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In a Nutshell

* 12 fruit and vegetable farms provided a
profit-loss statement and simple balance
sheet for 2014.

* Four of the 12 are meeting their per-
sonal expectations for profitability.

* Seven of the participating farms also
provided data for Year 1 (2013)

* Number of years farming as a business
ranged from 1 — 35 years.

* The range (difference between highest
and lowest reported values) is large for
many aggregated categories. Averages
(and medians) with large ranges associ-
ated should not be used as benchmark
values.

* No two farm financial strategies or situ-
ations are the same. This report serves
as a starting point for profitability con-
versations, and for farmers to compare
their own numbers with their peers.

* For six farms whose largest market was
Summer CSA, they earned, on aver-
age, 68 percent of their total revenue
through Summer CSA.

° All participating farms had debt to asset
ratios <0.62.

* Net income ratios among farms ranged
from -0.11 to 0.83.

* Gross income per acre ranged from
$3,020 to $30,191.

* The conclusion of the report includes re-
flections from four participating farmers
on their numbers, financial strategy, and
using this report.

Introduction

Enthusiasm for local fruits and
vegetables continues to grow among
consumers, the media and farmers.
Little attention has been paid to

the bottom line of the local foods
movement: How does a beginning
farmer build a successful business?
Are Iowa fruits and vegetable farms
currently making a profit? Can a farm
generate profit raising only fruits and
vegetables? What do successful fruit

and vegetable farm financials look like?

To help answer these questions,
Practical Farmers of lowa began

the Whole Farm Financial project

in 2014. Eleven fruit and vegetable
producers in Practical Farmers of
Iowa’'s membership contributed their
financial statements from 2013 to

be aggregated and published. The
resulting report was Year 1 of the
Whole Farm Financial Project. This
time, 12 farmers, including seven
returning participants and five new
participants, submitted their 2014 farm
financial data for the analysis.

The goal of this report is to provide

a starting point for conversation
about the profit potential of fruit

and vegetable farms, and to provide
farmers in planning stages a look at
the financials of a sample of existing
farms. The farm financials in this
report are intended to be illustrative
and educational. Such a small dataset
should not be used as benchmarks,
nor taken as a reflection of all
diversified fruit and vegetables farms.

This report cannot be used as a
blueprint for farm financial success.
This report will be immediately
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useful to farmers with a few years

of financial numbers of their own to
compare. For beginning and aspiring
farmers, this report can show them which
ratios to begin tracking, and what level
of revenue, and costs, may be reasonable
to expect.

When deciding the methods for this project,
several previous reports were used, and
may be of interest to other farmers and
researchers. Farmer members have found
Hendrickson (2005) particularly informative
for farm business comparison. Several
reports from Iowa State University were
employed to evaluate farm business health
(Chase, 2012, Plastina et al., 2014, Edwards,
2014), as well as reports from other
universities (Blonde, 2009), Practical Farmers
of Iowa (1999) and “Fearless Farm Finances”
by Padgham et al. (2012).

The conclusion of this report includes
reflections from four of the participating
farmers, on their farm, their finances,

and using this report. While some of the
financial information in this report is rather
dense, Table 4 is similar to a balance sheet
and is a good starting place for those less
familiar with financial ratios. Similarly, Table
5 and Table 7 are aggregated balance
sheets, by size of farm and level of farm
assets, respectively.

Data Collection and Reporting

For this report, farmers were asked to
complete a Schedule F tax form that was
modified to include a more detailed break-
down of revenue, a simple balance sheet
of equity and liabilities, and a 13-question
survey (Appendix 1). To preserve anonym-
ity of the farms, the data is reported by
categorical aggregation or by transforming
data into common financial ratios and per
acre values.
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Data from the twelve farms were aggregated and transformed for

reporting in the following ways:

e Financial ratios by farm (each farm is identified by an alphabet

letter to preserve anonymity)

e Acres in fruits and vegetables (<1-3 acres [n = 6], 4-17 acres [n

=6])

e Total assets (<$40,000 [n = 4]; $100,000-250,000 [n = 4];

>$250,000 [n = 4])

Farm Ratios

Financial ratios can help expose weaknesses and strengths in a
farm business. Over time, ratios and benchmarks can be used to

set goals that drive short-term financial decision-making. Nine

ratios and benchmarks were selected for use in this study. Broadly,

used.

they speak to solvency, profitability, and financial efficiency.
Liabilities and equity were reported as short term (due in <1
year), intermediate (>1-10 years), or long-term (>10 year). Table
1 shows the ratios and benchmarks calculated and the formulas

Table 1
Farm Financial Ratios & Benchmarks

Ratios and Benchmarks

Formula Used

Description

Current ratio

current equity

current liability

Measure of solvency; ability of owner to pay
existing debts.

Debt to asset ratio *

total farm liabilities

total farm assets

Measure of solvency; percent of total assets
financed by loans

Rate of return on farm assets *

(net farm income + other interest expense
+ mortgage interest expense)

total farm assets

Measure of profitability; “interest rate”
earned on farm investments

Rate of return on farm assets *
(with forced return to farmer) **

(net farm income + other & mortgage
interest expense — return to farmer)

total farm assets

Measure of profitability; “interest rate”
earned on farm investments (including $
returns to the farmer)

Operating profit margin

(net farm income + mortgage interest
expense + other interest expense)

gross revenue

Measure of profitability; operating efficiency
of the farm

Operating profit margin (with
forced return to farmer) **

(net farm income + mortgage & other
interest expense - return to farmer)

gross revenue

Measure of profitability; operating effi-
ciency of the farm (including $ returns to the
farmer)

Asset turnover ratio *

gross revenue

total farm assets

Measure of efficiency; efficiency in using
capital (assets)

Operating expense/revenue
ratio

(total operating expense — interest
expense — depreciation expense)

gross revenue

Measure of efficiency; portion of revenue
supporting operating expenses

Depreciation expense ratio

depreciation expense

gross revenue

Measure of efficiency; portion of revenue
supporting depreciation expenses

Interest expense ratio

interest expense

gross revenue

Measure of efficiency; portion of revenue
supporting interest expenses

Net income ratio

net income

gross revenue

Measure of efficiency; return for unpaid labor
and management

* If farmers included the value of the home on the farmstead in the farm assets, the value of the home listed on the assessor’s site was sub-
tracted from the total assets for this calculation. This value (total assets - value of home) was used to calculate the Rate of Return on Farm
Assets and the Asset Turnover Ratio. Because the value of the home could not be separated into debt and equity based on the information
provided, values reported for liabilities and equity include the value of the home on three farms. This unadjusted value is used to calculate
the Debt to Asset Ratio. This applied to three farms (A, B, D).

** The forced return to farmer of $6/hr was used in this calculation unless the reported return to the farmer was > $6/hr. The $6/hr return
was imposed on six farms (F, G, L, N, O, P) in this report.
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Overview of participating farms

Twelve Iowa farms participated in this study. Farmers were asked to participate not based on their perceived profitability, but by their
willingness to share data for the benefit of others. The 12 farms all raise a diverse set of fruits and vegetables. Beyond that, they dif-

fer in many ways: some also raise livestock or field crops. Some farm on their own, while others farm with a spouse or family. Some
have been farming only a few years, others are seasoned veterans. On the financial side, six are sole proprietorships, six are LLCs. Three
farms’ financials are organized so their house is included in the farm assets. Some started their farms slowly, easing in after prior careers
or during existing careers; some others are all-in, and on their own, others are farming with family. Four of the 12 are meeting their
expectations for profitability, eight are not, but all have plans in place to improve profitability in future years. Three farms currently get
all their household income from the farm; these three are the only farms in the study with such a goal. Five farms have an eventual goal
to derive 75-90 percent of their household income from the farm. Because fruit and vegetable farm business structures vary greatly, it is
difficult to analyze farm profit without knowing all these details.

Table 2

Market Participation and Revenue Streams FY2013

Total Sales (sum
from all reporting $260,507 | $83,698 | $96,277 | $203,352 | $196,220 | $82,440 - $81,072 | $145,368 | $42,095
farms)

Number of Farms
Reporting

Table 2 shows the market participation of farms in the study. Among the 12 farms participating in this study, the most popular produce
markets for sales were Fall/Winter CSA and farmers markets (nine farms reported sales in each market). Summer CSA, however, had the
largest volume of sales, and was the largest market for six of the farms. For these six farms, the percent of their total sales in Summer CSA
ranged from 43 percent to 88 percent, with a six-farm average of 68 percent. Of the remaining six farms, two had their highest sales vol-
ume in Farmers Market (51 percent and 52 percent), one farm’s was Other Produce (43 percent), one farm's was Meat, Eggs, and Dairy (28
percent), and one farm’s was Other, in Other than Produce (32 percent). On average, farms had five revenue streams across both catego-
ries, and four revenue streams for produce alone.

Financial Ratios by Farm

Table 3 shows financial ratios for each farm for 2014, with averages, medians and benchmark values below. Green values indicate a favor-
able ratio, blue indicates stable, and red indicates an unfavorable ratio. Stability ranges were based on two farm financial publications:
Blonde (2009) and Edwards (2014). While the benchmarks from these farm financial publications are not specifically for fruit and vegetable
farms, they do serve as suitable references. Blonde (2009) reports “strong, stable” and “weak” ranges for financial ratios and benchmarks,
though the type of farm is not specified. Edwards’ (2014) benchmarks use a different approach. After grouping farms into three profitabil-
ity categories (high, medium, low), ratio averages are reported for the high third and the low third. This does not provide ideal ratios like
those provided by Blonde (2009), but allows for comparison. Edwards’ benchmark values are also shown in Tables 6 and 8.

Solvency - debt to asset ratio

The debt to asset ratio is a measure of solvency: how a farm'’s assets compare to the farm’s debt. In Table 3, column 1, all farms have low
(favorable) or stable debt to asset ratios. Three farms (F, M, O) have a ratio of 0 because they carry no debt. No debt typically indicates a
farmer preference for building a debt-free lifestyle; most farms (and individuals) carry some debt as they build their assets. The highest
debt to asset ratio reported was 0.57 (Farm G). The average debt-to-asset ratio was 0.22, while the median was 0.13. According to Craig
Chase, marketing and food systems program manager at Iowa State University, debt to asset ratio should stay below 0.60, and ideally stay
below 0.30. Interestingly, the Ag Decision Maker reported that farms in the highest third of profitability had higher debt to asset ratios
than did farms in the lowest third of profitability. This could be due to low interest rates, perhaps combined with farmers re-investing in
business infrastructure rather than paying taxes on profit. Some debt can be beneficial as long as the rate of return on assets is larger than
the interest paid on the debt.

Profitability — rate of return on farm assets, operating profit margin

Two profitability measures are shown in Table 3, the rate of return (RoR) on farm assets (column 2) and the operating profit margin
(column 4). The rate of return on farm assets shows how quickly the net worth of the farm is growing, or can be assessed similarly to an
interest rate earned by the farm from farm assets. This ratio, like others relying on total farm assets, can be misleading because it is scale-
dependent; farms with very low assets may have very high rates of return. For the 12 farms in this study, all except two (Farms N and P)
show favorable or stable rates of return. For nine farms (Farms B, C, D, F, M, L, O, Q) the RoR on farm assets was greater than their interest
expense; an indication of sound investing. However, the RoR on farm assets shifts dramatically when unpaid farmer-labor is calculated
back into the financials (see calculation in Table 3 footnote). With farmer labor (unpaid owner labor) included, only four farms (Farms B, C,
M, Q) maintained RoR on farm assets greater than or equal to their interest expense (Table 3, column 3).
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Farm Financial Ratios by Farm

A 006 | 016 | 0.00 | 0.52 | 001 | 418 | 032 | 0.47 | 0.03 | 0.01 | 0.49 | 11 | 80% | 55% Ifr‘;'s Yes
B 062 | 0.26 | 0.02 | 027 | 002 | N/A | 1.03 | 0.61 | 0.14 | 002 | 0.23 | 10 | 50% | 45% Ifr‘(’)'s No
C 0.20 | 0.06 | 006 | 010 | 0.10 | N/A | 0.57 | 0.81 | 0.08 | 0.02 | 0.08 | 11 | 100% | 100% | LLC | Yes
D 0.22 | 0.01 | -0.01 | 0.11 | -0.26 | 5.00 | 0.06 | 0.73 | 0.16 | 0.00 | 0.11 | 12 | 75% | 45% Ff’r‘(’)'s No
F 0.00 | 0.07 | -0.40 | 012 | -0.64 | N/A | 0.62 | 0.88 | 000 | 0.00 | 012 | 4 | 65% | 9% | LLC | No
G 0.57 | 0.04 | -018 | 0.07 | -0.27 | -022 | 0.70 | 0.83 | 0.10 | 0.05 | 0.01 | 10 | 90% | 2% Psr‘(’)'s No
M 0.00 | 0.63 | 000 | 036 | 0.00 | N/A | 1.78 | 062 | 0.03 | 0.00 | 0.36 | 4 | 100% | 100% | LLC | Yes
L 047 | 0.12 | -0.06 | 0.20 | -0.11 | 433 | 0.66 | 0.71 | 0.10 | 0.00 | 0.18 | 10 | 13% | 13% Psr‘;'; Yes
N 0.45 | -002 | -0.12 |-0.05| -0.37 | N/A | 0.32 | 084 | 0.21 | 0.06 | -0.11| 2 | 50% | 0% | LLC | No
o 0.00 | 0.20 | -0.66 | 0.10 | -0.32 | N/A | 2.06 | 068 | 0.22 | 0.01 | 0.09 | 2 | 90% | 20% | LLC | No
P 0.04 | -0.11 | -1.38 |-0.06 | -0.69 | 2.72 | 1.98 | 1.02 | 0.04 | 0.00 | -0.06 | 1 0% | 0% | LLC | No
Q 0.05 | 0.66 | 060 | 089 | 0.81 | N/A | 0.79 | 0.15 | 0.02 | 0.00 | 0.83 | 35 | 100% | 100% Psr‘(’)'s No
Average 022 | 017 | -018 | 022 | -014 | 3.20 | 0.91 | 0.70 | 0.09 | 001 | 0.20 | 9 | 68% | 41%

Median 0.13 | 0.10 | -0.04 | 0.12 | -0.18 | 4.18 | 0.68 | 0.72 | 0.09 | 0.00 | 0.12 | 10 | 78% | 33%

Range 062 | 077 | 197 | 095 | 1.50 | 5.22 | 2.00 | 0.87 | 0.22 | 0.06 | 0.94 | 34 | 100% | 100%

2 5| strong | <030 | >005] >005 |>025|>0.25|>150] varies | <0.65 | varies | <0.12 | varies

§§ stable | 0:30- | 001- | 0.01- | 0.10- | 0.10- | 1.00 - 0.65 - 0.12 -

5 070 | 005 | 005 | 025 | 025 | 1.50 0.80 0.20

< O

S E|lweak | >070|<001| <001 |<010]|<0.10]<1.00 >0.80 >0.20

= High

S | 026 | 0158 | 0158 | 037 | 037 - 045 | 054 | 006 | 004 | 036

@ g | third

L

8 ‘20 Low

o A 021 | 0029 | 0029 | 013 | 013 - 028 | 071 | 01 | 005 | 014

< third

* forced return to farmer of $6/hr was used in this calculation unless the reported return to the farmer was >
$6/hr. The $6/hr return was imposed on five farms.
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The operating profit margin is similar to the net income ratio; higher numbers are favorable. This number represents the efficiency

of operational expenses to create a financial return, after accrual adjustments. Four farms (A, B, M, Q) show favorable margins (>0.25);
five farms (C, D, F, L, O), along with the average (0.22) and median (0.12) farm values show stable margins, and three farms (G, N, P)
show unfavorable margins (Table 3, column 4). Two of the farms with unfavorable margins have negative margins (P and N). Both
farms reported they are not meeting their financial goals but have plans to improve their profitability. When we force a value for unpaid
owner-labor into the financials, seven farms (D, F, G, L, N, O, P), along with the average and median farm values, have negative operating
profit margins during 2014 (Table 3, column 5). None of those farms, however, are earning the majority of their household income from
farming.

Efficiency - current ratio, asset turnover ratio, operating expense ratio, depreciation expense ratio, interest expense ratio, net
farm income ratio

The last six ratios in Table 3 highlight how efficiently the farm operates. First, the current ratio is a measure of a farm'’s ability to pay
short-term debts with current assets. Seven farms (B, C, F, M, N, O, Q) report "N/A" for the current ratio because they have no current
liabilities (Table 3, column 6). Of the remaining five, four farms (A, D, L, P) have favorable current ratios, with the average (3.20) and
median (4.18) values doubling the suggested “strong” benchmark value (>1.50). The one farm (G) with an unfavorable ratio was facing a
balloon payment on a loan and had outstanding accounts receivable at the time of reporting.

The asset turnover ratio indicates how efficiently the farm’s assets are put to use; higher numbers are more favorable (Table 3, column
7). Chase recommends a minimum goal of 0.30, and a preferred goal of 0.45. Nine of the farms (B, C, F, G, M, L, O, P, Q) and the aver-
age and median for all 12 farms have very favorable asset turnover ratios, ranging from 0.57 — 2.06. Put another way, Farm O, with an
asset turnover ratio of 2.06, brought in the value of their total assets twice over in gross revenue during 2014. To make assets appear so
efficient, this farm likely had low assets, which may change over time and should be considered when setting goals and evaluating your
own business structure and performance. The single farm that had a low asset turnover ratio (Farm D) had a large volume of farm assets.

The final four ratios, when summed, account for 100 percent of gross revenue. This set of ratios shows where revenue is allocated
among expenses (operating, depreciation, and interest), and profit (net) (Table 3, columns 8-11). The operating expense ratio (col-
umn 8) is the proportion of revenue put toward operating expenses for the year. For these 12 farms, the average and median operating
expense ratios are stable, at 0.70 (average) and 0.72 (median). Five farms (C, F, G, N, P) had operating expense ratios higher than recom-
mended (>0.80), but four of those were within 0.01-0.04 of the recommended “stable” range (0.65-0.80).

The depreciation expense ratio (column 9) indicates how quickly a farm is acquiring or replacing capital assets. According to Chase,
the depreciation expense ratio should not be more than 0.10. Eight of the farms (A, C, F, G, M, L, P Q), along with the average and medi-
an of all farms, show strong (< 0.10) or stable (0.00-0.10) ratios for depreciation expense ratio, with the average and median at 0.09. This
measure is highly variable by year, and will be higher during farm start-up and expansion. When the depreciation expense ratio is high,
however, it is displacing operating expense and net income, which may lead the farmer to undervalue their labor. The interest expense
ratios (column 10) are very favorable for all of the 12 farms, whose interest expense ratios do not exceed 0.06. As with depreciation
expense ratio, Chase recommends the interest expense ratio not exceed 0.10.

The net income ratio is the portion of the revenue that returns to the farm as profit after adjustments. This is often used as a start-

ing place for assessing business viability. Chase recommends a goal of 0.20 for net income ratio. For these 12 farms, net income ratio is
generally low and quite variable, ranging from -0.11 to 0.83 with an average value of 0.20 (column 11). Several factors may contribute to
this. Like all farms, the annual success of a fruit and vegetable farm can hinge on extreme weather events and conditions, and the risk of
disease and pest outbreak is always present. There will be year-to-year variability; tracking the net income ratio over time will provide a
better picture of business viability.

Furthermore, unlike commodity farms that can receive subsidies and subsidized crop insurance, fruit and vegetable farmers build higher
risk into their business model so they can withstand lower-profit years. In 2015, insurance for diversified farms became available for the
first time in Iowa (Risk Management Agency's Whole Farm Revenue Program). By October 2016, 18 farms in the state had purchased
Whole Farm Revenue Program policies, but the number of commodities grown on each farm could only be discerned as "2-3+"; no
further information for number of crops was given. It remains unclear how many fruit and vegetable farmers have purchased WFRP poli-
cies, if any.

Using data from the Iowa Farm Business Association, lowa State University reported the net farm income ratio for farms with >$100,000
in revenue in 2013 (Plastina, 2014). From that report, net farm income ratio was 0.18 for high-profit farms, 0.13 for middle-profit farms,
and 0.01 for low-profit farms — not too far from the 0.14 average for the fruit and vegetable farms in this study. Similarly, the 2014
summary of farm financials from Iowa State reported that the average net farm income ratio was 0.11, and had an average return to
management of -$8,922 (Plastina and Johanns, 2015). For high-profit farms (sorted by return to management) in 2014, the average of
reported net income ratios was 0.18; for middle-profit farms the average was 0.35, and for low-profit farms the average net income ratio
was 0.00.
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Aggregated by Acres Planted to Fruits and Vegetables

Table 5 shows the average, median, and range values of the 12 farms when grouped by number of acres planted to fruits and vegetables.
In the income section, there is a large difference in the average farmers market sales for the two groups; the average of 1-3 acre farms’
farmers market sales was $3,484; while 4-17 acre farm values averaged $39,829. The difference between the categories was similar when
looking at median values. Farmers market was the primary revenue stream for only one of the 12 farms; for six farms it was the second-
highest revenue stream, after CSA, wholesale, restaurant, or other. For 11 of the farms, 80 percent or more of their revenue from fruits
and vegetables came from only two categories of sales. As such, the large ranges seen for some categories of sales indicate that those
categories represented a large portion of sales for some farms but not for others.

Average and median net farm profit was higher for farms with 4-17 acres in fruits and vegetables. Because farm businesses may be LLCs,
sole proprietorships, or C-corporations, the role of net profit in farm viability differs by farm. The range of net profit is very, very large
within both groups. This reinforces that profitability on diversified vegetable farms is highly variable, and is perhaps reflective of differences
in growth strategy, uninsurable single-year crop failures, farm goals for profitability, and personal resources not reflected in financial
statements.

The differences in depreciation and Section 179 expenses are also noteworthy. Though the average and median expenses for depreciation
and Section 179 for the 4-17 acre farm group compared to the 1-3 acre farm group, the range among farms within each group was such
so as to indicate high variability. Typically, the 4-17 acre farms had higher expenses in this category, but not always — some of the 1-3 acre
farms invest heavily in infrastructure. Labor hired is the highest expense category for most farms. For farms with 1-3 acres in fruits and
vegetables, in 2014 they spent an average of $5,269 for labor. Farms with 4-17 acres of fruits and vegetables spent an average of $20,635.
The difference between the two groups’ median values was similar to the difference between the averages.

The average and median expenses for supplies, taxes, and utilities were similar between 1-3 acre farms and 4-17 acre farms. For utilities,
some efficiency may be lost at a smaller scale (i.e., the current utility use is out-sized for the current need) or they are investing in heat or
light for season extension. However, the cost of some supplies and utilities are not acre-dependent, like office supplies, software, phones,
etc.

Looking at the additional question data, the farms with 4-17 acres planted in fruits and vegetables also have more total acres earning
income (hay, pasture, field crops, livestock, etc.) and income from farm products other than fruits and vegetables. The 1-3 acre farms
tend to be beginning farmers (four of the five have farmed for less than four years). The beginning farmers participating in the study also
allocated less of their expenses to labor. An average of 14 percent of total expenses for beginners went to labor, compared to 26 percent
for more experienced farmers. Beginning farmers spent a larger percentage of their expenses on supplies (18 percent compared to 11
percent), had fewer acres earning income, and were more reliant on income from fruits and vegetables than experienced farmers. For
beginners, 98 percent of total farm income was from fruits and vegetables; for experienced diversified farmers participating, the average
percent of total farm income from fruits and vegetables was 79 percent.

Balance Sheet, Data Aggregated by Fruit and Vegetable Acres for FY2014 (cont. on next page)

12 farms were categorized based on their acreage planted to fruits Average Median Range
and vegetables. The two categories are 1-3 acres (n=6) and 4 -17
acres (n=6). From these categories, the average, median, and range* 1-3ac | 4-17ac| 1-3ac | 4-17ac| 1-3ac | 4-17 ac
for farm responses is reported below.
Profit on livestock for resale 8 2,622 - - 49 10,163
Sales of livestock, produce, grains, and other products you raised 45932 | 153,340 | 45,077 97,604 64,009 400,801
Early Season CSA - - - - - -
Summer CSA 21,639 | 27,186 12,194 31,035 55,000 40,797
Fall/Winter CSA 3,151 6,407 4,000 4,800 5,561 13,000
E Category of Sales - Produce Restaurant 10,217 14,371 1,964 2,399 45,659 42,250
E Farmers Market 3,484 39,829 1,953 39,079 10,367 90,648
g Wholesale 3585 | 13546 | 2489 - 8460 | 81,275
= Other 6,643 7,235 4,566 413 21,021 39,500
5 Field Crops _ 7,662 _ ; _ 45,972
Category of Sales - Other than Hay - 5,850 - - - 35,100
Produce Meat, Eggs, Dairy 674 23,667 = 3,235 3,345 125,225
Other 88 7,588 - 1,890 350 29,245
Other income 1,033 2,505 550 2,498 3,180 4,660
Gross income 46,801 | 158,467 | 45,352 | 105,636 | 64,040 | 405,461
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Table 5, cont.

12 farms were categorized based on their acreage planted to fruits
and vegetables. The two categories are 1-3 acres (n=6) and 4 -17
acres (n=6). From these categories, the average, median, and range*
for farm responses is reported below.

Balance Sheet, Data Aggregated by Fruit and Vegetable Acres for FY2014

3,528 5,020 2,376 5435 10,158 12,071
583 1,772 237 - 2,619 8,858
322 505 - - 1,705 1,360

4,621 10,299 1,726 8,439 17,312 10,470
60 312 - - 357 890
301 9,308 = 5,910 1,806 28,403
157 1,655 44 1,013 659 5,990
144 76 80 - 535 381
443 3,174 411 2,662 625 8,049

1,128 2,679 1,130 2,377 1,927 2,799

- 1,344 - 1,012 - 3,644

1,016 965 78 - 5,250 4,820
5,269 20,635 3,021 15,263 13,782 34,449
348 295 208 - 1,240 925
881 5,867 143 700 4,350 26,949
490 2,287 346 2,477 1,349 2,611
3,614 5,204 3,177 3,838 5,786 11,558
5,734 7,004 5,082 5,641 10,437 12,789
741 825 536 265 2,327 2,558
5,749 3,207 1,268 2,989 28,888 5,054

- 187 - - - 646

3,263 6,783 3,192 5,701 2,865 12,661

38,390 | 85,876 | 30,366 | 83,164 | 74,806 | 125,120

8,412 | 72,591 2,483 13,270 | 43,122 | 373,594
21 81 23 6.3 2.0 125
21 233 23 14.5 2.0 56.0
4.0 14.7 3.0 10.5 10.0 25.0

64 71 73 83 100 88
31 51 15 45 100 99
2,130 1,779 2,040 1,900 500 1,650
8,088 17,838 4,717 18,849 22,219 34,502
3.9 11.6 2.2 11.5 10.7 227
* Average = sum of values / number of farms; Median = middle reported value; Range = difference between highest and lowest
reported values.
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When considering the financial ratios grouped by number of acres planted to fruits and vegetables in Table 6, the farms with 4-17 acres

in fruits and vegetables have more equity and assets, but from there the story is less black and white. Variation within the categories (see
ranges) is high. Both groups of farms show strong average current ratios, rates of return on farm assets, and asset turnover ratios. In fact,

the average and median values for nearly all the profitability indicators are strong or stable for both farm-size groups. The only weak values
appear when a return to the farmer is arithmetically forced by assigning a wage to the owner's unpaid labor. When this is done, rate of return
on farm assets and operating profit margin are reduced, especially for the 1-3 acre farm group. The average net income ratio for 4-17 acre
farms (0.24) was higher than the ratio for 1-3 acre farms (0.15). Median net income ratio values were lower for both groups; 0.15 for the 4-17
acre farms, 0.11 for the 1-3 acre farms.

Financial Ratios for FY2014, Farms Aggregated by Fruit and Vegetable Acres

12 farms were categorized
based on their acreage plant-
ed to fruits and vegetables.
The two categories are 1-3
acres (n=6) and 4 -17 acres
(n=6). From these categories,
the average, median, and
range for farm responses is
reported below.

46,801 | 158,467 | 45,352 | 105,636 | 64,040 | 405,461 |strong | stable | weak ':h'ﬁg oo

38,390 | 85,876 | 30,366 | 83,164 | 74,806 | 125,120

8,412 | 72,501 | 2,483 | 13,270 | 43,122 | 373,594

22565 | 98619 | 195 | 67,982 | 116997 | 222,750

86,251 | 310,764 | 33,550 | 169,253 | 276,204 | 829,650

108,815 | 409,383 | 33,550 | 265,494 | 293,814 | 1,039,400

93,932 | 342,196 | 33,550 | 224,893 | 249,636 | 729,800
100 -

345 | 304 | 345 | 433 | 146 522 |>150| 50| <100| - .
0.30 -

009 | 035 | 002 | 035 [ o045 056 | <030|%0"|>070] 028 | 022
0.01 -

016 | 019 | 012 | 009 | o075 065 | >005| %0 | <001 0158 |0029
0.01 -

043 | 007 | 026 | 000 | 138 077 |>005 | %0 | <001 | 0158 |0029
0.10 -

016 | 027 | o011 | o016 | o057 082 |>025| %0 | <010| 037 | 013

034 | 005 | -035 | -004 | 070 107 |>025 0(')1205‘ <010 037 | 013

118 | 063 | 120 | 068 | 174 0.97 varies 045 | 028

075 | 064 | 076 | 072 | o055 068 | <065|%°"|>080| 054 | 071

009 | 010 | 003 | 010 | o022 0.14 varies 006 | 01
0.12 -

001 | 002 | 000 | 001 | 006 005 [ <012| %Y | 5020 004 | 005

015 | 024 | 011 | 015 | 060 0.82 varies 036 | 0.14

* On three farms, the value of the home on the farmstead was included in the farm assets. The value of the home listed on the assessor’s
site was subtracted from the total assets for this calculation. This value (total assets - value of home) was used to calculate the Rate of Re-
turn on Farm Assets and the Asset Turnover Ratio. Because the value of the home could not be separated into debt and equity based on the
information provided, values reported for liabilities and equity include the value of the home on three farms. This unadjusted value is used
to calculate the Debt to Asset Ratio.

** Forced wage of $6/hr was used in this calculation unless the reported return to the farmer was > $6/hr. The $6/hr wage was imposed on
five farms.
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Aggregated by Total Farm Assets (Expense and Ratios)

When the 12 farms were aggregated based on their total farm assets, three distinct groups emerged: farms with assets <$40,000, total assets
of $90,000 - $220,000, and total assets >$250,000. As seen in Table 7, on average, the farms with assets >$250,000 have been farming longer
and have double the acres in vegetables than, and more than five times the average net farm income of, the group with $90,000 - $220,000 in

total assets.

Farms with $90,000 - $220,000 in assets spent, on average, more of their total expenses toward hired labor (26 percent, compared to 18
percent for low asset and 16 percent for farms with assets >$250,000). Farms with <$40,000 in assets allocated most of their budget toward
seeds and plants (12 percent) and supplies (19 percent). The percent of total expenses toward seeds, plants and supplies was 17 percent for

the middle asset group and 16 percent for the high asset group.

Table 7
- Balance Sheet for FY2014, Farms Aggregated by Total Assets (cont. on next page)

Profit on livestock for resale 12 49 3,933 10,163 0 0
Sales of livestock, produce, grains, and other products you raised 31,897 43,531 78,121 | 57,129 | 188,891 | 400,801
Early Season CSA 0 0 0 0 0 0
Summer CSA 19,847 55,000 36,342 | 25,947 | 17,049 35,750
Fall/Winter CSA 1,634 4,000 6,948 8,550 5.375 13,000
Category of Sales - Produce Restaurant 1,503 2,546 229 918 32,972 40,862
Farmers Market 5,156 10,367 19,951 | 62,351 | 40,281 90,141
Wholesale 1,486 2,489 1,251 5,005 22,434 81,275
Other 4,628 9,380 1,058 3,084 15,130 39,500
Field Crops 0 0 0 0 11,493 45,972
Category of Sales - Other than Hay 0 0 0 0 8,775 35,100
Produce Meat, Eggs, Dairy 0 0 5,030 8,034 31,312 125,225
Other 117 350 9,748 29,245 4,070 12,500
Other income 555 876 3,168 2,848 1,465 4,660
Gross income 32,325 | 43,362 | 85,221 | 59,780 | 190,356 | 405,461
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Table 7, cont.

Balance Sheet for FY2014, Farms Aggregated by Total Assets

1,952

5453

2,664 5777 12,071

748 2,619 25 100 3,087 8,858
426 1,705 348 1,167 453 1,360
2,160 6,218 8,536 14,897 | 11,684 10,110
89 357 223 890 223 670

0 0 4,985 5,531 9,468 28,403
70 192 31 125 2,616 5331
174 535 138 381 0 0
557 372 1,625 2,562 3,244 8,634
742 1,335 2,362 2,799 2,607 1,635
0 0 517 2,066 1,552 3,644
39 155 1,379 4,820 1,750 5,250
5,266 12,542 17,510 | 19,730 | 16,080 44,125
414 1,240 212 846 340 925
1,159 4,350 597 1,688 9,200 26,949
298 900 1,230 2,091 2,638 2,178

2,902 2,117 2,901 3,551 7,424 10,216
4,539 4,687 8,424 9,846 6,143 10,877

529 526 1,288 2,558 433 1,300
961 1,446 2,806 2,932 9,668 28,434
0 0 234 646 0 0

3,134 2,721 5,855 7,096 6,080 12,661
25,799 | 22,531 | 66,675 | 57,661 | 93,924 | 125,120
6,526 23,300 | 18,546 | 32,747 | 96,432 | 383,969

1.6 15 45 3.0 9.1 135
1.6 15 7.3 12.0 29.3 57.0
2.8 3.0 10.3 1.0 15.0 33.0
64 100 58 78 81 50
32 100 29 53 61 100
2,145 500 1,956 975 1,763 1,550

7,913 22,219 12,800 | 27,721 18,175 35,000

3.8 10.7 6.7 13.9 12.8 229
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Table 8 shows the financial ratios for farms aggregated by total assets. Overall, the average financial ratios for each group of farms are strong,

but the large ranges of values within groups show, again, that there is variability among farms in each group. For the current ratio, the farms with
<$40,000 in assets and the farms with >$250,000 in assets both show a range of 0. This is because three of the four farms in each category carried
no short term liabilities when reporting their financials, and the ratio could not be calculated. Farms with <$40,000 in assets have, on average,

a weak net income ratio (0.13). This means only 13 percent of their revenue remains as profit; the remainder is used for operating expenses,
depreciation expenses, or interest expense. The range for this group is quite large as well (0.41). On average, however, these farmers have only
been farming as a business for 2.8 years, and have some more hurdles to overcome before obtaining consistent profitability. Ratios also take a
dive when returns to the farmer are forced at a rate of $6/owner hour, as also seen in Table 6.

Table 8

Financial Ratios for FY2013, Farms Aggregated by Total Assets

12 farms were categorized
based on their total assets
- the value of their home (if
included in farm assets). The
three categories are total as-
sets <$40k (n=4), total assets
ranging from $90k - $220k
(n=4), and farms with total as-
sets >$250k (n=4). From these
categories, the average and
median of farm responses are
reported below.

32,325 |43362| 85221 | 59,780 | 190,356 | 405,461 | strong | stable | weak | (19 | oW
third | third
25,799 | 22,531 | 66,675 57,661 93,924 | 125,120
6,526 | 23,300 | 18,546 32,747 96,432 | 383,969
98 25,503 66,120 211,211 115,558 | 872,367
22,514 25,503 | 117,888 121,911 455,120 | 562,767
22,612 390 184,008 | 112,000 | 570,677 | 222,750
22,612 | 25,893 | 138,303 | 236,211 | 493,277 | 736,614
1.00 -
2.72 0.00 2.77 4.55 5.00 0.00 > 1.50 150 | < 1.00 - -
0.30 -
0.01 0.04 0.43 0.56 0.23 0.40 <0.30 070 | > 0.70 | 028 | 0.22
0.20 0.75 0.15 0.21 0.18 0.67 > 0.05 0603'5_ <0.01 | 0.158 |0.029
0.01 -
-0.61 1.38 -0.06 0.19 0.13 0.71 > 0.05 005 | < 0.01 | 0.158 | 0.029
0.10 -
0.13 041 0.26 0.45 0.26 0.94 > 0.25 025 | < 0.10 (| 037 | 0.13
-041 0.69 -0.09 0.29 0.07 117 > 0.25 061205_ <010 037 | 0.13
1.61 1.44 0.68 0.71 0.43 0.73 varies 045 | 0.28
0.80 | 040 | 0.66 0.36 0.63 069 | <065 | %07 |>080| 054 | 071
0.07 0.22 0.09 0.11 0.12 0.19 varies 0.06 0.1
0.12 -
0.00 0.01 0.02 0.05 0.02 0.06 <012 020 | > 0.20 | 0.04 | 0.05
0.13 041 0.23 0.48 0.23 0.94 varies 0.36 | 0.14
* For income per owner-hours worked, the larger of value of “net income” or “owners draw” was used, divided by the total number of owner
hours worked. Example: farm net income = $10,000; farm owners draw = $8,500; the farm has two owners, each worked 2,000 hours. Income/
owner-hour = $10,000/(2,000*2) = $2.5/hour. If owners were paid out of hired labor, however, hours were not multiplied by the number of own-
ers (which is an imperfect assumption). Owners were paid out of hired labor on two farms.
** Forced wage of $6/hr was used in this calculation unless the reported return to the farmer was > $6/hr. The $6/hr wage was imposed on five
farms.
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Conclusion and Next Steps

This report, aggregating and analyzing the 2014 financials of 12
diversified fruit and vegetable farms, is intended to be illustrative
and educational for farmers with similar types of operations. Just
as no two farms have the same physical attributes, no two farmers
have the same farm financial goals and strategy. When using the
data, be especially mindful of the large range values — the dif-
ference between the highest and lowest reported values. A large
range, indicating high variability among farms, makes averages
less useful as benchmarks.

Craig Chase suggests tracking one ratio from each category (li-
quidity, solvency, profitability, efficiency), and to begin, he recom-
mends tracking: the current ratio, debt to asset ratio, rate of return
on farm assets, and the balance of the efficiency ratios (operating
expense ratio + depreciation expense ratio + interest expense
ratio + net income ratio = 100 percent of gross revenue).

He also offers five common profitability problems to watch out
for:

. Capital investments are too high relative to income. This will
affect the rate of return on farm assets, the asset turnover
ratio, and likely the depreciation and interest expense ratios.

«  Depreciation or interest expenses are too high (>10 percent of
gross revenue): This will make less cash available for operating
expenses and net profit.

«  Operating expenses (especially feed and labor) are too high
(>60 percent of gross revenue): This will make less cash avail-
able for net profit. Farmers should be mindful of the value of
their own labor, however. Too often farmers do not account
for their labor when analyzing financials. At times, hiring labor
for field work makes more financial sense, as it frees up valu-
able owner-labor for higher value management tasks.

»  High market value for assets makes adequate returns dif-
ficult to achieve: This is especially true for land values. Chase
recommends keeping land values constant, and conservative,
in the balance sheet to avoid becoming “upside down” if land
values decline.

«  Sales prices are too low: Ensure that you are receiving a fair
price for your work. Enterprise budgets by crop or by market
are needed to establish fair prices.

Reflections from Four Participating Farms
Farm B:

Farm B was pleased to see that their operating profit margin

had improved by 10 percent from 2013 to 2014, and that they
increased revenue per acre by ~$6,500. Their expenses per acre
also increased, but at only half the rate ($3,000) of their revenue
gains. Since Farm B turned in 2014 data, they feel their farm has
improved even more: “This year our fall CSA has almost doubled,
our market sales are up 10 percent, and our Summer CSA was
over 90 shares. Our checkbook balance is healthier than it's ever
been. Years ago I read “Building a Sustainable Business” from the
Minnesota Institute for Sustainable Agriculture. They encourage
people to shoot for 30-33 percent profit; we're almost there. I'm
accused of having the highest prices at farmers market, but why
would I grow it if I can't do it profitably? I also shoot for more than
$30,000 in gross sales. We are now achieving that

Farm B is also building assets outside the farm business. “"We built
a new house on our farm in 2015; one that isn't as big as many
new houses, but is aesthetically pleasing to us. The farm business
rents the garage, which covers the mortgage on the new house.”

The garage at Farm B houses the walk-in cooler and serves as the
packing shed and wash station. “The new house doesn't increase
the value of the farm business, but it does increase the value of
our property.”

Farm P:

“Context is critical to understanding. The report states that farms
are between 1 and 35 years in operation... my farm, being in

its first, has some numbers that are at the ends of the ranges. I
considered it the first year of starting up a business, and had not
planned to make money in the first year. My second year was a lot
different. And so has been my third! I reported that I was not yet
meeting profitability goals but have a plan to improve... I would
say that I wasn't trying to be profitable that year, and was using
investment in a start-up phase to show loss on taxes to offset
non-farm income; it was part of a broader financial strategy. That
first year I did not meet profitability goals for where I plan to be in
time, but I did meet my profitability goal for that first year. With-
out telling the full story, looking at farm numbers over multiple
years in this report will be important.”

Farm F:

On financial strategy:

“Here's the thing that's not quantifiable: I'm extremely financially
conservative. I believe in taking baby steps and making a little
more money each year. As a person, I want to remain independent
from the farm; if one day I decide this isn't the life for me, I want
to have the freedom to make that choice. I make farm purchases
out of my operations budget. It's not the financial guru (borrowing
money) way to do it, but it's what I'm comfortable with. I often say,
“That's a lot of beets,” meaning: it takes a lot of beets to come up
with $20,000 to pay back a debt. I don’t want to owe a third-party
entity money. That's just how I live my life; I want to be self-suffi-
cient. Maybe I'm a little idealistic about it, but I'd rather the farm
owe money to me than to someone else.”

On the early years:

“My expectation in the early years wasn't to show a profit right
away, it was to figure out my systems and infrastructure so I could
slowly scale up and eventually become profitable with the farm
systems that fit me, and fit the markets. In the early years, I was
accomplishing things like: building production systems, installing
infrastructure, working out packshed flow, learning Quickbooks,
training employees, learning to manage employees and delegate
tasks, implementing mechanization, experimenting with new
crops, and trying different customer service strategies.”

“I was always told that you can't make a living off of vegetables.

I was determined to figure out how to do it. Starting out knewI
wasn't going to be a CSA farm, and I wasn't going to be reliant on
Farmers Markets. There's a million ways to do things, and I needed
to figure out how to make our crops into products (like a Thanks-
giving Box). I needed to figure out how to balance what markets
wanted (and paid for) with what was efficient, profitable, and
enjoyable on the farm.”

On meeting goals:

“My profit goal for 2014, the year for this report, was actually 0
percent, and I surpassed it! My sales goal was $14,000 and I hit
$20,000. It isn't reflected in these early profitability numbers that
I had stable markets and sales moving in the right direction, even
though they were small. In 2015 I wanted to net a little more, and
ended up doing better than I expected, again. This year I wanted
to net $4,000 more than 2015, and am going to end up only
$1,000 over 2015. But I have another measure of profitability: that
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Iam able to live off my farm income for six months of the year. Even if I don’t meet my net profit goal, I am still meeting this lifestyle
goal. Additionally, I achieved a much better work-life balance this year, and didn't feel like the farm “owned” me 24/7."

“My ultimate goal would be to have 100 percent of my income from the farm; I just don’t know how realistic that is. My “realistic” ulti-
mate goal is that 90 percent of my total income would be from the farm. My most realistic goal is 65 percent, which is what I provided
for this report.”

Farm L:
On Farm L's numbers:

“Nothing in the report is alarming. We had just taken out some loans, so a couple numbers were weaker than we'd like, like debt to as-
set, but it isn't a surprise. Get three years together and you might start to see a picture. That picture, however, might not show steady
trends, but might instead show that the numbers for small farms like these are very fluid from year to year. With this size of business, it
doesn't take much to really change the numbers fairly quickly from year to year. One big account can really make a difference.”

On calculations using the forced return to farmer:

“I'm glad the calculation with the forced return is there. It's a reminder that most of us aren’t paying ourselves all that well. But there are
a number of things we're all paying ourselves with that we don't take into account. I have a truck. It's the farm’s truck. What I give myself
through the farm is part of my pay. For those who think they're going to get 100,000 an acre... this gives a better picture.

Also, we have off-farm income. If we were worried about profit more, some of things we do... we wouldn’t do. Like so much on-farm
research, or trying out new ideas so other people don't have to. I don't mind scrabbling around to make all the mistakes first.”

On gross revenue/acre:

“Our farm shows a lower gross revenue per acre than some of the other farms, which I expected because we're not pushing very hard on
production per acre. But perhaps some of the data I gave you for acres, based on the questions, isn't totally reflective of the production
at a given time. I typically come up with $10,000-12,000/ac for vegetables. High tunnel production is going to be much higher revenue
per acre, and those differences are not reported in this data.

I'd also like to point out the statistical range reported in many of the tables — it's huge. With a large range, it makes it hard to say much
based on the averages. If you're under the average in a certain category, is that bad? Or are you just using a different strategy?”

On using the data:

“If I'm putting myself in the shoes of a beginning farmer, Table 5 and Table 7 — the expenses in particular are very useful. Those are real,
on the ground numbers. Having some idea what other people are spending, and on what — know that can't hurt! Particularly, the insur-
ance numbers are pretty consistent. The labor numbers are also more consistent that I would have thought. Machinery and chemicals
are driven by farm choices.

The income part of the balance sheet is pretty simple to estimate on your own. If you set your prices and plan your production, you
can guess what your gross revenue will be. It's the expenses that get people into trouble. Early on we had some issues with that — some
things were more expensive than expected, some things came up we hadn't even considered. Until you start writing the checks, you
don't know for sure.”

(. )
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Appendix 1

SCHEDULE F
(Form 1040)

Adjusted for PFI Whole
Farm Project

Part A: Profit or Loss From Farming

2014

Name of proprietor

Accounting method:

[ cash  [JAccrual
Farm Income
1a Sales of livestock and other resale items (see instructions) 1a
Cost or other basis of livestock or other items reported on line 1a 1b
¢ Subtractline 1b from line 1a 1c
2 Sales of livestock, produce, grains, and other products you raised 2
Category of Sales:
Other than Produce Sales:
Produce Sales: Restaurant . . . . Field Crops . . . .
Early Season CSA Farmers Market . . . Hay . . .. .....
Summer CSA. .. Wholesale Produce . Meat, Eggs, Dairy . .
Fall/Winter CSA . Other . . . . . .. Other . . . . . ..
8 All other farm income . 8
Gross income. Add amounts in the right column (lines 1c, 2, 8) . 9
Farm Expenses Do not include personal or living expenses
10 Car and truck expenses
10 23 Pension and profit-sharing plans 23
11 Chemicals 11 24 Rent or lease (see instructions):
12 Conservation Expenses . 12 a Vehicles, machinery, equipment 24a
13 Custom hire (machine work) . 13 Other (land, animals, etc.) 24b
14 Depreciation and section 179 25 Repairs and maintenance 25
expense 14 26 Seeds and plants 26
27 Storage and warehousing 27
15 Employee  benefit programs 28  Supplies 28
other than on line 23 15 29 Taxes 29
16 Feed 16 30 Utilities . Lo 30
17 Fertilizers and lime 17 31 Veterinary, breeding, and medicine 31
18 Freight and trucking 18 32 Other expenses (specify):
19 Gasoline, fuel, and oil 19 a 32a
20 Insurance (other than health) 20 b 32b
21 Interest: C 32c
a Mortgage (paid to banks, etc.) 21a d 32d
b  Other 21b e 32e
22 Labor hired 22 f 32f
33 Total expenses.  Add lines 10 through 32f 33
34 Net farm profit or (loss). Subtract line 33 from line 9 34
Page 15 of 16 PRACTICAL FARMERS OF IOWA April 2017

www.practicalfarmers.org



Part B: Balance Sheet (FY 2014)

Intermediate Long-term
Current
(<1yr) (>1-10yr) (>10 yr)
Equity $ $ $
Liabilities $ $ $
Assets
(equity + liabilities) | S $

Are any personal assets included in your farm assets? If so, please explain:

Oyes Qno

Part C: Additional Questions (2014 info)

1. Acres in vegetable production . . |:| tree fruit / berries . . |:|

2. Total acres earning income .

3. Number of years farming as a business.

5. Current percent of household income from farming .

6. Type of farm business (LLC, C-corporation, etc) .

N |
| |
4. Goal percent of household income from farming . . . | |
I |
| |
I |

7. Estimated hours each owner worked on farm in 2014

8. Is owner labor included in farm expenses on Part A? Qyes Qno

9. Estimated owners draw for living expenses in 2014 (in addition to net income) |$ |

10. Are you planning to expand any of the following enterprises?
[Jtree fruit / berries  [Jvegetable []field crops  [Jlivestock Ohay other

11. Are you meeting your expectations for farm profitability?
yes O
no O

12. If you are not meeting your expectations for farm profitability, are you planning to make changes?
yes O
no O

| am meeting my expectations for farm profitability. O

13. Please describe the financial goals for your farm, or attach as a separate document.
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