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Cash Flow Crunch 
 
Nate and Angie Walter began transitioning their 240-acre farm and 100-cow milking 
herd to organic management two years ago. The Walters grazed their animals outside 
year-round and raised an additional two-thirds of needed supplemental feed. However, 
during the third and final year of the transition period, organic feed prices skyrocketed. 
The Walters’ calculations showed that feed costs would soon exceed revenues, and cash 
flow into the farm would be negative. The Walters needed to decide whether to reduce 
their herd size or give up on organic certification altogether.  
 
 

ate and Angie Walter began 
transitioning their 240-acre farm and 
100-cow milking herd to organic 

management two years ago. Prior to 
transition, the Walters “were always doing 
85% of the organic work and just not getting 
paid for it,” says Angie. “We weren’t typical 
conventional farmers before transition.”  
 
Nate grew up on the dairy farm that he and 
Angie now manage. Nate and Angie 
purchased the Walter family farm in 2002 at 
full market value from Nate’s father: 160 acres 
of pasture/cropland, 80 cows, 80 young stock, 
equipment, and buildings. They gradually 
added another 20 cows and 80 acres of land. 
All purchases were financed with a long-term 
“Farm Ownership Loan” guaranteed by the 
Farm Service Agency (FSA) (see EXHIBIT A: 
Farm Loans).  
 
After researching organic production for 
several years, Nate and Angie decided to 
transition their farm in October 2010. “We 
decided to switch after meeting with our 
Farm Business Management instructor,” 
recalls Nate. “He showed us numbers and said 

that the farm would have grossed another 
$180,000 [in 2009] if we’d been organic.” The 
Walters began transitioning their land in 
spring 2011 and their cows in the fall of 2012 so 
that their land and animals could be certified 
together in October 2013. 
 
The Walters raised all of their own 
replacements (two-year-old female cows 
raised on the farm from birth to replace older, 
non-productive milk cows). They developed 
their own three-way cross of Norwegian Red-
Guernsey-Red Holstein cows to achieve 
genetics that they believe are better suited to 
organic management (e.g., good at 
converting grass to milk and living year round 
outside). 
 
Nate grew the feed, managed pastures, and 
performed the milking, while Angie handled 
calf feeding and helped out with other chores.  
The Walters ran a six-year rotation that 
included two years of corn and four years of 
alfalfa hay. Their management strategy was 
to raise all forage and the majority of needed 
grain on the farm for their 100-cow herd.  
 

N 
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The Walters fed all the corn that they 
produced, supplying approximately 60 
percent of the herd’s energy ration. They had 
to purchase additional needed grain and 
straw. This meant that while transitioning the 
herd, the Walters would have to buy 40% of 
their organic feed for the dairy herd at 
premium prices while selling their milk at 
conventional prices (see EXHIBIT B: Organic 
Livestock Requirements). 
 
Uncertainty and Volatility in the 
Organic Market  
 
The Walters anticipated that they would need 
to purchase 3,000 bushels of certified organic 
corn, 2,000 bushels of organic field 
peas/barley to supplement the feed they 
raised on the farm. In addition, the Walters 
planned to purchase 200 bales of certified 
organic straw. 
 
Nate says they were “nervous” about having 
to buy organic feed during transition, echoing 
the concerns of many transitioning farmers. 
“We [got] a slight transition premium for milk 
[from Organic Valley] during our third year [of 
transition] but it [wasn’t] enough to 
compensate for the [higher organic] feed 
prices.” The Walters found they couldn’t 
afford to purchase the needed organic feed 
and straw. At 2012 prices, the Walters 
estimated they’d need approximately $61,000 
to purchase the required organic feed and 
bedding. 
 
The Walter’s cash flow crunch wasn’t the 
result of poor planning. Organic grain prices 
are considered very volatile due to relatively 
low trading volumes and lack of price 
transparency (publicly reported prices). When 

the Walters began transition, organic corn 
prices were $7.04/bu, according to Farm 
Business Management (FBM) annual financial 
reports. By the time they were ready to 
transition the herd, organic corn prices had 
jumped 98 percent to $13.91/bu while 
conventional milk prices had only grown by 19 
percent from $16.27/cwt to $19.42/cwt (see 
Exhibit C: Organic Corn and Milk Prices). The 
Walters were being squeezed; their projected 
cash flow was negative (they wouldn’t have 
enough income to cover their expenses). 
They knew that the dairy enterprise would 
turn a good profit once they became certified 
organic (see example comparing conventional 
to organic dairy enterprise returns in EXHIBIT 
E: Dairy Enterprise Analysis: 2010-2012). Net 
returns per cow (profit) on conventionally-
managed Minnesota dairy farms averaged 
$342.35 in 2010-2012. By comparison, net 
returns per cow on organically managed 
Minnesota dairy farms averaged $669.36 
(after accounting for higher feed costs). The 
Walters idea of going organic was a good one, 
however, they weren’t sure they could 
financially survive the transition.  
 
As a solution, the Walters considered a short-
term operating loan to help pay for feed 
expenses but were hesitant to take on more 
debt (in addition to their existing term-debt 
acquired when purchasing the farm). They 
prepared a business plan and ran some 
numbers. Initial calculations suggested that 
they wouldn’t be able to cover any additional 
debt payments at conventional lending rates, 
again due to cash flow constraints. They had 
to choose between continued organic 
management and additional debt, and 
abandoning their dreams of organic farming. 
What should the Walters do? 
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Exhibit A.  
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Exhibit B. Organic Livestock Requirements 
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Exhibit B, cont’d 
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Milk Prices: 2010 – 2012 

 2010 2011 2012 Average 

Milk ($/cwt) 16.27 20.08 19.42 18.71 

Organic milk ($/cwt) 25.91 26.85 29.28 27.46 
 
    Source: FINBIN Database, Center for Farm Financial Management (www.finbin.umn.edu)  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 

Exhibit C. Organic Corn and Milk Prices 
 
Corn Prices: 2010 – 2012 

 2010 2011 2012 Average 

Corn ($/bu) 4.59 5.71 6.50 5.61 

Organic corn ($/bu) 7.04 10.53 13.91 10.47 
 
 
 
 
 
 
 
 

 
        

http://www.finbin.umn.edu/
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Exhibit D. Dairy Enterprise Analysis: 2010 – 2012 Average  

* Includes interest on debt but not principle payments 
Source: FINBIN Database, Center for Farm Financial Management (www.finbin.umn.edu)  

 
 

 
  

 Conventional Organic 

Number of cows 169 70 

Milk produced per cow (lbs) 22,417 13,678 

Feed cost per cow ($) 2,037.87 1,694.38 

Feed cost per cwt ($) 9.09 12.39 

Total direct expenses per cow ($) 3,057.79 2,402.41 

Total direct expenses per cwt ($) 13.64 17.56 

Total overhead expenses per cow ($)* 572.32 499.90 

Total overhead expenses per cwt ($)* 2.55 3.66 

Average milk price ($/cwt) 18.55 27.46 

Net return per cow 342.35 669.36 

http://www.finbin.umn.edu/
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Teaching Notes: 
 

Case Objectives: 
• Understand organic grain and feed prices and market volatility. 
• Consider the unique problems faced by growers who are concurrently managing transitioning 

livestock and cropland 
• Understand how farm cash flow, assets, and debt affect the bottom line of organic farms 
 
Use of the Case: 
This case is developed for use by extension educators, post-secondary instructors, state agency 
personnel, and others interested in increasing understanding of the organic transition process. 
 
Materials Needed: 
• Copies of the decision case study/ies on which to make notes as participants read. 
• A laptop and projector to show slides of the farm, the markets, and the farm family. It could also 

be used to project discussion questions, certification requirements, or other materials of interest.  
• A “U” or horseshoe-shaped seating arrangement for maximum participation among participants 

and the facilitator. 
 
Dealing with Controversy: 
Often in the discussion of a decision case study, participants will disagree about certain issues.  
While this is a mark of an effective case, the facilitator should keep the discussion from becoming 
argumentative and unproductive. Participants should be reminded that there are many points of 
view and to keep the discussion atmosphere constructive and nonthreatening. If desired, 
techniques such as role-playing or role reversal can help participants discuss the issues in a less 
personal way. 
 
Use the following strategies to facilitate a productive, healthy discussion where controversy may be 
involved: 
 

• Establish ground rules.  These may include: allowing only one person at a time to speak; no 
one should speak twice before everyone has had a chance to speak once; no criticizing of 
others’ comments, etc. 

• Encourage participants to use “I” messages when stating their viewpoint.  Avoid using 
“you” or blaming statements. 

• Ask clarifying questions such as, “Why do you think that?”  A major communication problem 
is misunderstanding what was said. 

• Ask participants to try to imagine the situation from the other person’s point of view. (Role-
playing can also help with this.) 

• Encourage participants to focus on what they want in the future or where they would like to 
go, rather than where they have come from or what has happened in the past. 
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Lesson Outline: 
 
Discussion of this decision case study can last from 20 to 60 minutes, depending on the degree of 
preparation by the participants and the desired depth of the discussion. The outline below is one 
example of the way a facilitator might structure the discussion. In general, a decision case study 
discussion is a forum where participants talk to each other in addition to the facilitator. The format 
described here is useful when advanced preparation of the participants is not possible. If desired, 
the facilitator can include additional information on local crop production and social issues to 
enhance discussion and create a broader understanding of those topics.   
 

• Introduction 
• Facilitator introduces the case study and describes the goals and approach to be used 
• Focus on a real situation 
• Practice problem solving 
• No single right answer – each person and situation is unique 
• The Decision Case Study 
• Facilitator introduces the decision case study. 
• Participants read or reread the narrative of the decision case study 
• Facilitator divides the participants into small groups of 2-4 people and asks them to discuss 

questions. 
• Participants return to large group and share key points of their discussion 
• Facilitator guides a group discussion on the remaining questions 
• Conclusion 
• Group members may select a preferred option or facilitator may have participants write 

individually and describe their decision in response to the dilemma and the rational for the 
response 

• Closing comments 
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Discussion Questions: 
 
Below are examples of the kinds of questions the decision case study facilitator can use to 
stimulate discussion of the issues in this case. Participants may discuss some of these questions in 
groups of two to four and some questions as a large group. The questions used can vary depending 
on your time limit and the issues you wish to discuss. Other questions may be added as needed and 
appropriate to the situation. 
 
 
1. Could the Walters have done anything differently to avoid purchasing expensive organic feed 
during the transition period (e.g., transitioned fewer cows, etc.)? 
 
2. What resources did the Walters have to finance organic feed needs? 
 
3. What inherent risks do the Walters face by borrowing money to pay for organic feed? 
 
4. Why is the organic feed market so volatile? How does the price premium affect farmers when 
certified, versus when they are in the transition period? 
 
5. What particular issues are faced by transitioning dairy farmers, compared to row crop 
operations? Compared to livestock-only producers?  
 
6. Should there be any public or private programs to support growers transitioning both livestock 
and cropland to certified organic production? What services should those programs offer? How 
should they be financed? 
 
7. Would you have made the same choices as the Walters when transitioning? Given the choices 
they made, what would you advise? 
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The following resolution to the case study, along with an analysis, is offered for the 
benefit of the instructor in preparing for leading a discussion of the decision case 

study. The information it contains and the final resolution of the decision case study 
may or may not be disclosed to discussion participants, at the instructor’s discretion. 
Should the resolution be shared with participants after the discussion takes place, the 

authors suggest debriefing the epilogue and final decision with the students. 
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Epilogue: 
 
The Walters obtained an operating loan from 
the Farm Service Agency (FSA) to help finance 
the cost of feed during transition. The terms 
of their loan allow them to defer payment for 
one year which means they won’t have to 
begin making loan payments until after they 
are certified (and making more money from 
the sale of certified organic milk).  

 
The Walters had an established relationship 
with their lender at FSA that allowed them to 
obtain a lower interest rate and deferred 
payments as part of their operating loan (See 
Exhibit A, “Farm Service Agency Loan 
Programs.”) 
 
With help from their Farm Business 
Management instructor, the Walters 

prepared a projected cash flow plan, 
projected profitability plan, and projected 
balance sheet and updated their business 
plan to share with their lender when applying 
for the new operating loan. These statements 
gave the lender confidence that the Walters 
had a good plan and that they would be able 
to repay their loan once certified organic. 
 
According to the Walter’s business plan, once 
certified they will be able to “comfortably 
repay loans” used to finance feed purchases. 
The Walters have renewed hopes that organic 
farming will allow them to maintain a smaller 
family farm, one that they can proudly pass 
on to the next generation. 
 

 

 
 


