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Introduction

The Dairy Marketing Branch, Cost of Production Unit is
pleased to present the ninth edition of the California
Cost of Production Annual Summary. The 2005 Cost of
Milk Production Annual Summary includes information
vital to the California dairy industry. Producers need

as many tools as possible to make sound management
decisions and the information in this summary provides
some of these tools.

Food & Agriculture Code

Under the California Food and Agricultural Code
62062, the Department of Food and Agriculture
(Department) must consider the cost of producing

market milk in determining appropriate minimum prices.

Notwithstanding the legislative decree, the Department
has a more direct need for the cost studies in light of the
end product pricing formulas used to establish

milk prices.

Cost of Production Collection Methods

The Department’s Cost of Production Unit collects

and summarizes cost data from California dairy farms.
California has been collecting and reporting changes in
milk production cost information since 1955 and is the
only state in the U.S. that has an impartial government
agency reporting comprehensive milk production cost
information. Although the Department has the legal
authority to collect cost of production information from
various types of dairy farms, dairy producers find the
study and resulting comparisons valuable and cooperate
in the cost studies voluntarily. Milk Production Cost
Auditors specializing in cost accounting and other
accounting procedures conduct cost studies. Auditors
review dairy farm financial records on-site and work
with dairy management to perform a compilation of
dairy expenditures. The information is compiled from
non-audited accrual basis financial statements. This
information is provided primarily as a service to our
clients in order for them to compare the results of their
operations with the information presented on the
accompanying schedules.

New Collection Procedure

Starting in 2006, the Cost of Production Unit Staff will
collect financial data on a quarterly basis from dairy
producers. In the past this information was collected bi-
monthly and calculated monthly. Quarterly reports will
provide a more accurate picture with less volatile swings
in terms of change when comparing cost periods. The
producers that participate in the program will continue
to see their monthly costs along with their quarterly
costs. The monthly reports labeled feedbacks and cost
comparisons will contain quarterly figures instead of

monthly. A new program has been written that will
allow more flexibility in running other reports that are
requested by the industry.

USDA Cost of Production Method

Due to different collecting and reporting methods, data
reported by USDA's National Agricultural Statistics Service
and Economic Research Service may be slightly different
than data collected and reported by the California
Department of Food and Agriculture. All published data
is subject to change.

Cost of Production Survey Areas,
Percent of Dairy Farms Participating
in 2005 Surveys

O North Coast, 8.3%
(O North Valley, 9.6%

© south Valley, 9.8%
O Southern California, 7.2%

(Grey areas not included in the survey areas)

« The Milk Production Cost Unit was established in 1955 to
conduct financial reviews of individual dairy farms. The
Unit collects and calculates milk production costs from the
financial records of Grade A dairy farms throughout California.

+ In 2005, 179 dairy farms (9.3%) in California were surveyed on
a bimonthly basis.
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