Why you should be out of the hay business
By Jim Gerrish, American GrazingLands Services, LLC, Patterson, Idaho

Winter feeding costs are typically the single greatest line-item cost in most cow-calf budgets.
The irony of this is it doesn’t seem to matter whether you live in Minnesota, Missouri, or
Mississippi, winter feed costs are still the highest cost. If you want to improve profitability in
any resource-based production business, your first best strategy is to tackle your biggest cost
items. The best way to manage a cost is to eliminate it. Shaving a little here and there does not
make a big impact. Think elimination, not reduction.

Here is another important concept, it is more important to eliminate hay making before hay
feeding because making it yourself may actually be more expensive than buying hay. There are a
lot more costs to making hay on your property than just the direct production costs. On a recent
visit with a ranch client in northeastern Utah, he reported his cost for making a ton of hay was
over $600. While that may seem impossible to comprehend, he was doing full cost accounting
and by the time we get to the end of this presentation, you will understand how he came up with
those costs.

In most environments where forage production is based on natural rainfall, you can almost
always buy hay cheaper than you can produce it. Most farmers and ranchers initially don’t
believe this. The biggest reason they don’t believe it is because they have never actually
calculated their true cost of production. When full cost of production is accounted for, hay
generally costs between $70 and $140/ton to produce. On smaller operations that own a full line
of equipment, the cost can easily exceed $200/ton. In most natural rainfall areas, beef cow-
quality hay can be purchased for less than even the cost level. As long as someone else is willing
to lose money on their hay production, you should be willing to take advantage of it.

Hay produced in irrigated environments falls in a similar cost range, but the upper end of the
cost range may be much higher depending specifically on irrigation costs and length of
production season. Purchase price of hay is typically much higher in irrigated environments
compared to natural rainfall areas so the advantage of purchasing hay may be less in irrigated
country.

The obvious costs of making hay are the seed, fertilizer, equipment, and fuel for which we see an
actual invoice. If we’re paying hired labor, we see the cost in their paycheck. If we are both
management and labor for our farm, we usually don’t pay ourselves a decent wage. Most hay
producers know there is something called equipment depreciation, but few actually put it into
their accounting when figuring the cost of making hay. On smaller operations typical of many
parts of the Eastern and Southern US, equipment depreciation may be one of your highest costs.
If you let someone else make your hay, you eliminate that cost.

There is another whole set of costs to hay making we ignore. Those are the opportunity costs of
land and labor. What else could you be doing with your hay fields if they weren’t being made
into hay. Hay making basically takes low-cost pasture and turns it into high priced feed. Grazing
your hay acres and generating a profit will generally make your farm or ranch more money than



the hay ever would. At the very least, it gives you cash income to purchase hay that you didn’t
have to make.

When you buy someone else’s hay, you’re also buying their fertility. In some parts of the US,
hay sells for less than the soil nutrient value it contains. As long as you feed purchased hay in a
manner that allows good nutrient distribution, purchased hay can become an effective
fertilization strategy. If you look at the N and mineral content of typical grass-clover hay and
assign either the commercial fertilizer price for the macro-nutrients and livestock mineral price
of the micro-nutrients, a ton of hay today contains $80-$85 of N and minerals.

Besides the nitrogen and the mineral nutrients contained in the hay, you are also importing a
significant quantity of organic matter. A ton of hay with 60% digestibility returns nearly 800 1b
of organic matter to the soil. If someone else is willing to give you their organic matter, you just
as well take it.

How often do you think about the opportunity cost of your labor. What could you and/or your
employees be doing if you weren’t making hay? Building or moving fence and water systems?
Better managing the livestock you have? Handle more livestock? Spend more time on
marketing? Making hay on your own land costs you far more than you might imagine. It costs
you your time!

What about the opportunity cost of using your land for hay production to support a cow herd
rather than grazing a class of livestock that can generate significant cash income. The client in
Utah has a grass-fed beef business and an acre of grass grazed to produce finished beef generates
several hundred dollars per acre. That becomes the opportunity cost of using land for hay
instead. Another client in Kansas generates about $1,200/acre from a combination of dairy and
meat products from their 260 acre farm. They make no hay there, because they view hay only as
a cost to their business. An acre devoted to hay is a net loss of several hundred dollars.

Eliminating hay feeding all together saves a tremendous cost to your operation. Hay feeding also
makes your cows lazy and dependent on you for their care. Lazy cows are unprofitable cows.
Get the hay out of their lives and they will spend a lot more time working for you and you will
spend a lot less time working for them.

You need to know how much it costs you to produce a ton of hay so you can make an informed
decision about whether you should make hay, buy hay, or eliminate it all together. Setting up a
spreadsheet is an easy way to calculate cost of making hay as shown in the example below.

The key to the analysis is to make sure you include all costs and to use costs appropriate for
today’s economy and your location. The costs shown in the example spreadsheet do not
necessarily represent today’s costs. This is only an example of the process for determining your
costs.

As part of my consulting business, I frequently use this spreadsheet for determining cost of hay
production for my clients. During the time period 2003 through 2013, I have only found one
producer who had a documentable production cost under $50/ton, but have found many with



costs over $100/ton. In one very sad scenario, [ worked with an operation having hay production
cost over $260/ton. For that farm, equipment depreciation was over half their cost. For most of
the operations I have analyzed, the cost per ton has been in the $80-$140/ton range without
considering any opportunity costs.

Many farmers and ranchers who have significantly reduced the number of days they feed hay
still retain their equipment to make the small amount of hay needed for winter feeding. Using
this strategy usually results in even higher cost per ton because the same equipment overhead is
being used to harvest fewer tons. If you cut your hay feeding season from 120 to 60 days, it
makes even more sense to buy the remaining hay requirement. Analysis by ag economists at
University of Missouri has repeatedly shown the most profitable cow-calf scenario is to stock the
farm to its grazing capacity and buy any needed hay.

Bottom line is first quit making your own hay, buy or trade for what is needed, and work towards
eliminating fay feeding all together.



The table below is a printout from my Excel Hay Cost Calculator. It shows typical costs for a
medium sized ranch producing 1600 tons of hay each year. This spreadsheet is available upon
request.

HAY PRODUCT ION CO 5T 5:

Acresof hay 400 acres
Expected yield: 2 Toniacre
Number of harvests 2

Weight of bales 200 Iwbale
Total hay proeduced 1200 Tons
Bales/ acre 5
Costlacre
Fertilizer costlb Remowal Apply? %65.43
M 50.50 150 0 %0.00
P 50.45 36 1 516.20
K 50.67 135 0.5 #4523
Spreading cost 54.00 1 54.00
Swathing S18.00 fA 536.00
Raking £4.00 fA 5B8.00
Large round bale %1000 /bale 1 550000
Large round bale handling 5200 fbale | 1| s15.00
Equipment depreciation ‘_.-'acre ‘ % 4161
Establishment facre $43.50
|irrigation cost |fzcre | 5 40.00
|costiacre| $299.54
CostTon 590.85
CostiBale 559.91
Costilb 50.050

You should be able to come up with all the information needed to fill in the necessary spaces to
determine your own cost of producing hay from your ranch. The values for harvesting are based
on typical custom rates. With fuel price increasing again, custom rates are likely heading upward
as will fertilizer, equipment, and another input made from iron or oil.



