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Well-managed smailer farms, with larger margins of profit per cwt of mulk, may be able to survive
economic downturns better than a larger farm operating with a smaller margin of profit Note larger tarms
don't necessarily have smaller margns of profit However, smaller margin of profit may resuit because of
a recent expansion that involves larger debt payments See Table 1

Table 1 Profit Margins vs Size (18,000 Ib of mulk per cow)
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. In this example, both farms had the same onginal profit of $30,000 Then, milk price dropped $1 00 per
Lancaster County, Pennsylvania cwt The larger farm experienced a larger drop ($18,000 vs $9,000) because 1t had more cwt s of milk
to take the hit Consequently, the larger farm ended up with less profit ($12,000 vs $21,000) A second
$1 00 drop would send the larger farm into a $6,000 loss (512,000 - $18,000), while the smaller farm

1 us: % rgin ~f Profit - Article 3 would still have $12,000 profit ($21.000 - $9,000) Conversely, 1f milk prices increase the larger tarm

would experience a greater increase 1n profit

The last article looked at how farming methods can affect farm profits This week we will focus on size of

business and 1ts impact on farm profits and profit margins Getting better might be more profitable than expanding - - at east until the expansion loans are paid off
Sttuations will vary a lot from farm to farm, so push the pencol and use your own figures The mam point
Consider what size business you are capable of managing As you get larger, remember you start 15 consider profit margins as well as size, try not to let profit margins shrink to the point where you
managing more people, and you manage them differently than cows become extremely vulnerable 1o even the slightest changes n costs (1¢ teed) or returns (1 e mulk prices)
If you do expand, get better before gettin bigger. and be sure you are capable of managing 4 larger
Getting better before getting bigger has many advantages, especially when cash flow and equity are operatton

limited It requures less capital, 1t ts less risky, and a smaller operation ts easter to manage

Dairy Farm Management Basics
by

Glenn A Shirk
Extension Agent - Dairy, Lancaster County, Pa
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