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The year to 31 March 2020 performed as expected, milk 
prices fluctuated around the 31 pence per litre mark received 
on farm, meaning that income has remained stable for the 
third year in a row, and whilst feed costs in particular didn’t 
reduce as much as expected, profits of £233 per cow were 
made by the average producer. 

The report shows the driver for the year has been a reduction 
in costs, and the difference in profitability between the top 
10% and bottom 10% highlights this. Cost efficiency is about 
much more than requesting suppliers to reduce their prices, it 
is looking into the expenditure of the business and adapting 
to suit the farm or milk contract or making timely investments 
if they will give a return. 

The favourable growing conditions of 2019 led to a 
significant fall of £97 per cow in purchased feed costs 
over the challenging dry conditions of 2018 with a minimal 
fall in yield. The fall cascades through variable costs with 
less requirement for crop inputs such as seeds, fertilisers 
and sprays as the weather conditions assisted farmers in 
producing large quantities of high-quality forage. This really 
does highlight how the vagaries of the weather significantly 
affect dairy farming, and whilst this cannot be controlled, 
how producers react to it very much can. 

As the machinery required to grow and harvest these crops 
continues to become ever larger and more expensive, the 
report shows contracting costs rising by 10% for the year, the 
quantity of forage produced on farm will be affecting this, 
and there is a corresponding fall in depreciation, fuel and 

labour as field operations are increasingly outsourced. 

Few dairy farmers will argue that 2020 has brought far more 
challenges and uncertainty than could ever have been 
predicted. COVID-19 appeared at the end of March and led 
to a step change in purchasing habits overnight, with food 
service outlets being ordered to close. Some milk buyers did 
not have the outlets or processing facilities to adapt to this 
change and producers were instructed to cut production, or 
even worse dispose of milk. The immediate effects for those 
worst affected should not be underestimated, with some 
herds sold just to be able to keep businesses afloat. 

Much of the distressed milk is now behind us, with spot 
markets having recovered, but the report highlights how 
finely balanced the market is, with imbalance between 
supply and demand having such a profound effect on the 
milk price. 

What can we learn?

The Milk Cost of Production Report demonstrates that buyer 
security is volatile in times of oversupply and cost control 
is more effective when looking at the business as a full 
picture. It is not possible to control everything, but the most 
successful farmers adapt what they can control to suit the 
factors they cannot. 

Andrew Vickery   Dan Heal  
07815 561733   01935 709449  
andrew.vickery@om.uk  daniel.heal@om.uk 

So Comparable Farm Profits recovered as budgeted in 2019-
20 following the severe drought of summer 2018. More cows 
were carried producing less milk than budgeted and costs 
reduced by £124/cow (-1.7ppl). £97/cow of the reduction was 
due to decreased purchased feed costs reflecting the better 
quantity and quality of forages. Feed being 30% of total 
costs has a huge effect on the bottom line profit. Weather 
effects the quality and quantity of forages produced which 
directly impacts on the quantities of concentrates and 
purchased forage replacers purchased.  

Budgeted profits per cow are expected to remain stable. 
This forecast is based on an increase in milk output of 186 
litres/cow with similar cow numbers at -0.5ppl milk price and 
similar costs of production. 

The milk price decrease is influenced by falls in the organic 
market and farmers affected by Covid in the springtime. 
Within the total costs we see straw and bedding costs 
rising due to lower straw yields, lower fuel prices, lower 
fertiliser prices and stable feed costs. Feed shortages in 
2020 are more localised with the second half of the growing 
season making up some of the earlier season shortfalls in 
production. 

Looking at last year’s data here are some observations…

1.   Costs of production drives profits

The lower the costs per cow or per litre, the higher the profit 
and vice versa. Whether it is the average, top or bottom 10% 
you are comparing, the biggest differences are in the total 
costs e.g. £950 per cow difference between the top and 
bottom 10%. It is the same in previous reports, for example 
£1000 difference in our 2016 report. The difference in milk 
income of £157/cow or 170 litres less per cow produced 
shows that yield is not driving profit. Encouragingly, it is the 
costs of production, which a farmer can influence, where the 
biggest scope to improve lies.  

2.   Well managed scale matters but not by  

£1000+/cow profit? 

The top 10% have double the herd size 
of the bottom 10%. Scale should not 
affect the variable costs yet purchased 
feed and other variable costs are 
4.5ppl higher (£301/cow) for the smaller 
herds. Greater buying power may 
save 1ppl but not 4.5 times that! On 
the overheads or fixed costs there is 
£563/cow (8ppl) difference or £81,072 
on combined power and machinery 
and labour. This is where the bigger 
difference lies, in an area we call ‘Cost 
of Doing Work’ or cost of moving things 
about (CODW). The best businesses 

achieve close to 10ppl or £700-£800/cow depending on 
yield. This is double the cost difference, with double the 
probability of reducing the CODW significantly.

3.   Maximising profits - Management matters, the system 
does not. 

The report points out that within the top 10% by profit, yield 
per cow varies from 4,520 to 10,393 litres. Of the top 10% Profit 
per cow 28% are Autumn Calving, 28% are all year round and 
44% are Spring Calving with organic and non-organic herds 
represented across the systems. The same applies in the 
bottom 10%. It is not what you do it is the way that you do it!

4.   24% of the sample do not break-even. 

With an average milk price of 29.4ppl for the bottom 10%, 
which is still above national average due to aligned, organic 
and constituent based contracts, and a more favourable 
growing season, they are still loosing money. This is a big 
reason why 2.5% of producers are ceasing production 
annually. Land prices are now deflating not inflating, 
environmental and welfare standards are continually 
increasing, EU subsidy schemes are changing. At the current 
rate a lot of the bottom 10% could be gone in 4-5 years’ 
time… unless they change their management decisions. 
That is in their hands. Change nothing and the status quo is 
maintained. 

On a positive note most of the above points are within 
your control if you need or wish to improve business profits. 
Benchmark against the best in detail and focus on 3-4 key 
costs. Develop an action plan to reducing these costs and 
get the whole farm team to buy into what you are trying to 
achieve. 

Gerard Finnan             Annabel Hole
07976 426420            07980 294816
gerardfinnan@fcgagric.com           annabelhole@fcgagric.com
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Commentary

The sample farms analysed include organic, all milk bonuses, a higher 
proportion of manufacturing than liquid contracts, plus more aligned 
contracts than would be the norm across the whole of the UK.

Andrew Vickery Gerard Finnan
Head of Rural, Old Mill The Farm Consultancy Group

Dan Heal Annabel Hole
Rural accountant, Old Mill The Farm Consultancy Group
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1. The average total comparable cost of milk production in 
the year to 31 March 2020 was £2,287/cow compared to 
average milk income received of £2,271/cow.

2. The total comparable cost of milk production for the 
year to 31 March 2021 is expected to be £2,296/cow 
against projected milk income of £2,294/cow.

3. Milk prices have held up in 2019/2020 with an average 
milk price of 31.59p/litre, with all types of farming system 
able to produce milk profitably on a £/cow basis.

4. Milk income has remained stable for the third year in 
a row, with both prices and yields seeing little change 
from the 2018/19 year. Yields did not rise as projected, 
despite much more favourable summer conditions, with 
fertility having suffered due to the stresses of summer 
2018.

5. Non-milk income has fallen in 2019/20 due to the 
depression that was felt in the beef market.  This is 
expected to recover for the 2020/21 year with that 
market having recovered.

6. Milk income is expected to grow by £23 per cow to 
£2,294 as increased yields offset the fall in milk price 
felt over the summer months, whilst non-milk income is 
expected to fall marginally to £241/cow reflecting lower 
livestock prices in the first quarter.

7. Bedding costs are expected to return to the levels seen 
in the winter of 2018, as arable crops suffer with the 
summer of 2020 and COVID-19 disrupts the supply of 
alternative products.

8. Whilst energy and fuel prices fell sharply in the early part 
of 2020/21, savings made are expected to be eaten up 
by the increasing costs of machinery, either in the form 
of contractor charges or depreciation.

9. Profits are expected to be maintained at £239/cow in 
2020/2021, with both income and costs maintaining 
a very similar level to 2019/20 for the full year despite 
periods of extreme volatility.

10. Profitability has recovered from the fall seen in 2018/19, 
back to an average of £233/cow.  This is the third year 
in a row that profits in excess of £100/cow have been 
achieved by the average producer.

11. The total comparable cost of milk production for the 
top 10% of producers was £1,647/cow compared with 
£2,597/cow for the bottom 10%, a difference of £950/
cow.

12. The top 10% of producers produced higher yields at 
6,851 litres, spending £187/cow less on concentrates 
than the bottom 10%, although slightly more on forage.  
There is a huge range of production level within the top 
10% producing anywhere from 4,520 litres per cow and 
10,392 litres per cow, showing that a focus on efficiency 
pays whatever the yield level.

13. Power and machinery costs for the top 10% are £368/
cow, compared to £710/cow for the bottom 10%.  Much 
of this is made up of higher depreciation charges 
alongside higher contracting costs indicating an under-
utilisation of expensive farm machinery.

14. Although removed from the top 10% vs bottom 10% 
statistics, and in contrast to 2018/19, the performance 
of organic herds was variable, with some producers 
achieving profits in excess of the top 10% of conventional 
farms and equally with some producers falling within the 
bottom 10% of conventional farms.

Key points

1. The sample consists of Old Mill and Farm Consultancy 
Group clients who derive their income mainly or solely 
from milk sales, across a variety of farming systems.

2. All farms have a 31 March year end.

3. In order to make the businesses comparable, 
rents, interest payments, drawings, tax and capital 
expenditure have been excluded from the figures and 

a labour charge of £30,000 has been included per full 
time partner/director. Basic Payment Scheme has also 
been excluded from the income. It should be noted that 
depreciation has been included in these figures.

4. The projection for 2021 has been calculated by looking 
at actual costs incurred for this financial year to date 
along with national trends.

The basis

In order to understand and interpret the results of the survey, it’s important to set out the 
basis upon which these figures have been produced, specifically:

2018/2019 2019/2020 Projected for 2020/2021 Difference

Herd size 284 307 307 0

Yield per cow (litres) 7,278 7,214 7,400 186

£/cow £/cow £/cow £/cow

Milk income 2,267 2,271 2,294 23

Non-milk income 285 249 241 (8)

Total income 2,552 2,520 2,535 15

Purchased feed 789 692 644 48

Variable costs 461 437 448 (11)

Labour (paid + unpaid) 470 458 488 (30)

Power & machinery 519 524 525 (1)

Administration 106 104 117 (13)

Property repairs 66 72 74 (2)

Cost of production (2,411) (2,287) (2,296) (9)

Comparable farm profit (CFP) 141 233 239 6

Whole sample - actual 2019/2020 results 
compared with 2020/2021 projected results

“Farm profits expected to be maintained 
over 2020/21 as adaptable producers 
react quickly to market conditions.”
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1. The top 10% of producers received £142/cow more 
income than the bottom 10%, but their costs were £950/
cow less.

2. Herd size is expected to remain stable, whilst a slight 
increase in yield is expected as producers look to 
make the most of good forage supplies over winter as 
production constraints lift.

3. Efficiency gains from forage conversion are expected 
to improve margins over purchased feed as labour and 
overhead costs continue to rise, leaving profitability at a 
similar level to 2020.

4. Lower fertiliser prices and usage are expected to 
be offset by an increase in straw costs for the winter 
months.

Key points

Purchased feed
Variable costs
Labour (paid + unpaid)

Power & machinery
Administration
Property repairs

Top 10% Bottom 10% Difference

Herd size 287 144 (143)

Yield per cow (litres) 6,851 6,681 (170)

£/cow £/cow £/cow

Milk income 2,123 1,966 (157)

Non-milk income 243 258 15

Total income 2,366 2,224 (142)

Purchased feed 471 640 (169)

Variable costs 323 455 (132)

Labour (paid + unpaid) 354 530 (176)

Power & machinery 368 710 (342)

Administration 86 156 (70)

Property repairs 45 106 (61)

Cost of production 1,647 2,597 (950)

Comparable farm profit 719 (373) (1,092)

Top 10% by retained profit per litre 
vs bottom 10% - 2019/2020

“Top 10% of producers once again out 
perform the bottom 10% by over £1,000 
per cow despite income levels only being 
£142 per cow higher.”

Milk Cost of Production Report 2020
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“Cost awareness is key to profitable milk 
production; identify, adapt and make 
savings to increase profitability.” 
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1. The top 10% received £157/cow more for their milk, 
taking advantage of favourable forage growing 
conditions and producing to the specifications required 
by their milk buyer with higher constituents produced 
from high quality forage based diets.

2. There was a difference of £950/cow in the costs of 
production between the top 10% and the bottom 10%, 
with the top 10% producing more milk for lower costs.

3. All of the key cost categories are significantly higher for 
the bottom 10%.

4. The average comparable farm profit for the top 10% was 
12.00p/litre compared with -5.48p/litre for the bottom 
10%.

5. The average yield per cow is very similar for the top 10% 
at 6,851 litres compared to the bottom 10% at 6,681 litres, 
but there is a huge range within these with the top 10% 
producing anywhere from 4,520 litres per cow to 10,392 
litres per cow.  The bottom 10% produced between 3,974 
litres per cow and 8,614 litres per cow.

6. The top 10% spent £187 less on concentrates for the 

milking cows, yet produced more milk on average.  This 
shows more efficient feed conversion rates and higher 
yields from forage producing cheaper milk. 

7. Depreciation is £257/cow for the bottom 10%, which is 
£164/cow more than the top 10%, with contracting costs 
also £89/cow higher indicating more field work being 
done, but not necessarily generating a return.

8. The top 10% has a herd on average of 143 head larger 
than the bottom 10%, with smaller herds having less 
animals to spread fixed costs and family labour over.

9. There is a variety of systems and calving patterns in the 
top 10%, showing all can be profitable if done well with a 
keen eye on costs.

10. There is also a variety of farming systems in the bottom 
10% of herds, showing that farming efficiently relies on 
the farmer and is not based on the system which is run.

11. Power and machinery costs for the bottom 10% are 
almost double that of the top 10% at £710/cow, whilst 
labour costs are also higher at £530/cow showing an 
excess spend on the Cost of Doing Work.

Key points

Milk Cost of Production Report 2020
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Farm profitability by £/cow vs farm profitability 
by pence/litre shown by calving pattern

Autumn calving
Spring calving
All year round calving

1. There are profitable farms with all calving patterns, and 
also loss making farms on all farming systems.

2. The trendline shows that as CFP/litre increases, so does 
CFP/cow.  However, this isn’t a linear relationship as 
yields fall when focusing on maximising margin/litre.

3. Spring calving herds often make the most profit on 
a pence/litre basis, showing their ability to produce 
cheap milk.  This does insulate them against lower milk 
prices.

Key points

4. Spring calving herds tend to sit below the trendline for 
CFP/cow, indicating lower than average yields.

5. As yields climb, profitability per cow increases, although 
margins are squeezed showing the costs of producing 
the marginal litres. High yielding cows tend to be larger 
and if available land is your limiting factor may not be 
the most profitable for the farm.

6. Whilst profitability has recovered from last year, there 
are still a number of farms sitting around break-even in 
profitability terms.

Milk Cost of Production Report 2020
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The content of this report is for general information only. It should not be relied 

on and action which could affect your business should not be taken without 

appropriate professional advice. Please contact your usual Old Mill or  

Farm Consultancy Group contact or local office. 

The Farm Consultancy Group 
 
Sherborne

4 Trent Court,  
Trent,  
Sherborne,  
DT9 4SL

+44 (0)1935 850093

midwest@fcgagric.com  |  fcgagric.com

Financial experts, Old Mill, offer specialist farming 
accountancy, tax and financial planning services.

Contact

Old Mill
 
Exeter

Leeward House
Fitzroy Road
Exeter Business Park
EX1 3LJ

+44 (0)1392 214635

Melksham

Wessex House
Challeymead Business Park
Bradford Road
SN12 8BU

+44 (0)1225 701210 

Wells

Bishopbrook House
Cathedral Avenue
BA5 1FD

+44 (0)1749 343366

Yeovil

Maltravers House
Petters Way
BA20 1SH

+44 (0)1935 426181

Also at Frome Livestock Market, Standerwick

enquiries@om.uk  |  om.uk


