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Presenter Notes
Presentation Notes
IRS Definition: You are in the business of farming if you cultivate, operate, or manage a farm for profit 


Presumption of

Profit:

Business vs. Hobby

If farm
produces a
profit

In 3 of last 5
tax years

Farmis a
business

(not a hobby)
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Presenter Notes
Presentation Notes
Presumption of Profit: If farm produced a profit in at least 3 of the last 5 tax years, it is a business and not a hobby



MICHIGAN STATE

UNIV RS Ty | EXtension

What If There Are No Profits?

Produce profit in
4 ) ( 2 out of 7 years

\ IRS will extend time \_ )
period

N

Must carry on
activities
to seek profit



Presenter Notes
Presentation Notes
What if there are no profits?
IRS recognizes farms need some time to obtain profits early on

Will extend time period to produce profit to at least 2 out of 7 years
So long as you are carrying on like a farm business seeking profit
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Does A Farm Need To Become A Business?

Does tracking expenses or
“for profit” activities take away
from farm enjoyment?

Choice rests Wlth Is raising lavender more

for recreation or added

farm owners family income?

Hobby farms must still report

any income to IRS
(Even if only sold to neighbors)



Presenter Notes
Presentation Notes
Choice of business or hobby rests with farm owners
Is beekeeping more for recreation or for added family income?

Do tracking expenses or “for profit” activities take away from farm enjoyment?

Hobby farms must still report any income to IRS

Income still needs to get tracked and reported, even if honey is only sold to neighbors



MICHIGAN STATE
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How To Get Started

Develop a Business Plan

* Blueprint of how your business starts I.AVENDER

« (Guidebook of how business intends to grow ‘ FA R M

BUSINESS PLAN




MICHIGAN STATE
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Extension

What are your
passions
about raising
lavender?

How To Get Started

Core
EITES

Do they
translate into
a business?

What goals
do you want
to achieve?

@



Presenter Notes
Presentation Notes
Vision, Values, and Goals
What are your beekeeping passions?  Do they translate to a business?
What goals do you want to achieve within a business?



MICHIGAN STATE
UNIVERSITY

‘ Extension

Passion & Goals Help Define Your Business

 Who are you?
 What do you do?
 Where are you located?

* Who are the farm owners?

* What business structure is your farm?

Financial Plan Operations



MICHIGAN STATE
UNIVERSITY

‘ Extension

Your Business Strategy Starts With A Marketing Plan

Farm businesses must have products consumers are willing to buy

Markets and Market Strategies 4 Ps of Marketing

Lavender? . Features
Value-Added Products? « Sales Promotion . _ * Quality
_ An Experience? * Advertising ' * Branding
Who is your What are you « Public Relations Promotion Product » Packaging
competition? marketing? * Direct marketing g * Services

* Warranties

Who are your * Channels + price st
pOtentIa| * Market coverage ) pﬂ.c.es rategy
customers? * Assortment ’ A;;;’:inces
* location
- Inuenm'-y L ijmuﬂts
* Transport * Payment terms

How are you
marketing to
them?

Answers & Strategies May Change As You Explore New Market Opportunities ﬁ




MICHIGAN STATE

‘ Extension

UNIVERSITY

How Have You Explored
arket Opportunities Near You?



Presenter Notes
Presentation Notes
Stop and ask the audience to share their approaches to exploring markets (those are willing to share)


MICHIGAN STATE .
UN.VERS,TY’Extensmn

Business Planning Check with SWOT

SWOT Analysis (active)

» |dentify internal and external factors that are helpful and harmful to achieving farm goals

- Don'’t simply ask “what is?”
- Focus on “What do you do about it?”

= STRENGTHS WEAKNESSES _ STRENGTHS WEAKNESSES

o ©

g What do we do best? In what ways can we g How can we leverage How can we mitigate

c get better or improve? € ourstrengths? our weaknesses?
OPPORTUNITIES THREATS | OPPORTUNITIES THREATS

™ ™

c What opportunities are What trends, conditions, - How do we exploit the How can we dissolve

g available to you? or competitors pose a g opportunities available the threats we face?

threat to us? L to us?

@




n MICHIGAN STATE
UNIVERSITY

Extension

Management and Organization

 Who is involved in business?
« How are tasks being divided?
 How are employees managed?

* What professional services are part of
your management team?

(i.e., accountant, tax professional, loan
officer, market broker, Extension agent)

Financial Plan Operations



Presenter Notes
Presentation Notes
Ask audience how many of them are sole proprietors and how many have employees or family members involved in the farm.  Then ask 1-2 participants to share what their farm organization is like.  Who is involved?  How are tasks divided?  Do they use any professional services, like a tax professional or broker?


MICHIGAN STATE

UNIVERST Ty | EXtension

Operations

* What do you produce?
 What methods are used to produce it?

 How are methods managed?

 What risks are you exposed to and
how are they managed?

R

Financial Plan
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What Will You Produce and What Is It Worth? - Handout

# plants per acre

1) 2400 (30 rows of 80 plants),
2) 2500,
3) 2720,
4) 4000

average =2900 for the calculations per plan

Fresh flowers per plant or acre

1) 4-7 bundles (average of 5.5 bundles/plant) of 125 stems

2) 2.5 at 2-inch bundle

3) 8000-16000 bundles per acre

4) 4000 pounds lavandin fresh flowers{ used .5 pound per bundle for calculation below)

5) 3500-4500 pounds lavandin fresh flowers

6) 300-1800 pounds angustifolia fresh flowers ( used .5 pound per bundle for calculation below)

Per plant average 5.5, 2.5, 4.1, 2.75, 2.75, 1 added together and averaged = 3 bundles per plant

Buds per plant or acre

1) 12-15 bundles = 1 pound of dried buds (assume 3 bundles per plant or about X pound per plant)

2) ato ¥ pound dried buds per plant

3) 1200 pounds per acre at 4'" year {assume 2900 plants this would += .4 pounds per plant)

4) Angustifolia average 700-800 pounds, Lavandins around 2500 pounds ( assume 2900 plants,
Aungustifolia= % pound per plant, Lavandin=.86 pounds per plant)

5] Angustifolia 17 gms/plant, (1/32 pound), lavandins 29 gms/plant(1/16 pound) { | suspect this was o
young plant)

6) Angustifolia 300 to 1800 pounds per acre, Lavendin 3500 to 4500 pounds per acre (assume 2300
plants Angustifolia = .36 pounds per plant and Lavandin =1.4 pounds per plant)

7) 1000 to 1500 pounds of lavandin per acre ( assume 2900 plants per acre this would say Lavandin
.43 pounds per acre)

Angustifoia- % to 1/3 pound dry buds per plant

Lavandin- .4 to 1.4 pounds per plant, average around .6 pounds per plant

Oil Per plant or acre

Angustifolia-

W M

f=y
Pl e L}

3-15 quarts (5 to 25 pounds, avg 15 pounds per acre

12 pounds per acre

17 pounds per acre

get 1.5 to 3.5 mls per bush (assume 3000 bushes per acre this would = 5 to 11 quarts=9 to 21
pounds per acre)

12-15 pounds (average 13.5)

7-26 pounds per acre (avg 16.5 pounds per acre)

30-120 mls per 20-25 pounds of fresh flowers which is around 4 gallons average or around 28

pounds per acre).
2.6 gallons essential oil facre (18 pounds per acre)

Average 15, 12, 17, 15, 13.5, 16.5, 28, 18 for an average of around 17 pounds or 2 ¥ gallons or around
9000 mis. ( note if | calculate oil from dry buds average | get around 24 pounds of oil)

Handout courtesy of Kim Benz
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Business Planning Finishes With — Financial Planning

Does our lavender
business make
financial sense?

Balance Sheet:

Financial eWhat do | own?
Statements e\What do | owe?
help answer

that question Difference is
Value of Business

Income Statement:

Did business
make or lose
money last year?

Cash Flow Statement:

e \Where cash came from?
e Where cash went?

Farms starting
out may not have
a lot to put on
these statements



Presenter Notes
Presentation Notes
Does this business plan make financial sense?

Financial Statements help answer that question
Balance Sheet – how much do I own and how much do I owe?
Income Statement – did farm make money (profit) or lose money (loss)?
Cash Flow Statement – Where did money come from and where did it go?
Also answers question of “do I have enough cash to operate the business?

Farms starting out many not have a lot to put on these statements
That’s okay!!!  Business will grow!!!
As business grows, financial statements will help capture that growth!



MICHIGAN STATE -
UNIVERSITY EXtenSIOn
% Assume
# of Plants Sell of
mature Yield (unit Total units theoretical Total units  price per
Product plants per plant) available  units #plants used Available unit
Angustifolia
Fresh Flower Bundles 1000 4,000 5% 50 200 have to sell bundlesin 3 weeks
Sell Retail 200 512 52,400
Sell wWholesale 0 57 50
Lavender Buds(pounds) 1000 250 0% 700 175
sell retail 75 5180 513,500 needto sell packs of culinary lavender
sell wholesale 75 550 53,750 or pounds wholesale
Dried Flower bundles 1000 4,000 25% 245 980 need to dry and sell bundles
sell retail 500 57 53,500
sell wholesale 480 55 52,400
Total 100% 995 525,550 Total Angustifalia

Example and handout courtesy of Kim Benz




PRI e
MICHIGAN STATE ’ Extension
t {Enter Crog Karma] —» Fresh Bundles Buds Essential Ods
UNIVERSITY e I
Gross Revenus [ e I —— [ I— L -
Cach Frice 50,00 Takzw] S0.00 Balow] 5000 [
Expected Vield e bushali, cut, tovs, eic | [] Burdles [] [ | [] Quarts |
Arres o Acres L Arres L] Ames
‘Sowvernment Payments E =
(Dither IRCOMe 5 - 5 -
ctal Sross Revenue Per Acre | Total Acres Per Ame | Tokal Aes Per Acre | Total Acres
= - 5 - 5 - 5 - 5 - 5 -
EXFENSE Frner Bukow et B ey o)
warisble Costs Per Acre Totsl Acres Per e Tetal Ames Per fcre Totsl Acres
Seed ] - B - ] - = - 5 - 3 -
Fertilizer
Nitrogen E 5 - E = 5 - = 5 -
Phasphorus - 5 - 5 - L1 - - -1 -
Potossium [Fotash) E 5 - ] - 5 - 2 5 -
Sulfier = % - [ = 5 - = % -
Limestong 5 = 5 - 5 - 5 - 5 - 5 -
Oitiver Fartilizar (le e 5 - 5 - 5 - 5 - 5 - 5 -
Crop Chemicals
Harbicidas 5 - s - ] - 5 - 5 - B -
Fungicides - 5 - k1 - L1 - - -1 -
Iesecticices - 5 - 5 - 5 - - 5 -
Crop Insursnce = 5 - ] - 5 - S 5 -
Crop Miscellansous - 5 - 5 - 5 - - 5 -
Supplies $ - E - ] - 5 - 5 - 5 -
G Fuel
Equipment Fuel 5 - - - H - -
Drjing Fropans 5 - - s - 1 - - -
Repairs & Mainkenance
Rapeir, Machinany 5 = - s - 1 - 5 2 -
Reepair, Buildings 5 - s - s - ] 5 - 5 = s -
(Custom Hire
Ciriver & Eguipment Hire H = s - 3 = 5 - 5 = B -
Eguipment Hire 5 - 5 - E - L1 - 5 - -1 -
Custom :.Jplicuﬁon 5 - 5 - B - 5 - 5 - 5 -
Freight & Trucking $ - 3 - 3 - 5 - 5 - 5 -
Storaze 5 E 5 - 5 = 5 - 5 = 5 -
Urilities 5 - E - ] - 5 - 5 - B -
FTigztion
Faomrs - 5 - 5 - 5 - - 5 -
FuzifElectricity = 5 - 5 S 5 - S 5 -
Hired Labor - 5 - 5 - 5 - - 5 -
interest | Oparating] = E - ] S 5 - S E -
H - i | 3 = 5 - 5 2 3 -
Total Vonotia Costs 5 - 5 - 3 - ] - 5 - 5 -
Return Over Vancbie Costs $0.00 S0.00 S0.00 Sa.00 S0.00 S0.00
Firous Fuesmruss - varisbie Cocar|
Fined Costs Fer Acre Total Acres Per Age Tokal Aes Per Acre Total Acres
Farm Inzumnos - 5 - 5 - 5 - - s -
Rieal Extarbe Taes E £ - ] E 5 - E E -
Land Rent = = - 5 = 5 - = s -
Interest |Term) - E - ] 2 5 - 2 3 -
Depreciation [Economic not Taxaole] H = 3 - 3 = 5 - - - 5 -
oaher 5 - 5 - ] S 5 - 5 = 5 -
Totoi Fived Costs 5 - 5 - 3 - 5 - 3 - 5 -
Totui Varicéia & Fined Costs 5 - = - 3 - H - 3 - B -
st Form income $0.00 T T 50.00 00 | 20.00
s Farwmon - biariable i Fooad Coct
Cazh Flow
Financing Per Acre Total Aores Per Age Tokal Ages Poer ficre Total Scres
rcome Tanes 5 - 5 - ] S 5 - 5 - 5 -
(Cramear Withdrawesl [Family Livirg) 5 S 5 - E 2 5 - 5 2 5 -
Princinal Fayment 5 - |5 -1 k1 - 5 - 5 - 5 -
Tetai Finanging 5 - = - 3 - 3 - 3 - E -
Totni Wonctie, Fived, and Financing = - 5 - s - ] - 5 - = -
Met Cosh Flow 000 | 3000 5000 | 50.00 50.00 | 000
e Farms imcorwe - Financiong + Dagreciatios
Met RETUINZ [Varistis & Fisss) |
Breck-gven S5/unit S0.00 £6.00 50,00
Breck-aven MaidyAere () s 0.0
Copacity {Cask fow) |
Breck-aven Sa/unit 50,00 000 50,00
Srack-aven Vi e [ o ‘oo
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Beware the “Business Plan Trap!”

Building a
Sustainable
Business

A Guide to Developing a Business Plan
for Farms and Rural Businesses

A common misconception (|
is business plans are

created mainly to get Written for You!!

Developed by the itute for Sustainable Agriculture (MISA)
Published by Sustainable Agriculture Research and Education (SARE)

financial assistance

Benefits Lender, too!!!

e

Main purpose : Management
is to help AL & Operating Financial

MarkeF : Organizational Plans Plans
Opportunities
Structure

Review &
Update
Regularly

guide your
farm



Presenter Notes
Presentation Notes
A lot of effort gets put into developing a business plan solely for requesting financial assistance.  That’s not its main purpose, but it sure can benefit a lender!

What markets are we in and how do we identify new opportunities? (Marketing)

How do we manage our farm and who are the people involved? (Management & Organizational)

How do we put our management into action and get things done? (Operating)

Are we able to cash flow and manage a financially viable operation? (Financial)

The benefit to a lender seeing a business plan is having visible evidence of how you organize and plan for success.  Still have to convince them you’re worth the risk!


MICHIGAN STATE | Extension Beginning Farmer

R DEMaND

. Developing and Educating Managers and New Decision-makers

Topics Covered

Ag Policy & Local Government Farm Organization Land Access Marketing

Cost of Production Insurance Loans & Credit Recordkeeping & Financial Statements

Balance Sheet

Beginning Farmer

DEMaND

\:\ I.nt:oﬂ:ﬁ:lon tc:(:entin‘g Farmland T‘M Ei = /
Articles Bulletins Educational
186"'1” SEpr;gr::zE, 342 Registrants Vi d €0s

...and more!!

ﬁ\

www.canr.msu.edu/farm_management/Beginning-Farmer-DEMaND-Series/
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