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A strong year,
although this may not
feel the case now

We are pleased to present our Milk Cost of Production
Report for the year ended 31 March 2026 and we hope
that you find this an interesting and insightful document.

John F. Kennedy has been associated with the words
"There is nothing more certain ... than uncertainty”. | am
not sure how many British dairy farms Mr Kennedy visited,
but that maxim could certainly be applied to the UK
dairy industry over the last five years. Our 2025/26 figures
show a strong year overall for dairy farms in the South-
West, with a cost of production figure of 42 pence per
litre much lower than total average income of 55 pence
per litre. However, this may not tally with what many
farmers felt through the last winter with milk prices falling,
a wet January and accounting profits wrapped up in

the value of stock for some. If we cast our minds back to
summer 2025, milk price to feed price ratio could have
been described as strong as it has been for years. It is this
that may have driven the profitability in 2025/26 that is
suggested by our report.

According to our figures, it was spring calving systems
that may have been best suited to the market conditions
of 2025/26 given the higher milk price in the first half of
2025. Those on cost of production contracts may not
have been able to quite make the most of conditions in
the same way. Interestingly, we may see a reversal of this
in 2026/27 with spring calvers possibly being least well
suited to the financial environment.

In addition, an interesting point is the yield — margin
paradox. Our report may suggest that average annual
milk yield per cow is not the best indicator of whether a
business will be profitable, which may be counter-intuitive
to some. Extra litres can be expensive to produce, and

it may be the case that controlling cost and hitting a
profitable level of production is the better option.

Generdlly, it could be said that many in the industry are
concerned for the future. It is the milk price that may
grab headlines, but for some farmers there may be

an understanding that this rises and this falls. Instead,
increasing compliance requirements when it comes

to the Environment Agency, Red Tractor, carbon and
employment legislation may be placing pressure on dairy
farmers. Business confidence in the UK is not high overall,
and farmers are very much part of the wider UK economy.

Furthermore, it may pay to be mindful that the upcoming
winter could be a difficult time. Some producers may have
large tax bills due by the end of January 2027 on the back
of the profits that we cover in this report, and this may

be twinned with a period in which capital expenditure

has been cut back due to the milk price in the first half of
2026. Budgeting ahead for expected expenditure each
month can be a useful tool for both business planning and
peace of mind.

The industry has been very volatile over the last five years,
and the words associated with JFK above may be worth
being mindful of. Appreciate that external shocks over
which you have no control may continue to affect your
business, and when opportunities present themselves, be
ready to take them.
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When putting the figures together, it is evident that a

lot has happened in a short space of time, and the fact
that the farmers are here to tell the tale is a testament to
resilience rarely seen in other sectors. The 2025/26 figures
don’t show the dramatic falls that occurred in the fourth
quarter of 2025 and the first quarter of 2026. The figures
miss the start of the second energy crisis in February,
which is dominating most round-table discussions now.
We have changed the format slightly this year with an
emphasis on pence per litre as a benchmark throughout
the report. Hopefully, this will inspire producers to review
their costings in a similar way and implement practical
changes on the farm to maintain profitability. We have
started to accumulate data from the same farms and
dairy systems to measure this year’'s changes against a
longer-term trend rather than show one year against the
previous.

A 30% fall in milk income, on the back of a promising
year in 2025, has hit some cash flows harder than others.
The standout feature in the figures is the increasing
importance of livestock sales on the bottom line of dairy
businesses.

The uncertainty of the Sustainable Farming Incentive
(SFI) going forward hasn't made producers trust the
government any further to come to their aid if the need
arises. TB, Inheritance tax, and increasing environmental
regulations are all impacting dairy farming businesses
and are reflected in the mix in different ways across the
figures. These factors have undoubtedly added to the
overall increase in expenses in 2025/26. Those producers
investing in technology, particularly to reduce energy
costs and improve genetics, are starting to yield rewards
in efficiency and, more importantly, cash.

Page 11 shows that some of the larger milking herds have
struggled to match the profitability of the smaller herds in
pence per litre. According to the data, some businesses
are keeping stock longer and maintaining cash flow
through sales. The ability to hold stock for longer and
present it in good condition is becoming increasingly
relevant. It may be presumptuous, but the data suggests
that smaller units have been able to do this more readily
than larger units. Beef schemes are hoovering up calves
from larger dairies and topping up at market. The beef
sector is already creaking under input costs, and any
further feed price increases may drive more producers

to let others take the risk out of livestock ownership. Is an
independent beef farmer going to become a rarity in the
not-too-distant future?

The speed at which information can be gathered is also
helping businesses make decisions more quickly and
implement changes to underperforming elements across
the entire farming structure.

The breakdown of the top 10% and bottom 10% in terms
of profit sees no clear definition between the dairy
systems. Technical performance and cash controls are
still fundamental in any system. The top 10% are achieving
the same level of milk production at a lower cost. Meeting
the requirements of the processors and contracts will
become more important in the future, as well as more
communication about where your business will be in 12
months or even five years.

The CFP figures include a land rental charge, machinery
depreciation and unpaid labour, which accounts for 6.53
ppl across the average dairy farm in our sample. This is
the cash that has disappeared in the last two quarters
of 2026. Working capital is likely to increase during the
2026/27 period, and the importance of a budget that
reflects cash flows will become more imperative.

There is some light at the end of the tunnel, and the UK,
with all its problems, remains a competitive place to
produce milk, with various milk processors meeting the
needs of a generally supportive customer base. | hope
the content of this report enables businesses to compare
costs and start discussing how to move forward.

Ask the questions: What do we do well, and what can
we do better?



The Cost of Production

_ Rolling 5-Year Average Average 2025 - 26 Budget 2026 - 27
285 286 1 286

Herd size

Yield per cow (litres) 7,063 7,638 575 7,800
I Y™ Y™ Y™™ Y™
Milk income 37.29 46.38 9.09 39.00
Non-milk income 8.03 8.43 0.39 8.50
Total income 45.33 54.81 9.48 47.50
Purchased feed 12.15 13.20 1.05 13.50
Variable costs 7.21 7.92 0.7 7.95
Labour (paid + unpaid) 7.51 7.98 0.47 8.15
Power & machinery 9.23 9.48 0.25 10.34
Administration 1.95 2.58 0.63 2.60
Property repairs 114 1.22 0.08 1.00
Cost of production 39.19 42.38 3.19 43.54

Comparable farm prof ] Y BT

The Lowdown

“According to our calculations, the average total income of dairy farming enterprises in the year ended 31 March
2026 was 54.81 pence per litre. When total costs of 42.38 pence per litre were taken off this, it generates an average
comparable farm profit figure of 12.43 pence per litre.

To put this into context, this farm profit is the second highest of the last five according to our records. However, there
has been considerable volatility in the comparable farm profit figure year-on-year recently.

Despite this, some accounting profits may be wrapped up in stock values and the falling milk price in early 2026 may
mean that these strong figures are not reflected in how business owners have been feeling recently.

The last five years have been very volatile for the industry, and so a rolling five-year average may be a better way of
comparing 2025/26."



Increasing importance
of beefincome

Non-milk income has increased noticeably on the back of
rapidly increasing cull and calf prices. It may be the case
that some dairy enterprises are becoming increasingly
dependent on this revenue stream and are becoming
dual businesses. In times of crashing milk prices, beef
income may insulate against market volatility

Feed costs per litre may
not have fallen by as much
as some expected

Purchased feed costs per litre are higher than the five-
year average, which may be linked to some beef animals
being kept longer and feed on farm when milk prices fell
rapidly in early 2026. Furthermore, the dry summer of 2025
may also have pushed this feed cost up as there was less
forage about, despite the fact that it may have been of
good quality.

Herd size has fallen

Interestingly, the average herd size has reduced in
comparison to 2024/25 by around 30 cows and is similar
to the rolling five year average. We may have seen this
fall due to the fact that March 2025 (against which we are
comparing) was a time that many tried to maximise milk
production through holding onto animals given the strong
milk price. In March 2026 it was a different story.

The cost of doing work

Although it is not split out in the table above, contracting
costs are down significantly in 2025/26 which may be on
the back of less forage being made.

Despite this, power and machinery costs continue to

rise with increased mechanisation on farms and the
associated ongoing repair costs. It could be the case that
dairy farms are exposed to energy price fluctuations like
never before given possible increased use of robotics and
power. However, labour costs rise and so this could be
described as the “lesser of two evils".

Property costs are increasing at the slowest rate due
to increasing costs elsewhere in the system. This may
be storing up a cashflow issue for some farms in the
future, as repairs that could have been done may
have been put off in early 2026 given the falling milk
price.

Administrative costs such as insurance, office costs
and professional fees remain a relatively small part
of total expenditure. It may pay to focus on the three
areas which may make up more than 70% of all costs
(feed, labour and machinery).

The value of breeding advances is now being seen
on farms in all the different systems. Those farms that
are seeing improved milk quality and quantity are
benefiting from this genetic potential.

Overall, the 2025/26 year was a strong one due to the
milk price - feed price ratio in the first half of the year.



The Changing Cost of Doing Work

Change in costs over the last five years
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The costs of doing work have increased dramatically over
the last 5 years. The table above shows the breakdown of
the total increase of close to 5 pence per litre.

The most surprising trend this year was the decrease
in contracting costs (in comparison to 2024/25). This is
likely due to less forage being made in 2025 and costs
being shifted to purchased feed.

Electricity Contractors Machinery Depreciation

Labour has been creeping up each year over the
last five, mainly through paid labour. Minimum wage
increases may be a key driver of this change, along
with difficulties in finding skilled staff.

Increasing mechanisation has seen repair bills and
depreciation increase, and skilled labour costs being
moved and outsourced to other companies.

Fuel and oil only increased slightly due mainly to
usage, as the full effect of the war in Iran hasn't come
through in the figures due to timing.

More electricity is being used on farms with extra milk
being cooled and more technology being deployed,
such as fans, scrapers and feed pushers. These all use
power.



Comparing different systems

Whole Sample Comparable Farm Profit

18.49
12.43
122 1.29
2.58 2.08
948 9.04
pp!
798 897

Average Spring

This graph shows a comparison in farm profitability and
cost breakdown between different calving systems. We
have included the average (all systems), spring calvers,
autumn calvers and all year round calvers.

It implies that it was farms that operated spring calving
systems that enjoyed the best 2025/26. This may have
been because they were best placed to make the most of
the high milk price in spring and summer 2025.

Our calculations suggest that all-year-round calving
systems were significantly less profitable than the other
two types of systems categorised here.

This may have been due to these farms being more likely
to be on cost of production contracts, and so may not
have received such a high price as others in early 2025.

Furthermore, this farming system may be more likely to
use robots and so faced increased depreciation and
maintenance costs.

Some autumn calvers were beginning to ramp up
production as the price started to drop in October 2025.
With forage short on some farms, concentrate feeding
was considered more economical.

@ Purchased feed

@ Bedding, veterinary etc.
Power and machinery Administration

Comparable farm profit Labour

Property repairs and maintenance

14.28 7.01
1.26
1.09 2.75
2.83
10.00
917
7.36
790

Autumn AYR

Systems

A key caveat here is that spring calving systems may
not be those that make the most of the 2026/27
financial conditions, with the milk price hopefully rising
again post-spring 2026.

Those on cost of production contracts which may not
have enjoyed the highs of 2025/26 may be better
placed to weather the recent storms.

A happy accident for some spring calvers?

The lack of grass due to the summer drought of 2025
forced producers to purchase either forage or, in most
cases, concentrates to make up for the shortfall in dry
matter. It could be argued that the law of unintended
consequences kicked in. The breeds of cattle designed
to give milk solids rather than litres did as they were
asked, and producers got through a very tough period.
The late rain in the autumn allowed these cows to stay
out longer, and some producers milked culls on through
the winter, before taking advantage of the high cull
prices.



Variable Cost Centres

0.34
0.88
0.40
ppl 0.72 0.83
179 S
1.42 1.41
110
Average Spring Autumn AYR
Systems
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This graph shows the different cost mixes for different
dairy systems, according to our workings.

You may notice a key differential is fertiliser/lime costs.
This may have been driven by the dry summer of 2025.

Those operating autumn calving systems may have
fed their animals indoors and used little fertiliser in
June.

In contrast, spring calving farms may have applied
some fertiliser when the rain came. This may be part
of the reason behind the big difference of around 0.7
pence per litre between spring and autumn calvers.

Some farms would have kept their cows inside to
make the most of high prices.

Veterinary bills are one of the largest areas above.
This may be even more important if animals are to
be kept longer.

With livestock prices increasing, vaccination
against disease and looking after stock means the
differential across the systems has lessened.

The AYR calving herds tend to have high-input,
high-output herds, and cow comfort is paramount
in maintaining yield. Higher costs have been seen in
bedding, such as sand.

Please note that the largest part of variable costs
according to the average column is fertiliser/lime
although this covers the period ended 31 March 2026.
The fact that this cost may increase rapidly in 2026/27
following the Iran War should be factored into your
business planning. Furthermore, if you are the owner of
a dairy farming business, it may be beneficial to
compare your own variable cost mix to the average
column above.



Top 10% versus bottom 10%

Cows Nos

Yield/Cow 7703
Butterfat 4.81%
Protein 3.69%

7591 13
4.7% 0.64%
3.45% 0.24%

Creome T e el | ]

Milk 52.34
Non-Milk Income 8.53

42.27 10.07
0.61

Purchased Feed 12.59
Variable Costs 6.19
Labour (paid & unpaid) 703
Power & Machinery 696
Administration 2.57
Property Repairs 1.21

15.39 -2.80
10.00 -3.81
8.72 -1.69
191 -496
4.46 -1.89
225 -1.03

Comparable Farm Profit 24.31 -m- 26.87

We have undertaken an analysis of the top 10% of farms in
our survey by farm profitability and compared them to the
bottom 10%.

A difference of comparable farm profit of 26.87 pence is
significant, and implies that farm management and not
just external market conditions are important.

When it comes to yields,
bigger does not necessarily
mean better

As shown by the above table, average yields per cow
are not a good indicator of farm profitability. This may be
counter-intuitive to some.

For example, the average yield of spring calving herds in
the survey was 5,574 litres per cow and the average yield
of the all-year-round systems was 9,149.

However, it was the spring calving systems that
generated the greatest comparable farm profit on
average. This implies that rather than driving up yields,
time may better be spent on controlling costs.

Increased yields may not be the answer to all problems
and milk volume produced should not be the only focus of
the farmer.

The yield - margin paradox

Once you have reached a certain average yield
threshold, it may take expensive inputs to generate extra
litres from your cows.

It may be the case that financially those extra litres are
not worth chasing, as higher yields do not necessarily
mean higher profits.



Marginal returns on extra litres may diminish as yields
increase as additional litres could cost more to produce
than they return.

Dairy farms with average yields of between 6,000 and
7,000 litres a year can be profitable.

Scaling up may not lead to
greater profitability

Larger farms in terms of herd size do not necessarily
generate a larger comparable farm profit per litre.

As shown by the graph towards the end of this report,
there is no clear relationship between size and profit per
litre.

It is not enough to focus solely on production, as cost
structure can be key to success.

For some farms, mechanisation may not be leading to
cost savings. This may especially be the case if machinery

was purchased as a way of reducing tax bills.

10

Chasing higher
and higher
yvields can be
like piling

logs onto a

fire thatis
already blazing
..beyond a
certain level
the gain
generated may
not outweigh
the extra cost.




Farm profitability
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This scatter graph maps the farms according to their
herd size (x axis), profitability (y axis) and their operating
system (icon shape).

The graph suggests that there is no clear relationship

between profitability and operating systems, and no clear

relationship between profitability per litre and herd size.

It is possible to run a profitable enterprise without pushing

yields to extremely high levels and running a huge herd.

Dairy farms are becoming more diverse rural businesses.
Beef income streams are alternative ways of generating

cash, which are especially attractive when beef prices
are strong.

Looking forward to the future, if farms have deferred
maintenance costs and capital expenditure due to
the falling price in winter 2025/26, this may be storing
problems.

Tax bills that are due for some in January 2027 may be
larger than usual on the back of 2025/26. It is important
to be mindful of cash flow.

Dairy farms with average yields of between 6,000 and
7000 litres a year can be profitable.

Conclusion - Four key points from our report

1. 2025/26 was a strong year for some dairy farms, with total income of 54.81 pence per litre on average against a

cost of production of 42.38 pence.

2. The cost of doing work has increased dramatically over the last five years and is driven primarily by labour costs.

3. Spring calving systems were best suited to 2025/26, but this may not be the case in 2026/27.

4, Yields are not always the best indicator of the profitability per litre of a dairy business, and neither is herd size.

mn



Contact

Exeter

Leeward House
Fitzroy Road

Exeter Business Park
EX13LJ

+44 (0)1392 214635

Chippenham

Unit 2

Greenways Business Park
Bellinger Close

SN15 1BN

+44 (0)1225 701210

Wells

Bishopbrook House
Cathedral Avenue
BAS TFD

+44 (0)1749 343366

Yeovil

Maltravers House
Petters Way
BA20 1SH

+44 (0)1935 426181

liminster - Brook

Meads Barn
Ashwell Business Park
TAI? 9DX

+44 (0)1460 259852

enquiries@om.uk
om.uk

The Farm Consultancy Group

Midwest Consulting Ltd
Suite 1, Security House
3 Oxford Road

Yeovil, Somerset
BA215HR

+44 (0)1935 850093

midwest@fcgagric.com
fcgagric.com
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Financial experts, Old Mill, offer specialist farming
accountancy, tax and financial planning services.

The content of this report is for general information only. It should not be relied on and action that 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.

Midwest Consulting Limited is regulated by the Financial Conduct Authority and is a registered credit

broker FRN 793780. We are members of the NCAFB.



