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PREPARING THE CAPITAL BUDGET replacement rate, feeding regime, level of
mechanization, waste handling method, etc.) and

The first step in the capital budgeting process to calculate approximate sizes of buildings,
involves defining, categorizing, and estimating the cost manure storage area, etc. Typically such
of capital expenditures. In our example capital estimates are ± 15% of actual costs. Working
budget we consider four main categories of capital with construction contractors who have previous
expenditures: 1) real estate; 2) cattle; 3) construction; dairy construction experience may improve the
and, 4) miscellaneous equipment. A complete accuracy of these estimates.
breakdown of these categories and an estimation of
their costs for a 1,200 cow free-stall dairy with a u Complete systems cost estimate. In dairy
double-20 herringbone milking parlor are given in construction, these estimates are usually provided
Exhibit 1. by specialized equipment dealers which supply

and install many of the sub-systems outside the
Estimating capital expenditures realm of expertise provided by the general

contractor. Items included would be milking
Capital expenditures, or investment costs, include equipment, milk refrigeration systems, manure

all costs to bring the project into operation. They pumps, irrigation equipment, etc. In most
include the four main expense categories plus locations, dairy producers seek competitive bids
consulting fees, legal fees, permit fees, etc. In order from several dealers. In this case the information
to formulate an accurate estimate of capital should be accurate within * 2 to 10%.
expenditures, the potential dairy producer must work
together with other industry professionals to form a * Detailed per unit cost estimate. This phase
design team. These professionals may include consists of a competitive bid from the general
university Extension personnel, construction contractor and produces a complete, line-by-line,
contractors, milking equipment dealers, soil/water listing of all material quantities, labor costs, and
district personnel, financing/banking officers, equipment costs. This method requires complete
consulting engineers, attorneys, etc. plans and specifications for the project and is

accurate to within * 5%.
The dairy producer and the design team must

view the capital budget as an evolutionary process Due to the limited information available on dairy
that passes through several stages before it is construction projects, many of the categories of cost
finalized. Four distinct phases may be identified for estimates will not be highly detailed. Thus, most
most cost category estimates: dairy project planners will have to rely, at least in

part, on per animal unit cost estimates or preliminary
* Per animal unit cost estimate. This estimate design cost estimates for some portions of the

usually is the first part of the budget process. It is proposed project. Exhibit 1 is a listing of the items
used to establish a preliminary design budget and that should be considered as a minimum. The costs
usually has a relatively low accuracy of ± 20%. In given for each item are the best available at the time
some cases, the accuracy of this estimate can be of publication for north Florida. The cost figures also
improved if it is based on actual cost data of an reflect the current requirements for waste disposal
actual recent project. For example, in Exhibit 1, (e.g., manure storage and handling, crop land for
section III.G, the cost estimate for the free-stall waste disposal). Readers of this publication are
housing is stated on a per animal unit basis; warned, however, that these figures may, or may not,
however, this data is accurate since it is based on apply to dairy projects they may be planning. Costs
actual barns recently built in Florida and the of capital items can change rapidly, waste
Southeast. management regulations are subject to change, and

different management strategies (e.g., raised
* Preliminary design cost estimate. This estimate replacements) alter items included in the budget.

applies to the construction portion of capital However, follow the basic method of constructing and
expenditures and is based on such things as analyzing a capital budget outlined in this publication
number of square feet (SF), cubic yards (CY), if you are considering an actual project. Furthermore,
linear feet (LF) of materials. This phase of the you should consider the cost categories given and
budget forces the design team to consider seek up-to-date information that is relevant to your
production strategy (e.g., milking frequency,


