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Evaluating Cost Trends
to Plan Profit-Saving Strategies

By Gene Simpson, Extension Economist, Jim Donald, Extension Engineer,
and Jess Campbell, Poultry Housing Technician, Auburn University

Knowing what your costs are is an important part of running an efficient business enterprise. In the
nearly eight years that www.poultryhouse.com and the Poultry Engineering and Economics Newsletter
have been in existence, we have had thousands of inquiries asking about how to manage costs and
where money might be most wisely invested in new cost-saving technologies.

This newsletter focuses on the trends observed in poultry farm out of pocket cost items over the past
fifteen years and offers some approaches growers can take in controlling these costs while maintaining
good flock performance. The eight charts presented on the inside pages show the trends over the last
fifteen years in the major costs associated with poultry production, based on data derived from multiple
Class A poultry houses on farms in North Alabama. Exact cost figures of course vary by region and the
particular situation, and the charts are intended for educational use only. However, our experience indi-
cates the trends shown by these particular charts are fairly typical and provide valuable help in identify-
ing the cost factors that most affect the bottom lines of most U.S. Broiler Belt farms.

If costs are definitely trending either up or down over a number of years, it is reasonable to assume the
trend is likely to continue. In deciding on response strategies, higher dollar amounts and steeper rates

of increase indicate where priorities should be placed. The most dramatically increasing trends we are

seeing are for propane and electricity costs. They indicate that every effort must be made to find ways
to reduce usage that will not affect the bird environment or performance in a negative way.

The bottom line of most poultry farms is highly dependent on the level of management and the technology
that is being used in that operation. New technologies in equipment, insulation, ventilation, controls, and
house sealing are emerging almost daily. Not all new technology will be applicable to a given farm, how-
ever. Only technology that has good potential to actually improve the bottom line should be considered for
adoption. Growers desiring to keep costs to a minimum must constantly update their management tech-
nigues and evaluate new technology on a pay back analysis basis. See page 4 for a suggested step by
step procedure for deciding when and where to spend retrofit or improvement dollars.

Visit with us at the International Poultry Exposition
The Poultry Housing Team from the Auburn University National Poultry
Technology Center will be on hand for IPE in Atlanta, Georgia, Janu-
ary 24-26. Using a team-oriented multidisciplinary approach to poultry
" engineering, economics and management education and discovery,
National Poultry NPTC is dedicated to maintaining the economic viability of the produc-
tion sector of the poultry industry by helping growers take advantage
Technology Center of the cost-saving and profit-enhancing potential of proven new tech-
nologies. We invite you to come by IPE booth #4469 to discuss tech-
AUBURN UNIVERSITY nology and economic issues affecting today’s poultry operations.

C www.poultryhouse.com <@ www.poultryegg.org <@ www.alabamapoultry.org )
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Propane costs show a very steep
upward trend as a result of rapidly
increasing propane prices and are
the largest dollar amounts among
costs being tracked. Grower invest-
ments in house-tightening and insu-
lation technologies helped to offset
some of the recent price increases,
holding recent costs below what
they would otherwise have been.
Forward pricing and bulk buying are
management tools that also help
keep costs down as prices rise.

Electricity costs show an increas-
ing trend similar to propane, and
are the second largest cost item

in dollar amounts. Rate increases
granted by Public Service Commis-
sions are responsible for most of
the increases over the past several
years. However, house tighten-
ing and insulation improvements
helped offset rising costs of elec-
tricity as well as propane. Rising
electric rates make fan efficiency
and maintenance even more impor-
tant.

Water rates charged by municipal
water associations, which most
Alabama poultry farms obtain water
from, have risen significantly over
the past several years. One of

the larger farms used in this data
installed a new well in 2005, helping
to reduce water costs for 2005 and
2006 despite the increased rates.
Rising water costs call for increased
attention to evaporative cooling and
drinker performance and mainte-
nance.

Litter costs, including shavings,
labor, equipment, and litter treat-
ments, have shown some upward
trend in the last few years. The
spike in 2004 was caused mainly

by purchase of new litter handling
equipment and full cleanouts, which
had been postponed for some
years. Better management of be-
tween flock cake removal and litter
conditioning makes it possible to do
full cleanouts less frequently, thus
holding total litter costs down.
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Maintenance and repair expenses
may tend to go up as a house ages,
but will also vary according to the
cost of labor and materials. Any steep
upward trend may indicate a house

is nearing the end of its useful life
unless major renovation is possible.
Regular repairs to the structure and
scheduled equipment maintenance
are an absolute necessity.

Real estate tax expenses are not
under the control of the grower, but
must be known and planned for.
These costs have remained fairly
constant; however, they have been
creeping up for this set of houses
over the past several years.

Insurance expenses have not shown
any marked trend upward, but emerg-
ing insurability requirements are
causing additional expenses for
required structural improvements. If
improvements lengthen the useful life
of the house, the effect on the long-
term bottom line may be positive.
Growers must understand insurance
terms and make good long-term busi-
ness decisions in buying insurance.

Interest rates (including new con-
struction as well as retrofit loans)
dropped for 2000 through 2004.
However, loan rates have been rising
for the past two years. Interest rates
are another cost item affected mostly
by general business and economic
conditions and not under the control
of the grower. It is good business
practice, however, to track trends in
interest rates and plan accordingly.
[Source: Farm Credit System offices in
north Alabama.]



The Bottom Line

We focus here on possible major technology investments in either housing renovation or equipment upgrades de-
signed to help keep the typical major operational costs down. The two basic questions to ask are:

1. Is the house in good enough condition so that if | spend the money on the house | will be able to grow chickens
long enough to recoup my investment?

2. Will improvements in production performance generate sufficient income to pay for the technology investment?

These questions are not new. They have been around as long as we have been in the mechanized poultry busi-
ness. Can a twenty year old poultry house be cost-effectively retrofitted for better performance? Yes, especially for
retrofits associated with reducing energy costs. Can the same house be retrofitted to perform at the level of a new
house? Possibly, but not likely. The economic calculations must be done and the grower must do them himself after
he has become well informed with the facts (and the numbers) pertaining
to his particular farm situation.

N
Thanks to the following for their support of
In evaluating possible technology investments follow this basic approach: Extension poultry engineering programs at

. . s ) . Auburn University:
1. Determine the total investment (initial costs plus interest) that will be re-

: . Di d
quired over the life of a 5-year loan. (We assume a 5-year loan because | agotectMunters. ... 888.335.0100
this is the typical term lending agencies offer for such invesments.) Agrifan........ .. 800-236-7080

) ) ) . i CANARM Ltd. ........ .. 800-267-4427

2. Estimate annual maintenance and repair costs that will be associated EXPERT CONTROLS... .. 877-926-2777

; ; : Hired Hand, Inc. ............... .. 800-642-0123
with the technology and multiply by five (the number of years of the Poultry Litter TrestmentPLT 1 800.370.2243
loan) to get the total M & R cost. REEVES SUPPIY - rrrerrerereeseerecccnn 888-854-5221
. . The Dow Chemical Co.. www.styrofoam.com

3. Add total investment (step 1) and total M & R (step 2) to get the esti- VALCO ..o 8653453056

mated total cost of the improvements. Platinum
. . . . . Cobb-Vantress............... www.cobb-vantress.com
4. Estimate the annual reduction in operating costs (energy savings, etc.). DIVERSIFIED / ROTEM ... 800-348-6663
5. Estimate the expected annual increase in revenue from improved flock Z“’I:em’ NG v pro-techine. com
. . . . O
performance; however, do not include projected increases in settlement | Acme engineering ... 800-382-2263
(they can’t be counted on). Chore-Time....... .. 574-658-4101

..800-331-0183
.. 217-226-4401

. . . Clean Burn Inc. ..
6. Add step 4 and step 5 to get the estimated total annual improvement in Cumberland ...

operating cost that the technology investment is expected to prOVide. LATCO ..ooiiitieeeeeeeeeeeee e 479-824-3282
Silver
7. Multiply the total annual improvement (step 6, dollars per year) by five AVIAGEN ..o 800-826-9685
(number of years of the loan) to get the estimated total improvement. If gg;"@""" e
this estimated total improvement is greater than total cost (step 3), the Detroit Radiant
investment will pay back within the loan period and may be justified. BFOF?UCt‘i Co. R www.reverberray.com
urFont Anima
Note: An investment that will not pay back within the loan period might be gealtgSolluti%ns---l-mark-a-hux@uszaécéu;’ggt-z%cqna
. . . . . yer Poultry Supply ........cccceevnneees -796-
considered but will cause cash flow problems if the payback period is Eilison and Ellison... 770-427-8929
much longer than the loan term. If longer (or shorter) loan periods are Federal Land Bank Assoc.
. . ; . : of North Alabama ..............coooeee.. 888-305-0074
available, substitute the appropriate number in the calculation. First South Farm Gredit ~ 800-955.1722
J&R Builders.............. .. 205-594-5994

Lewis Brothers ... ..912-367-4651
Multifan/Vostermans

Ventilation, Inc........cc.ovveeveeeeernnnn. 800-458-5532
Porter Insulation Products. .. 800-999-0430
Poultry Guard................ .. 312-706-3294
Power-Serv. .. 843-339-9071
Space Ray ................ .. 704-372-3485
Walco International, Inc. .. 800-438-1615
WYNCO ..o 800-643-3064 )

This newsletter is produced in cooper-

y ation with the U.S. Poultry & Egg and
Alabama Poultry & Egg Associations,
as part of their commitment to poul-

try industry education. We appreciate
US. Poultry & Egg  their support and are proud of our re-
ASSOCIATION  |ationships with these organizations. \

( V‘ The Poultry Engineering, Economics and Management Newsletter provides up-to-date information on topics of interest )
|

to poultry production personnel, focusing on most effective and efficient uses of modern technology and equipment,
i ‘ with a special emphasis on economic implications. The Newsletter is published six times a year, or as needed to ad-
Ex'.ens'on dress emerging or special issues. Contact: Jim Donald, Extension Biosystems Engineering, 228 Corley Bldg., Auburn
University, AL 36849-5626, (334) 844-4181, fax (334) 844-3548, jimdonald@aces.edu. Published by:
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