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‘Milking the Leaner Cash Cow’ looks at the options dairy farmers have in adjusting management to a $3.80/kg MS payout. The past environment of high payout and low share values has in many cases, created farm practices that are not sustainable at today’s payout.

One of the first questions that must be asked is: is this decline in payout a one off event? In which case lets just wait for the upturn. The graph trend in payout (Figure 1) shows the inflation adjusted payout from 1973 through to the present. This graph is a good reality check in that it demonstrates that historically the payout has fluctuated and never stayed at a high for any longer than one to two years at the most. While this is disturbing it is the reality of a largely commodity driven market.
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Figure 1: Payout trend, inflation adjusted.

There has been a significant lift in farm working expenditure over recent years. Much of this has been caused by changing farming practise, however there has also been a significant lift in costs due to on farm inflation.

Table 1 shows in summarised version the effect that this has on dairy farmers’ budgets. The lift in farm working expenditure from the 1998/1999 level of $2.19/kg MS to the current $2.69/kg MS has been brought about by a lift in feed costs (33c/kg MS) and labour (17c/kg MS). The increase in feed costs has been caused by increased demand for feed due to the dairy expansion and the strength of alternative farming enterprises. The increase in labour costs have been created by a strong demand for labour. It should be noted that this lift in expenditure shown is the result of inflation, not of changing farm practice.

Table 1: Effects of payout and on farm inflation.



1998/1999
2001/2002
2003/2004

Milk
3.58
5.30
3.80

Sales
  .25
  .40
  .30


___
___
___


3.83
5.70
4.10

FEW
2.19
2.69
2.69

%GFI
57%
47%
66%

EBIT
1.64
3.01
1.41

Interest
1.00
1.00
1.00

Note: The lift in FEW is the result of feed costs increasing 33c/kg MS and labour 17c/kg MS.

Interest at $1.00/kg has been shown and while it is accepted that this is not the average interest level on dairy farms in Canterbury it is typical of a large number of new dairy conversions of the last two to three years.

The three responses to the current situation can be to increase production, cut costs or do nothing.

In order to look at the options a farm example is used, with the circumstances outlined in Tables 2, 3 and 4.

Table 2: Farm example.

Area
210 ha

Cows milking
672

Replacements
25%

Pasture production
15.18t DM

Lactation length
260 days

Nitrogen used
200 kg N

Production
255 360 kg MS (380 kg MS/cow or 1216 kg MS/ha)

Table 3: Financial assumptions.

Outlines the key financial assumptions used.

Winter grazing
18c

Supplement price (fed)
27c (18c purchased)

Heifer grazing
$6.50 /wk

Calf grazing
$4.00 /wk

Interest rate
8%

Share value
$4.85/kg MS

Cow values
$900

The price of grass and whole crop silage at 27c comes as a surprise to many farmers. This cost is based on a landed on farm price of 18c/kg DM, covering at .5c/kg DM, feeding out costs at 4.2c/kg DM and then 20% wastage. 

Table 4: Example farm budget.

Income
$
$

Milk
970,368

Sales
69,552
1,039,920


_______
________

Expenditure


Wages
147,840

Animal health
  43,680

Breeding
18,816

Fertiliser
80,000

Feed
231,416



The rest
165,978
687,730
$2.69/kg MS

_______
______

EBIT
$352,190

Production increases

Increasing stocking rate

Lifting stocking rate has been the major tool used by dairy farmers in the past to improve profitability. Table 5 shows the effects of the example farm lifting cow numbers from 672 (3.2 cows/ha) to 714 cows (3.4 cows/ha) and 756 cows (3.6 cows/ha). This example shows that the initial lift to 714 cows and along with the associated lift in pasture utilisation from 80% to 85% gave an advantage of $40,745 after allowing for the additional capital (cows and shares).

Table 5: Effects of lifting stocking rate.


672 cows
714 cows
756 cows

PU

+5%
+5%

Milk
970,368
1,031,016
1,091,664

Sales
 69,552
73,899
 78,246


________
________
________


$1,039,920
$1,104,915
$1,169,910

Expenditure
687,730
694,666
759,299

EBIT
352,190
410,249
410,611

Add Cap.

9,782
9,782

Advantage

48,277
-9,420

It is extremely important to note however that the next lift to 3.6 cows/ha brought about a deficit of $9,420 compared with the previous 3.4 cows/ha example. While the absolute figures are not important this does demonstrate that farms can still improve profitability by lifting stocking rate while improving pasture utilisation. A point is reached however that when pasture is being optimally utilised that any additional cows will require supplement input mid season (October to March).

Farms that have set stocking rates to a level where supplement is having to be fed from October to March will be losing money and should seriously consider decreasing stocking rate.

Increasing per cow production

Extending lactation length is still the most profitable way of lifting per cow production. Based on the difference between a dry cow requirement and the milking cows requirement there is a gross advantage of 63 c/kg of additional dry matter fed to keep a cow milking for additional days. This leaves a potential profit of 36 c/kg DM after allowing for the cost of additional feed. There is no justification for wintering cows at home unless they are eating feed that would not have been available to a milking cow.

It is a concern that this year we are seeing some cows being wintered on farm as a way of reducing cost when it is our opinion that this is increasing costs. We believe a realistic target is a 280 day lactation. Please note that the above calculations apply only to those cows that are going to be wintered, not cull cows. Cull cows should be removed from the farm at the point supplement is being introduced in the autumn.

Taking the farm example and lifting the stocking rate to 714 cows the lactation length now needs to be increased from it’s 260 days to 280 days. This lifts per cow production to 405 kg MS/cow/day with the financial advantage being $72,551 after the allowance for additional capital. This advantage is compared to our initial farm budget involving 672 cows.

Lactation persistency
Another important means of lifting per cow production is to minimise production decline post peak. This is commonly called production persistency and the aim here is to reduce the monthly decline from peak to below 7%.


Improving lactation persistency by 2% per month lifts per cow production from 406 kg MS to 428 kg MS. We believe this is achievable on many properties given that this year, over the months December/January, declines of 15% were common.

Lactation persistency doesn’t involve any additional expenditure but rather improved pasture management. The combined advantage of lifting stocking rate, lengthening lactation and improving lactation persistency is $94,848. These steps have the combined effect of reducing FEW to 2.50/kg MS.

Increased production summary

To summarise so far, you must set a stocking rate that optimises pasture utilisation but if you find that you are feeding supplement mid season you have gone beyond your economic stocking rate and should either drop cow numbers or utilise a feed source that is under 19 c/kg DM. Even then the gains can be so marginal it is not worth it. 

The big gains in improving farm income will come from extending lactation length and improving production persistency. 

You should always be looking to:

· Optimise nitrogen inputs

· Optimise irrigation efficiency

· Depending on supplement costs sell culls early

· Ensure pastures are fully utilised

· Purchase cheapest over 10 ME (probably grass)

There is no magical feed supplement, regardless of what nutritionists say, that can bring profitability to your farming business other than what can be measured by ME and price. Make your supplement purchases on these two criteria alone.

Cutting Costs

Animal health- savings $20,100

When I analysed accounts ten years ago I found a high correlation between high animal health and high profit per head and per ha.  Now when I analyse accounts the correlation is often the other way around.  With a higher payout it has become the tendency to just keep throwing money at problems without analysing if this has been worthwhile.

I talked to a senior veterinary researcher to get another view of where we are spending money unnecessarily. Some of the areas that need looking at are discussed below. These are ideas only, and you need to consider your own situation. For example, blanket dry cow therapy is a good idea if you are buying a herd with a high somatic cell level.

Drenching of adult cattle

This has become a common practice on many farms, and on some properties the cattle are drenched twice in a season. With over 30 years of research, the veterinarian I talked to had never had a positive result from drenching adult cattle. He did admit that the new products were better than the products he had trialed, but he thought drenching cattle once a year was marginal and twice a year crazy. He recommended that you do a faecal egg count (FEC) before drenching adult stock. Sure FEC on cattle aren’t very accurate, but if the sample shows no eggs then the chances of getting any response is slim.

Vaccinations

Vaccinating cattle for a disease that you have never had on your property is taking risk avoidance to the extreme. If you have a closed herd then you have little risk of picking up the diseases that everyone is vaccinating for. You need to practice good hygiene such as getting all calves picked up from one pen on the farm. Don’t let buyers or truck drivers into other pens with your replacement calves. You also need to be careful if transporting stock. You can introduce rotavirus by transporting stock in trucks that have carried rotavirus infected stock.

Minerals

You should aim to give supplements direct to the animal as much as possible. This saves the losses that occur in the soil. I have clients on border-dyked properties that after ten years of using two year selenium prills every year, are still supplementing their cows with selenium.  

Also inorganic salts (such as zinc sulphate) are effective for treating deficiencies. The percentage uptake of inorganic salts is not as high as chelated products – but due to their lower cost you can afford to give more minerals to get the same result, at an overall lower cost per cow. 

The following is a basic mineral mix that you can use in the same way as a standard premixed product. This mix will not rectify major deficiencies but if your starting animal levels are reasonable, it will help maintain the levels. I checked the mix with a feed nutritionalist and he thinks it is good (in fact he is now using it with his clients). You could double the selenium if you have a history of low selenium on the farm.

The mix per 100 cows is

· 100 grams of copper sulphate

· 200 grams of zinc sulphate

· 50 ml of Selmitt 5™ – supplies 2.5 mg/cow/day

· 2.5 ml of cobalt sulphate

· 60 ml of stock iodine (5%)

Note there are 1000 grams in a kilogram and 1000 ml in a litre.

The total cost is $2.00 per 100 cows or 2 cents/cow/day. The iodine is only needed until the end of mating. Without the iodine the cost drops to $1.00/100 cows (or 1 cent per cow per day). The copper sulphate can’t be used if you are putting bloat oil in the trough, as the copper sulphate makes the bloat oil ineffective.

As with all minerals, shop around. Farm supply firms have copper, cobalt and zinc sulphate. Vets have the selenium and iodine. 

You still need to check the trace element status of the cows in October and autumn to ensure that all the levels are acceptable. 

CIDR’s and mating

Only treat cows that have been calved 35 days or more and have had a normal calving with CIDR’s. Also if CIDR’s go in on the day before mating starts, instead of 8 days before mating starts, then you will still have two shots at AB and will treat a lot less cows (often 20% less).

Blanket dry cow

Use the SAMM plan where possible. Using drugs on animals that you don’t need to is not a good idea from a management point of view or financially.

Potential savings on animal health - $30/cow or $20,100

I have clients achieving over 400 kg MS/cow and 1,250 kg MS/ha with animal health costs under $35 per cow; this is with less than 2% deaths and 4% empty. On many farms this is a saving of over $30/cow.

Breeding - savings $4,536

Why herd test every year? Many of you will by the time you have sold the empty’s, cows with stuffed udders and too old have no real selection potential left. So what is the benefit of the herd testing? Use a mastitis meter close to drying off to select cows to dry cow. Note that an EBL test is free – you don’t have to pay for a herd test for EBL.

Fertiliser - savings $42,420

Inefficient N use

Often N is applied too many days after the cows are out of the paddock. Southland trials showed a 50% higher response from a 28 day interval between application and grazing versus a 18 day interval. More efficient N use can either reduce your N use or improve your grass growth and therefore reduce the amount of supplement used.

Extra minerals with your fertiliser

In some districts the application of copper sulphate and magnesium oxide to soils is becoming standard. Sure add copper if the herbage test shows that you are low, but don’t agree to it going in your mix if you haven’t a known deficiency. Also your soil magnesium needs to be below 9 before your plants need magnesium in the fertiliser. If your stock are short of copper or magnesium give it to them direct.

Above maintenance P when your Olsen P is at 30

No trials have shown any financial benefit from lifting your Olsen P above 30, so don’t put “a bit above maintenance” when you have P levels of 30.

Balancing cows diet - $20,100

Feeding straw due to a perceived lack of fibre in the diet is costly and achieves nothing.  A trial recently showed that feeding 2kg/cow of straw had no a positive affect – and this was in a worst case situation when the cows were on lush pasture and fed 5kg of grain (grain has less fibre than grass).

The DCAD argument has been overstated. Sure be careful about the application of potassic fertiliser directly in front of the cows – but this is about the level of consideration that is needed.

Table 6: Total savings.

Animal health


$20,100

Breeding


$  4,536

Fertiliser/ Nitrogen

$42,420

Balancing cows diet
$20,100


______

Total savings


$87,156

This is 34 kg MS/cow (or 26 kg MS/cow if no balancing diet occurring) 
Other savings

Vehicle

There is a huge variation between clients in this area. Control costs with the use of motorbikes instead of 4 wheelers; using tractors instead of stuffing 4 wheelers; grain feeding instead of vehicles feeding silage. The cost should be around $35/cow.  Some farms spend $200/cow – watch the metal disease.

Repairs and maintenance

Ensure the expenditure is needed to increase the profit of the business.

Reduced Replacement Rate

In Canterbury 25% replacements is reasonably common – but the cost of carrying the extra heifers is huge. 

Table 7: Replacement Rate.

Price per heifer reared
$

$

Calf cost
275
Heifer cost
871
Grazing 
464
Lower heifer production 75kgMS x $3.80
285

AH & breeding
 50
Increased genetic gain from heifers
-178

Interest
 54
Cull cow price
-350


___

___

Cost
$853
Total cost per extra heifer reared
$628

2% empty & 1% death

Final cost 
$871/hd 
The figures show that the cost of producing an in calf heifer is around $871/hd. If you think in today’s environment that you could sell the heifer for more than $871/hd net, then you should rear the extra stock as you always have the option of selling the heifer. If the extra heifer is reared and put into the dairy herd there is a cost of $628/hd. On a 650 cow dairy farm this adds up to a lot of money.

Table 8: Cost of extra 5% replacements.

	Cull cow price
	
$300
	
$350
	
$400
	
$450

	20 vs 25% replacements
	$22,713
	$21,038
	$19,363
	$17,688


Table 9: Controlled expenditure.

Savings on animal health, breeding, fertiliser and balanced feed
$87,156

Vehicles and repairs and maintenance
    ?

Reduced replacement rate
22,713


______

Total savings
$109,896

Getting the most from your staff

Labour cost

The reason that we are talking about this subject is that wages is the biggest farm expense after stock feed. When we did our first seminar nine years ago we looked at the cost of labour then. So what does it cost for a worker now versus nine years ago?

Table 10: Labour cost.

Farm Owner - $37 00
Sharemilker - $35 000

Income
$
Income
$

Milk (370kgMS/cow)
1406
Milk
703

Stock
103
Stock
103


____

___

Total income 
$1509
Total income 
$806

Expenses

Expenses

Grazing/Feed    
345
Grazing/Feed    
184

Nitrogen
80
Nitrogen
40

AH & breeding 
93
AH & breeding 
93

Shed and Power
27
Shed and Power
27

Interest
108
Interest
108


___

___

Total Expenses
$653
Total Expenses
$452

Net profit per cow
$857
Net profit per cow
$355

Cows per worker
44
Cows per worker
99

Table 11: Cost of labour – cows per worker.

	
	Farm Owner
	Sharemilker

	1995 – 350 kg MS/cow @ $3.10/ kg MS
	39
	93

	2003 – 350 kg MS/cow
	48
	110

	2003 – 370 kg MS/cow
	44
	99


So even though the cost of labour has gone up hugely (50%) over the past nine years it still takes a similar number of cows to pay for that worker. 

Increase production to reduce labour cost

One of the best ways of reducing the cost of labour is to increase performance of the farm.

Table 12: Reducing labour costs by increasing production.

	Cows per worker
	350 kg MS/cow
	400 kg MS/cow
	450 kg MS/cow

	Sharemilker
	110
	85
	69

	Owner
	48
	38
	32


Reducing labour by efficiency

Your milking time in your shed should be around 8 minutes per row. I have been to farms that take 13 minutes per row – over 60% longer than it needs to be. If your milking is too slow get it sorted! Yard washing is brain dead work. Get an automatic yard washing system that works. The lanes around the shed should be of a good standard, so that cows come into the shed and away from the shed easily. This will help cow flow and therefore reduce milking time and time to get the cows to the shed.

Manage your time. Use a job board and get staff to record on their time sheets what they actually did for the day. This can help you pinpoint areas of inefficiency. 

Summary

To summarise we need to look at what was achieved with the original farm example:

· We lifted stocking rate to optimise pasture utilisation. Remember many farms may need to reduce stocking rate to eliminate costly feeding of supplement mid season.

· We lengthened lactation from 260 days to 280 days.

· We improved production persistency by 2% per month.

· We decreased farm expenditure in a number of areas that brought total savings of $87,000. Reducing replacement rate from 25% to 20% saved a further $20,000 giving total possible savings of $107,156.

Table 13 shows the original budget and along side it the final budget. The key point to note is that farm working expenditure has been decreased from $2.69/kg MS to $2.15/kg MS. The overall resulting financial advantage has been $202,000.

Table 13: Financial Summary.


Original ($)
Final ($)

Milk
970,368
1,161,250

Sales
69,552
73,899


________
________


1,039,920
1,235,149

Expenditure
687,730
657,874
($2.15/kg)

EBIT
352,190
577,275

Add Cap.

23,081

Advantage

$202,004
It is important to note that there is no one answer to improving profitability in a low payout. Don’t focus on solely cutting costs, as lifting production can also have the effect of lowering your costs on a per kilogram basis.

Finally dairying is a simple business. The most profitable operators keep it simple and don’t get brainwashed by smart sales people or nutritionists that overly complicate this simple system.

Workshop summary

Outcomes

· There are options for adjusting  management  to a $3.80 payout

· Improve production through greater days in milk and decrease in decline from peak 

· Reduce farm working expenses such as animal health, labour, vehicles, repairs and maintenance, young stock rearing

Further discussion points

· What feed conversion efficiency was used in the two models? Originally 15.5 kg DM:1 kg MS and then with increased utilisation to 13.8 kg DM:1 kg MS.

· If grazing off is considered as a supplement to extend lactation, would milking to 10 June be considered economic? Yes, as long as cow condition was maintained. Wintering on is not considered economical if grass could have been eaten by milking cows.

· If utilisation is higher through increased stocking rate, how do we practically achieve and monitor this on our farms?

· Watch wastage, grazing residuals, topping and conserving surpluses. Often grazing management mistakes are fixed by using supplements, rather manage pastures well. Rotate with brassica crop for pasture renewal.

· How easy is the transition from $2.70 to $2.15 FWE/kg MS practically? Concentrate on per cow production to lower per cow costs. Have targets and monitor progress against these targets.

· How do you increase per cow production by 70 kg MS per cow in your examples? Increase lactation days by 260–280 days, decrease drop off in peak, achieve higher peaks.

· Some general questions on specific costs e.g. Urea, rumensin, vaccines, dry cow cost, milk solids response to grain , labour  etc. 

Conclusion

Why do you do what you do?
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