
Summary A wide range of results indicates opportunities to improve performance 
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■ A new piece of joint 
research from Savills and  
Duchy and Bicton College's 
Rural Business School suggests 
that new technology and a 
general increase in herd size 
has driven investment in land, 
buildings and machinery.  
Page 2

■ The distribution of FBI  
per cow and by herd size 
shows a wide range of results 
either side of the trend line. 
This indicates that there are 
opportunities to improve 
performance through best 
practice. Page 4

■ Results in measuring 
performance by farm tenure 
illustrate that ‘mainly tenanted’ 
farms are, on average, larger 
with more cows which have 
higher yields resulting in higher 
FBIs and more cash. Page 5 

■ Alternative forms of  
tenure and collaboration  
could benefit farm businesses 
that are unable to expand 
due to resource constraints. 
The right agreements and an 
enthusiastic resolution to find 
an innovative solution to current 
issues might create a long term 
sustainable business. Page 7
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F I G U R E  1  South West dairy farm characteristics (sample average)

The project analysed an identical sample  
of 63 specialist dairy farms in the South West 
of England from the Farm Business Survey 
over the six year period 2010/11 to 2015/16. 
The farms were all in dairy for this period using 
a range of production systems and selling 
to various types of buyer. Just over 15% 
had organic status. We specifically looked at 
investment decisions on these farms, and how 
the fund flow of the businesses changed.

Fund flow shows how much of the Farm 
Business Income:
■ was available as cash to the business, and
■ how much was re-invested back into the 
business,
■ was taken as private drawings by the farm 
family, and includes
■ movement in or out of the business of 
private funds, and
■ changes in external funding sources like 
loans and overdrafts.

About the research

Our research shows from the sample of dairy farms in the South West 
of England that there has been a considerable fluctuation in Farm 
Business Income (FBI) over the six years 2010/11 to 2015/16. This 
is largely due to the volatility of the milk price. The results suggest 
that new technology and a general increase in herd size has driven 
investment in land, buildings and machinery. 

Farm Business Income, for sole traders and partnerships, represents 
the financial return to all unpaid labour (farmers and spouses, 
non-principal partners and directors and their spouses and family 
workers) and on the capital invested in the farm business, including 
land and buildings.

Dairy FBI in this sample performed at a higher level (including milk 
price) than the average across England, but followed the same pattern 
of income changes. Herd and farm size for the South West farms 
gradually increased over the six years. There was a  dip in production 
in 2012/13 as a result of a poor grass growing season, and the milk 
price rose to a peak in 2014/15, before a sharp decline in 2015/16  
(see Fig 1).

Introduction

Source: Farm Business Survey –  Duchy and Bicton College's Rural Business School 

Year 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 Average

Farm size (ha) 147 146 149 151 152 155 150

Number of Dairy cows 152 152 157 160 169 176 161

Annual Milk yield (litres per cow) 7631 7832 7436 7653 7880 7990 7744

Milk price (ppl) 26.2 28.8 29.3 32.9 31.8 26.6 29.3

A new piece of joint research from Savills and the 
Duchy and Bicton College's Rural Business School



The key numbers
■ The average farm size was 150 hectares, 
with 161 cows yielding 7750 litres per 
annum over the six year period. 

■ The sample period covers two years of  
high milk price (over 30 ppl), but two periods 
of lower prices, with the milk price continuing 
to decline into 2016/17.

■ FBI averaged £82,500 per annum (pa)  
and ranged from £53,000 pa to £108,000 pa. 

■ Before depreciation and valuation changes, 
the farming cash surplus averaged £111,000 
pa, with annual re-investment of £82,600 pa 
leaving a surplus of £29,000 pa

■ Private drawings averaged about £55,000 
pa. This was offset by a net £10,000 inflow of 
funds pa from off farm sources.

■ Therefore net private drawings and 
transfers of funds were £45,000 pa which left 
an annual fund deficit of £16,000. This was 
financed by increased loans. Bank overdraft 
appears little changed over the period.

■ Over the six year period land and woodland 
is estimated to have appreciated in value at 
the rate of £90,000 per farm per year.

■ The average utilisable agricultural area has 
increased by 8 hectares (5%) and the farms 
have expanded their herd by an average of 
24 cows (16%).
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A wide range of profitability
The distribution of average FBI per cow and by 
herd size (see Fig 2) over the period shows the 
wide range of results. Some of this variation will  
be due to FBI being calculated before unpaid 
labour and notional rent. This will have a reduced 
effect on the larger herds where family labour cost 
is likely to be diluted by increased paid labour. 

However, the vast range of performance either 
side of the trend line cannot all be put down to 
FBI accounting  – for example, 100 cow herds 
vary between a negative FBI to an average FBI of 
£100,000 pa. Similarly, in a 100 cow herd the FBI 
per cow ranges from below £0 per cow to over £800 
per cow. As would be expected increasing herd size 
does show a trend of increasing FBI.

Clearly these results show that there are 
opportunities to improve performance through  
best practice on a significant proportion of farms. 

In addition, our analysis shows that the total 
private drawing over the six years was greater 
than the cumulative FBI on a third of farms and 
as noted in 'Key Numbers' (on page 3) any deficit 
is generally funded with increased loans. Net 
drawings were much higher on farms with younger 
working partners suggesting that the business is 
supporting a ‘larger’ farming family. 

There are often good reasons, including annual 
variations in Income and Corporation tax,  

F I G U R E  2  Average annual Farm Business Income by size of herd (2010/11 to 2015/16)

Source: Farm Business Survey - Duchy and Bicton College's Rural Business School 
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for the results of our analysis. However, farm 
businesses should have a quantified grip on all 
areas of cost with clear understanding of the 
impact of current cash flows on the long term 
sustainability of the business. 

The AHDB’s Vulnerability Index (see Fig 3) 
emphasises these findings showing a stark 
reduction over the past three years in the 
proportion of dairy farm businesses which are 
deemed to have a sustainable long term future.

Are investment decisions 
sustainable?
Our research showed that around 16% of  
farms bought land in any particular year  
(although over the six years the owned area 
increased by only five hectares, and rented area  
by just two hectares); about two thirds invested in 
buildings and most bought some machinery, with 
around 60% having made re-investments greater 
than depreciation. 

This means around 40% of the sample are investing 
less than the calculated machinery depreciation 
charge over the same period, and their equipment 
asset value will have declined. 

F I G U R E  3  The AHDB's Vulnerability Index

There may be several reasons for this, including:

■ inability to afford reinvestment in the business 
for the future; this may seriously impact on the 
long term viability of the business and suggests 
a thorough appraisal/budget of the business is 
required to determine the best way forward – this 
might involve a radical restructuring, including 
ceasing milk production.
■ they are generating a reserve of funds to make  
a large investment later 
■ a strategic disinvestment with the view to 
ceasing dairy farming

Tenure 
Our research looked at performance by  
farm tenure and it is interesting to note that 
‘mainly tenanted’ farms are, on average, larger 
with more cows which have higher yields resulting 
in higher FBIs and more cash. Net investment in 
machinery/equipment was similar to the ‘mixed 
tenure’ farms and as would be expected, ‘mainly 
tenanted’ farms saw very little land and woodland 
investment or capital appreciation. The generally 
higher performance of ‘mainly tenanted’ farms 
suggest a greater focus  on how capital in the 
business is used. 

It is also worth noting there are likely to be 
less opportunities for diversification within 
the tenanted sector suggesting a complete 
management and investment focus on the core 
dairy business has improved the long term 
sustainability of the business. 

Alternatively, the ‘mainly owner occupied 
businesses have tended to concentrate on building 
the capital base but care should be taken to 
ensure that servicing this additional debt does not 
undermine the core business.

“These results show that there are 
opportunities to improve performance 
through best practice on a significant 
proportion of farms”

Source: AHDB 

■ Long-term sustainable herds   ■ Short-term sustainable herds    ■  Vulnerable
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F I G U R E  4  Dairy farming is of significant importance in some regions, for example the South West 

Source: Produced by Duchy and Bicton College's Rural Business School on behalf of the NFU 
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Is there a Blueprint?

Consider collaboration
Some farms may have resource constraints which 
limit or prevent expansion to achieve the factors 
listed to the right. Alternative forms of tenure and 
collaboration should not be discounted and, for 
example, the amalgamation of smaller herds in a 
locality might offer the opportunity to concentrate 
a larger milking herd in one place. 

This could enable more effective investment 
in buildings, equipment, new technology and 
innovations, and an increase in economies of  
scale, as well as presenting the opportunity to 
locate and manage herd replacements and forage 
production away from the milking cows. 

The right agreements and an enthusiastic 
resolution to find an innovative solution to current 
issues might create a long term sustainable 
business which efficiently uses the resources of 
labour, land, capital and skills. 

Additional opportunities to reuse and convert  
‘now’ redundant buildings may generate new 
income streams to further boost the new 
‘collaborated/shared’ farm business. However, any 
new venture should be thoroughly researched and 
costed, otherwise it could have a serious negative 
effect on the core dairy business.  

“Alternative forms of tenure 
and collaboration should 
not be discounted”

Our research and consultancy experience 
suggest the factors to consider for a 
sustainable dairy farm businesses are: 

In addition we know that none of the above will work  
unless management is efficient and detailed cost 
control is in place.

Area and tenure  
of land

Number of cows

Optimum yield

Specific milk 
contract 
requirements

Level of  reinvestment 
that is targeted to 
generate a return

Cost control

Level of private 
drawings

Level of expertise

savills.co.uk/research  7  
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Duchy and Bicton College's Rural Business School

Savills Food and Farming

Savills Research

Glossary Farm Business Income (FBI)  is the Total Farm Gross Margin less the sum of the Fixed Costs incurred, before any charges for unpaid labour or notional rent on owner occupied land. Farm business 
income (FBI) for sole traders and partnerships represents the financial return to all unpaid labour (farmers and spouses, non-principal partners and directors and their spouses and family workers) and on all 
their capital invested in the farm business, including land and buildings. For corporate businesses it represents the financial return on the shareholders capital invested in the farm business. Although Farm 
Business Income is equivalent to financial Net Profit, in practice they are likely to differ because Net Profit is derived from financial accounting principles whereas Farm Business Income is derived from 
management accounting principles. For example in financial accounting output stocks are usually valued at cost of production, whereas in management accounting they are usually valued at market price.  
In financial accounting depreciation is usually calculated at historic cost whereas in management accounting it is often calculated at replacement cost.

1   Have you the mind-set to take control of your own destiny?  
Or do you feel uncertain and a victim of circumstance?

2    Is farming right for you and your family? What are your  
 plans for inheritance? Are you doing the right thing for your  
non-farming family members and can the business support all  
these objectives?

3   What will you need to invest in your facilities in the next  
 10 years? How will you fund it and justify it?

4   Do you know your cost of production and the milk price  
you need to make a good margin? Are you benchmarking  
your performance and constantly trying to identify ways  
to incrementally improve performance?

5  Can you improve your return through improved marketing  
and producing what your customers really want? Are there  niche 
opportunities even if they start small?

6  Are you maximising your skills and paying yourself a competitive 
rate? Could you earn more off the farm part-time or full-time?  
Would you be better off paying someone else and trying to add 
value to other parts of the business? 

7   What are the threats to your business – might there be a day  
 when you will find yourself without a viable market for all your     
 current produce – how robust is demand?

8   Do you have the right skills for the technologically and  
 market driven global agriculture industry of the future?

Business chal lenges
Whatever system is being operated, whether extensive, intensive, Channel Island, organic, the points 
below are relevant to your business and can help maintain competitiveness in challenging times

For your business Think ....

Markets Costs Innovation Diversification Risks


