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ANALYZING YOUR DAIRY FARM FINANCIAL POSITION 

James G. Endress 
 
 

TAKE HOME MESSAGES 

 Knowing your breakeven cost of production is imperative in today’s volatile economic 
climate. 
 

 Complete, accurate, up-to-date financial information about your farm business is essential 
to its long-term survival. 
 

 Implementing a risk management strategy can minimize the financial risk faced by a 
dairy enterprise. 
 
 

What a difference a year makes!  While a dramatic downturn in farm-level milk prices was 
forecast a year ago, economists at that time were predicting the “trough” in prices to be relatively 
narrow and the rebound to take only six months.  Ten months later, mailbox prices are finally 
back to $13.00 per hundredweight and if the futures markets hold true should reach $15.00 per 
hundredweight by the start of 2010.  That price may be near your breakeven cost of production. 
 
However, just saying that price may be near your breakeven cost of production is not accurate 
enough.  A period of low milk prices like what has just been experienced points out emphatically 
the importance of knowing what it costs you to produce milk.  Armed with such information, 
producers were able to calculate already last January how much money they were losing per cow 
per month.  Then, at any point after that, producers can estimate the affect the downturn in milk 
prices will have on their balance sheet and communicate effectively with their lenders.  
Agricultural lenders have known all year what milk prices have been.  Your job as a proactive 
borrower is to inform your lender of the impact on your financial position and develop a strategy 
for weathering the economic storm together. 
 
Several key financial components have already been mentioned.  An accurate breakeven cost of 
production allows managers the opportunity to confidently implement a risk management plan 
when conditions are right.  No one has ever gone bankrupt by selling their commodities at prices 
higher than their cost of production.  If the futures markets are any indication, additional milk 
price strength should be experienced as we go through 2010 and opportunities should exist for 
locking in future revenues at levels higher than the cost of production. 
 
In addition to accurately calculating your breakeven cost of production on one hundred pounds 
of milk, you also need to know your unit cost of production for every enterprise on your farm.  If 
you are raising your dairy heifers, possibly dairy steers, corn for grain and for silage, and alfalfa 
for hay and haylage, you also need to know what it costs to produce those items on a per unit 
basis.  Why is that important you might ask?  Knowing the cost of production on each enterprise  
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that makes up the total farm operation allows the financial manager the opportunity to modify 
their strategy to maximize the profitability of the total farm operation.  For instance, there may 
be opportunities to have dairy heifers custom raised less expensively than your calculated cost of 
production.  A similar situation may also exist in the growing of corn or hay feed stuffs. 
 
Complete and up-to-date balance sheets allow financial managers the opportunity to track critical 
financial indicators such as net worth, working capital, and debt to asset ratios.  A well-managed 
business will have strengthened the balance sheet by paying down debt thereby increasing these 
critical financial indicators during profitable times.  This strategy will then provide the business 
with a cushion to aid in the long-term survival of the business during periods of trying economic 
conditions. 
 
Several Microsoft Excel based spreadsheet tools are available on the University of Illinois 
“Farmdoc” website www.farmdoc.uiuc.edu under the heading of FAST Tools (Farm Analysis 
Solution Tools).  The simplest of those tools is the Ratio Calculator Program.  This program 
allows the user to calculate key financial ratios that measure the financial performance of a farm 
operation.  The program allows the user to enter the minimum data needed to calculate key 
financial performance ratios.  The program then calculates specific ratios and identifies strengths 
or weaknesses of levels and trends of various ratios. 
 
A second of those tools (Balance Sheet and Historical Financial Statements) prepares a balance 
sheet, income statement, statement of cash flows and statement of owner equity for a farm 
operation.  The program also reports widely used financial ratios to aid in evaluating financial 
performance of the farm business.  The program generates financial statements for a two-year 
period as well as a summary section that compares the user’s financial ratios to industry 
benchmarks. 
 
The Dairy Profitability Model has been explained and demonstrated at Illinois Dairy Days the 
last two years.  This tool allows a producer to enter existing financial and production data for 
their dairy herd or a proposed dairy herd and get a quick analysis of the profitability of this 
enterprise.  A key output from this model is a calculation of the breakeven cost of production.   
 
If there ever was a time for a dairy farm business owner/manager to know their cost of 
production, that time is now.  Armed with the knowledge of one’s cost to produce milk, risk 
management strategies can be explored and implemented to minimize the financial risk that 
exists in today’s uncertain financial times. 
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