and 1965. Labor efficiency is up nearly 400 percent
even though there was practically no change from 1975 to 1985. The operating cost of producing milk has increased more
than 500 percent with the big jump occurring between 1965 and 1975.

The largest increase is in farm capital invested per farm, up 2,340 percent since 1955. Net farm worth excluding
deferred taxes has increased nearly 2,000 percent over the last 40 years. Net farm income per farm has increased 10 fold
but return on capital has not improved since 1965. Labor and management income per operator is up only 147 percent in
the last 30 years, well below the 280 percent inflation rate.

FOUR YEARS OF TOUGH MANAGEMENT

Recognition and evaluation of the progress that has occurred on DFBS farms can best be achieved by studying the
same farms over a period of time. Table 3 presents average data from 176 farms that have been DFBS cooperators each
year since 1992.

Net farm income without appreciation in 1995 was 3 percent above the 1992 average even though the average farm
milk price dropped 4 percent. Increased production and effective cost control enabled these dairy farmers to maintain
reasonable returns on capital and to increase farm net worth during each of the last 4 years. However, returns to labor and
management have not improved and growth in net worth after deferred taxes is not keeping pace with inflation. The last 4
years have been a period requiring critical decision making and tough management on New York dairy farms.



Table 2.
COMPARISON OF FARM BUSINESS SUMMARY DATA
New York Dairy Farms, 1965 - 1995

Selected Factors 1965 1975 1985 1995
Number of farms 673 605 404 321
Size of Business
Average number of cows 4 72 89 160
Average number of heifers 27 54 73 121
Milk sold, cwt. 5,239 9,386 14,001 32,362
Worker equivalent 1.8 24 3.17 4.40%**
Total tillable acres 123* 217* 280 399
Rates of Production
Milk sold per cow, lbs. 11,910 13,036 15,679 20,269
Hay DM per acre, tons 19 2.3 2.7 2.8
Com silage per acre, tons 13.0 14.0 14.3 15.6
Labor Efficiency
Cows per worker 24 30 28 36%**
Milk sold per worker, 1bs. 291,100 387,850 442,125 736,269
Cost Control
Grain & concentrate purchased as % of milk sales 29% 28% 23% 27%
Dairy feed & crop expense per cwt. milk $1.63 $3.18 $4.13 $4.39
Operating cost of producing cwt. milk $1.76 $6.00 $9.57 $10.40
Total cost of producing cwt. milk $4.38 $9.17 $14.23 $13.69
Milk receipts per cwt. milk $4.41 $8.65 $12.90 $13.03
Capital Efficiency
Total farm capital $74,300 $248,400 $516,300 $1,000,300
Farm capital per cow $1,689 $3,450 $5,801 $6,264
Machinery & equipment per cow $364 $620 $1,083 $1,098
Real estate per cow $756 $1,830 $2,726 $2,763
Livestock investment per cow $382 $700 $1,154 $1,419
Asset turmover ratio 45 36 40 49
Profitability
Net farm income without appreciation $8,000 $16,440 $19,948 $50,593
Net farm income with appreciation $8,493 $21,415 $21,970 $62,032
Labor & management income per

operator/manager $4,187 $6,534 $2,850 $10,346
Rate return on:

Equity capital with appreciation ~  ---ee- 5.1% -1.3% 3.4%

All capital with appreciation 5.2% 5.9% 2.5% 5.1%

All capital without appreciation 4.5% 3.9% 2.9% 4.0%
Financial Summary. End Year
Farm net worth $64,650** $170,100 $325,664 $624,261
Change in net worth with appreciation ~  -er oo $-2,351 $26,393
Debt to asset ratio 0.27%x 0.35 0.37 0.39
Farm debt per cow $520** $1,250 $2,090 $2,381

*Acres of cropland harvested.

**Average of 145 dairy fanms cooperators submitting financial information.

***Based on hours actually worked by owner/operator instead of standard 12 months per full-time owner/operator.



Table 3.
COMPARISON OF FARM BUSINESS SUMMARY DATA
Same 176 New York Dairy Farms, 1992 - 1995

Selected Factors 1992 1993 1994 1995
Milk receipts per cwt. milk $13.64 $13.21 $13.50 $13.07
Size of Business
Average number of cows 141 152 162 173
Average number of heifers 107 115 124 130
Milk sold, cwt. 26,933 29,347 33,064 36,086
Worker equivalent 3.95 4.11 429 4.60*
Total tillable acres 366 380 391 408
Rates of Production
Milk sold per cow, lbs. 19,175 19,354 20,479 20,812
Hay DM per acre, tons 3.0 29 3.1 29
Com silage per acre, tons 15 16 17 16
Labor Efficiency
Cows per worker 35 37 38 38*
Milk sold per worker, 1bs. 681,522 - 713,864 770,909 784,100*
Cost Control
Grain & concentrate purchased as % of milk sales 28% 28% 28% 27%
Dairy feed & crop expense per cwt. milk $4.68 $4.60 $4.55 $4.29
Operating cost of producing cwt. milk $10.33 $10.20 $10.40 $10.33
Total cost of producing cwt. milk $13.91 $13.66 $13.67 $13.51
Hired labor cost per cwt. $1.92 $1.96 $1.95 $1.89
Interest paid per cwt. $0.83 $0.81 $0.81 $0.89
Labor & machinery costs per cow $973 $972 $996 $976
Capital Efficiency
Farm capital per cow $6,454 $6,409 $6,427 $6,328
Machinery & equipment per cow $1,144 $1,132 $1,137 $1,128
Real estate per cow $2,917 $2,886 $2,868 $2,770
Livestock investment per cow $1,404 $1,470 $1,500 $1,477
Asset turnover ratio 0.49 0.48 0.51 0.50
Profitability
Net farm income without appreciation $58,811 $55,433 $65,722 $60,608
Net farm income with appreciation $76,613 $67,545 $79,548 $72,200
Labor & management income per

operator/manager $18,863 $14,841 $20,405 $14,876
Rate rewurn on;

Equity capital with appreciation 6.8% 4.8% 6.2% 4.4%

All capital with appreciation 6.8% 5.4% 6.4% 5.6%

All capital without appreciation 4.8% 4.2% 5.1% 4.6%
Financial Summary, End Year
Farm net worth $591,512 $621,449 $663,108 $694,287
Change in net worth with appreciation $39,710 $28,829 $38,650 $31,433
Debt to asset ratio 0.37 0.38 0.38 0.38
Farm debt per cow $2,349 $2,385 $2,392 $2,346

*Based on hours actually worked by owner/operator instead of standard 12 months per full-time owner/operator.
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SUMMARY AND ANALYSIS OF THE FARM BUSINESS

Business Characteristics and Resources Used

Recognition of important business characteristics and identification of the farm resources used is necessary for
evaluating management performance. The combination of resources used and management practices employed is known as
farm organization. Important farm business characteristics, the number of farms reporting these characteristics, and listing
of the average labor, land, and dairy cattle resources used in 1995 are presented in the following table.

Table 4.
BUSINESS CHARACTERISTICS AND RESOURCES USED
321 New York Dairy Farms, 1995

Dairy Livestock (number) Cows Heifers Dairy Records Number Percent
Beginning of Year 152 118 D.H.IC. 232 72
End of Year 168 124 Owner Sampler 28 9
Average for Year 160 121 Other 30 9
None 31 10
Type of Business Number Percent
Sole Proprietorship 206 64 bST Usage Number Percent
Partnership 94 29 Used on <25% of herd 42 13
Corporation 21 7 Used on 25-75% of herd 100 31
Used on >75% of herd 8 2
Bam Type Number Percent Stopped using in 1995 21 7
Stanchion 135 4?2 Not used in 1995 150 47
Freestall 159 50
Combination 27 8 Labor Force Average Percent
Operators 20.44 39
Milking System Number Percent Family Paid 4.59 9
Bucket & Carry 1 1 Family Unpaid 2.69 5
Dumping Station 9 3 Hired 2503 47
Pipeline 146 45 Total Months 52.75 100
Herringbone 126 39
Other Parlor 39 12 Average
‘ Operators (total = 500) 1.56
Milking Frequency Number Percent Age 44
2 times per day 239 74 Education 14 years
3 times per day 63 20 Estimated Value of
Other 19 6 Labor & Management $37,523
Business Records Number Percent Farms Reporting
Account Book 93 29 Land Used Nuinber Average
Agrifax (mail-in) 44 14 Total acres:
On-Farm Computer 125 39 Owned 321 396
Other 59 18 Rented 297 199
Tillable acres:
Owned 321 233
Rented 293 182
Total 321 399

There were 500 full-time operator equivalents on the 321 dairy farms for an average of 1.56 operators per farm.

The operators averaged 44 years of age and 14 years of formal education. Additional data on the labor force is in Table 42.

All 321 farm businesses included in the regular dairy summary own farm real estate. Dairy farm renters are
summarized separately later in this publication. However, 293 of the dairy farm owners rented an average of 182 acres of
tillable land in 1995. The 321 farms averaged 396 total tillable acres per farm of which 166 acres were rented. Tables 21
and 27 contain additional information on land use and the dairy herd.



Accounting Procedures

Accrual accounting adjustments are made to cash receipts and expenses and are used to measure annual receipts,
expenses, and farm profitability more accurately. These procedures express the true value and cost of production for the
year, regardless of whether cash was received or expended. Cash expenses and cash receipts are used when evaluating the
cash flow position of the business.

The accrual accounting procedures consider changes in accounts payable and reccivable, prepaid expenses, and
changes in inventory of not only such items as crops and livestock, but also the inventory of production items such as
fertilizer, seed and fuel. In this manner, the total cost of production and the total value of production are obtained to
provide an accurate representation of profitability in that year,

Accrual adjustments are complemented by accounting procedures used to separate changes in inventory into
changes caused by price and those caused by quality or quantity changes. Separating price changes (appreciation) from
physical changes in the farm inventory are important in determining farm profitability. Appreciation of farm assets are
included in the return to farm capital, but excluded from the return to labor and management.

Income Statement - Expenses

The accrual income statement on the following page begins with an accounting of all farm business expenses.
Farm business expenditures are grouped into the following nine major categories:

1. Hired labor includes gross wages plus the fann share of social security, workers' compensation insurance,
employee health insurance and other employee benefits paid by the farm employer.

2. Feed expenses are divided into purchased dairy grain and concentrate, purchased dairy roughage and all
feed purchased for nondairy livestock to allow more thorough analysis of dairy herd feeding costs. The
costs of growing grain roughage are not included in cash and accrual feed expenses.

3. Machinery costs represent all the operating costs of using power machinery on the farm. Ownership costs
are excluded here but are included in the analysis of machinery costs.

4, Livestock expenses include the cost of supplies and services directly associated with the care and
maintenance of the dairy herd, such as breeding, veterinary, bedding, milking supplies and custom
boarding expenses plus milk marketing costs. The purchase of replacement cattle is considered a herd
maintenance expense while expansion livestock is not.

5. Crop expenses include the costs of fertilizer, lime, seeds, spray and other crop supplies.
6. Real estate expenses are the direct costs associated with owning and maintaining farmland and buildings.
7. Other includes insurance, the farm share of utilities, interest paid on all farm indebtedness and

miscellaneous costs.

8. Expansion livestock is a nonoperating cost included in total expenses.
9. Depreciation of machinery and buildings are nonoperating costs included in total expenses. Depreciation

charges are based on income tax.
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Cash and accrual farm expenses are summarized below. Total operating accrual expenses for the 321 farms
averaged $1,059 per day and 90 percent of total farm accrual expenses.

Table 5.
CASH AND ACCRUAL FARM EXPENSES
321 New York Dairy Farms, 1995
Change in
Inventory Change in
Cash - orPrepaid + Accounts = Accrual

Expense Item Paid Expense Payable Expenses  Percent
Hired Labor $ 57,224 $-109 << $ 228 $ 57,561 15
Feed
Dairy grain & concentrate 113,730 -138 1,681 115,549 30
Dairy roughage 3,914 -153 28 4,095 1
Nondairy livestock 142 2 0 140 <1
Machinery
Machinery hire, rent & lease 5,993 62 << 208 6,139 2
Machinery repairs & farm vehicle exp. 21,076 63 389 21,402 6
Fuel, oil & grease 8,774 3 66 8,837 2
Livestock
Replacement livestock 4,740 0 << -56 4,684 1
Breeding 4913 -28 61 5,002 1
Veterinary & medicine 12,643 55 17 12,605 3
Milk marketing 22,731 -5 << -19 22,717 6
Bedding 4,934 122 60 4,872 1
Milking Supplies 10,430 94 50 10,386 3
Cattle lease & rent 701 0 << -3 698 <1
Custom boarding 2,677 0 << 40 2,717 1
Other livestock expense 11,525 87 -85 11,353 3
Crops
Fertilizer & lime 10,348 312 21 10,057 3
Seeds & plants 6,043 115 49 5,977 2
Spray & other crop expense 6,616 270 185 6,531 2
Real Estate
Land, building & fence repair 5,239 73 28 5,194 1
Taxes 8,934 -14 << -146 8,802 2
Rent & lease 7,554 25 << 127 7,656 2
Other
Insurance 5,621 29 << 6 5,598 1
Utilities 12,276 32 << 88 12,332 3
Interest paid 30,354 0 << 118 30,472 8
Miscellaneous 5,232 -5 40 5,277 1

Total Operating $ 384,364 $892 $ 3,181 $ 386,653 100
Expansion livestock $ 9,025 0 << 0 $ 9,025
Machinery depreciation $ 19,347
Building depreciation $ 15,065
TOTAL ACCRUAL EXPENSES $ 430,090

Cash paid is the actual amount of money paid out during the year and does not necessarily represent the cost of
goods and services actually used.

Change in inventory represents feeds and supplies purchased this year but not used (positive change), and inputs
purchased in a prior year and used this year (negative change). For example, purchased dairy grain and concentrate
inventory decreased $138.
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Prepaid expenses (noted by « in the table on page 8) are advance payments made for services and noninventory
items. For example, advance payments for rent increased an average of $25 per farm in 1995, and that increase is
subtracted from cash rent to determine the correct 1995 accrual rental expense.

Changes in accounts payable reflect supplies/services used in this year's production but not paid for (positive
change), and payments for production inputs used in a prior year (negative change).

Accrual expenses are cash expenses adjusted for changes in inventory, prepaid expenses and accounts payable.
They are the total costs of inputs actually used in this year's business. Total change in inventory and prepaid expenses
equals $892, and total change in accounts payable equals $3,181.

Income Statement - Receipts

Cash and accrual farm receipts are presented in the following tabie. Total cash receipts averaged $454,627 per
farm. Total accrual receipts averaged $480,683 per farm. Accrual receipts were greater than cash receipts due primarily to
dairy herd growth and increases in crop inventory. Cow numbers increased an average of 13 head per farm and the
homegrown feed inventory per farm increased $4,641. Homegrown feed inventory per cow decreased $7 from beginning to
end of year.

Table 6.
CASH AND ACCRUAL FARM RECEIPTS
321 New York Dairy Farms, 1995
Change in
Cash + Change in + Accounts = Accrual
Receipt Item Receipts Inventory Receivable Receipts Percent
Milk sales $ 417,233 $ 4,330 $ 421,563 88
Dairy cattle 18,871 $ 16,857 -9 35,719 7
Dairy calves 4,310 0 4,310 1
Other livestock 710 125 31 866 <1
Crops 3,265 4,641 110 8,016 2
Government receipts 5,691 -56* -167 5,468 1
Custom machine work 539 28 567 <1
Gas tax refund 330 8 338 <1
Other 3,678 158 3,836 1
- Nonfarm noncash
capital** ) 0 () 0
Total $ 454,627 $ 21,567 $ 4,489 $ 480,683 100

*Change in advanced government receipts.
**@ifts or inheritances of cattle or crops included in inventory.

Cash receipts include the gross value of milk checks received during the year plus all other payments received for
the sale of farm products, services and government programs.

Accrual receipts represent the value of all farm commodities produced and services actually provided by the farmer
during the year. Increases in livestock inventory caused by herd growth and/or quality, are included. Decreases in
inventory caused by herd reduction are deducted. Changes in inventories of crops grown are accounted for. Changes in
advanced government receipts are the amount of government payments received for participating in a future year's program
have changed from 1994 to 1995. An increase requires a negative adjustment to cash receipts while a decrease is a positive
adjustment. Changes in accounts receivable include the difference between the January milk check for December 1995
marketings and the previous January's check, and other delayed payments.

Nonfarm noncash capital are gifts and inheritances of cattle and crops received by the farm owner/operator, and
included in inventory or used in the business during the year. They are deducted from growth in inventory and reduce
accrual receipts because they came from outside the farm business. Gifts and inheritances of machinery and real estate are
accounted for in Table 14.
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Labor and management income per operator measures the return to one full-time operator's labor and management.
A full-time operator provides 12 months of labor and management.

Table 8.
LABOR AND MANAGEMENT INCOME
321 New York Dairy Farms, 1995
Average Average Top
Item 321 Farms 10% Farms
Net farm income without appreciation $ 50,593 $ 185,589
- Family labor unpaid @ $1,450 per month $ 3,901 $ 1,595
- Real interest @ 5% on $611,065 equity capital
for average & $998,362 for the top 10% 30,553 49918
= Labor & Management Income (1.56 operators) $ 16,139 (1.68) $ 134,076
Labor & Management Income per Operator $ 10,346 $ 79,807

Labor and management income per operator averaged $10,346 on these 321 dairy farms in 1995. The range in
labor and management income per operator was from less than -$97,000 to more than $447,000. Returns to labor and
management were negative on 44 percent of the farms. Labor and management income per operator ranged from $0 to
$19,999 on 30 percent of the farms while 26 percent showed labor and management incomes of $20,000 or more per
operator.

Chart 1.

DISTRIBUTION OF LABOR & MANAGEMENT INCOMES PER OPERATOR
321 New York Dalry Farms, 1995
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Retumn to equity capital measures the net return remaining for the farmer's equity or owned capital after a charge
has been made for the owner/operator's labor and management. The eamings or amount of net farm income allocated to
labor and management is the opportunity cost or value of operator(s’) labor and management estimated by the cooperators.
Return on equity capital is calculated with and without appreciation. The rate of return on equity capital is determined by
dividing the amount returned by the average farm net worth or equity capital. Return to all capital is calculated by adding
interest paid to the retum on equity capital and then dividing by average farm assets to calculate the rate of return on
average total capital.

Table 9.
RETURN TO CAPITAL
321 New York Dairy Farms, 1995
Average - Average Top
Item 321 Farms 10% Farms
Net farm income with appreciation $ 62,032 $ 208,876
- Family labor unpaid at $1,450 per month 3,901 1,595
- Value of operators' labor & management 37,523 47.125
= Return to equity capital with appreciation $ 20,608 $ 160,156
+ Interest paid 30.472 78,260
= Return to all capital with appreciation $ 51,080 $ 238,416
Return to equity capital without appreciation $ 9,169 $ 136,869
Return to all capital without appreciation $ 39,641 $ 215,129
Rate of return on average equity capital:
with appreciation 3.4% 16.0%
without appreciation 1.5% 13.7%
Rate of return on all capital:
with appreciation 5.1% 12.3%
without appreciation 4.0% 11.1%

Return to all labor and management is another measure of profitability of a business that can be calculated. It is
calculated by adding the charge for unpaid family labor and the hired labor expense to labor and management income.
Table 10 shows that farms with higher return to all capital with appreciation also had significantly higher return per hour to
all labor and management.

Table 10.
RETURNS TO ALL LABOR AND MANAGEMENT BY RETURN
TO ALL CAPITAL WITH APPRECIATION
321 New York Dairy Farms, 1995
Quartile by Return to All Capital With Appreciation

Lowest 3rd 2nd Top
Item 25% 25% 25% 25%
Return to all capital with appreciation $ -25,307 $ 5,680 $ 33,351 $ 192,314
Rate of return on all capital with appreciation 4.4% 1.0% 3.9% 9.5%
Total returns to all labor & management $ -1,819 $ 18,625 $ 52418 $ 241,964
Worker equivalent 3.15 2.64 3.70 8.09
Return per worker equivalent $ -571 $ 7,055 $ 14,167 $ 29,909
Rewrns/hour (3,000 hours/worker/year) $ -0.19 $ 2.35 $ 472 $ 9.97
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Evaluating the financial status of the farm business and the farm family is an important part of business analysis.
The first step is to inventory all the assets, determine all liabilities and fill out the balance sheet. The second step is to
analyze the complete balance sheet by evaluating the relationships between assets and liabilities and changes made during

the year.
Table 11.
1995 FARM BUSINESS AND NONFARM BALANCE SHEET
' 321 New York Dairy Farms, 1995
Farm Liabilities
Farm Assets Jan. 1 Dec. 31 & Net Worth Jan. 1 Dec. 31
Current Current ‘
Farm cash, checking Accounts payable $ 13,485 $ 16,668
& savings $ 7,024 $ 7,647 Operating debt 18,046 20,131
Accounts receivable 29,436 33,925 Short term 5,254 5,524
Prepaid expenses 869 889 Advanced gov’t. receipt 47 103
Feed & supplies 84,741 90,254 Current portion:
Total Current $ 122,070 $ 132,715 Intermediate 26,032 28,375
Long term 9.319 9.881
Total Current $ 72,183 $ 80,682
Intermediate Interediate
Dairy Cows: Structured debt
owned $ 158534 $ 169,543 1-10 years $ 137,186 $ 141,278
leased 788 1,472 Financial lease
Heifers 70,286 72,059  (cattle & machinery) 7,253 8,682
Bulls & other livestock 2,009 2,058 Fann Credit stock 4,959 4.907
Mach. & equip. owned 165,664 171,519 Total Intermediate $ 149,398 $ 154,867
Mach. & equip. leased 6,465 7,210
Farm Credit stock 4,959 4,907 Long Term
Other stock & certificates 12,462 13,259 Structured debt
Total Intermediate $ 421,167 $ 442,027 > 10years $ 154620 $ 162,540
Long Term Financial lease
Land & buildings: (structures) 2,258 1,921
owned $ 430,832 $ 447,608 Total Long Term $ 156,878 $ 164,461
leased 2,258 1,921 '
Total Long Term $ 433090 $ 449,529 Total Fann Liabilities $ 378,459 $ 400,010
Total Farm Assets $ 976,327 $ 1,024,271 FARM NET WORTH $ 57,868 § 624,261
Nonfarm Liabilities*
Nonfarm Assets* Jan.1 Dec. 31 & Net Worth Jan. 1 Dec. 31
Personal cash, checking Nonfarm Liabilities 3 5451  § 5,521
& savings $ 7,565 $ 6,021 | NONFARMNETWORTH § 65760 $ 68,223
Cash value life insurance 9,001 9,965
Nonfarm real estate 27,002 28,535 | FARM & NONFARM** Jan. 1 Dec. 31
Auto (personal share) 4,065 4,291 | Total Assets $1,047,538  $ 1,098,015
Stocks & bonds 6,001 7,558 | Total Liabilities 383,910 405,531
Household fumishings 9,707 10,131
All other 7.869 7,243 | TOTAL FARM & NON-
Total Nonfarm $ 71,211  § 73,744 | FARM NET WORTH $ 663,628 $ 692,484

*Average of 184 farms completing the nonfarm balance sheet.
**Sum of average farm values for 321 farms and nonfarm values for 184 farms.

Financial lease obligations are included in the balance sheet. The present values of all future payments are listed
as liabilities since the farmer (lessee) is committed to make the payments. The present values are also listed as assets,
representing the future value the item has to the business.
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The following condensed balance sheet, including deferred taxes, contains average data from only those farmers
who elected to provide the additional information required to compute deferred taxes. This was the third year this
information was collected, therefore this data should not be considered representative of all DFBS farms.

Deferred taxes represent an estimate of the taxes that would be paid if the farm were sold at year-end fair market
values. Accuracy is dependent on the accuracy of the market values and the tax basis data provided. Any tax liability for
assets other than livestock, machinery, land, buildings and nonfarm assets is excluded. It is assumed that all gain on
purchased livestock and machinery is ordinary gain and that listed market values are net of selling costs. The effects of
investment tax credit carryover and recapture, carryover of operating losses, altemative minimum taxes and other than
average exemptions and deductions are excluded because they have only minor influence on the taxes of most farms.

However, they could be important in individual situations.

Table 12.
CONDENSED BALANCE SHEET INCLUDING DEFERRED TAXES
December 31, 1995
11 New York Dairy Farms, 1995
Assets Liabilities & Net Worth
Current debts & payables $ 95,207
Current deferred taxes 76,367
Total Current Assets $ 128,267 Total Current Liabilities $ 171,574
Intermediate debts & leases $ 132,835
Intermediate deferred taxes 124.500
Total Intermediate Asséts $ 470,523 Total Intermediate Liabilities $ 257,335
Long term debts & leases $ 142,392
Long term deferred taxes 68.412
Total Long Term Assets $ 427,795 Total Long Term Liab. $ 210,804
TOTAL FARM ASSETS $ 1,026,585 TOTAL FARM LIABILITIES $ 639,713
Farm Net Worth $ 386,872
Percent Equity (Farm) 38%
Nonfarm debts $ 55
Nonfarm deferred taxes 12,287
Total anfarm Assets $ 49,423 Total Nonfarm Liabilities $ 12,842
TOTAL ASSETS $ 1,076,008 TOTAL LIABILITIES $ 652,555
Total Net Worth $ 423,453
Percent Equity (Total) 39%

Deferred taxes are listed as current, interinediate and long term farm liabilities and nonfarm liabilities in Table 10.
Total farm deferred taxes averaged $269,279 per farm and 29 percent of total farm assets on these 11 moderate-sized dairy
farms. Total deferred taxes averaged $281,566 and accounted for 43 percent of total debt.
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The farm balance sheet analysis includes financial and debt ratios and factors measuring levels of debt. Percent
equity is calculated by dividing farm net worth by farm assets. Equity increases as the value of assets increase more than
liabilities. The debt to asset ratios reflect strength in solvency and the potential capacity to borrow. The debt analysis ratios
show how well the debt is structured and managed. Debt levels per unit of production include some old standards that are
still useful if used with measures of cash flow and repayment ability.

Table 13.
FARM BALANCE SHEET ANALYSIS
321 New York Dairy Farms, 1995
Average Average Top
Item 321 Farms 10% Farms
Farm Financial Ratios:
Percent equity 61% 53%
Debt/asset ratio; total .39 47
long term 37 51
intermediate & current 41 45
Farm Debt Analysis:
Accounts payable as % of total debt 4% 3%
Long term liab. as % of total debt 41% 43%
Current & intermediate liabilities
as % of total debt 59% 57%
Per Tillable Per Tillable
Farm Debt Levels: Per Cow Acre Owned Per Cow Acre Owned
Total farm debt $2,381 $1,717 $2,578 $2,524
Long term debt 979 706 1,101 1,078
Intermediate & long term 1,901 1,371 2,052 2,009
Intermediate & current debt 1,402 1,011 1,477 1,446

The farm inventory balance accounts for the changes in the values of major farm assets from the beginning to the
end of the year.

Table 14.
FARM INVENTORY BALANCE
321 New York Dairy Farms, 1995
Item Real Estate Machinery & Equipment Livestock
Value beginning of year $ 430,832 $ 165,664 $230,829
Purchases $ 29,438* $ 23,824
+ nonfarm noncash transfer** 170 65
- Lost capital 8,648
- Net sales 1,903 1,078
- Depreciation 15.065 19,347
= Net Investment 3,992 3,464 16,982
+ Appreciation 12,783 2,391 -4,150
Value end of year $ 447,608 $ 171,519 $ 243,661

*$5,686 land and $23,752 buildings and/or depreciable improvements.

**@ifts and inheritances of property transferred into the farm business from outside.
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The Statement of Owner Equity has two purposes. It allows (1) verification that the accrual income statement and
market value balance sheet are interrelated and consistent (in accountants' terms they reconcile) and (2) identification of the
causes of change in equity that occurred on the farm during the year. The Statement of Owner Equity allows the farmer to
determine to what degree the changes in equity was caused by (1) earning from the business, and nonfarm income, in excess
of withdrawals being retained in the business (called retained earnings), (2) outside capital being invested in the business or
farm capital being removed from the business (called contributed/withdrawn capital) and (3) increases or decreases in the
value (price) of assets owned by the business (called change in valuation equity).

Retained earnings are an excellent indicator of farm generated financial progress.

Table 15.
STATEMENT OF OWNER EQUITY (RECONCILIATION)
321 New York Dairy Farms, 1995
Average Average Top

Item 321 Farms 10% Farms
Beginning of year farm net worth $ 597,868 $ 928,185
Net farm income without appreciation $ 50,593 $ 185,589
+ Nonfarm cash income 6,977 2,892
- Personal withdrawals & family

expenditures excluding

nonfarm borrowings 39,794 61,712
RETAINED EARNINGS +$ 17,776 +$ 126,769
Nonfarm noncash transfers to farm $ 235 $ 1,210
+ Cash used in business from

nonfarm capital 6,527 11,100
- Note or mortgage from farm real

estate sold (nonfarm) 35 0
CONTRIBUTED/WITHDRAWN CAPITAL +3$ 6411 +3$ 12310
Appreciation $ 11439 $ 23287
- Lost capital 8,648 22213
CHANGE IN VALUATION EQUITY +$ 2,791 +$ 1,074
IMBALANCE/ERROR -3 582 - -199
End of year farm net worth* $ 624,261 $ 1,068,538
Change in Net Worth
Without appreciation $14,954 $117,066
With appreciation $26,393 $140,353

*May not add due to rounding.
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Cash Flow Summary and Analysis

Completing an annual cash flow statement is an important step in understanding the sources and uses of funds for
the business. Understanding last year's cash flow is the first step toward planning and managing cash flow for the current
and future years.

The annual cash flow statement is structured to show net cash provided by operating activities, investing activities,
financing activities and from reserves. All cash inflows and outflows including beginning and end balances are included.
Therefore the sum of net cash provided from all four activities should be zero. Any imbalance is the error from incorrect
accounting of cash inflows/outflows.

Table 16.
ANNUAL CASH FLOW STATEMENT
321 New York Dairy Farms, 1995
Item Average 321 Farms
Cash Flow from Operating Activities
Cash farm receipts $ 454,627
- Cash farm expenses 384,364
= Net cash farm income $ 70,262
Nonfarm income $ 6977
- Personal withdrawals & family expenses 40,285
including nonfarm debt payments
+ Net cash nonfarm income $ -33.308
= Net Provided by Operating Activities $ 36,954
Cash Flow From Investing Activities
Sale of assets: machinery $ 1,078
+ real estate 1,552
+ other stock & certificates 652
= Total asset sales $ 3,282
Capital purchases:  expansion livestock $ 9,025
+ machinery 23,824
+ real estate 29 438
+ other stock & certificates 1.034
- Total invested in farm assets $ 63,321
+ Net Provided by Investment Activities $ -60,039
Cash Flow From Financing Activities
Money borrowed (intermediate & long term) $ 64864
+ Money borrowed (short term) 3,643
+ Increase in operating debt 2,085
+ Cash from nonfarm capital used in business 6,527
+ Money borrowed - nonfarm 491
= Cash inflow from financing $ 77,610
Principal payments (intermediate & long term) $ 49,947
+ Principal payments (short term) 3,373
+ Decrease in operating debt 0
- Cash outflow for financing $ 53320
= Net Provided by Financing Activities $ 24290
Cash Flow From Reserves
Beginning farm cash, checking & savings $ 7,024
- Ending farm cash, checking & savings 7,647
= Net Provided from Reserves $ -623

Imbalance (error) $ 582
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Table 17.
ANNUAL CASH FLOW BUDGETING DATA
321 New York Dairy Farms, 1995
Average 321 Farms Average Top 10% Farms
Per Per Per Per

Item Total Cow Cwt. Total Cow Cwit.
Average number of cows and cwt. milk 160 32,362 347 74,720
Accrual Qperating Receipts
Milk $ 421,563 $2,640 $13.03 $ 970207 $2,798 $12.98
Dairy cattle 35,719 224 1.10 103,310 298 1.38
Dairy calves 4,310 27 0.13 10,108 29 0.14
Other livestock 866 5 0.03 3,713 11 0.05
Crops 8,016 50 0.25 38,107 110 0.51
Miscellaneous receipts 10,208 64 0.32 18.560 54 0.25

Total $ 480,683 $3,010 $14.85 $ 1,144,005 $3,299 $1531
Accrual Operating Expenses
Hired labor $ 57,561 $360 § 1.78 $ 158,578 § 457 § 212
Dairy grain & concentrate 115,549 724 3.57 252,144 727 3.37
Dairy roughage 4,095 26 0.13 10,393 30 0.14
Nondairy feed 140 1 0.01 308 1 0.01
Machinery hire, rent & lease 6,139 38 0.19 12,375 36 0.17
Machinery repairs & vehicle expense 21,402 134 0.66 38,915 112 0.52
Fuel, oil & grease 8,837 55 0.27 16,427 47 0.22
Replacement livestock 4,684 29 0.15 6,712 19 0.09
Breeding 5,002 31 0.15 9,744 28 0.13
Vet & medicine 12,605 79 0.39 29,733 86 0.40
Milk marketing 22,717 142 0.70 45,711 132 0.61
Bedding 4,872 31 0.15 13,671 39 0.18
Milking supplies 10,386 65 0.32 21,489 62 0.29
Cattle lease 698 4 0.02 3,642 11 0.05
Custom boarding 2,717 17 0.08 3,961 11 0.05
Other livestock expense 11,353 71 0.35 26,238 76 0.35
Fertilizer & lime - 10,057 63 0.31 19,404 56 0.26
Seeds & plants 5,977 37 0.18 12,776 37 0.17
Spray/other crop expense 6,531 41 0.20 14,426 42 0.19
Land, building & fence repair 5,194 33 0.16 10,829 31 0.14
Taxes 8,802 55 0.27 12,813 37 0.17
Real estate rent & lease 7,656 48 0.24 21,720 63 0.29
Insurance 5,598 35 0.17 8,185 24 0.11
Utilities 12,333 77 0.38 24,078 69 0.32
Miscellaneous 5,277 33 0.16 11,070 32 0.15

_Total Less Interest Paid $ 356,183 $2,230 $11.00 $ 785343 $2265 $10.51
Net Accrual Operating Income

(without interest paid) $ 124,500 $780 $ 3.85 $ 358,662 $1,034 § 4380

- Change in livestock & crop inventory 21,567 135 0.67 95,157 274 1.27
- Change in accounts receivable 4,489 28 0.14 14,688 42 0.20
- Change in feed & supply inventory 892 6 0.03 13,890 40 0.19
+ Change in accounts payable* 3.063 19 0.09 -711 -2 -0.01
NET CASH FLOW $ 100,615 $630 § 3.11 $ 234216 $§ 676  $13.13
- Net personal withdrawals & family exp. 32,817 205 1.01 58,820 170 0.79
Available for Farm Debt Payments & Invest.  $§ 67,798 $425 § 2.09 $ 175396 § 506 § 235
- Farm debt payments 82.584 517 2.55 202,233 583 271
Cash available for Farm Investments $ -14,786 $-92 §-046 $ -26,837 $§ -77 $-0.36

*Exclude change in interest account payable.
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Repayment Analysis

The second step in cash flow planning is to compare and evaluate debt payments planned and made last year, and
estimate the payments required in the current year. It is helpful to compare and evaluate a farm's repayment position by
using debt payments per unit of production and receipt/debt payment ratios. The data below are for farms that completed
summaries for both 1994 and 1995.

Table 18.
FARM DEBT PAYMENTS PLANNED
New York Dairy Farms, 1995
Same 246 Dairy Farms Average Top 10% Farms
1995 Payments Planned 1995 Payments Planned

Debt Payments Planned Made 1996 Planned Made 1996
Long term $ 24,850 $ 32,311 $ 26,390 $ 68,946 $ 83,945 $ 66,716
Intermediate term 40,917 53,460 43,222 81,182 116,159 90,192
Short term 3,210 3,841 3,227 4,310 3,815 4,766
Operating (net reduction) 2,511 0 4,112 1,210 0 2,167
Accts. payable (net reduction) 2,652 0 1,695 3.396 318 2,500

Total $ 74,140 $ 89,612 $ 78,646 $ 159,044 $ 204,237 $ 166,341
Per cow $ 436 $ 527 $ 452 $ 580
Per cwt. 1995 milk $ 213 $ 258 $ 2.09 $ 2.68
% of 1995 milk receipts 16% 20% 16% 21%

The cash flow coverage ratio measures the ability of the farm business to meet its planned debt payments. The
ratio shows the number of times the amount available for debt service in 1995 covered debt payments planned for 1995 (as
of December 31, 1994).

Table 19.
CASH FLOW COVERAGE RATIO
New York Dairy Farms, 1995

Same 246 Average Top

Item Dairy Farms 10% Farms
Cash farm receipts $ 489,769 $ 1,052,063
- Cash farm expenses 414,030 893,363
+ Interest paid 31,925 78,050
- Net personal withdrawals from farm* 35,137 59,039
(A) = Amount Available for Debt Service $ 72,527 $ 177,711
(B) = Debt Payments Planned for 1995 74,140 159,044
(A + B) = Cash Flow Coverage Ratio for 1995 0.98 1.12

*Personal withdrawals and family expenditures less nonfarm income and nonfarm money borrowed. If excluded, the cash
flow coverage ratio will be incorrect.

A debt to asset ratio is a good measure of the current relationship between assets and liabilities, but not the
business' ability to meet cash flow obligations. Even with a debt to asset ratio of less than 40 percent, 28 percent of the
farms had a cash flow coverage ratio less than 1.0.

Table 20.
DEBT TO ASSET RATIO VS. CASH FLOW COVERAGE
246 New York Dairy Farms, 1995
Cash Flow Coverage Ratio (Farmn & Nonfarm)
Debt/Asset Ratio <.5 5t0.99 1to 1.49 >1.5
percent of farms

<40% 14.6 13.4 15.5 11.8
40 10 70% 7.7 23.6 7.7 29

70% & over 0.0 1.6 0.8 04




Cropping Program Analysis
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The cropping program is an important part of the dairy farm business that sometimes is overlooked and neglected.
A complete evaluation of available land resources, how they are being used, how well crops are producing and what it costs
to produce them, is required to evaluate alternative cropping and feed purchase choices.

Table 21.
LAND RESOURCES AND CROP PRODUCTION
321 New York Dairy Farms, 1995
Average

Item 321 Farms Average Top 10% Farms
Land Owned Rented Total Owned Rented Total
Tillable 233 166 399 381 316 698
Nontillable 51 11 62 51 7 58
Other nontillable 112 _ 1 _119 111 0 _111

Total 396 184 580 543 324 867
Crop Yields Farms Acres Prod/Acre Farms Acres Prod/Acre
Hay crop 316 200 29 m DM 31 297 3.9 m DM
Corn silage 296 127 15.6 tn 31 254 18.0 tn

5.3 tn DM 6.3 tn DM

Other forage 35 34 1.5 m DM 5 19 1.8 n DM
Total forage 318 321 3.7 m DM 31 554 49 m DM
Corn grain 147 88 114 bu 19 156 122 bu
Oats 39 30 53 bu 5 44 62 bu
Wheat 21 50 56 bu 6 70 53 bu
Other crops 58 58 8 62
Tillable pasture 104 39 10 57
Idle 90 36 8 35

Crop acres and yields compiled for the average represent only the number of farms reporting each crop. All but 5
of the 321 farms produced hay or hay crop silage in 1995. Ninety-two percent produced corn silage, 46 percent grew and
barvested corn grain, and 12 percent grew oats for grain. Although 104 farms used tillable pasture in 1995, only 60 farms
reported using rotational grazing.

Yields of forage crops have been converted to tons of dry matter using dry matter coefficients reported by the
farmers. Grain production has been converted to bushels of dry grain equivalent.

Crop acres represent planting, therefore, unharvested acres are reflected in low yields per acre.

The following measures of crop management indicate how efficiently the land resource is being used and how well
total forage requirements are being met.

Table 22.
CROP MANAGEMENT FACTORS
321 New York Dairy Farms, 1995
Average Average Top
Item 321 Farms 10% Farms
Total tillable acres per cow 2.50 1.99
Total forage acres per cow 1.99 1.55

Harvested forage dry matter, tons per cow 7.40 7.64
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In the third year of collecting information on pasture costs, 20 cooperators provided pasture-related expenses. One
hundred fifteen cooperators allocated direct crop related expenses to hay crop, corn and other crop production. The data in
Table 23 have been compiled to show the average crop related production expenses per acre and per unit for these crops and
for pasture. Note that labor and machinery costs have not been included. Total comn expenses are allocated to corn silage
and com grain based on the proportion of acres in each crop. In Table 23, the total per tillable acre represents all 321
farms, the expenses for hay and corn crops are for the 115 farms, and the pasture costs are for the 20 farms which submitted

data.
Table 23.
CROP RELATED ACCRUAL EXPENSES
New York Dairy Farms, 1995
Average Average
321 Farms Average 115 Farms Reporting Crop Costs 20 Farms
Total All Corn Corn Pasture
per Hay Crop Corn Silage Grain Per Per
Tillable Per Per Per Per Ton  Per Dry Till. Total

Espenses Acre Acre Ton DM Acre DM Shell Bu. Acre Acre
Fertilizer & lime $25.21 $16.57 $5.61 $3991  $7.48 $0.33 $