
Successful dairy businesses know how to 
maintain accurate financial records. Many 

are doing their own budgets and monitor-
ing progress throughout the year. For most 
business, this is on a whole farm basis. With 
growing investment in technology and larger 
business, the challenge is how to take this 
accounting information to the next level. Are all 
investments in technology and personnel being 
maximized?  

Enterprise accounting is one approach that can be used. The 
farm is split into different enterprises and expenses are allocated 
appropriately. A dairy farm could have three enterprises: dairy 
herd, replacement herd and crop production. This exercise sounds 
simple on the surface, but often becomes problematic to compile 
accurately. Preparing this is typically done annually and requires 
lots of decisions on how to divide expenses appropriately and fairly 
between enterprises. While this approach helps identify what may 
be happening in major areas of the business, it may not provide 
appropriate management information to managers who are respon-
sible for different tasks.  

Activity based accounting is another approach that is starting 
to be used. A form of managerial accounting, the goal is to provide 
appropriate information to people who have the ability to influence 
outcomes through their activities. This involves breaking your busi-
ness into profit centers and cost centers, and sorting all the relevant 
financial data into different activities. Depending on the business, 
there can be many different activities that information may be tied 
to. A dairy farm’s activities could include: milking, feeding, shop, 
wet calves, older calves, manure, and crop production. Costs are 
assigned or allocated as bills are paid. Reports can then be generat-
ed for each activity at any point during the year and for any desired 
time period. This exercise sounds simple on the surface, but often 
becomes problematic to compile accurately. This approach needs to 
be followed for several years so trends can be studied as manage-
ment changes are made.   

Costing models are an easier interim step for those who want 
more information but are not ready for enterprise or activity based 
accounting. These really are not that hard to prepare once the pro-
cess is understood. How often do you ask what it costs to raise and 
harvest an acre of corn silage, what to pay to purchase standing hay, 
whether the heifer boarding custom rate or cost to hire in a custom 
manure applicator is fair, or what to charge to help a neighbor with 
custom chopping? The easy answer is to look at what others charge 
in your neighborhood. Do you really know what it costs you or 
what you should charge if doing this work for your neighbor? 

You have the needed financial information in your accounting 

records. Just match it up with accurate production 
records. In fact, having accurate production records 
is one of the keys to good use of all three systems. 
All three systems center around putting sound finan-
cial numbers on a production unit basis. Developing 
accurate production information can be easily overes-
timated. Are your crop yields weighed or estimated? 
If weighed, are they adjusted for dry matter? Do you 
track equipment hours at least annually or by activity? 
Does your payroll system track labor hours by activ-

ity? Do you really know many acres you can chop, mow, or plant 
in an hour? Are you just considering time in the field working or 
are you counting down time on the road, filling up, and in field 
repairs? Do you really know how many heifer days your operation 
totaled last month? Do you have measures of quality of process or 
product? What was the treatment rate? What is the cull rate?   

  Costing models also require an understanding of overhead 
costs. These are the “DIRTI five:” depreciation, interest, repairs, 
taxes, and insurance. Repairs are probably the hardest one to sort 
out accurately. One year’s worth of chopper repairs cannot be used.  
A three to five year average annual repair expense by each piece of 
equipment is needed. Tracking repair costs by piece of equipment 
will take some dedicated work to do properly.  

Make sure to determine whether to include a general overhead 
charge and a profit margin. General overhead can include office 
expenses, professional fees, utilities, and many other small expenses 
pertinent to your operation, but easily overlooked. This could run 
five to 10% on some businesses. Make sure to consider a profit mar-
gin. No one wants to do the work if you are not making any money.  
Depending on how accurate your model is, you probably need to 
add 10 to 15% for profits.   

Another key is that compiling all three systems is a team activity. 
It requires an office person who knows where to find the correct 
financial information. Every day people on the production side have 
to maintain records that the office person needs to enter correctly. A 
key person from the production side is also needed to evaluate the 
financial and production information used. Lastly, there needs to be 
a voice of reason who can evaluate whether the result makes sense.  

This all starts by sitting down and trying it. Ask your Extension 
educator, accountant or banker for assistance. This process will 
uncover some valuable learning lessons. p 
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Management Associate with PRO-DAIRY.
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Precision Management for your 
Accounting System

THE MANAGER

All accounting 

models require sound 

financial numbers 

and accurate 

production records 

on a unit basis.
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