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3.1 ORCHARD BUSINESS RECORDS

Jennie S. Popp

Dept. of Agricultural Economics & Agribusiness
University of Arkansas
Fayetteville, AR 72701

informed decision making. There is no substi-

tute for an orchard business accounting system
designed to meet your management needs by
answering questions about the business with the
least effort.

Business records are essential tools to facilitate

To structure the accounting system, think about
the questions to be answered. Some might be:

(1) What was the net income from the orchard
operation in the current year? How does it
compare with previous years?

(2) What is the orchard’s debt-to-asset ratio and
how has it changed from year to year?

(3) What is the orchard’s net worth?

(4) What costs increased the most?

(5) How did different varieties and blocks rank
in profits or losses?

(6) What were the itemized costs per unit of
production by variety and block?

(7) How did different varieties and blocks rank in
yield, quality, and marketability?

These are examples of questions that a good
record system can answer. Records to answer
questions five, six, and seven are too often incom-
plete, undefined, or lacking. Definite answers to
these key questions are critical to a successful
orchard business. Production and financial

Claude L. Dorminey, Retired
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records should provide a detailed, block-to-block
history of costs and returns.

Production records should help describe the size
and scope of an operation. Parameters include
acreage, yield, varieties, costs of fertilizer, insect,
disease, and weed programs, irrigation usage,
labor hours, and other key physical production
practices. All of these criteria are important in
combination with financial records for analysis,
decision-making, and management.

Financial records provide a record of all cash
receipts and expenses, capital transactions,
inventory, depreciation, credit transactions,
and labor costs.

Labor is a very important expense in any orchard
operation and the accounting requirement is
complex; therefore, keep labor records separate
from other records.

Keep pre-productive orchard or non-bearing
expenses separate from bearing orchard expenses.
The Tax Reform Act of 1986 requires all orchard
development expenses for orchards having a non-
bearing (pre-productive) period of more than two
years to be capitalized. Depreciation of capitalized
expenses may begin in the year the orchard
reaches an income-producing stage.
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Growers had the option on schedule F of their
1987 tax return not to capitalize pre-productive
expenses. The election applied to 1987 and all
future years and is irrevocable. Farmers who
elected not to capitalize pre-productive expenses
may deduct expenses in the year in which they
occur. Farmers who entered the business after
1986 can elect out of pre-productive capitalization
on the return of the first year they are in the
business. However, it is important to note that
electing out requires producers’ use of longer-life
alternative depreciation for all farm assets.
Further information may be obtained from your
tax consultant.

The uses of orchard records can be classified into
three categories: (1) indicators of the business’
economic health, (2) information for enterprise
cost-return analysis, and (3) information for service
purposes.

INDICATOR FOR ECONOMIC HEALTH

When the records are summarized, the net farm
income reveals the degree of success or failure
of the total business. Compare this figure with
comparable figures from earlier years to determine
the general direction of the business.

ENTERPRISE COST-RETURN ANALYSIS

The primary use of orchard records is to determine
the level of profitability of each enterprise.
Enterprise may refer to any specific unit in the
overall orchard operation such as a given farm,
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block, or variety as defined by the record keeper.
Managers should closely examine the net returns
per dollar of capital expended, especially if capital
is a limiting factor in the operation.

INFORMATION FOR SERVICE PURPOSES

Managers experience considerable demand for
information for filing and substantiating tax
returns, for acquiring credit, for planning, and for
day-to-day management. Information obtained
from records helps to meet these needs.

Record keeping may involve a simple ledgerbook
or a complex computer program. No matter
which record keeping method is chosen, it is
important to keep good useful records that will
enable a complete, concise analysis of the business.

Record-keeping assistance may be obtained from
extension personnel in your state. The following
guidelines were obtained for producers in six
southern states:

Alabama: Contact your county Cooperative
Extension Service agent for recommendations
suitable to your orchard or visit
http://www.aces.edu/ for more information.

Arkansas: Cooperative Extension Service offers a
“Farm Record Book” for manual record keeping
and workshops to demonstrate the use of Quicken.
Contact your county extension agent or visit
http://www.aragriculture.org/farmplanning/links.asp
for more information.
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Florida: Contact your county Cooperative
Extension Service agent for recommendations
suitable to your orchard or visit
http://nfrec.ifas.ufl.edu/ for more information.

Georgia: Georgia Cooperative Extension Service
offers the “Georgia Farm Record Book,” a manual
system, and the Georgia Extension Farm Business
Management Advisory Program, which includes
business enterprise analysis and record-keeping
guidance. Contact your county extension agent or
visit
http://www.ces.uga.edu/Agriculture/agecon/alt.htm

for more information.

Oklaboma: Cooperative Extension Service offers
manual record books entitled “Farm/Ranch
Account Book” and “The Oklahoma Farm Family
Account Book” and instructions for adapting
Quicken. Contact your county extension agent or
visit http://osuextra.okstate.edu/index.shtml for

more information.

South Carolina: Contact your county Cooperative
Extension Service agent for recommendations
suitable to your orchard or visit
http://cherokee.agecon.clemson.edu/extindex.htm
for more farm management information.
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n the late 1990s, average annual utilized peach

production for Alabama, Arkansas, Georgia,

Oklahoma, and South Carolina averaged 260
million pounds. Average value of production in
these states was over $79 million. Peach production
can be a profitable enterprise. However, as with
any enterprise, potential profits should be analyzed
before investments are made. Such an analysis
can be made using an enterprise budget. The
materials that follow are guidelines to develop a
relevant budget. Differences in varieties, size of
operation, production practices (particularly
irrigation) and associated production costs, and
prices received for fruit will affect orchard budgets.

COMPONENTS OF A BUDGET

Three areas of information are generally included
in the peach production budget: estimated crop
yield, market price for the crop, and production
(or input) costs. Returns to management are
generally calculated over the expected life span or
production period of an orchard. This time
varies, but on average it would range from
pre-planting to the first year of meaningful produc-
tion and continue through the last year of full
production (from 8 to 18 years). Returns to
management would be calculated again starting
with the next planting cycle.

EXPLANATION OF COSTS

Production costs fall into two categories: fixed
and variable. Fixed costs are those that accrue

3.2 CONDUCTING A
COST ANALYSIS
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independently of the size of production. They
include land, machinery, management, and over-
head expenses. Land is generally assumed to be
owned; however, an opportunity cost (what the
money that has been put into land could earn if it
had been invested elsewhere) may be charged for
land. Ownership costs for equipment, including
depreciation, interest, taxes, and insurance, are
charged as fixed costs. Management may or may
not include cash costs. For owner operators, it is
not a cash expense; however, a hired manager
would be included as a cash expense. Finally,
general overhead includes items that are not
specific to peaches, such as tools, farm shop, and
other farm equipment. Variable costs are costs
that are directly associated with production.
These costs are further separated into costs
associated with pre-harvest, harvest, packing, and
marketing. Key variable cost categories include
fertilizers, pesticides, labor, machinery fuel and
maintenance, and interest on operating capital.

ESTABLISHMENT COSTS AND
AMORTIZATION

Orchard establishment generally takes place over
a three-year period. In each of those years there
are a number of fixed and variable costs that need
to be considered. Tables 3-2-1 through 3-2-3 list
the types of costs generally incurred in the early
years of orchard life. The costs during the non-
bearing (pre-productive) years are compounded
at a fixed interest rate until amortization begins
during the fourth year.
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PRODUCTION BUDGET

Table 3-2-4 presents an example of an annual
production budget for years four through each
remaining year of production. In this example,
harvest and marketing costs are the largest cost
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TABLE 3-2-1. Types of establishment and mainte-
nance costs considered in the first year of the
operation. Adapted from Pardue et al. (1996) and
Westberry and Collier (1998).

N iTEM S/UNIT

Varlable Costs

Fernhzer

 Nimrogen f. _ pownd
Pbo:p/mte (P2 5)

. Potzzsb (K;O) o pound

Land Levehng & Terracmg _.hour

Seeds for Cover Crop o pound

Trees each

Pest1c1des

He7 bzczdes acre

Fungzcza’es acre

Insecticides acre

Labor  how

~ Fuel gallon

Repair c/f Mamtenance -acre or hour

Irrlgatlon ~ acre inch

. Interest -
MJSC
leed Cosl's

Tractor hour

Other Eqmpment hOUF

Irr1gat10n acre 1nch

Land  dollar
Overhe?.d . dollar
Misc a

Machinery ‘

~ dollar (@__%)|

B S — i

3.2 CONDUCTING A COST ANALYSIS

items in the budget. These costs are estimated to
be $3.04 per 1/2 bushel. (Pick-your-own operations
would have much lower harvest and marketing
costs.) The fixed cost section includes recapture
of establishment costs of $165 per acre. This is
the largest component of fixed costs. The last
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TABLE 3-2-2. Types of establishment and mainte-

nance costs considered in the second year of the
operation. Adapted from Pardue et al. (1996) and
Westberry and Collier (1998).

Variuble C°§?‘T‘f

8

T e |

1

| Femlizer
. Nitrogen | o pound
ﬁ ‘ Phosphate (P2é5) | pound
LT Potﬂ}bm(KzO) ~ pound
| Lime _ton

Trees (Replaceme_nts) - ”eﬁil_‘C_‘h -
Pesueldes A S
- He1bzczdes . acre
| Fungicides Laee
Insecticides ~acre.
Labor
Mﬂcbmery mzd Ot/_m:s ~ _hour

~ Dormant Pmmmg hour

Summer P7 zmmg hour

Remove szt hour

Machlfzerx.,.___.,,,__,‘

 Fud "ffjf gillon

Repﬂzr d?‘ Mamtenzmce hour

Irrlgatton ~acre inch

g

Interest o dollar

leed Costs A - |
| Tractor hour i
i U — L

Other Equ1pment” ~ hour

| Irrlgatlon ~acre 1nch

Land dollff!{m..,.
| Ovethead  dollar
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TABLE 3-2-3. Types of establishment and mainte-
nance costs considered in the third year of the
operation. Adapted from Pardue et al. (1996) and
Westberry and Collier (1998).

Vmiable: Conts:

Femlicer
T
Phosphate (P,05) | poﬁﬁd
© Potash (K,0) ~ pound
Lime _ton
Trees (Rve-prlac‘»e_mer‘ltrs) - e;ich '7
Pesticides
Herbz'cz'dés“ 7 ééfe
 Fungicides 7 écrzrrer
Insecticides - V acre 7
Labor -
M{l;bz:hhy and Obi,“/arem» V | hour |
D;orm{z’nit Przmz'rn_g” - 7h-our |
ASZrmzmevr P?"Z-l;ll'ng" A - hour
A rRem"oveFf’uit"m - hour
Fuel  gllon
_> Repdi%; and M(l??»l?é‘ﬂ{ln;‘;? o h01;r -
Irigation _aereinch
Interest _ dollar
Harvesting and Mafkeﬁpg o bushel -
Fixed Costs: -
Tacor  how |
Other Equipment _ hour |
Imigation  acreinch |
Ld  dolar |
Overhead  dollar
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section in Table 3-2-4 gives the cost per 1/2 bushel
breakdown by cost groups. The total budgeted
cost per 1/2 bushel of $4.61 indicates that a price
of $4.61 per 1/2 bushel is needed to break even.

"Table 3-2-5 shows potental net income variation
given the anticipated variation of prices and
yields. The expected prices, yields, and net
income are anticipated averages for the marketing
and cultural practices that are included. Optimistic
levels are those levels that would be expected to
be obtained one-year-in-six. The pessimistic levels
also are for one-year-in-six. When these prices
and yields are included with the budgeted costs,
net income probabilities can be estimated.

For the data presented as an example, there was a
74 percent probability of covering all budgeted
costs. The net income level of $581 per acre should
be exceeded half the time and not be reached about
half the time. About one-year-in-six returns over
$1,438 would be anticipated; in one-year-in-six
more than $394 would be lost (an income of -$394).

IRRIGATION

Irrigation is not charged off in the budget, but a
line is included for irrigation. In most cases, irri-
gation increases yields by increasing fruit size, thus
tewer bushels are needed to pay for the added
costs, because large fruits normally receive higher
prices. See your Cooperative Extension Service
specialist for more information on irrigation costs
and returns to irrigation.

BREAK-EVEN PRICES

Table 3-2-6 shows the break-even prices for vari-
ous yield levels. The pre-harvest variable costs
and fixed costs decline fairly rapidly with increas-
es in yield. At 200 bushels, the pre-harvest cost
per bushel is $3.36, while at 600 bushels it
declines to $1.12. Fixed cost per bushel is $2.13 at
200 bushels, but only $0.71 at 600 bushels. The
break-even prices (for all costs) show a similar pat-
tern. At 200 bushels yield, the break-even price is
$8.53 per 1/2 bushel. At 600 bushels yield, the
break-even price declines to $4.87 per 1/2 bushel.
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3.2 CONDUCTING A COST ANALYSIS

TABLE 3-2-4. Example of a mid-season peach budget. (Westberry and Collier 1998)
ITEM UNIT QUANTITY PRICE AMT/AC S

Variable Costs:
o Ir_ee_sm(_rwegl_aggs_) . Each 3.00 1.75 5.25

~ Lime, applied Ton 0.50 24.00 12.00

Fertlhzer Cwt 4.00 7.80 31.20 o

. ,Nz@,s?r}m . Lbs 800 03 2635
~ Chemicals ~ Appl 35.00 - 1~9?_7ft
__Machinery R e

Fuel Acre 14.86 0.75 - 11 14

CRemis  Awe 100 549 549

_ Labor  Hr 6349 517 32840

- Irrlgatlon__ S Acre Inch 200 - 592 - 11 85

Other Aere 1.00 000 000

, InterestOHOPemnngmplml s 62942 10 0% 41.98
Pre -Harvest V°"2'3!9_ng*s e

Harvest und Marketing Costs

Picking and hauling 12 Bushel ] 700 00 0.93 — 647 50

 Gradingand packing  1/2 Bushel  700.00 0.83 577.50

Markeung @7.50% 1/2 Bushel  700.00 0.44 307.13

CLandrent  Aee 100 000 00

67141

~ Containers Each 700.00 0.85 595.00

TOTAL S

.
31
Y
198

671

648
578

595
307

;Tol'ul Harvest gﬂd qu_lf_e_!!g_g_ e 3.04 _ 2_"127 'I3

Total Variable Costs: ) - - o 2798 53

leed Costs:

Machinery A 100 8586 8586

~ Irrigation Acre 1.00 81.54 81.54

Recapture estabhshmentcosts _ Acre - 100 16460 164.60

Overheadandmanagement B 67100 005 3357

Total leed Costs - - 425‘§Z

Total budgeted cost per acre: 3,224.10

B Costs Per 1/2 Bushel

Pre- harvest variable cost per 12 Bushel

— = TN T R -

/2 127

2,799

) H_ervest & marketmg cost per 1/2 Bushel m__ﬂ::w'_m_w - “_M‘> —~ R ) A 3 94
Fixed costs per 1/2 I%ush_el - i - - Q §}
_ TowlBudgeted Costper 1/2Bushel 46l
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TABLE 3-2-5. Peach prices, yields, and risk rated net returns.

OPTIMISTIC EXPECTED PESSIMISTIC
Yield (1/2 bushels) 900 700 350
Price per 1/2 bushels 6.60 5.85 5.10
Net Returns (§) 1,866 1,438 1,010 581 94  (-394)  (-882)
Chances of
obtaining the
return listed 6% 16% 33% 52%
above or more
Chances of
obtaining the
return listed above or less 48% 29% 16% 7%
Overall chance of profit at “
expected yield and price 74%

INCOME OVER VARIABLE COSTS

Table 3-2-7 shows the income over variable costs
(pre-harvest, harvest, and marketing costs). At a
price of $6.00 per 1/2 bushel, it takes a yield of
nearly 250 bushels just to cover the variable costs.

At $8.00 per 1/2 bushel, a yield of about 150
bushels covers variable costs.

DEVELOPING BUDGETS FOR
YOUR OPERATION

Many of the southeastern states have developed
enterprise budgets for peach production in their
area. However, as mentioned earlier, differences
in varieties, operation size, management practices,
input prices, and peach prices will affect the budget
for any given orchard. Please check with
Cooperative Extension personnel in your state for
peach enterprise and irrigation budget information.

Alabama: Contact your Cooperative Extension
Service agent for recommendations suitable to
your orchard or visit http://www.aces.edu/ for
more information.
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Arkansas: The Arkansas Agricultural Experiment
Station offers a special report entitled, “Economic
Analysis of Commercial Fresh Market, Irrigated
Peach Production in Arkansas.” Contact a Cooperative
Extension Service agent for recommendations
suitable to your orchard or visit http://www.uaex.edu
for more information.

Florida: The most recent peach enterprise budgets
for Florida can be downloaded from the internet at
http://nfrec.ifas.ufl.eduw/Hewitt/budgets.htm or contact
your Cooperative Extension Service agent for
recommendations suitable to your orchard or visit
http://www.fred.ifas.ufl.edu/ for more information.

Georgia: The Georgia Cooperative Extension
Service offers budgets for establishment and mid-
season peach production. Contact The University
of Georgia Department of Agricultural and
Applied Economics in Tifton or visit
http://www.griffin.peachnet.edu/caes/gapeach/
for more information.

Oklaboma: The University of Oklahoma offers
budgets for preplant year, establishment year, year
2, year 3, and years 4-15. You can download these
budgets from http://www.agecon.okstate.edu/archives/
budgets/statecrp.htm#Fruits%208& %20Vegetables.
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TABLE 3-2-6. Break-even prices for various yield levels

YIELD PRE-HARVEST
PER ACRE COSTS

FIXED COSTS

3.2 CONDUCTING A COST ANALYSIS

HARVEST AND
MARKETING

BREAKEVEN

_ (Bushel)
100 671

R A T

200 336 2.13

250 2.68 1.70 3.04 7.43

300 224 142 3.04

~ (Bushe)
426

(/2 Bushel) ~ (1/2 Bushel)
304 1401
3.04 1035

.

670

e BEE R ¥ S

oS0 om0 503

05T 30k 450,

487
461
44

Contact Oklahoma State University Department
of Agricultural Economics or visit
http://www.agecon.okstate.edu for more information.

South Carolina: Contact your Cooperative
Extension Service agent for recommendations
suitable to your orchard or visit
http://cherokee.agecon.clemson.edu/extindex.htm
for more information.
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TABLE 3-2-7. Income above variable costs at various prices and yields.

PRICE PER 1/2 BUSHEL

YIELD 400 600 800 1000 12.00
o s 227 73 33 673
200 479 79 31721 121
225 ASS5 445 895 1345
250 e 569 1069 1569
300 33217 817 L47 2,017
350 3% 365 1,065 1,765 2465
400 287 s13 1313 213 2913
450 239 661 1561 246l 3,361
500 191 809 1809 2809 3,809
550 -S43 957 2057 3,157 4257
600 95 1,05 2305 3505 4705
650 47 1253 2553 3853 5,153
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