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November 1, 2006

The Honorable Marc Basnight

Co-Chair, Joint Legislative Commission on
Governmental Operations

2007 Legislative Building

Raleigh, NC 27601-2808

The Honorable Jim Black

Co-Chair, Joint Legislative Commission on
Governmental Operations

2304 Legislative Building

Raleigh, NC 27601-1096

Dear Senator Basnight and Representative Black:

Pursuant to North Carolina General Statute 143-722(a), the Tobacco Trust Fund
Commission hereby presents a report to the Joint Legislative Commission on
Governmental Operations from the Chairman, JW. “Billy” Carter, Ill. As specified in
the legislation, this report contains an update on grant activity and operating
expenditures.

If we can provide any further information or answer any questions, please do not hesitate
to contact us.

Respectfully, o
(9"" 1ol Cott- 1L

JW. “Billy” Carter, IlI
Chairman

1080 Mail Service Center, Raleigh, North Carolina, 27699-1080 ® Phone (919) 733-2160 ® Fax (919) 733-2510
tobaccotrustfund@ncmail.net ® www.tobaccotrustfund.org



November 1, 2006

The Honorable David Hoyle
Co-Chair, Natural & Economic Resources Subcommittee
of the Joint Legislative Commission on Governmental Operations
300-A Legislative Office Building
Raleigh, NC 27603-5925

The Honorable William Owens
Co-Chair, Natural & Economic Resources Subcommittee
of the Joint Legislative Commission on Governmental Operations
635 Legislative Office Building
Raleigh, NC 27603-5925

Dear Senator Hoyle and Representative Owens:

Pursuant to North Carolina General Statute 143-722(a), the Tobacco Trust Fund
Commission hereby presents a report to the Natural & Economic Resources
Subcommittee of the Joint Legislative Commission on Governmental Operations from
the Chairman, J.W. “Billy” Carter, 11l. As specified in the legislation, this report contains
an update on grant activity and operating expenditures.

If we can provide any further information or answer any questions, please do not hesitate
to contact us.

Respectfully, o
(901" 1ol Cott- 1L

JW. “Billy” Carter, IlI
Chairman

1080 Mail Service Center, Raleigh, North Carolina, 27699-1080 ® Phone (919) 733-2160 ® Fax (919) 733-2510
william.upchurch@ncmail.net ® www.tobaccotrustfund.org



November 1, 2006

The Honorable Debbie Clary The Honorable James Crawford

Co-Chair, House Appropriations Committee Co-Chair, House Appropriations Committee
303 Legislative Office Building 2301 Legislative Building

Raleigh, NC 27603-5925 Raleigh, NC 27601-1096

The Honorable Beverly Earle The Honorable Edd Nye

Co-Chair, House Appropriations Committee  Co-Chair, House Appropriations Committee
634 Legislative Office Building 639 Legislative Office Building

Raleigh, NC 27603-5925 Raleigh, NC 27603-5925

The Honorable William Owens The Honorable Wilma Sherrill

Co-Chair, House Appropriations Committee Co-Chair, House Appropriations Committee
635 Legislative Office Building 305 Legislative Office Building

Raleigh, NC 27603-5925 Raleigh, NC 27603-5925

Dear Representative Clary and Representative Crawford and Representative Earle and
Representative Nye and Representative Owens and Representative Sherrill:

Pursuant to North Carolina General Statute 143-722(a), the Tobacco Trust Fund Commission
hereby presents a report to the Co-Chairs of the House Appropriations Committee from the
Chairman, J.W. “Billy” Carter, I1l. As specified in the legislation, this report contains an
update on grant activity and operating expenditures.

If we can provide any further information or answer any questions, please do not hesitate to
contact us.

Respectfully, o
9;,,\ 1l Conte 1L

JW. “Billy” Carter, 1l
Chairman

1080 Mail Service Center, Raleigh, North Carolina, 27699-1080 ® Phone (919) 733-2160 ® Fax (919) 733-2510
tobaccotrustfund@ncmail.net ® www.tobaccotrustfund.org



The Honorable Walter Dalton

Co-Chair, Senate Appropriations/
Base Budget Committee

523 Legislative Office Building

Raleigh, NC 27603-5925

The Honorable Linda Garrou

Co-Chair, Senate Appropriations/
Base Budget Committee

627 Legislative Office Building

Raleigh, NC 27603-5925

The Honorable Kay Hagan

Co-Chair, Senate Appropriations/
Base Budget Committee

411 Legislative Office Building

Raleigh, NC 27603-5925

Dear Senator Dalton and Senator Garrou and Senator Hagan:

November 1, 2006

Pursuant to North Carolina General Statute 143-722(a), the Tobacco Trust Fund
Commission hereby presents a report to the Co-Chairs of the Senate Appropriations/Base

Budget Committee from the Chairman, J.W. “Billy” Carter, III.

As specified in the

legislation, this report contains an update on grant activity and operating expenditures.

If we can provide any further information or answer any questions, please do not hesitate

to contact us.

Respectfully, o
. g

(9“‘ sl Con-tiL

JW. “Billy” Carter, IlI
Chairman

1080 Mail Service Center, Raleigh, North Carolina, 27699-1080 ® Phone (919) 733-2160 ® Fax (919) 733-2510

tobaccotrustfund@ncmail.net ® www.tobaccotrustfund.org



¥ MNORTHCA ROLINA November 1, 2006

[oBACCO TRUST FUND COMMISSION

TO: THE JOINT LEGISLATIVE COMMISSION ON GOVERNMENTAL
OPERATIONS AND THE CO-CHAIRS OF THE HOUSE AND SENATE
APPROPRIATIONS COMMITTEES

The tobacco industry made one of the most significant changes in its history. Farmers,
former quota holders and tobacco workers moved from a stable, federally run price
support system to a free market, dependant on contracts and the goodwill of the cigarette
manufacturers. This transition has forced both young and old people to make life
changing decisions that will impact their operation for the rest of their lives. Larger
farmers, for the most part, have been able to move more successfully into the contract
growing world. This opportunity that most people would perceive as stable is still a fluid
situation controlled by a few key players. The remaining members of the tobacco family
have to choose new avenues of survival while still fighting the misinterpretation that the
tobacco buyout funds made them whole. In actuality, change is still the order of the day.

But new alternative crops and agribusinesses require technical and marketing expertise
that is not easily available for many farmers. These farmers are a core part of North
Carolina’s rural economy--- their prosperity drives the livelihood of the small-town
retailer, the accountant, car dealer, insurance sales representative and others who keep
our small towns alive.

In the last five years, the Tobacco Trust Fund Commission has gained significant
expertise in understanding what it takes to help farmers diversify successfully, through
our grant program and our relationships with other expert organizations. We are uniquely
equipped, and we are prepared to assist these farmers and others in tobacco-dependent
communities to develop a viable rural economy in the 21% century where tobacco is no
longer a price-supported commodity crop.

The members of the NC Tobacco Trust Fund Commission are grateful for the support of
the members of the NC General Assembly, and stand ready to assist in expanding the
prosperity of our great state to rural communities from the mountains to the coastal plain.
Sincerely,

pn villion Cot L

J. W. “Billy” Carter, IlI
Chairman

1080 Mail Service Center, Raleigh, North Carolina, 27699-1080 ® Phone (919) 733-2160 ® Fax (919) 733-2510
tobaccotrustfund@ncmail.net ® www.tobaccotrustfund.org
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COMMISSION HISTORY

Background

North Carolina’s share of the Master Settlement Agreement (MSA) was divided into three
different parts. Under the terms of the consent decree in North Carolina, 50% of the funds
are directed to a non-profit corporation, Golden LEAF, to be used for economic development
in tobacco-dependent communities. By statute the remaining 50% is equally divided
between two state Commissions. The Health and Wellness Trust Fund Commission utilizes
their portion for health-related needs. The final portion is allocated to the Tobacco Trust
Fund Commission.

The Tobacco Trust Fund Commission was created on August 2, 2000 by the approval of
House Bill 1431. The purpose of the Commission is to assist tobacco farmers, former
tobacco quota holders, persons engaged in tobacco-related businesses, individuals displaced
from tobacco-related employment, and tobacco product component businesses in this State
due to the adverse effects of the MSA. Funds can be disbursed through compensatory
programs and qualified agricultural programs.

Commission membership is made up of 18 people, six appointed by the Governor, six by the
Speaker of the House and six by the President Pro Tem of the Senate. The Commission met
for the first time February 15, 2001 at which the members were given their charges and
sworn in.

Since November 1, 2005

The Tobacco Trust Fund Commission was able to complete another year with the same
fortitude and tenacity that has been present since day one. One of those individuals that
epitomized those qualities and was a true friend to North Carolina Agriculture is no longer
with the Commission. Our Vice Chairman, Mr. Bob Jenkins, passed away this year. Mr.
Bob had been with the Commission since day one and will be deeply missed.

The Tobacco Trust Fund Commission met three times this past year. During these meetings,
Commission Members received grantee updates and took action on grant amendment
requests. The Commission also added four new board members. Staff continued the due
diligence of monitoring grant recipients and undertaking the involved process of developing a
grant monitoring plan that complies with the new audit process outlined in G.S. 143-6.2.

The TTFC also experienced a year of limited financial resources. Since FY 02, the
Commission has had $226.3 million of its Master Settlement Agreement funds diverted to the
General Fund and university bond debt. Currently, the General Assembly has designated an
additional $30 million to be taken in FY 07, and the second installment of approximately
$2.5 million on the university bond package will come due. All told, over $258.7 million
will have been transferred from the Fund. Due to the aforementioned transfers and a
decrease in the amount of MSA receipts, the Tobacco Trust Commission decided not to
conduct a regular granting cycle for 2006.
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Even with the limitations in funds, the Commission and its grantees made a strong
contribution to North Carolina’s rural economy. New enterprises have taken hold, new
markets have been developed, and new knowledge has been delivered to farm families. These
contributions, detailed throughout this report, illustrate the potential for additional investment
to restore prosperity to tobacco-dependent communities and businesses. A significant
amount of funding will be utilized to provide state of the art resources and care with the
establishment and/or upgrade of structures at various universities. These facilities will be an
educational and/or medical resource to many tobacco dependant individuals in tobacco
dependant areas.

Alternative crops and new markets, value-added businesses and new technologies can be the
answer for many of these farmers, provided they have access to the knowledge and incentive
or transition grants to help them build the infrastructure. The Tobacco Trust Fund
Commission, with its expert partners, has pioneered new approaches that can now be
extended to additional farmers, workers and communities who are looking for a future
beyond tobacco.
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NC TOBACCO TRUST FUND COMMISSION 2001 - 2002
GRANTS

UPDATE ON ACTIVE GRANTS

Project: Burley Marketing Center Grant

Contact: N.C. Rural Economic Development Center
& The Agricultural Advancement Consortium
4021 Carya Drive
Raleigh, NC 27610
919-250-4314

Grant Amount: $2,509,555.21 over five years

This grant was used to create a pilot marketing center for burley tobacco in
Asheville. North Carolina had only two burley auction warehouses left this past
season. Due to the current tobacco situation, both of these warehouses were
looking at closing prior to the 2002 season. This would have forced our burley
producers to travel out-of-state to market their crop. At the same time, no tobacco
company burley receiving stations for contract purposes are located in the state.
To help our burley producers save money and put more finances in Western North
Carolina’s agricultural economy; the Commission established this grant as a
Qualified Agricultural Program.  Both of the remaining burley auction
warehouses in the state are participating in this grant, which has prevented their
closing and thus prevented the need for N.C. burley farmers to carry their product
out of state to market it.

Update: The Burley Marketing Center has completed the fifth and final
year of the project. The market ended on a high note with the
transition from a federally controlled tobacco program into a free
market system with burley tobacco being in high demand. The
market is going to open in 2006 without the need for state funds.
A final report on the entire project, which includes the 2005
results, is forthcoming from the N.C. Rural Center.

Area Served: Western North Carolina — Burley

12 of 132



NC TOBACCO TRUST FUND COMMISSION 2002 - 2003
GRANTS

UPDATE ON ACTIVE GRANTS

Project: Support for the Transition to Value-Added Agribusiness

Contact: Keith Oakley
NC Agricultural Foundation
NCSU
Campus Box 7645
Raleigh, NC 27695-7645
919-515-2000

Grant Amount: $295,000

Project will work with farmers to provide agricultural and economic strategies
and transfer technologies such as on-farm diversification and entrepreneurship
through hands-on consultation. The project will conduct community meetings to
identify needs and participants, conduct technical and business education
workshops, and provide individual guidance to farmers piloting the program. The
project will target 200 families.

Update: To more effectively utilize this grant, the Commission decided to
merge it with a new project funded by the Golden LEAF. The
Grassroots Project is designed to equip educators and other service
providers in the principles of developing value-added agricultural
businesses, so that they can serve as effective "first responders™ to
potential business owners/developers. In addition, the capacity
developed in service providers will be sustained and enhanced by
developing and implementing information centered networks that
will foster information and resource sharing, connecting business
people with needed resources, and supporting a value-added
agricultural information website.

Based on requests from Creating Business Opportunities (CBO)
participants, a marketing workshop was offered.  Creating
Business Opportunities workshop was an effort at capacity
building in the area of business opportunities. The idea was to
bring together professionals from Cooperative Extension,
community colleges, NCDA&CS, small businesses and non-
government organizations to form regional groups that could help
entrepreneurs develop successful businesses.  Evaluating the
market potential for a new enterprise is a critical business skill
needed by CBO participants as they work with new business. The
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workshop focused on how to conduct practical market research.
Thirty eight people attended the workshop.

Extension agents are requesting additional business reference
materials to help them address business questions. The CBO web
page is being updated to serve as a source for business reference
materials. Five business tools addressing key business start up
questions will be completed this month. The business tools will be
posted on the CBO web site and distributed during marketing
workshops. Seven case studies are being developed. The case
studies will serve as a teaching tool for extension agents.

During the next quarter the business reference materials will be
completed and distributed to extension agents and others. The
CBO web page will be completed. An additional two day
marketing workshop is being planned for November. This
workshop will focus on direct marketing. A reference book is
being developed for the workshop.

Area Served: Statewide

Project: Equipping Conservation Districts Through Automation and Outreach for
Greater Service to Farmers Facing New Environmental Standards and
Regulations

Contact: Cecil Settle
NC Foundation for Soil and Water Conservation Districts
2012 Lodestar Dr.
Raleigh, NC 27615
919-873-2158

Grant Amount: $350,000

Project will minimize impact of farming on natural resources, particularly water
resources, by installing computers in conservation districts, conducting outreach
initiatives to targeted farmers, raising capacity of staff to provide high-tech
services, and helping farmers determine nutrient losses on their farms and plan for
nutrient management and thus mitigate the effect of farm run off on North
Carolina water resources. The project will be implemented in at least 75 counties.

Update: In 2005, the Commission approved the grantee’s request to use the
remaining funds from this project for a Phase 1l component that
will assist in conserving working farmland by obtaining
conservation easements.
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The Foundation continues coordinating with Natural Resources
Conservation Service (NRCS) to share Farm and Ranch Land
Protection  Program  (FRPP)  proposals and  general
commmunications from land trusts and local entities expediting the
Foundations’s work with those entities and local conservation
districts.

The Foundation has now approved grants on ten projects for
payment of transactional costs for the acquisition of easements on
federal FRPP farms in Franklin, Granville, Halifax, Macon, Nash,
Rowan, Wake, and Warren Counties. All of those easements are
projected to close by the end of December 2006.

The Foundation has received notices of intent to apply from land
trusts, conservation districts, and other local entities for
transactional cost reimbursement grants on four additional
conservation easement projects in Durham and Randolph Counties.

This program is operating as a reimbursement of actual costs for
core closing costs approved by the Foundation. To actually
receive payment, participating local applicants must provide a
copy of the closing statement and receipts verifying expenses
incurred in closing on the named conservation easement. The
easement applications approved by the Foundation are limited to
those approved for participation in the federal FRPP. By limiting
participation to this group of easements, the Foundation (and the
Commission) is assured that all easements acquired are for the
retention of high priority actively operating farmlands.

Area Served: Statewide
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NC TOBACCO TRUST FUND COMMISSION 2003 - 2004
GRANTS

UPDATE ON ACTIVE GRANTS

Project: Helping NC Farmers Improve Water Quality on their Farms

Contact: Cecil Settle
NC Foundation for Soil and Water Conservation Districts
2012 Lodestar Drive
Raleigh, NC 27615
(919) 873-2158

Grant Amount: $350,000

Project will provide cost-share assistance to farmers transitioning from tobacco
production or diversifying to additional income-producing agricultural
enterprises. Project will provide up to 75% of the farmers’ cost to implement
water-quality best management practices that prevent pollutants from entering
streams within the boundaries of their farms.

Update: The Foundation has worked closely with interested Districts
gathering the strongest proposals for projects. The Board’s
Executive Committee approved eleven proposals committing
$322,657 of the $322,700 available for grants. Eight projects have
been completed. The three remaining projects will finish their
work by December 1, 2006. All of the approved projects address
existing problems on tobacco farms where growers want to
continue growing tobacco, want to transition to other agriculture
enterprises, or want to retire the land from crop production. These
projects cover nine counties and involve items such as no-till
vegetable production, conversion of tobacco land to pasture and
hay, land application of livestock and poultry litter, installation of
grassed waterways and purchase and use of no-till planters.

Area Served: 80 tobacco-producing counties statewide

Project: Tar River Tobacco Farmland Preservation

Contact: Chuck Peoples
Tar River Land Conservancy
123 North Main Street
Louisburg, NC 27549
(919) 496-5902
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Grant Amount: $350,000

Project will protect 4,000 acres of land valued at $12 million and 24 miles of
streams by providing an alternative to tobacco farmers wanting to protect their
farm from development by maintaining their land in an agricultural land base that
purchases the development rights.

Update: Newell Farm — Warren County - Project is nearing completion
and expected to close within the next 30 days.
Currin Farm — Granville County — Easement Closed.
Funds from the NCTTFC served as matching monies to leverage
over $501,000 in total project value including $228,500 in Federal
Farmland Protection Program dollars.
Wise Farm — Nash County - Additional matching funds have been
secured, and both the survey and the appraisal have been
completed.

Area Served: Upper Tar River Basin, Granville, Franklin, Nash

Project: NC Farm Transition Network

Contact: Stephen A. Woodson
NC Farm Bureau Legal Foundation
5301 Glenwood Avenue
Raleigh, NC 27612
(919) 782-1705

Grant Amount: $135,000

Project will connect retired farmers with new farmers by establishing a list serve
and provide apprenticeship/mentoring programs for new farmers; as well as
provide business and estate-planning services to retiring farmers and develop a
list of professionals who can assist in farm transitions.

Update: The North Carolina Farm Transition Network (NCFTN) has
continued its work with conducting outreach programs. Staff will
be working with NCDA&CS and others to conduct regional
workshops on farmland preservation.

NCFTN is continuing to upgrade and refine their web site so

information can be readily accessible on the web to assist farmers
with transition/preservation.
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NCFTN will also be commissioning a comprehensive survey to
compile an objective analysis of other state programs along with a
review of present NC resources and partners.

Area Served: Statewide

Project: Sustaining Far Western NC Farms through Financial Education

Contact: Tammara Cole
NC Cooperative Extension
PO Box 456
Cherokee, NC 28719
(828) 497-3521

Grant Amount: $39,875

Project will provide 25 farmers in western NC with non-formal training in
business financial management, including planning, to give them skills to sustain
their occupation and families.

Update: In the past two quarters, farmers on this program have submitted
receipts and received their second year reimbursements for
accountant fees. Along with the reimbursement, a survey was sent
out to determine the effectiveness of the “Farm Financial
Management Series”.

Verbal, non-formal surveys of the participants have helped
determine what characteristics of this program the participants like
best. A final survey will be sent to participants this fall to
determine the successes and shortcomings of this project.
Participants will also be asked questions to help determine what
management skills they retained from activities over the last three
year. This survey should help determine what improvements can
be made for future classes and effort in Farm Financial Education.

Area Served: Cherokee, Cherokee Reservation, Clay, Graham, Jackson, Macon,
and Swain
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NC TOBACCO TRUST FUND COMMISSION 2004 - 2005
OUT-OF-CYCLE GRANTS**

UPDATE ON ACTIVE GRANTS

Project: Tobacco Communities Reinvestment Project (TCRP)

Contact: Jason Roehrig
Rural Advancement Foundation International-USA (RAFI)
PO Box 640
Pittsboro, NC 27312
(919) 542-1396

Grant Amount: $185,000

During 2004-2007, this project will generate up to 15 cost-share (up to $10,000)
initiatives in seven tobacco producing counties by enabling individual tobacco
growers and tobacco-dependent communities to test farm-based initiatives to
supplement or replace tobacco income and to help in developing the rural workforce
by assisting growers in acquiring the skills to redirect scarce resources into viable
agricultural businesses. This grant is made in response to hurricane damage to farms
and the end of price supports for tobacco.

Update: The demonstration projects funded by the TCRP continue
progressing toward completion of project activities.  All
demonstration activities will be concluded in November of 2006.
Periodic site visits enable RAFI staff members to ensure adequate
progress towards project goals and to assist participants identify
technical support needs.

Based on information from site visits and interim project reports,
project participants have made significant progress in improving
the conditions on individual farms and in rural communities. To
date, project participants have leveraged $135,000 of new
investment in alternative agricultural enterprises, helped to retain
60 existing farm jobs, created 7.5 new farm jobs, and conducted
outreach to more than 700 individuals. Project participants
indicate that the new enterprises created through the TCRP will
add an additional $800,000 of farm revenue to their operations in
the coming year.

Area Served: Caswell, Duplin, Granville, Lee, Moore, Nash and Yancey

** The Full Commission decided at the June 15, 2004 meeting that the normal granting cycle be suspended
because of the lack of new funding this year. Instead of funding new initiatives through a 2004 granting
cycle, the members decided to focus the Commission's limited available funds on maintaining current
grantees and otherwise furthering the statutory obligations of the Tobacco Trust Fund Commission.
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NC TOBACCO TRUST FUND COMMISSION 2005-2006
GRANTS

UPDATE ON ACTIVE GRANTS

Project: Helping NC's Farmers in Transition from Tobacco Production Improve Water
Quality While Protecting Natural Resources for the Public

Contact: Cecil Settle
NC Foundation for Soil & Water Conservation, Inc.
2012 Lodestar Drive
Raleigh, NC 27615-2519
(919) 873-2158

Grant Amount: $150,000

Project will provide cost share assistance (up to 75%) to farmers, transitioning from
tobacco production or diversifying to additional income producing agricultural
enterprises, for installing BMP's that prevent sediment, nutrients, or other pollutants
from entering streams within the boundaries of their farms.

Update: The Foundation announced the program and authorized the Executive
Director to work closely with interested Districts to gather the
strongest proposals from suggestions offered for projects. The
Board’s Executive Committee has approved seven District’s
proposals to date committing $120,507 of the $137,000 available for
grants. One project has been completed and the other projects are
under active implementation. The approved projects address existing
problems on tobacco farms where growers want to continue growing
tobacco, want to transition to other agriculture enterprises, or want to
retire the land from crop production.

The Foundation is working to carefully guide the approval of projects
to priority areas where unique projects can be accomplished outside
of those funded under state and federal program authorities.

Area Served: Statewide

Project: Sustaining Working Farms Through Conservation

Contact: Reid Wilson
Conservation Trust for NC
PO Box 33333
Raleigh, NC 27636
(919) 828-4199
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Grant Amount: $200,000

Project will build on the ongoing work of North Carolina Land Trusts to contact
tobacco farmers and buyout participants to make them more aware of conservation
easements as a tool to protect their farms, keep them in farming, and provide tax
incentives and other economic benefits. The project will use the results of outreach
activities for Phases One and Two and the Farmland Conservation Plan (FCP)
developed through the May, 2005 “Tobacco Buyout Farmland Conservation
Planning” grant.

Update: CTNC is cosponsoring a series of four Agricultural Development and
Farmland Preservation Workshops organized by the NC Department
of Agriculture and Consumer Services (NCDACS) in November.
Workshops will be targeted to county officials, agricultural support
agencies and conservation organizations and will include concurrent
sessions on conservation easements and farm succession planning.

In consultation with several partner organizations and government
agencies, CTNC staff has drafted a survey questionnaire that will be
distributed to county cooperative extension directors, NRCS district
conservationists and Soil and Water Conservation Districts. The
purpose of the survey is to gauge the level of awareness and
perceptions of conservation agreements among agricultural support
agencies, which in turn, will be used to establish a baseline awareness
level for the project.

CTNC is continuing to work with several local land trusts to assist in
locating and educating potential participants in  farmland
conservation.

Area Served: Statewide

Project: Tobacco Communities Reinvestment Project

Contact: Jason Roehrig
Rural Advancement Foundation International-USA
PO Box 640
Pittsboro, NC 27312
(919) 542-1396

Grant Amount: $300,000
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Project will generate up to 15 cost-share initiatives in 22 counties to enable individual
tobacco growers to test farm-based initiatives to supplement or replace tobacco
income. In addition, these initiatives will help develop the rural workforce by
assisting growers in acquiring skills to redirect scarce resources into viable
agricultural businesses.

Update: The demonstration projects funded by the TCRP continue progressing
toward completion of project activities. All demonstration activities
will be concluded in November of 2006. Periodic site visits enable
RAFI staff members to ensure adequate progress towards project
goals and to assist participants identify technical support needs.

Based on information from site visits and interim project reports,
project participants have made significant progress in improving the
conditions on individual farms and in rural communities. To date,
project participants have leveraged $947,000 of new investment in
alternative agricultural enterprises, helped to retain 154 existing farm
jobs, created 14 new farm jobs, and conducted outreach to more than
2,000 individuals.  Project participants indicate that the new
enterprises created through the Tobacco Communities Reinvestment
Fund will add an additional $215,000 of farm revenue to their
operations in the coming year.

Area Served: Alexander, Alleghany, Ashe, Caswell, Craven, Davidson, Duplin,
Franklin, Granville, Iredell, Jones, Lenoir, Onslow, Person, Robeson,
Rockingham, Sampson, Stokes, Surry, Vance, Warren

Project: Western North Carolina Agricultural Options Demonstration Program

Contact: Adrienne Bernardi Hume
HandMade in America / NC Cooperative Extension West District
94 Coxe Ave.
Asheville, NC 28802
(828) 255-5522

Grant Amount: $250,000
Project will assist farm operations to diversify and expand in order to generate new
sustainable economic growth in Western NC. Project will provide seed money to
aide western NC farmers with crop diversification and/or agri-tourism and help with
financial aid, education, training and marketing.
Update: The most recent work has been primarily focused on the following:

1. Future Funding Opportunities - The WNC Ag Options Program has

secured $90,000 in funding for NC Cooperative Extension—West
District for the provision of educational programming, training and
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technical assistance for business and marketing plan development
through USDA-Risk Management Agency, Community Outreach and
Assistance Partnership Program.

2. Delivery of Risk Management Workshops - In response to requests
for “risk management assistance,” three workshops were developed
and delivered across the West District for the WNC Ag Options
Program.

3. Continuance of Economic Impact Study for 2006 - The Steering
Committee opted to utilize available funding to extend the Economic
Impact Study conducted by the Center for Assessment and Research
Alliances (CARA).

4. Fall Farm Visits - With harvest season in full swing, the month of
September was filled with farm visits and will continue throughout
the month of October. Follow-up has been completed in Watauga,
Avery, Mitchell, Yancey, Graham, Henderson, Transylvania,
Buncombe, Swain and Jackson Counties with Haywood, Clay, Macon
and the Cherokee Reservation to wrap-up in the coming weeks.
Together, the Project Coordinator and at least one County Agent
made individual visits to program participants.

Area Served: Buncombe, Haywood, Madison, Yancey, Graham, Avery, Cherokee,
Cherokee Reservation, Clay, Henderson, Jackson, Macon, Mitchell,
Swain, Transylvania, Watauga

Project: Regional Water Supply System

Contact: Wayne Malone
Neuse Regional Water and Sewer Authority
PO Box 6277
Kinston, NC 28501
(252) 522-2567

Grant Amount: $172,543

Project will design a surface water treatment plant and distribution system to preserve
capacity of ground water sources in Lenoir and Pitt Counties. Project will protect and
create jobs in water-dependent enterprises and help maintain and improve sales in the
agricultural sector.

Update: Construction of the Neuse Regional Water & Sewer Authority
Transmission Main is at + 35%. Neuse Regional Water & Sewer
Authority continues to work with property owners and legal counsel
to reach an acceptable compensation for land acquisition throughout
the transmission route. Neuse Regional Water & Sewer Authority
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continues to coordinate with property owners and contractors to
resolve any remaining easement issues.

Area Served: Central Coastal Plain

Project: Management of Pierce's Disease of Grapes in the Piedmont of NC

Contact: Turner Sutton
NC Agricultural Foundation, Inc.
Box 7616, NCSU
Raleigh, NC 27695
(919) 515-6823

Grant Amount: $71,795

Project will develop a management program for Pierce’s disease of grapes, which
will allow tobacco farmers and others in the eastern and southern Piedmont of North
Carolina to successfully plant winegrapes. Winegrapes are at considerable risk
because of Pierce’s disease.

Update: Seven to 20 interceptor traps, constructed of screen wire and coated
with tanglefoot (to trap the insects) were deployed around four
vineyards in mid-April with difficulty. Yellow sticky traps, also
deployed in the four vineyards, worked well and additional traps were
positioned around the vineyards and in the insecticide trial plots. The
three insecticide programs were initiated in mid-April in Cloers and
Irongate vineyards. Plots have been established in 2 vineyards (Polk
and Alamance Co) and once symptoms begin to appear we will begin
monitoring and testing the vines for the Pierce’s disease bacterium
and initiating the pruning study.

Area Served: Piedmont, Southern Mountains

Project: Value Added Projects for Tobacco Farmers in Transition

Contact: Blake Brown
NC Foundation for Value Added Agriculture and Applied
Biotechnology
Box 8109, NCSU
Raleigh, NC 27695
(919) 515-4536

Grant Amount: $245,028

Project is to increase the effectiveness of CALS faculty in developing and
implementing profitable value-added enterprises for North Carolina farm families.
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This project will enhance the effectiveness of CALS extension and research projects
by providing 1) farm business management resources to faculty to assist with
evaluation of the profitability and implementation of newly developed value-added
enterprises, 2) assembling information on potential value-added opportunities and
publishing information about the cooperative efforts of NCSU and TTFC, 3) grant
writing and planning assistance to faculty developing research or extension proposals
for value-added projects for farm families and 4) facilitating assembling resources for
faculty projects. This proposal is an initial step by CALS to increase faculty focus
and resources on value-added enterprises.

Update: The farm business management position has been hired. This
position will provide business management expertise and resources to
CALS campus and field faculty working on value-added and
alternative agriculture projects. Several projects are already being
considered for the assistance offered by this position. The website,
www.cals.ncsu.edu/value-added, focusing on value-added and
alternative agriculture has been further developed. Almost 800
enterprise budgets for alternative agriculture and value-added
enterprises from across the US and Canada have been linked to the
website. Grant writing assistance to CALS faculty is underway and
being utilized. To date, six CALS Faculty have taken advantage of
the grant writer assistant for various aspects of grant development
including, writing, editing, consultation, funding agency review, etc.

Area Served: Statewide

Project: Development of the North Carolina Tobacco Black Shank Task Force

Contact: Kelly lvers
NC Tobacco Foundation, Inc.
NCSU Department of Plant Pathology
455 Research Dr.
Fletcher, NC 28732
(828) 684-3562

Grant Amount: $47,868

Project will conduct an intensive survey of the tobacco-growing regions for the
incidence of black shank in tobacco cultivars, collect isolates of Ppn (fungus causing
black shank disease) and determine the race structure of field populations across the
state, and correlate Ppn race profiles with supplementary crop and field-site
information.

Update: The project was begun in mid-March of 2006. Since this time, they
have developed protocols for identifying and sampling tobacco fields
in the flue-cured and burley areas across the state during the summer
months when symptoms of black shank are easily diagnosed.
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In the flue-cured area, sampling began the second week of July and
continued until the end of September. They have collected soil
samples from fields in the top 17 tobacco-producing counties in the
flue-cured area, encompassing 552 total soil samples, of which 309
have yielded isolates of Phytophthora nicotianae so far. Pathogen
isolation from the remaining soil samples is still in progress. Of the
309 isolates collected, 146 isolates have been screened for race; 92%
of these isolates have been determined as P. nicotianae race 1, 6% as
P. nicotianae race 0, and 2% as P. nicotianae race 4.

In the burley area, sampling began the third week of July and
continued until the end of September. They have collected soil
samples from fields in the top 6 tobacco-producing counties in the
burley area (western mountains of NC), encompassing 245 total soil
samples, of which 125 have vyielded isolates of Phytophthora
nicotianae so far. Pathogen isolation from the remaining soil samples
is still in progress. Seedlings are being grown in the greenhouse to
complete the first test to determine the race of isolates from each field
in this region.

After all isolates have been screened for race and replicated, the
mating type of each isolate will be determined in vitro by crosses with
standard known mating type cultures already prepared. All soil
samples are currently being processed for texture, percent sand, silt
and clay, and other additional analyses.

Area Served: Statewide

Project: College of Agriculture and Life Sciences Agricultural Leadership
Development Program

Contact: Bill Collins / Billy Caldwell
NC Agricultural Foundation, Inc.
Box 7643, NCSU
Raleigh, NC 27695
(919) 515-2717

Grant Amount: $144,440

Project will develop a leadership seminar where participants will learn of pertinent
agricultural issues and develop leadership skills. The project will conduct eight
three-day seminars that targets agricultural professionals aged 25-45. The program
will enhance the economic impact of participants by increasing their understanding of
their businesses, industries, communities, economies and society as they are related
to agriculture and rural communities. The program will enhance participants’
capacities in problem solving, interpersonal communications, practical application of
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leadership abilities, and participatory processes to enable them to more effectively
address contemporary issues related to agriculture, rural communities and citizens.

Update: There are 31 participants in the two year program. Recently the focus
has been on planning for the second year of the program that
commenced on October 23, 2006. This year’s program will include
three classroom sessions in Raleigh, a 10-day study tour to Brazil, a
seven-day study tour to California, and a final session that will focus
on accomplishments and learning experiences. Tobacco Trust Funds
will not be used to support the Brazil Study Tour.

For the first year, the program was successful in meeting its
objectives. At the end of the year a formative survey was conducted.
From the survey 68% of the participants indicated that this program
was the most valuable professional development program they had
experienced; 64% had been appointed or elected to a public office or
committee; 77% were more active in professional, community, or
industrial organizations; and 100% indicated that their leadership
abilities and behaviors had improved. Success was also evident in the
outreach area with 81% sharing information with agribusinesses, 95%
with friends and neighbors, 54% with commodity groups, and 50%
with community groups. Success was also evident in leadership with
88% indicating a greater capability in problem identification and 72%
felt capable of addressing the problems.

The second year the goal will be to continue to enhance their
leadership skills through additional training and the application of
their skills through a practicum. The practicum will require the
participants to study an important issue facing the agricultural and
rural community. The Brazil Study Tour will provide an opportunity
to observe another culture, the diversity of agriculture, and production
and processing systems. The California Study Tour will provide the
participants an opportunity to observe the diversity of agriculture,
production systems, and environmental and natural resource issues.

Area Served: Statewide

Project: Tobacco Grower Communication Assistance

Contact: Kathy Kennel
NC Tobacco Foundation & Tobacco Growers Association of NC
Box 7645, NCSU
Raleigh, NC 27695
(919) 515-9259

Grant Amount: $140,413
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Project will sustain and deliver critical and valuable information to tobacco growers
statewide by producing the Tobacco Grower Newsletter, The Tobacco Grower
Resource Guide and a new edition of the Tobacco Growers Field Manual.

Update: Distribution of the Tobacco Grower Resource Guide has been
completed. Flue Cured and Burley Field Manuals were distributed
via mail, distribution at industry meetings, direct delivery and by
request at tobacco receiving stations. Over 6,600 Flue Cured Manuals
and over 4,000 Burley Manuals were mailed — every grower in the
Piedmont received both manuals. Growers have been very happy
with the results. Supplies of both remain on hand at TGANC and
NCDA to send in response to specific requests.

Area Served: Statewide

Project: Reducing Losses to Tomato Spotted Wilt Virus in Tobacco

Contact: Bill Collins
NC Tobacco Foundation, Inc.
Box 7643, NCSU
Raleigh, NC 27695
(919) 515-2717

Grant Amount: $75,025

Project will develop the knowledge and management tools necessary to reduce losses
to the tomato spotted wilt virus (TSWV) in tobacco. The project’s goal is to develop
a system to predict the likelihood that damaging levels of TSWV will occur each year
over locations in order to provide growers information on which to base their
management practices and reduce losses. This information will be distributed to all
NC tobacco farmers.

Update: Tomato Spotted Wilt Virus: Predicting and Mitigating Outbreaks
began February 3, 2006 with the following objectives:
1: Relate weather-based prediction of TSWV inoculum levels and
vector flights to the timing of TSWV spread into tobacco and final
incidence of TSWV in commercial tobacco crops.
2: Define the relationship between crop age, temperature and
susceptibility to infection by TSWV.
3: Relate incidence of TSWV in commercial tobacco production
fields to winter and spring temperatures, amount of rain and
number of days with rain, transplant date in relation to temperature
and the timing of thrips vector flights, the use of Admire, tobacco
variety, the occurrence of surrounding crops, and to the extent
possible, the timing of land preparation in adjacent crop fields
relative to transplant date of tobacco.
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4: Evaluate potential plant defense activating compounds for effect on
TSWV incidence in tobacco.

A second project titled Reducing Losses to Tomato Spotted Wilt
Virus in Tobacco has begun. Previously, about 24 molecular markers
linked to TSWV resistance were identified in the F, progeny of a
cross of Polalta and the flue-cured variety K326. A map of these
markers in relation to the resistance gene was constructed and four of
these markers were converted into simple PCR based markers for
screening large backcross populations.

The next part of the project is to use this information to develop
breeding lines with TSWV resistance that contains a smaller amount
of genetic material from Polalta (additional information is available).

Area Served: Statewide

Project: Project New Start: Phase Il

Contact: Anne Bacon
NC Rural Economic Development Center
4021 Carya Drive
Raleigh, NC 27610
(919) 250-4314

Grant Amount: $300,000

Project will refine the Project "New Start" model of helping dislocated workers
through community-based strategies, explore new ways to engage nonprofit
organizations in helping dislocated workers, and support research to identify to what
extent tobacco farm workers need the kind of help that Project New Start has targeted
to tobacco processing workers. The project’s goal is to provide job re-training
assistance to former tobacco workers.

Update: Direct services for dislocated workers at Opportunities
Industrialization Center (OIC) of Wilson: OIC of Wilson continued
its services to dislocated workers with the help of the Tobacco Trust
Fund Commission, continuing to increase service levels.

Continuing technical assistance and groundwork for evaluation: With
a combination of N.C. Tobacco Trust Fund and U.S. Department of
Labor funds, the Rural Center is continuing its work with technical
assistance and evaluation contractors to promote effective Project
New Start services and help us capture data regarding project impacts.

e Number of dislocated workers served by Project New Start in
Wilson:
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Area Served:

o Dislocated tobacco workers: 91
o0 Other dislocated workers: 110
e Number of dislocated workers who (with help from OIC Wilson)
developed employment transition plans: 201
o Dislocated tobacco workers: 91
0 Other dislocated workers: 110
o Number of individuals receiving emergency/support services: 16
o Dislocated tobacco workers: 5
0 Other dislocated workers: 11
e Number of dislocated workers participating in employability
training or job search training: 201
o Dislocated tobacco workers: 91
o0 Other dislocated workers: 110
o Number of dislocated workers participating in education/skills
training or job training offered/paid for by the CBOs: 12
o Dislocated tobacco workers: 5
o Other dislocated workers: 7
¢ Number of dislocated workers who got a new job: 55
o Dislocated tobacco workers: 16
0 Other dislocated workers: 39

Wilson, Statewide

Project: Project "'Skill-UP""

Contact:

Barbara Boyce

NC Community College System
5001 Mail Service Center
Raleigh, NC 27699-5001

(919) 807-7100

Grant Amount: $184,000

Project will develop customized fast-track (3-8 month) programs that focus on the
development of basic workplace skills to minorities (especially males), Hispanics,
welfare recipients, and the working poor--who are over-represented in tobacco-
related employment. Program participants will receive skill assessment, training, and
career development counseling in order to obtain marketable skills.

Update:

Pilot sites continued to have meetings with agencies and
organizations to include: JobLink, Employment Security
Commission,  Agricultural  Cooperative  Extension  agencies,
Vocational Rehabilitation, Dept. of Social Security, Commission on
Indian Affairs, Champion Family Resource Center, and other areas
within the community college.
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Print media has been distributed which includes informational flyers,
local newspaper ads, referral cards, and class/course schedules.

Pilot sites (collectively) reported over 280 phone calls and 265 office
visits in response to Project Skill-UP outreach and recruitment
activities. Pilot sites reported 181 participants enrolled in Project
Skill-UP courses/training.

Area Served: Statewide

Project: Increasing the Utilization of Biodiesel Fuels in the NC Agricultural Community

Contact: Sandra Maddox
NCDAZ&.CS Research Stations Division
1001 Mail Service Center
Raleigh, NC 27699-1001
(919) 733-3236

Grant Amount: $61,000

Project will establish the use of biodiesel fuel on all agricultural research stations,
provide biodiesel information at each research station Field Day, which are open to
the public, and conduct additional Field Days to highlight and increase the use of
biodiesel. The project’s goal is to provide farmers information regarding the benefits
of using biodiesel on their farms.

Update: All Research Stations have made the transition to a biodiesel blend.
Two locations, one in the east and one in the west, had the greatest
difficulties locating a vendor that would deliver to their locations.
After talking with other locations both made the decision to mix
biodiesel on site and were able to locate vendors that would sell or
deliver B99. Both locations are pleased with the decision and have
not encountered any problems.

The Research Stations Division provided opportunities to share
information on biodiesel with local communities. The initial
opportunity was the Fall Festival held at the Center for Environmental
Farming Systems located on the Cherry Research Farm at Goldsboro,
NC. Estimated attendance at the Saturday event held on September
16™ was around 700 individuals of all ages and backgrounds. The
Division shared information using the recently updated biodiesel
display and brochures printed by Blue Ridge Biofuels out of
Asheville. Employees at the Cherry Farm assisted with setting up,
staffing the exhibit and answering questions.

The second opportunity for sharing information was the Central
Crops 50" anniversary celebration at the Research Station in Clayton.
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Approximately 350 people were in attendance for this event that
started around 3:30 and included tours and a meal. Two different 30
minute tours were scheduled — one to discuss on-going research
relating to biofuels and one on crops and their relationship to
pharmaceuticals. The tour trailers were packed and the questions
from participants extended the tour length to more than 45 minutes
each. Additionally, Dr. Alex Hobbs with the NCSU Solar Center was
available to explain the biodiesel making process. The event was
very successful.

Area Served: Statewide

Project: Agricultural Heritage Outreach & Agritourism Program

Contact: Lynn Wagner
Tobacco Farm Life Museum, Inc.
PO Box 88
Kenly, NC 27542
(919) 284-3431

Grant Amount: $100,000

Project will procure resources such as supplies, equipment, technology updates, and
Board of Director's and staff development necessary for the operation of the tobacco
museum and the expansion of the education and agritourism programs. The Museum
will also employ farmers who will conduct farm tours for participating tour groups.

Update: They held several on farm tours for motor coach groups and school
groups. They hosted two Agritourism groups who were in workshops
with the Extension Agencies from Wilson and Wayne Counties.
They held a summer day camp with 25 children participating in a
week of Agricultural activities.

A 1,000 piece mailing was sent to schools and daycares in a 10
county radius of the museum and to senior groups in Baptist churches
all over the state. The tour schedule for the past quarter has been full
and they are scheduling for 2007 dates.

Area Served: Eastern NC
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Project: Capital Access: Creating a Continuum of Financial Services for Alternative
Agriculture in NC

Contact: Brian Schniederman
Center for Community Self Help
PO Box 3619
Durham, NC 27702
(919) 956-4400

Grant Amount; $45,750

The Capital Access project is a continuation and enhancement of the previous
financial needs survey of farmers. This project will provide further outreach to
farmers and lenders and advocate for reforms in lending policies and programs to
better serve farm enterprises. The project’s goal is to survey tobacco farmers to
determine their banking needs and then educate bankers on the benefits of providing
loans to assist tobacco farmers with their diversification initiatives.

Update: The project is more than halfway completed: The “Farmer’s Guide to
Agricultural Credit” was written and published with input from the
Steering Committee. The “Strategy Report” is being written based on
stakeholders’ definitions of the problems. Progress towards their
goals continues on target with the project work plan.

Area Served: Statewide

Project: Expanding Homegrown/Handmade in Ashe County

Contact: Kathy Howell
Town of West Jefferson
PO Box 490
West Jefferson, NC 28694
(336) 246-3551

Grant Amount: $100,138

Project will assist Ashe County growers in developing and maintaining profitable
farm operations by offering a viable market for their crops, and increasing pedestrian
traffic. A Farmers Market shelter addition with restrooms and electricity will be
constructed. The project’s goal is to provide amenities to the farmers market in order
to attract additional customers and farmers to the site.

Update: Construction bids have been submitted with the lowest bid being
considered. All bids came in over budget so attempts to secure the
additional funding needed from county and local government is
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underway. The current project director has departed for another job
S0 a request to extend contract is forthcoming.

Area Served: Ashe

Project: Iseley Farm

Contact: Bethany Olmstead
Piedmont Land Conservancy
PO Box 4025
Greensboro, NC 27404
(336) 691-0088

Grant Amount: $300,000

Project will assist with protecting a 370-acre organic tobacco producing farm in
Alamance County through an agricultural easement. The Iseley Farm currently
grows certified organic tobacco, maintains certified organic greenhouses, has a cow-
calf beef cattle operation, has an on-site farm market selling strawberries, fresh
vegetables, mums, etc. and offers educational programs for schoolchildren. The
project will also protect the water quality of the Haw River by establishing a no-touch
riparian areas along several tributaries to the Haw River and to the Haw River itself.

Update: The primary focus of PLC’s efforts to date has been to secure
additional funds for the purchase of the development rights. In
March, they applied for a $500,000 grant from the Smithfield
Environmental Enhancement Program administered through the North
Carolina Attorney General’s Office. A decision on this grant is
expected in November. In May, they applied for a $144,000 grant
from the North Carolina Clean Water Management Trust Fund to
protect the riparian portion of the property along the Haw River. The
grant was approved for further review by the NC-CWMTF Board of
Trustees and a decision is expected in mid-November about what
amount of funding is available.

In consultation with our partners in Alamance County, PLC
determined that the ability of the Iseley Farm to qualify for funds
from the USDA Farm and Ranch Protection Program (USDA-FRPP)
would be enhanced if the farm was designated as a historic farm and a
completed appraisal of the property. Therefore, they deferred their
application to the USDA FRPP until the 2007 funding cycle. In the
time before the grant is due, the appraisal should be complete and an
application will have been submitted to the NC Department of
Agriculture for the farm to be designated as a Century Farm.

Area Served: Alamance
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Project: Growing Local Profits

Contact: Keith Baldwin
NC Agriculture and Technical State University
PO Box 21928
Greenshoro, NC 27420
(336) 334-7995

Grant Amount: $112,000

Project will demonstrate the economic viability of horticultural crops by providing
farmers opportunities to diversify using plasticulture, assisting with fertigation
systems, and assisting with direct marketing through local food projects. The
project’s goal is to place approximately 100-400 acres of farm land under efficient
irrigation and weed-management systems.

Update: The primary activities that took place recently were visiting farmers
that are currently participating in the program and assisting previous
growers who wish to use the equipment from this program in new
projects. The farm visits overall have been good. There are a lot of
successful farmers this year in this program. This also has been a
good year for plasticulture growers in our state. The people who have
taken advantage of this program and have seen what the use of
plasticulture can do as a supplement to their income are pleased with
this new production strategy.

Area Served: Statewide
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Jul-05 Aug-05 Sep-05 Oct-05 Nov-05 Dec-05 Jan-06 Feb-06 Mar-06 Apr-06 May-06 Jun-06 Total Amounts
Cash Carried Forward $6,736,189.68
INTEREST INCOME* $15,591.25 $17,983.06 $17,410.17 $17,180.73 $17,800.39 $18,562.34 $19,314.94 $16,628.74 $14,645.63 $18,637.80 $17,149.43 $16,613.36 $207,517.84
TOBACCO SETTLEMENT* $0.00 $0.00 $0.00 {1} $0.00 $0.00 $0.00 $0.00 $0.00 {2} $0.00 $0.00 $0.00
OTHER REVENUE $0.00 $0.00 $0.00 $0.00 $0.00 $42.92 $0.00 $0.00 $108.81 $0.00 $346.22 $0.00 $497.95
Fiscal Year 2006 Revenue $15,591.25 $17,983.06 $17,410.17 $17,180.73 $17,800.39 $18,605.26 $19,314.94 $16,628.74 $14,754.44 $18,637.80 $17,495.65 $16,613.36 $208,015.79|
EXPENSES
Personnel Expenses
Per Diem-BD MEM $0.00 $0.00 $0.00 $120.00 $165.00 $15.00 $0.00 $0.00 $0.00 $60.00 $45.00 $135.00 $540.00
Trans-BD MEM $0.00 $0.00 $0.00 $344.25 $663.50 $9.50 $0.00 $0.00 $0.00 $0.00 $0.00 $715.25 $1,732.50
Subsistence-BD MEM $0.00 $0.00 $0.00 $312.49 $389.24 $32.00 $0.00 $0.00 $0.00 $0.00 $0.00 $383.44 $1,117.17
Other-BD MEM $0.00 $0.00 $0.00 $154.00 $0.00 $114.90 $0.00 $0.00 $0.00 $0.00 $0.00 $216.00 $484.90
$0.00 $0.00 $0.00 $930.74 $1,217.74 $171.40 $0.00 $0.00 $0.00 $60.00 $45.00 $1,449.69 $3,874.57
Staff Personnel Expenses
Sal, Ins, Ret, SS Bene.** $12,047.68 $11,340.80 $12,106.41 $11,724.68 $11,724.68 $11,921.74 $11,724.68 $12,993.01 $11,724.68 $11,724.68 $11,724.68 $11,724.68 $142,482.40
Travel, Exp Acts, Reg Fees, Train. $800.74 $0.00 $0.00 $60.60 $751.82 $202.74 $15.52 $960.10 $0.00 $482.82 $67.20 $858.69 $4,200.23
$12,848.42 $11,340.80 $12,106.41 $11,785.28 $12,476.50 $12,124.48 $11,740.20 $13,953.11 $11,724.68 $12,207.50 $11,791.88 $12,583.37 $146,682.63|
Office Expenses
Repairs $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Postage Freight & Del*** $10.79 $253.12 $143.77 $274.88 $88.22 $197.94 $91.54 $260.69 $111.53 $184.65 $17.97 $171.21 $1,806.31
General Office Supplies $32.50 $989.32 $33.85 $301.49 $26.90 $19.95 $76.54 $13.90 $58.95 $19.95 $19.95 $89.33 $1,682.63
Furniture $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Computer Equipment $0.00 $1,457.43 $0.00 $0.00 $0.00 $1,126.44 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $2,583.87
Communication/Office Equipment $22.98 $831.11 $12.20 $30.98 $17.20 $12.20 $29.60 $335.71 $83.24 $12.20 $179.03 $26.81 $1,593.26
Other Administrative Expenses $5.54 $58.00 $0.00 $0.00 $0.00 $249.00 $0.92 $11.76 $20.25 $0.00 $0.00 $184.09 $529.56
Telephone Services™** $0.00 $301.56 $144.37 $145.44 $0.00 $148.04 $149.36 $146.96 $90.85 $459.42 $0.00 $305.85 $1,891.85
$71.81 $3,890.54 $334.19 $752.79 $132.32 $1,753.57 $347.96 $769.02 $364.82 $676.22 $216.95 $777.29 $10,087.48|
Professional Services
Legal Services/Office Equip.-DOJ $21,912.36 $3,226.09 $0.00 $0.00 $27,794.23 $0.00 $27,588.26 $817.05 -$115.20 $0.00 $28,490.76 $0.00 $109,713.55]
Contract Services $0.00 $0.00 $0.00 $0.00 $0.00 $9,600.00 $0.00 $14,045.00 $0.00 $0.00 $0.00 $0.00 $23,645.00
Misc. $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
$21,912.36 $3,226.09 $0.00 $0.00 $27,794.23 $9,600.00 $27,588.26 $14,862.05 -$115.20 $0.00 $28,490.76 $0.00 $133,358.55)
Fiscal Year 2006 Expenses $294,003.23
Encumbered Funds Remaining Grants from the 2002 Granting Cycle 2004 Out-of-Cycle Grants Paid Out
2002 Granting Cycle $332,894.66 FY 03-05 FY 06 FY 05 FY 06 Cash Carried Forward $6,736,189.68
Burley Marketing Center $205,003.00 NC A&T $112,264.46 $25,318.64] RAFI $92,500.00 $32,941.45] Total Revenue 06 $208,015.79
2003 Granting Cycle $549,351.43 NC Tobacco Foundation $119,078.61 $16,247.50] NC Ag Foundation-Herbs $47,185.50 $0.00] Total Expenses 06 (-) $294,003.23
Out-of-Cycle Grants $314,081.69 NC Ag Foundation $462,820.59 $0.00] NC Ag Foundation-Agritourism $0.00 $123,007.17] Total $6,650,202.24
2005 Granting Cycle $1,907,634.77 NC Foundation Soil & Water $243,903.10 $0.00§ TRLC $0.00] $30,000.00] Total Grants Paid Out (-) $1,550,280.33
TOTAL $3,308,965.55 ASAP $258,373.07 $34,363.37] TOTAL $139,685.50 $185,948.62] Current Cash Balance $5,099,921.91
Budget Shortfall Transfers/Debt Service Payment TOTAL $1,196,439.83 $75,929.51 2005 Granting Cycle Paid Out Encumbered Funds (-) $3,308,965.55

FY 02 Designated Interceptions $82,004,511.11 Remaining Grants from the 2003 Granting Cycle FY 06 TOTALGrantMgmt/Admin/

FY 03 Designated Interceptions $38,000,000.00 FY 04-05 FY 06 NC Foundation Soil & Water $75,000.00 Enforcement of the MSA $1,790,956.36
FY 04 Designated Interceptions $37,146,734.06 NC Foundation Soil & Water $175,000.00 $76,560.00 | Conservation Trust for NC $100,000.00
FY 05 Designated Interceptions $35,000,000.00 RAFI $275,582.71 |  $60,733.17 | RAFI $214,689.67 |nterest Income-May vary due to adjusting interest rates & date of

FY 06 Designated Interception {1} $417,455.48 Johnston County Coop Ext $8,371.00 ($3,180.33)] HandMade in America $185,867.61 deposit.

FY 06 Designated Interception {2} $31,716,720.29 NCSU $132,498.20 | $12,447.34 | NRWASA $86,271.50 sy, ns. Ret, SS Bene.-Some data was not availabe at the time of

FY 06 Planned Interception $1,865,824.23 Old North State $139,681.44 ($1,000.00)] NC Ag Foundation-Pierce's Disease $35,897.50 this report.

FY 06 Debt Service Payment {2} $1,979,096.00 TGANC $177,502.53 $9,797.51 | NC Ag Foundation-Value Added $122,514.00 J*+Postage Freight & Delv-NCDA&CS keys USPS fees for TTFC.
TOTAL $228,130,341.17 Tar River Land Conservancy $118,230.28 $0.00 | NC Tobacco Foundation-Black Shank $23,934.00 |Several months are accumulated before data is entered into
Total Grants Paid Out Since Inception Rural Center - Cooperatives $67,100.00 ($3,194.24)] NC Ag Foundation-CALS Leadership $72,220.00 |NCAS.

Barn Retrofit $41,090,228.00¢ Rural Center - Workforce Dev $329,575.28 $14,337.57 | NC Tobacco Foundation-Grower Communication $70,206.50 [ewsTelephone Services-Due to billing dates, some data was
Burley Marketing Center $2,350,000.00 Farm Bureau Legal Foundatior] $86,575.66 $9,580.88 | NC Tobacco Foundation-TSWV $37,512.50 Junavailable for this report.
NCDA/NCSU Barn Retrofit $168,254.00) Cherokee Coop Ext $19,937.50 $0.00 | NC Rural Center $2,236.52
Hay Relief $5,000.00 NC Tobacco Foundation $42,118.41 $0.00 | NC Community College System $0.00
FCTCC $1,880,113.85 NC Ag Foundation $222,663.59 $12,254.07 | NCDA&CS Research Stations $841.43
2002 Granting Cycle $2,450,118.73] TOTAL $1,794,836.60 | $188,335.97 | Tobacco Farm Life Museum $50,000.00 This report is based on data from
2003 Granting Cycle $3,188,552.40 Center for Community Self Help $22,875.00 7/1/05-6/30/06
2004 Out-of-Cycle Grants $325,634.12] Town of West Jefferson $0.00
2005 Granting Cycle $1,100,066.23 Piedmont Land Conservancy $0.00
TOTAL $52,557,967.33 NC A&T $0.00
TOTAL $1,100,066.23
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Jul-06 Aug-06 Sep-06 Oct-06 Nov-06 Dec-06 Jan-07 Feb-07 Mar-07 Apr-07 May-07 Jun-07 Total Amounts
Cash Carried Forward $5,099,921.91
INTEREST INCOME* $16,508.70 $16,528.61  $16,798.91 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $49,836.22]
TOBACCO SETTLEMENT* $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
OTHER REVENUE $0.00 $0.00 $8.32 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $8.32
Fiscal Year 2007 Revenue $16,508.70 $16,528.61  $16,807.23 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $49,844.54]
EXPENSES
Personnel Expenses
Per Diem-BD MEM $15.00 $15.00 $15.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $45.00
Trans-BD MEM $168.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $168.00
Subsistence-BD MEM $54.75 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $54.75
Other-BD MEM $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
$237.75 $15.00 $15.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $267.75
Staff Personnel Expenses
Sal, Ins, Ret, SS Bene.** $14,278.20 $13,231.13  $13,008.23 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $40,517.56
Travel, Exp Acts, Reg Fees, Train. $937.84 $116.59 $298.41 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $1,352.84
$15,216.04 $13,347.72 $13,306.64 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $41,870.40]
Office Expenses
Repairs $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Postage Freight & Del*** $111.22 $256.40 $20.91 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $388.53
General Office Supplies $205.28 $259.34 $61.80 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $526.42
Furniture $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Computer Equipment $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Communication/Office Equipment $26.80 $105.00 $26.48 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $158.28
Other Administrative Expenses $52.76 $235.00 $65.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $352.76
Telephone Services**** $144.53 $0.00 $997.38 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $1,141.91]
$540.59 $855.74 $1,171.57 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $2,567.90)
Professional Services
Legal Services/Office Equip.-DOJ $28,037.71 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $28,037.71]
Contract Services $2,750.00 $1,750.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $4,500.00
Misc. $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
$30,787.71 $1,750.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $32,537.71]
Fiscal Year 2007 Expenses $77,243.76
Encumbered Funds Remaining Grants from the 2002 Granting Cycle 2005 Granting Cycle Paid Out
2002 Granting Cycle $307,853.71 FY 03-06 FY 07 FY 06 FY 07 Cash Carried Forward $5,099,921.91
Burley Marketing Center $45,447.79 NC A&T $137,583.10 $13,686.77] NC Foundation Soil & Water $75,000.00 $0.00 | Total Revenue 06 $49,844.54
2003 Granting Cycle $350,680.46 NC Ag Foundation $462,820.59 -$247.72] Conservation Trust for NC $100,000.00 $0.00 | Total Expenses 06 (-) $77,243.76
Out-of-Cycle Grants $247,535.75 NC Foundation Soil & Water $243,903.10 $11,601.90] RAFI $214,689.67 $30,684.98 | Total $5,072,522.69
2005 Granting Cycle $1,799,833.09 TOTAL $844,306.79 $25,040.95) HandMade in America $185,867.61 $11,999.04 | Total Grants Paid Out (-) $557,614.75
TOTAL $2,751,350.80 Remaining Grants from the 2003 Granting Cycle NRWASA $86,271.50 $15,052.08 | Current Cash Balance $4,514,907.94
Budget Shortfall Transfers/Debt Service Payments FY 04-06 FY 07 NC Ag Foundation-Pierce's Disease $35,897.50 $0.00 | Encumbered Funds (-) $2,751,350.80
FY 02 Designated Interceptions $82,004,511.11 NC Foundation Soil & Water $251,560.00 $71,320.97 | NC Ag Foundation-Value Added $122,514.00 $0.00 | TOTALGrantMgmt/Admin/
FY 03 Designated Interceptions $38,000,000.00 Tar River Land Conservancy $118,230.28 | $127,350.00 | NC Tobacco Foundation-Black Shank $23,934.00 $0.00 Enforcement of the MSA $]__:763,557_]_4
FY 04 Designated Interceptions $37,146,734.06 Farm Bureau Legal Foundation $96,156.54 $0.00 | NC Ag Foundation-CALS Leadership $72,220.00 $0.00
FY 05 Designated Interceptions $35,000,000.00 Cherokee Coop Ext $19,937.50 $0.00 | NC Tobacco Foundation-Grower Comm. $70,206.50 $6,340.92 | nterest Income-May vary due to adjusting interest rates & date of
FY 06 Designated Interceptions $32,134,175.77 NC Tobacco Foundation $42,118.41 $0.00 | NC Tobacco Foundation-TSWv $37,512.50 $0.00 deposit.
FY 06 Debt Service Payment $1,979,096.00 TOTAL $528,002.73 | $198,670.97 | NC Rural Center $2,236.52 $12,895.95 =Sal, Ins, Ret, SS Bene.-Some data was not availabe at the time of
FY 07 Planned Interception $30,000,000.00 Remaining 2004 Out-of-Cycle Grants NC Community College System $0.00 $4,643.98 this report.
FY 07 Estimated Debt Service Payment $2,510,989.50 FY 05-06 FY 07 NCDA&CS Research Stations $841.43 $10,797.01 J==+Postage Freight & Delv-NCDA&CS keys USPS fees for TTFC.
TOTAL $258,775,506.44 RAFI $125,441.45 $19,636.77] Tobacco Farm Life Museum $50,000.00 $15,387.72 |Several months are accumulated before data is entered into
Total Grants Paid Out Since Inception NC Ag Foundation-Herbs $47,185.50| $46,909.17] Center for Community Self Help $22,875.00 $0.00 [NCAS.
Barn Retrofit $41,090,228.00 TRLC $30,000.00 $0.00] Town of West Jefferson $0.00 $0.00 JessTelephone Services-Due to billing dates, some data was
Burley Marketing Center $2,509,555.21] TOTAL $202,626.95| $66,545.94] Piedmont Land Conservancy $0.00 $0.00 Junavailable for this report.
NCDA/NCSU Barn Retrofit $168,254.00 NC A&T $0.00 $0.00
Hay Relief $5,000.00 TOTAL $1,100,066.23] $107,801.68]
FCTCC $1,880,113.85

2002 Granting Cycle
2003 Granting Cycle
2004 Out-of-Cycle Grants
2005 Granting Cycle
TOTAL

$2,475,159.68
$3,387,223.37

$392,180.06
$1,207,867.91

$53,115,582.08]

This report is based on data from 7/1/06 - 9/30/06
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perspectives on Line

Living with Pierce's disease

By Dave Caldwell

Dr. Turner Sutton plans a three-year effort aimed at learning how to manage Pierce's disease in wine grapes.
Photo by Daniel Kim

The first symptoms usually appear in mid-July to August, the hottest part of a North Carolina
summer. The leaves of grapevines turn brown at the edges, as though scorched by the summer
heat. Then clusters of grapes shrivel up. Eventually, the entire vine dies.

This is Pierce's disease, and it is the bane of North Carolina's growing viticulture industry. It is
also the object of Dr. Turner Sutton's scrutiny. Sutton, a professor of plant pathology and
Extension specialist in the College of Agriculture and Life Sciences, is looking for ways to allow
North Carolina wine grape growers to live with Pierce's disease.

"Growers are concerned about it, and they should be concerned about it," says Sutton.

Pierce's disease, he says, "has the potential to limit the success of North Carolina vineyards."
Growing European-type vinifera wine grapes and making wine is a growing industry in North

Carolina. The number of wineries in the state has doubled since 2002, according to the North
Carolina Wine and Grape Council. North Carolina is home to more than 50 wineries, with five
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more expected to open this year. How successful Sutton is in determining how to deal with
Pierce's disease will likely affect the success of this expanding industry.

Pierce's disease is caused by a bacterium, Xylella fastidiosa, which is spread from a variety of
plants to grapevines by insects such as leafhoppers and spittlebugs, Sutton says. Among the
reservoir plants on which the bacterium is found are oak trees, blackberries, wild grapes and
Virginia creeper. When the bacterium infects a grapevine, it plugs the xylem, the water-
conducting tissue of the plant, cutting off the vine's water supply.

Sutton has studied how the disease is spread and how it survives and plans to test methods of
managing it.

If winter temperatures drop low enough, the bacterium that causes Pierce's disease can't survive,
Sutton says. Sutton has looked at the effect of winter temperature on Pierce's disease in North
Carolina. What he found is not particularly good news for grape growers.

Winters are warm enough throughout eastern North Carolina and the southern and eastern
piedmont that the Pierce's disease bacterium can overwinter. As a result, Sutton describes the risk
of the disease in these areas as "quite high." He describes disease risk as "somewhat less" in the
north and central piedmont, where winters are a little cooler but still not cool enough to kill
Xylella fastidiosa. Sutton points out that as a result of warmer winters in recent years, the risk of
the disease has increased throughout the piedmont.

One of Sutton's students recently looked at the vectors of the bacterium, the insects that transmit
the disease to grapevines. In 2004 and 2005, insect traps were placed in vineyards in the piedmont
and coastal plain. Four species of leafhopper were identified as being most abundant in the
vineyards, and three of the species tested positive for the bacterium. At least two of these
leafhopper species are thought to be the primary vectors for Pierce's disease on grapes in North
Carolina.

Sutton and Dr. George Kennedy, William Neal Reynolds Professor of Entomology, are now
working with a $72,000 grant from the N.C. Tobacco Trust Fund Commission to look at methods
of managing Pierce's disease. They are attacking the disease on three fronts.

The grant is being used to develop an insecticide spray program designed to control the
leafhoppers thought to be primarily responsible for spreading the disease. At the same time,
Sutton plans to work on more specifically identifying the reservoir plants that harbor the Pierce's
disease bacterium. If growers know where the bacterium resides when it's not on grapevines, it
may be possible to eliminate these plants from the vicinity of a vineyard and reduce the likelihood
of the disease.
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Sutton is going to experiment with pruning to remove infected parts of the vine. It may be
possible to halt the disease before it spreads too far on the vine. Sutton explains that the bacterium
moves from grapevine leaves to the vine's cordon, the part of the vine that is trained to grow
horizontally along a trellis. The bacterium then moves to the vine trunk, which kills the vine. If a
grower sees infected leaves in July, he may be able to save the vine by pruning the infected
shoots.

"We don't have a lot of answers at this time," says Sutton, who hopes to “come up with a plan that
allows us to live with the disease."”
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THE NORTH CAROLINA FOUNDATION
FOR SOIL & WATER CONSERVATION

The following is a selection of updates from The North Carolina Foundation for Soil & Water
Conservation’s 2000-2006 Accomplishments Report.
Cecil Settle, Executive Director

Conservation Districts equipped through Automation for Outreach to Farmers on
Nutrient Management Issues

Conservation district’s capacity for service to farmers with nutrient management issues and
helping farmers respond to new state nutrient management regulations received a major boost
from this Foundation project. In that effort, 82 computers and 66 laser printers were installed in
district’s offices for use in making nutrient loss assessments and developing management plans.

In addition, fifteen informational meetings were funded for 1,643 farmers, 35,200 informational
brochures were printed and distributed for informing farmers, 81 statewide radio programs and
385 one-minute radio spots were run all in an effort to inform farmers of the need to act on
nutrient management issues on their farms to stay in compliance with new government
regulations.

This very successful project was funded by a $245,000 grant from the NC Tobacco Trust Fund
Commission.

Moore District Conservationist Kevin Williams demonstrates new computer
equipment for doing nutrient loss assessments and plans for (from left)
Billy Carter, Nowell Brown, and Michael Holden local conservation and
government officials.
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Conservation District’s Protect the State’s Best Farmland by Funding Closing Costs
on Conservation Easements

The Foundation has awarded $60,000 in grants for reimbursing closing costs on ten conservation
easements endorsed by local conservation districts. These easements cover 1,789 acres of the best
active farmland in Franklin, Granville, Halifax, Macon, Nash, Rowan, and Wake Counties and
are cumulatively valued at $5,246,025.

Conservation district’s capacity for protecting the State’s best farmland long-term for agriculture
was enhanced by becoming a conduit for funding that makes conservation easement procurement
possible using funds from other sources. These highly leveraged projects funded by the
Foundation were approved for participation in the federal Farm and Ranchland Protection
Program assuring that they are, in fact, the best active farmlands in the State.

This project was funded by a $105,000 grant from the NC Tobacco Trust Fund Commission.

- >
An example of the state’s best farmland being protected for long-term
agriculture production.

Water Quality Projects on Tobacco Farms get Foundation Support

The Foundation has funded 18 conservation district proposals that assist tobacco farmers in
transition from tobacco production or diversification to other agricultural enterprises install
needed land treatment on their farms. Cost share grants for these projects are funding “Best
Management Practices” on cropland that prevents sediment, nutrients, or other pollutants from
entering streams on participating tobacco farms.
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Conservation practices covered by these grants include planting cropland to grass or trees,
grassed field borders and filter strips, grassed waterways, forested buffers, and fencing to keep
livestock out of streams. One additional project is being formulated for funding from the
Foundation. To date, over 70 farmers have participated in the project. The NC Tobacco Trust
Fund Commission provided $500,000 for this project.

Lexington tobacco farmer Adam Hilton tends his rop after insalling
water quality practices protecting nearby streams from sediment and
nutrients using the Foundation’s NC Tobacco Trust Fund grant

SOIL & WATER .8

North Carolina Foundation for
Soil & Water Conservation, Inc.
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perspectives on vine

Spring 2006

Adding value to value-added
agriculture

Attending a March meeting on value-added and alternative programs are Dr. John Rushing, Martha
Mobley, Karen McAdams, Dr. Jeanine Davis, Dr. Blake Brown and Rob Hawk.
Courtesy Blake Brown

/ \s an economist whose specialty is tobacco and peanut policy, Dr. Blake Brown is well aware

of how the role tobacco plays in North Carolina's economy has changed in recent years.

Indeed, Brown, Hugh C. Kiger Distinguished Professor of Agricultural and Resource Economics,
has seen the writing on the tobacco curing barn wall.

"If you look at North Carolina agriculture, we have transitioned from a tobacco-based economy,"

says Brown. He points out that in 1983 tobacco accounted for 27 percent of total North Carolina
farm cash receipts. In 2003, tobacco provided 9 percent of cash receipts. While tobacco is and
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will likely continue to be an important part of North Carolina's agricultural economy, many farm
families who have relied on tobacco can no longer do so.

But there are other agricultural options, and Brown is working to make sure those options are
readily available to North Carolinians who wish to pursue them. Brown has been working in
recent months to support efforts in the College of Agriculture and Life Sciences and North
Carolina Cooperative Extension that focus on value-added and alternative agricultural enterprises.

Brown's long-term goal is the creation in the College of a Center for VValue-Added Profitability.
But creating a center is a bureaucratic endeavor that can take time. So in the meantime, Brown is
content with, as he describes it, working to focus College resources to help Extension specialists
and agents help North Carolinians develop value-added and alternative enterprises.

"We have a lot of activity (focusing on value-added and alternative enterprises) in the College on
campus and in the counties,” says Brown. "A lot of this is grassroots in nature."

Brown, in conjunction with the Department of Communication Services, has developed a Web
site (http://www.cals.ncsu.edu/value-added) that will feature information on value-added and
alternative agriculture programs and resources that may be used to develop value-added
enterprises. In early March he organized a meeting that brought together Extension specialists,
agents and others to discuss value-added activities. He is paying for these and other activities with
a $245,000 grant from the North Carolina Tobacco Trust Fund Commission.

Brown is using some of the Tobacco Trust Fund grant to hire a person with business management
and economic assessment expertise for a year. The person in this master's level position will be
available to work with Extension agents and specialists who are helping farm families develop
value-added and alternative enterprises.

"1 hope we can bring more focus to value-added and alternative enterprises by trying to bring
resources to bear in terms of business management and economic assessment expertise,” says
Brown. "These seem to be missing pieces."

He adds, "Campus and field faculty increasingly rely on external funding for their value-added
and alternative agriculture programs. The Tobacco Trust Fund grant will also enable us to provide
assistance to field and campus faculty in writing grants” that focus on developing value-added
and alternative enterprises.

At the same time, Brown is working to try to make sure that Extension agents in particular are

aware of successful value-added and alternative programs across the state. That was the impetus
behind the March meeting.
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In early March, Brown invited agents and others to attend a two-day meeting on value-added and
alternative programs at Camp Carroway in Asheboro. A steering committee of 14 extension
agents and specialists helped plan and implement the event. Seventy-two agents and others
attended the meeting, during which agents who have developed successful programs gave
presentations on those programs. The meeting also featured a presentation by Rob Holland of the
Center for Profitable Agriculture, an effort by the University of Tennessee to aid agricultural
entrepreneurs in developing value-added enterprises.

Brown called the meeting "kind of a kick off" for the value-added effort.

- Dave Caldwell
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Rural Advancement Foundation International
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The publication of The 2005 Agriculture Reinvestment Report and
the good work described in the document has been funded  in part by
the North Carolina Tobacco Trust Fund Commission. RAFI-USA
would like to thank the Tobacco Trust for its continuing efforts in
support of North Carolina’s farmers.

North Carolina

Any opinion, finding conclusion or recommendations expressed in this
publication are those of RAFI-USA and do not necessatﬂy reflect the view
and policies of the North Carolina Tobacco Trust Fund Commission.
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REINVIGORATING NORTH CAROLINA’S RURAL ECONOMY
THROUGH DIRECT INVESTMENT IN FARMING
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Executive Summa y

Recent changes in the tobacco industry have added a level of complexity to the challenges facing North Carolina growers. All of the state's farm families and
rural communities have long been grappling with low farm commodity prices, rising costs of fuel and other inputs, globalization, and the continuing loss of rural

manufacturing jobs.

Along with these common challenges, tobacco farm families were given the additional task of responding to the tobacco buyout and fundamental changes in
the way tobacco is grown and sold. Gone is the decades-old commodity program that had stabilized tobacco prices and earned farm families money to plant other

(less lucrative) crops, pay living expenses, send children to college and put a bit aside. Very quickly, farmers
realized that only large acreage could earn a profit on tobacco in the new system. Small farmers would have to
use their wits and wisdom to devise alternatives to lost tobacco income.

The tobacco buyout was created precisely to help farmers make a smooth transition. The first annual
payment was made in 2005, and the last of 10 such payments will come in 2014. All told, North Carolina
tobacco growers and quota holders will receive $3.9 billion over the 10-year buyout period.

Signs of oncoming change were clear before the buyout was done and the first check mailed. In the mid-
1990s RAFI-USA committed itself to a major initiative to support North Carolina growers and rural
communities. We launched our Tobacco Communities Reinvestment Fund in 1997 as a resource for reinvesting
in our state's farm economy.

The guiding principle behind our new program was our conviction that reinvestment is the key to longterm
success in rural economic development. Our analysis identified an abundance of human resources: farmers with
energy, ideas, agricultural skill, and a superb work ethic. Another great resource is the state's agricultural
infrastructure of farm land, fences, pastures, and farm equipment. And the tobacco buyout payouts give farmers
some reliable income to be reinvested in new farm ventures.

Our Tobacco Communities Reinvestment Fund is now in its tenth year. The program provides farmers
costshare and technical support to try innovative ideas for new farm enterprises. The reinvestment fund creates
and sustains farm-based jobs, leverages new rural investment, and finds new uses for existing farm and
community resources.

The program is paying dividends. Results demonstrate that adding cost-share and technical support to
farmer innovation can create the new enterprises North Carolina farmers need to replace tobacco income. As of
this writing, 68 new farm enterprises have been created, with 80% of participating growers reporting success and
each $1 invested by us creating $3.31 in new local investment.

However, more is needed. The dizzying pace of change in the rural economy requires a greater commitment
of resources to support development of new farm income sources if we hope to retain modestsized farm
businesses as viable contributors to the rural economy.

The Tobacco Communities
Reinvestment Fund is:

<> Generating new ideas through 68
producer and community agricultural
initiatives in 25 North Carolina counties
that demonstrate innovative ways to
replace lost tobacco income.

<> Creating rural economic development
by leveraging $2.2 million of investment
in alternative agricultural enterprises,
resulting in 34 new agricultural jobs
and sustaining 412 existing farm jobs.

<> Reaching out to more than 2,000 farmers
who have attended field days, farm tours,
and presentations put on by reinvestment
fund demonstration project participants.

<> Making efficient use of resources by
spending less than $2,000 per job
retained and only about $22,000 per
job created.

This report describes the logic, experience and impact of the Tobacco Communities Reinvestment Fund to date. Our analysis of this experience leads us to
this conclusion: RAFI-USA's Tobacco Communities Reinvestment Fund provides a well-tested model for a statewide initiative to create profitable new farms and
farm-based enterprises that will revitalize North Carolina's rural economy and serve as the mainspring of overall rural economic development for years to come.
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lmpacts of the Buyjout

Background: The Fair and Equitable Tobacco Transition Act of 2004

The Fair and Equitable Tobacco Transition Act of 2004, also called the tobacco buyout, provided muchneeded relief to tobacco
growers and quota holders across North Carolina. Years of quota cuts and corresponding loss of income on tobacco farms and in
rural communities had left few options for farmers. Many felt the federal supply management system of marketing quotas was on the
verge of collapse. While necessary, in the end the buyout is at best a mixed blessing for North Carolina. The buyout eliminated a
program that had served North Carolina farmers and rural communities well for more than six decades.

North Carolina’s share

The buyout, while helpful, fails to fill the whole gap in the state’s economy left by declining tobacco production and revenues.
Farmer income from tobacco shrank from $1.3 billion in 1997" to an estimated $400 million in 2005. The $390 million per year
tobacco buyout will make up less than half of the $800 million of tobacco revenues lost to North Carolina farmers since 1997.
Revenue from the tobacco buyout is only temporary. Over the coming years, income from tobacco is expected to stabilize at about
$750 million, but it will never again be the economic driver it once was.  Other income sources are needed just to return the
standard of living in our rural communities to 1997 levels.

Farmdevel impacts

Tobacco Income Comparison
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While the decline in tobacco is a clear and immediate drain on North Carolina’s rural economy at a macro scale, the impacts of the buyout will be felt most strongly on individual
farms. Buyout payments will be paid in ten equal installments that began in 2005. This influx of capital into towns and rural communities will have positive effects, but the buyout is no
panacea for farmers. The reality is that while a few farmers will receive larger sums, 80% of buyout recipients will receive less than $5,000 per year. -

Tobacco shaped the landscape of North Carolina agriculture, giving rise to farms of a particular size and nature. The historical value of a tobacco crop meant a farmer could

Number of Tobacco Farmers

support a family on relatively few acres compared to other commodities. Thus North Carolina still has more operating small
and moderatesized farms than nontobacco-producing states. Tobacco allowed North Carolina farmers a reasonable standard
of living and educational opportunities for their children. In the wake of the tobacco buyout, peracre tobacco profits have

14,000+ .
]
12.000. decreased, so a grower needs to cut costs and raise more acres to
10,000 maintain net income. Tobacco experts foresee fewer and much larger
8,000 3,000 tobacco operations meeting future needs for North Carolina leaf.
Farmers
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By the time the buyout’s initial impacts shake out, as many as
five of every six farmers growing tobacco at the time of the Master
Settlement Agreement will be looking for another way to earn a

living,’ and the preponderance of smallscale farms that were viable

1997

Post-Buyout
*Estimated

under the old system, will be gone.

! USDA—National Agricultural Statistics Service, Statistical Bulletin 999a: Crop Values Final Estimates 1997-2002, October
2004. AND NCDA&CS—Agricultural Statistics Division, Annual Summary: Crop Estimates, North Carolina 2002-2004.

2 News and Observer, Leaf buyout tolls end of an era, Kristin Collins, October 12, 2004.

% Based on 1997 estimate that put tobacco farmer numbers in North Carolina at 12,095 and Blake Brown’s recent estimate
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that it will require between 1,256 and 2,513 growers to produce all of the flue-cured tobacco needed from North Carolina
(from his USDA-ERS workshop presentation in Washington, D.C., September 20, 2005).
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WMH relnvestment?

With the end of the quota and price
support system in 2004, thousands of farm

families must quickly develop new production
and marketing skills, as well as establish
needed physical infrastructure to accommo-
date diversified streams of farm income.
Rather than new investment to recruit new
businesses, the state’s agricultural economy
requires a reinvestment on existing farms and
in farm-based communities from the moun-
tains to the coast. The tobacco quota system
secured income opportunities for farmers,
but did not require significant skills in areas
of marketing, business planning, and prod-
uct development. The goal of reinvestment is
to develop new production skills, post-harvest
infrastructure, and marketing systems that will
keep existing farms viable into the future.

Reinvestment recognizes farms as vital
businesses in rural communities. It is
fundamentally a strategy to support existing
small businesses (farms) in rural communities
that are facing an imminent challenge to
re-tool their production and marketing
systems . Through reinvestment, farmers are

able to move ahead in transforming their
operations from a system dependent on a
USDA-guaranteed commodity production
program, to a free market system of production
and marketing of farm-based products. This
transformation not only helps the transition
to free-enterprise agriculture, but also spurs
the development of farmers’ latent entrepre-
neurial business skills.

Reinvestment in existing farms differs from
new investment or economic incentives to
bring new businesses to a community. RAFI-
USA invests in existing businesses that are
intrinsic to their local communities, that are
family-owned, and that are highly unlikely to
leave the area. These businesses also enjoy an
existing basic infrastructure for supporting
their operations in terms of agricultural
equipment and supply sources.

Family farming provides communities with
an economic foundation that has long-term
benefits, maintains land and environmental
resources, and maximizes economic returns to
the primary producers. Unlike most businesses,
farms also require minimal government-funded
infrastructure such as water, sewer, and gas
lines, resulting in farms paying out more in
taxes than they require in services, thus
subsidizing state and local government services
to others.

For too long, traditional economic
development incentives have undervalued or
ignored the natural economic strength and
community value of farm-based agriculture.

Most economic development entities have
failed to recognize farmers as legitimate
business people. Likewise, farmers have not
self-identified as the business people they are,
especially under government- supported
commodity programs. Business recruitment,
long the chief strategy of economic developers
in the South, has in recent years shown lower
returns in terms of job creation and retention
than in previous decades. International
competition is a prime factor.

Businesses that can quickly relocate from
one community to another can just as easily
relocate again after several years when the
economic climate changes.

Some well-meaning business recruitment
efforts in rural communities have cost taxpayers
millions of dollars with no long-term economic
benefit, and in some cases real damage, to the
target communities. Reinvestment does not
carry the risks of new investment and can pay
dividends more quickly by building on North
Carolina’s existing infrastructure and resources.

Photogph by Rob Amberg
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Wlfla A cost-share program?

A costshare program requires only minimal investment and greatly expands the number of acres dedicated to researching new alternatives to replace lost
tobacco income. By providing the support necessary to enable farmers to take risks on new enterprise, a costshare program accelerates the speed of transition. A
costshare program is an efficient and effective way to enhance the efforts of our existing agricultural service providers to develop new alternatives to tobacco. By
empowering farmers to take risks, cost-share support increases the pace of development and the chance for a successful transition to new sources of farm income.

There is no silver bullet to replace lost tobacco income. It will take a multitude of diverse ideas and innovations for the thousands of North Carolina farmers
who are in transition to generate new income sources for the farm. A costshare program facilitates the transition by empowering farmers to put their own ideas to
work to overcome the barriers they face in replacing tobacco income. A costshare program encourages innovation by spreading the risk of new enterprise
development among multiple partners.

In a longitudinal survey of North Carolina tobacco farmers*, farmers

identified the key barriers to increasing income from other farm sources as Where Farmers Get New Ideas

the low profitability of other commodities, lack of processing facilities, few

places to sell other products, a limited labor supply, and lack of capital. Other Farmers
Only 10% of farmers surveyed knew of sources of loan or grant money to Family
support development of new farm enterprises.” RAFIUSA’s costshare own Idea
program takes advantage of farmer ingenuity by providing resources to
test innovative production, processing, and marketing strategies that Markets
address these barriers. Extension
Demonstration projects developed with costshare support are critical Companies
to the dissemination of new agricultural models. More than any other Publications
source, farmers look to other successful farmers for ideas and information.
According to a survey of tobacco farmers who have found new ways to Lenders
replace lost tobacco income, other farmers are the number one inspiration Internet
6 ‘ ‘ ‘ ‘

for undertaking new initiatives.

0% 5% 10% 15% 20% 25% 30% 35%

Also in that survey, respondents listed other farmers as the primary

source of technical assistance for new enterprises. Onfarm demonstration of
new agricultural initiatives is an effective way to encourage farmer-tofarmer transfer of ideas and knowledge. Costshare support to develop new demonstrations is a way
to put limited resources where they can be most effective.

* In partnership with Wake Forest University and the Research Triangle Institute, RAFIUSA surveyed tobacco farmers in 14 North Carolina counties to get information about the changing
conditions on the farm. The survey work began in 1997 and follow-up surveys were conducted in 1999, 2001 and 2004.

> RAFLUSA. Summary Report: 2001 Tobacco Farmer Survey. 2002.

® In partnership with Wake Forest University and the Research Triangle Institute, RAFIUSA has conducted surveys of North Carolina tobacco farmers since 1997. Thesurvey area covers 14
major flue-cured tobacco producing counties in eastern North Carolina. The survey began with a sample of 1,236 tobacco farmers in 1997 and was repeated with these same farmers again in
1999, 2001, and 2004 in order to track longitudinal changes in conditions and attitudes. Also in 2004, a subsample of 48 farmers who had found ways to replace lost tobacco income on
their farms was drawn. These 48 farmers were asked more detailed questions about their operation in face-toface interviews.
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THE TOBACCO COMMUNITIES REINVESTMENT FUND

RAFI's Tobacco Communities Reinvestment
Fund was created in 1997 to address the
barriers facing tobacco farmers and tobacco
dependent communities. The program is
designed to enable farmers and community
groups to put their own ideas to work to
replace lost tobacco income. The reinvestment
fund provides technical and cost-share support
to innovative producers and communities to
help them take advantage of local resources
and opportunities. The projects supported by
the Tobacco Communities Reinvestment Fund
are diverse, reflecting the diversity of farmers,
communities, and opportunities that exists in
North Carolina.

By enabling agricultural entrepreneurship, the
Tobacco Communities Reinvestment Fund is
imparting business and technical skills that help
farmers best utilize scarce resources today and

in the future. Over the long-term, assisting
farmers to acquire the skills necessary to develop
their farms into viable businesses will help lead
to stronger, more stable rural economies and
will protect family farms.

How the Program Works

Cost-share support is awarded through a competitive application process.
RAFI supports farmers with proposal development through an open

and inclusive application process that provides multiple opportunities

for feedback and clarification. Proposals are evaluated by a review board
made up of experts from all aspects of agricultural enterprise development.

The reinvestment fund supports farm and community-based agricultural projects that:

< Demonstrate innovative ways to replace lost tobacco income;
Generate employment, especially self-employment;
Find new uses for tobacco equipment and facilities;

Enhance and protect farm and natural resources;

e

Benefit other farmers and communities.

Funded projects are supported the whole way through
their development. RAFI staff members ensure that
proper record keeping is in place, so that project
participants can make good business decisions and pass
on project information to other farmers and communities. RAFI staff members work closely
with project participants to address technical assistance needs and overcome barriers. RAFI
staff and review board members assist project participants to access technical assistance from
existing networks of agricultural service providers.

Eligible farmers are those that earned income from tobacco at the time of the Master Settlement
Agreement and continue in farming today. Eligible community groups can include farmers,
farmer associations, coops, churches, local businesses, civic organizations, or other groups which
include qualified farmers. Costshare support is up to $10,000 for individuals and up to
$30,000 for community groups.
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Keys to Suecess of the Tobacco Communities Relnvestiment Fund |

Leadership

The Tobacco Communities
Reinvestment Fund is guided by a

review board of experts comprised
of farmers who have experience in
diversifying farm income sources and
agricultural and rural development
experts from our state’s land grant
universities, the North Carolina
Department of Agriculture, the

faith community, agribusiness, and
agricultural non-profits.

New Ideas

Innovation does not occur in a vacuum.
Breakthroughs and innovations happen
as a result of exchanges of information
between individuals and groups. The
reinvestment fund enables interaction
among innovative farmers and the
agencies and non-profits that support
them and assists farmers to spread their
ideas to others.

Technical Assistance

Instead of creating new bureaucracies,
the reinvestment fund helps
applicants and grant recipients make
use of existing technical assistance
networks. Working through its review
board, the reinvestment fund helps
farmers to access the foremost experts
in every aspect of agriculture.

Collaboration

The enterprises with the best chance of success are
those that take advantage of all the various
resources—including human resources—available
in our state. The reinvestment fund stresses
collaboration between farmers, community
groups, non-governmental organizations, and
government agencies. The program assists
farmers to succeed by helping them build a

strong technical support network for their
new enterprises.

Support

Project participants and potential applicants
always have direct access to RAFI staff members
who provide hands-on support for planning

and carrying out of new enterprises. From
crunching the numbers for a new start-up idea
to identifying marketing opportunities, RAFI
staff members are directly involved in ensuring
that every new enterprise has the greatest
possible chance for success.

Capital
Innovation is not often rewarded in
traditional capital access routes. The
reinvestment fund makes innovation
possible by providing capital for farmers
to test their ideas.

No Red Tape

The reinvestment fund uses a farmer-
friendly process, including open channels
of communication, a transparent
selection process, multiple opportunities
for clarification and explanation during
the application process, and direct
delivery of funds. Proposal evaluation

includes opportunities for face-to-face
interviews with applicants.
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The Retnvestiment Fund PYDJ&OJCS Reinvestment Fund Target Counties—1997-2006

Nothing tells the story of the Tobacco Communities
Reinvestment Fund like the projects we’ve supported. Since
1997, the reinvestment fund has helped to create 68 producer

mug
Berary

and community projects serving hundreds of farmers in 25 @ HWé
North Carolina Counties from the mountains to the coast. @ @

The variety of innovative enterprises developed with % ~ w o
reinvestment fund support has enabled farmers to M@ Sl W@ ﬂ o

take maximum advantage of local resources and @

opportunities to replace lost tobacco income. ﬂhﬁi

—— - Past Tobacco Communities Reinvestment

Fund Target Counties

Off-season strawberry production -
Mare Cox - Columbus County

At his greenhouses on the outskirts of the Columbus County community of Tabor City, Marc Cox has been growing quality tobacco transplants for local
farmers for years. He, his father, and his brother started investing in the tobacco transplant business in 1992. They are innovative growers and developed many
labor and money-saving techniques to improve the efficiency of their operation. However, as quota cuts began to hit Columbus County tobacco growers in the
late 1990s, demand for the Cox’s transplants slowly began to taper off. By 2003, the slack in demand had resulted in a lot of empty greenhouse space.

Cox, never short of ideas, saw the empty greenhouse as an opportunity to try another product, off-season
strawberries. “Who can resist a juicy, red strawberry in December?” he asked. Cox researched his idea, taking
advantage of expertise on hydroponic strawberry production from around the country durmg his planning process. §

he settled on trying a seamless gutter system that had never before been used commercially for his flrst season of
production. Cox saw a huge demand for fresh, local, winter strawberries in his area and was ready to get started,
but he needed some help in making his vision a reality.

In 2003, Cox received a cost-share grant from RAFI’s Tobacco Communities Reinvestment Fund for his
project. He used the grant to prepare a vacant greenhouse for the strawberries. He built benches out of surplus
float trays to support the gutter system. He also drilled a well and installed the proper irrigation system to run the

hydroponic operation. Working closely with his local extension agent, Cox planted 11,000 strawberry plants in
December of 2003.

That first year business was brisker than expected. Word of mouth and a few ads in the local paper resulted in a large number of drop-by customers. In
addition, several local businesses offered to sell his berries for him at $4 per quart. However, the undertaking was not without its difficulties. Cox was having
some difficulty with disease pressure, and his yields were not what he had hoped. He turned to NCDA agronomist, Rick Morris, for help. As it turned out, the
plants were spaced too close together, a problem that was easily rectified by removing some of the plants. Cox used that first year of production to refine his
techniques. By the time the 2004 planting season rolled around, he knew what to expect.
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Muscadine grape production - Ra Y anol David Allen - Bladen County

Since RAFI-USA started the program in 1997, the Tobacco Communities Reinvestment Fund participants have come up with some
creative applications for old tobacco equipment. Farmers have used transplanters for strawberry production, bulk barns to house livestock, and
tobacco greenhouses for a number of different crops in an effort to keep start-up costs low and improve
the chances of success for their new enterprises. However, few of the past reinvestment fund
participants have matched the enthusiasm of Ray and David Allen, a father and son farming team from
Bladen County, for adapting old equipment to new uses.

The skeleton of an old tobacco harvester sits next to the Allens' shop. "We just took a torch and
started cutting," said David. "We're going to move the pilot station up top, narrow the conveyors, and
give it about another foot in height," he continued, explaining how he and his father are going to make
this tool designed to take the leaves off of tobacco plants harvest muscadine grapes.

With RAFI support, the Allens planted 12 acres of muscadine grapes in 2004. About half of their
plants will be ready for commercial harvest in 2006. That is when the harvester needs to be ready.
David explains that he could buy a commercial grape harvester, but he and his father will save about

$18,000 by converting the tobacco equipment they have on hand.

The muscadines are well suited to the North Carolina coastal plain and are thriving under the Allens' care. According to North Carolina
Cooperative Extension, muscadine grapes are native to the southeastern United States. Indigenous inhabitants of the region collected and dried
wild muscadines, and Spanish settlers of Florida — prommmmmmr

produced muscadine wine more than 400 years

ago. Even in the extreme August heat, the vines
grow rapidly and appear quite healthy. For the
most part, insects leave the plants alone. The real
work is keeping up with the rapid growth of the

vines—training and pruning the plants to get
them to conform to the trellis.

Despite the suitability of muscadines to
North Carolina's coastal plain, there weren't a lot
of muscadines planted in North Carolina until
recently. Growing consumer interest in North

Carolina-produced wine and the expansion of
several local wineries created an opportunity for innovative farmers like the Allens to grow
muscadines. The recent tobacco buyout has meant the end of tobacco production and a reliable
source of income on the Allens’ farm. They are hoping that muscadines will be part of the answer.
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Wood Kiln Project - Fred Woodbngavweg County

Fred Woodby has been farming tobacco and other crops in the
mountains of Yancey County for 35 years. In 1994, he grew over 60,000
pounds of burley tobacco, which comprised the biggest part of his income.
By 2005, his tobacco production was less than half of his peak in 1994,
and the price per pound offered in post-buyout contracts is a significant
cut from the prices he had been receiving at auction.

Woodby owns a mobile saw mill and used it for several years to
supplement his declining tobacco income. In the past, he provided custom
sawing for landowners wanting to use their own trees for lumber, or he
hauled away downed trees as a service for little or no cost. As his business
evolved, he recognized an increasing demand for high-end specialty lumber
products. With a saw mill in his possession, a growing market, and
experience in cutting specialty lumber, Woodby felt that investing in a
dry kiln was an obvious choice. There is no other kiln-drying operation
within 50 miles, and the kiln would enable him to provide consistent
quality and produce the volume of product needed to develop the enterprise
into a significant income source for the farm.

In the spring of 2005, Woodby received a cost-share grant from the
Tobacco Communities Reinvestment Fund to assist with the construction
of a wood-drying kiln and further development of his specialty lumber
business. The project has progressed smoothly. Woodby has completed
construction of the kiln, and he already has a waiting list of orders for his
products. RAFI staff and local cooperative extension agents assisted
Woodby every step of the way, helping him with facility design and
connecting him with other kiln-drying operators.

The costshare support and technical assistance has proven very
important to the success of Woodby’s project. The resources provided by
the grant enabled Woodby to fully commit both his time and his own
financial resources to proceed with the project in 2005. Without support
from the reinvestment fund, it would have taken years for Woodby to
implement his idea and begin generating the much-needed income.

Now, with the help of RAFI's Tobacco Communities Reinvestment Fund,
Woodby and other local farmers are able to take advantage of the valuable
forest resources on their farms.

Grass-fed beef-Larry Harrds and Patrick Robinette
Edgecombe County

Larry Harris has farmed his entire
life. Tobacco and peanuts were a
mainstay on his Edgecombe County
farm until recently, when changes in the
federal programs and low commodity
prices for other farm products forced
him to look elsewhere for income.
The end of the federal tobacco system
in 2004 could have been the death blow for the family farm if Harris and his
son-indaw, Patrick Robinette, hadn’t been working on something new.

In 2002, Harris and Robinette bought some cows and started down
the road on what some considered an unlikely enterprise for North Carolina:
grassfed beef. Most North Carolina cattle producers raise their calves to
500-600 pounds, then sell them on the livestock market or ship them to
the Midwest to be finished on corn and grains in giant feedlots. This system
earns producers $100 or so profit per calf, meaning it takes a lot of calves
and a lot of acreage to make a living. Harris and Robinette had a different
idea to earn a decent livelihood on their modestsized farm. To turn a profit
on small acreage, they had to buck the old system and think about raising
beef cattle in a different way. That led them to grassfed beef, which in
turn led them to a costshare grant from RAFI’s Tobacco Communities
Reinvestment Fund.

In 2003, Harris and Robinette used the costshare support from the
reinvestment fund to convert 10 acres of crop land into permanent pasture.
They installed perimeter fencing and the crossfencing necessary to keep
their animals continually moving to fresh, green pasture. The system has
worked. Harris and Robinette’s cows graze on grass every day of the year.
The animals are healthy, happy, and require very little supplemental hay
to keep them growing and contributing to the bottom line.

And the bottom-ine has improved. Harris and Robinette have gone
from a $120 per head profit on their cow/calf operation to $1,400 per head.
That means that they can once again think about making a living from
their modestsized farm. Also, as demand grows for their healthier product,
Harris and Robinette have brought on two other growers to help them
with the supply.
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cattle Finishing Project - The Bladen County Feeders
Bladen County

It is often the case that farmers can accomplish more working together than they can
separately. That is why a group of cattle producers in southeastern North Carolina have come
together to form the Bladen Cattle Feeders. In 2002, Isaac Singletary, a Bladen County farmer,
decided he would try to raise and market his cattle in a new way. He began an experiment in
on-farm finishing, and in April 2003 he sold nine head of cattle at a profit. He knew he was on
to something good. Other local cattle producers noticed his success and the Bladen Cattle
Feeders were formed.

Most cattle operations in North Carolina sell their
calves at livestock auction or to Midwest stockyards
for finishing. These markets are reliable, but most
of the final value for the animal ends up in the
hands of various middlemen and not with the
producer. In order to earn a living from this kind
of operation, a producer needs a lot of cattle and

a lot of land. Due to competition for scarce land
resources, getting enough land to earn a living from
a conventional cattle operation is not possible for

many North Carolina farmers.

Mr. Singletary and four of his neighbors started the
Bladen Cattle Feeders to raise and cooperatively
ship finished cattle from Bladen and surrounding
counties. The group works together to form truckload lots of finished beef for shipment to
processors in Pennsylvania. For an individual producer attempting to market 10-20 animals at
a time, shipping costs can be prohibitive. As a group the Bladen Cattle Feeders are able to
ensure loads of finished cattle leaving Bladen County are always full, thereby keeping the per
animal shipping costs low.

In 2004, RAFI-USA helped the Bladen Cattle Feeders upgrade on-farm feeding
capacity and build a central loading facility that serves as a collection point for market-ready
cattle. There are now nine members of the group plus another half-dozen farmers who regularly
sell feeder calves to group members for finishing. Right now, the Bladen Cattle Feeders are
shipping about one truckload per month, but expect that number to grow as more local

producers begin finishing cattle. By cutting out the middleman, the Bladen Cattle Feeders have
added $150 per head to their bottom line.
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mpacts of Supporting nnovative Farmers Contlinued...

Since its inception in 1997, the Tobacco Communities Reinvestment Fund has provided costshare and
technical support to innovative farmers and community groups to develop 68 agricultural initiatives to
demonstrate new ways to replace lost tobacco income. The reinvestment fund:

Encourages innovation by reducing risk for
agricultural entrepreneurs

Costshare and technical support provided by the reinvestment fund enables
farmers to reallocate their own scarce resources into viable farm enterprises
that show potential for strong returns. RAFI-USA staff and reinvestment
fund review board members work in partnership with farmer participants
to ensure the greatest possibility of success of new enterprises. Nationally,
two-thirds of new businesses fail’. By contrast, 80% of past reinvestment
fund participants describe their new enterprises as successful.

Leverages investment in new agricultural enterprises that work

From 2003 to 2005, the reinvestment fund awarded $530,000 in cost-share support to innovative
farmers and community groups. During that same period, reinvestment fund participants leveraged
over $1 million of additional investment in North Carolina agriculture, including:

<> $1.2 million in additional grant money from public and private entities;

$36,000 in donations of seed and equipment from agricultural suppliers interested in getting in
on the ground floor of an innovative, new enterprise;

¢

<> More than $80,000 of debt financing for expansion of enterprises successfully piloted with
reinvestment fund support;

¢

Reallocation of farmers’ own resources to innovative, new enterprises totaling more than
$445,000 of reinvestment in North Carolina’s small farms and rural communities.

The investment in innovative farm enterprises is a good one.
For every dollar awarded for the development of new enterprises,

North Carolina’s farmers and community organizations added an additional $3.31 in investment
in the future of our farms and rural communities.

" According to North Carolina REAL Enterprises, Inc.
8 Estimate is based on farmer predictions of gross revenues in 2007 for the new enterprise developed with Tobacco
Communities Reinvestment Fund support.

16

Generates income,
creates new employment,
and protects existing farm jobs

By assisting farmers to develop new income sources
to replace lost tobacco income, the reinvestment
fund keeps farmers in farming and reduces
competition for scarce off-farm employment.
Many of the communities served by the reinvest-
ment fund have been hit hard by loss of rural
manufacturing jobs. By supporting innovative
farmers in transitioning their farms into viable
small businesses, the reinvestment fund is creating
employment opportunities that are not easily
shipped overseas. Since 2003, the enterprises
developed with reinvestment fund support have
enabled 412 farmers and farm laborers to remain
sustainably employed on the farm. The projects
have also created 34 new farm jobs that would not
exist without the new investment generated by the

reinvestment fund. We project that the new
enterprises developed with reinvestment fund
support will generate $1.9 million of revenue
annually by 2007°. Reinvestment fund par-
ticipants are already replacing about 19% of their
1997 income from tobacco with income from the
new enterprises and should greatly increase that
percentage as their farm businesses continue to

grow.
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lmpacts on Supporting novative Farmers Contlinued...

Demonstrates new ways to replace tobacco income

Through farm tours, field days, newspaper articles, presentations, and other strategies,
reinvestment fund participants share their project experiences with other North Carolina
farmers. Since 2003, efforts by reinvestment fund participants have impacted more than
2,000 people who have attended various outreach events.

Outreach by farmer participants greatly expands the impacts of the reinvestment fund
and provides an opportunity for farmers to learn the way they do best: from other farmers.
The on-farm agricultural initiatives provide real-world information about operations designed
for one purpose: to generate additional income for farms and rural communities. Successful
demonstration projects provide models for other farmers to emulate.

Makes efficient use of resources

RAFI-USA’s Tobacco Communities Reinvestment Fund is an efficient and effective model for rural economic development in North
Carolina. The reinvestment fund’s farmer-friendly and transparent project selection process is a model for other programs. Support for
projects after selection for funding is unparalleled. Administrative costs are kept low and funding for cost-share and project support is kept
high to maximize project impacts with limited funding. Notably:

<> Administrative costs for the program average only $516 per proposal processed—a very favorable figure compared to similar programs.
<> The reinvestment fund spends less than $2,000 per job retained and only about $22,000 per job created.
¢

If current income projections hold true, we expect a greater than 800% five-year return on RAFI’s investment in innovative
farm enterprises.

17
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| _Recommenoations

Reinvigorating North Carolina’s rural economy

The great and continuing changes in tobacco create a once-in-the-lifetime opportunity for North Carolina to create newly invigorated family
farms and rural communities. The way state leadership responds to this opportunity will determine the future economic and social well-being of our
rural people and economies.

The tobacco buyout is a major catalyst for positive changes. Until 2014, it will provide growers and quota holders with income to reinvest
in new farm enterprises, as well as used to offset living expenses. The state's growers know the old ways are gone, and that they must adapt to new
conditions. They know the buyout payments can help offset costs of making a transition to new modes of production and marketing. And growers
know a successful transition to new conditions will not be easy or made overnight; research shows
it takes about 43 months to take a new farm venture from an idea to profitable implementation.

Nor will buyout payments pay the full cost of major changes on the farm.

Reinvestment in North Carolina's farm families and rural communities is essential, and
the time is now. The state's growers are alerted to the challenges they face and are energetically
receptive to new ideas and new resources. This state of farmer alertness, and willingness to try
new things, is one of the factors making RAFI-USA's Tobacco Communities Reinvestment Fund
a success from its inception in 1997 until now. We have demonstrated that small investments in

agricultural entrepreneurship yield big results.

Our assessment is that RAFI-USA's model of farm-based rural economic development can
be replicated statewide. We calculate that less than $2 million a year will fund an efficient cost-
share program in the state's 100 counties.

Based on our experience with the Tobacco Communities Reinvestment Fund,
such a statewide program would:

< Generate about 300 applications annually, of which about 133 demonstration initiatives would be funded at $10,300 each, a total of
$1.3 million in cost-share grants.

< Leverage about $2.8 million in additional investment for the projects.

< Generate more than $3.1 million in new farm income and create about 89 new jobs. RAFI-USA estimates $550,000 would be
required to fund the statewide program's administration and related costs each year.

We recommend, therefore, increased investment in cost-share support for North Carolina growers as a
cost-efficient and effective means of reinvigorating and sustaining the state's rural economy.
A small investment in farmer ingenuity has been proved to yield major results,
and the time is right for North Carolina to make such an investment.

18
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RAFI-USA
RURAL ADVANCEMENT FOUNDATION INTERNATIONAL-USA

The Rural Advancement Foundation International-USA is a nonprofit,
non-governmental organization which promotes sustainability, equity,
and diversity in agriculture through policy changes, practical assistance,
market opportunities, and access to resources. We trace our roots
back to the 1930s, and we continue to address issues in agriculture
from the local to the global levels. RAFI-USA plays a leadership role
in responding to major agricultural trends and creating a movement

of farm, environmental, and consumer groups to strengthen family
farms and rural communities.

PO Box 640
274 Pittsboro Elementary School Road
Pittsboro, NC 27312

www.rafiusa.org

(919) 542-1396
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Executive Summary

In 2004 and 2005, the Western North Carolina Agricultural Bouriand Crop
Diversification Demonstration Program (WNC AgOptiomedtam) awarded 82 grants
to farmers in the 15 western-most counties of the .dfateding from the N. C. Tobacco
Trust Fund Commission supported $205,000 in grants directlyrmeefa diversifying
their farm operations, as well as technical assistand grants management support.

Sixty-eight percent of grant recipients were tobaacmers who either owned or leased
tobacco quotas since 1997. Fifty-three percent were fu#-farmers. Grant recipients
ranged in age from 19 to 71 years old, with the median agarti€ipating farmers 49
years old. The average farm size was between 10 ande&X) acr

On-farm projects funded by grants represented a wide yarietiversification efforts.
Projects include agricultural tourism, vegetable crop difieation, livestock
management, and ornamental plant production. A total ofa¢2@s of farmland were
tied to 62 grant-funded projects. In addition, two tr@utfs, 1,000 shiitake mushroom
logs, and at least 40 greenhouse units were tied to gratefprojects.

Grant funds appear to have been a powerful catalyst¥erdging personal investments
and in-kind investments into new agricultural enterpriBessonal cash investments in
grant-funded projects exceeded $530,000, and non-monetary in-kintmewes were
valued in excess of $560,000. Backing out one large capitalsireproject, total cash
and in-kind investments in 62 projects was $626,299 for an avemagegrant
investment of $10,267; nearly four times the average grantrarper project.

Thirty-six farms receiving grants reported employing attl@48 persons in connection
with their projects. Six farms reported employing 19 fule employees, with 30 farms
employing 94 workers part-time.

Seventy-three percent of survey respondents reportedgthat-funded projects had
served to increase their on-farm income. At the same, just less than fifty percent
said their projects had contributed less than 10% to bfaren income to date. This
number reflects the long-term nature of many of theegtsj especially those involving
ornamental trees, medicinal herbs, and small fruit prazluct wenty-six farms reported
paying taxes on agricultural business activities in 2005 ngtatiore than $97,000.

Farmers participating in the WNC AgOptions Program wske@, on a scale of 1 to 10,
how they would rate the program. Fifty-two percent géwe program the highest
ranking of 10. In all, 61of 67 respondents (91%) gave the prograoore of seven or
higher.

From data gathered, the WNC AgOptions Program appears @dohbeving its goal of
providing direct financial assistance to agriculture gamtees of the mountain counties,
to assist them in making new investments in either crogrsification and/or
agricultural tourism.
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I. Introduction

In December 2005, HandMade in America contracted with théaRicL. Hoffman

Center for Assessment and Research Alliances at Mdl College to conduct an
economic impact analysis of 82 grants awarded by the évedtlorth Carolina
Agricultural Tourism and Crop Diversification Demonstrati®rogram in 2004 and
2005. The Program, currently referred to as the WNC Ag@gtiBrogram, is a
collaborative effort among Agriculture and Community Blepment Extension Agents,
County Extension Directors, North Carolina DepartmehtAgriculture Marketing

Division Specialists and the non-profit organization Haad®in America.

The collaborators developed the program with the gogbrotiding limited direct

financial assistance to traditional and non-traditioagriculture enterprises of the
mountain counties, to assist them in making new invessném either crop

diversification and/or agricultural tourism. Along withrettly funding farmers with

$2,500.00 in grant awards for new projects, educationaltassés was provided to
assure greater business success via working knowledge. Tjget@rdooutcome of the
program was to assist both the traditional and nontiwadl farmers that were
venturing into unknown agriculture markets and needed hetpking the leap with
financial aid and technical assistance, along with mgaport.

In November 2003, the North Carolina Tobacco Trust Fund dssion awarded the
Program $198,210 to provide grants, education, and technical assista50 farms
wishing to diversify their agricultural operations. In 2004 @emmission awarded
another $104,313 to continue the Program for the 2005 calendarQe&302,523
contributed by the Tobacco Trust Fund, $205,000 was awarded ylieérmers. This
report analyzes data gathered from 82 grants on 76 working farrthe 15 county
target region of western North Carolina, as well @Q@ualla Boundary of the Eastern
Band of Cherokee Indians.

71 of 132



Agricultural Crop
Tourism

Primary Data Gathering

Diversification

51 farmers in 15 counties share thelr
agricultural projects and enterprises.

Primary data for this analysis was derived from originangrrequests, site visits,
telephone and email communication, and a three pageysadrainistered in the late
winter and early spring of 2006. Surveys on 68 projects and Msgrere returned. Of
the 8 grant recipients who did not respond, two had mouedf the state permanently.
One grant recipient returned his grant funds when he el@c¢idt to execute his project,

but still returned a survey.

Table 1. Survey Completion Rate

Frequency Valid Percent
Projects with Completed Surveys 68 89.5
Surveys Not Returned 8 10.5
Total 76 100.0
3
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Il. Demographics of Grant Recipients

Farmers in all 15 counties and the Qualla Boundary regajvants from the Program.
Counties receiving the largest number of grants were é§aand Madison, followed by
Buncombe and Graham. All of these counties had heavy catiens of burley

tobacco production, reflecting the program’s preferenceiojects assisting current or
former tobacco farmers. No single county receivedtgriom more than 11 projects over

the two-year period.

Chart 1. Counties Receiving WNC AgOptions Grants, 2004 and 2005

Counties Receiving AgOptions Grants, 2004 and 2005
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A total of 76 farms received grant support, with six fareteiving grants both in 2004

and 2005. Fifty grants were awarded in 2004 and 32 more were awar2i205.

Table 2. Grant Recipients, 2004 and 2005

Frequency Valid Percent
2004 44 57.9
2005 26 34.2
Both Years 6 7.9
Total 76 100.0

Of the 76 applicants receiving grants, the majority (75%¥gwaale, with the remaining
25% being female or couples.

Table 3. Grant Recipients, by Gender
Frequency Valid Percent
Male 57 75.0
Female 13 17.1
Couple 6 7.9
Total 76 100.0
4
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Farmers receiving grants ranged in age from 19 years to at% péd. Of 62 grant
recipients reporting their age, the average age was 48 gkhrslightly lower than the
average age of farmers in the state. The median agarnfrgcipients was 49 years old.
The average household receiving a grant had just feweBtharsons per household.

Chart 2. Grant Recipients by Age
Grant Recipients, By Age Category
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Tobacco’s Decline

Sixty-eight percent of grant recipients (51 farms) gtebacco during or after 1997, the
year of the Master Settlement Agreement that resuliehe creation of the Tobacco
Trust Fund Commission. Forty-eight farms that reporteavong tobacco in 1997 grew
a total of 469.58 acres of burley tobacco that year, avithverage production per farm
of 9.8 acres.

As a percent of total farm income, tobacco income $tedpclined among grant
recipients from 1997 to 2005. In 1997, 26 farmers reported thact¢obincome

accounted for more than 40% of total farm income. In 200%,s@mven farmers reported
tobacco income as more than 40% of total farm incomer @he same period the
number of farmers deriving less than 10% of total farmnmedincluding no income)

increased from 13 to 36.
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Chart 3. Tobacco as % of Total Farm Income
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Of 74 grant recipients responding, 41 farmers (55.4%) haddatebacco quota.

Table 4. Did you own a tobacco quota?

Frequency Valid Percent
Yes 41 55.4
No 33 44.6
Total 74 100.0

Thirty-nine farmers out of 73 responding said they leaseactm quota from 1997-2004.

Table 5. From 1997 to 2004, did you lease tobacco quota?

Frequency Valid Percent
Yes 39 53.4
No 34 46.6
Total 73 100.0

Agricultural Production among Grant Recipients
Existing data shows that the majority of farmers intesgsNorth Carolina farm part-
time. However, over half (53%) of the grant recipientthe WNC AgOptions Program

reported that they farm full-time.

Table 6. Do you farm part time or full time?

Frequency Valid Percent
Part Time 35 47
Full Time 40 53
Total 75 100
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Almost all western North Carolina farmers are snmttomparison to state and national
averages. Chart 4 below shows a fairly even distobutif grant funds among small,

medium, and large-scale agricultural producers by west&nmbrms. In 2005, 40% of

grant recipients had 20 or more acres in agriculturadystion, 43% had 10 or fewer

acres, and the remaining 17% had from 10 to 20 acres.

Chart 4. 2005 Acres in Production, Grant Recipients

2005 Aces in Agricultural Production, Grant Recipients
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Family Income from Farming

The chart below reflects a very even disbursememrafit funds among farmers who
derive some, much, or all of their total family incomenfi farming activities. Fifty-two
percent of grant recipients derive 40% or more of tlagmilly income from farming.

Chart 5. Family Income from Farming
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lll.  Grant-Funded Projects

The 76 projects funded by the Program reflect the widgeraof diversity in new
agricultural enterprises in western North Carolinaluitimg agricultural tourism, new
crop development, ornamentals, and specialty livestolais. diversity is believed to be
a direct result of the decline of monoculture tobaccayection.

Chart 6. Grant Funded Projects

Grant Funded Projects, By Type
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Farmland Tied to Grant-Funded Projects

Fifty-three farms reported a total of 422 acres tied totghanded projects, for an
average of 8 acres per farm. Removing an outlier that texpd60 acres tied to one
project, the average number of acres tied to a singjeqtris 4.9 acres.

Table 7. In 2005, how many acres did you have in productichat were tied to the project funded
by the Ag Options Program?

# Acres Respondents Total Acreage
0.25 2 0.50
0.5 2 1
1 12 12
1.5 3 5
2 5 10
3 5 15
4 4 16
5 4 20
6 1 6
7 1 7
8 2 16
8.5 1 9
9 1 9
10 3 30
12 1 12
15 2 30
20 2 40
24 1 24
160 1 160
Total 53 422
8
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Nineteen farms also reported having greenhouses tied togitaits. Some reported
actual greenhouse units and some reported greenhouse squatdsiegtan average
greenhouse size as 1,600 square feet, approximately 40 greenveusdsed to the
project, as well as two trout farming operations and 1,088 dé shiitake mushrooms.

Non-Grant Project Investments

The majority of grant recipients reported personal @aghin-kind investments in their
projects that far exceeded the $2,500 grants awarded under N AGOptions
Program. Cumulative non-grant cash and in-kind investneausring 62 farms totaled
$1,126,299. Backing out one outlier reporting cash and in-kind imeess far in excess
of the norms, 61 farms totaled cash and in-kind investm&n$626,299, an average
investment per project of $10,267. This personal investment veaty fieur times the
average grant award per project. The median non-grahtasa in-kind investment per
project, where half of the projects invested more anditadsted less, was $2,000.

Leveraged Cash Investment

Sixty-three farms reported a total cumulative non-gcash investment of $533,649 in
their projects, with average investment of $8,607. All but mmogect invested less than
$40,000. Removing the lone outlier that reported an investment ofCREBID, a single
project, the average non-grant cash investment per pregEsc$4,650 for a cumulative
investment of $283,649.

The median size of cash investment per project, wherehtlé farmers invested more
money and half invested less, was exactly $2,000.

Table 8. Non-Grant Cash Investments Per Project
$ Category # of Projects % of Projects

$0 to $1,000 18 29
$1,001 to $3,000 20 32.3
$3,001 to $5,000 12 19.4
$5,001 to $10,000 6 9.7
$10,001 to $40,000 5 8.1
More than $40,000 1 1.5

Total 62 100

Leveraged Non-Cash Investment

Forty-eight farms reported non-cash “in-kind” inveshtsein their projects valued at
$563,850 with an average in-kind value of $11,056. Types of in-kindstimests

included farm machinery, free labor, donated supplies, famd, other farm inputs.
Removing a lone outlier that reported a $250,000 in-kind investrtientaverage in-
kind investment value per project was $6,277 for a cumulatiend investment of

$313,850. As with non-grant cash investments, the mediarogirekind investment

value per project was exactly $2,000.
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Table 9. In-Kind Non-Cash Investments
$ Category # of Projects % of Projects

$200 to $1,000 15 29.4
$1,001 to $2,000 11 21.6
$2,001 to $5,000 14 271.5
$5,001 to $10,000 3 5.9
$10,001 to $20,000 3 5.9
$20,001 to $55,000 4 7.8
More than $55,000 1 1.9

Total 51 100

Employment in Grant-Funded Projects
36 Farms reported employing at least 113 persons in the colirseecuting their
projects. Six of those farms reported employing at [#adull-time employees, with 30
farms employing 94 workers part-time.

Table 10. Part Time and Full Time Employees
# of Employees| Farms with Part-time  Farms with Full-tim&otal Farms Total Employees
1 9 1 10 10
2 11 1 12 24
3 1 1 2 6
4 3 2 5 20
5 0 1 1 5
6 2 0 2 12
8 2 0 2 16
10 2 0 2 20
Total 30 6 36 113

Income from Grant-Funded Projects
Forty-eight grant recipients, or 73% of grant survey redpats, said the project had
served to increase their farm income.

Table 11. Has this

roject served to increase your farrmcome?

Frequency Percent
Yes 48 72.7
No 18 27.3
Total 66 100

Of those recipients who responded to the question alddveaid the grant had aided
their farm operation significantly, and 31 said it hasdeditheir operation somewhat.
Nineteen respondents said the grant had not yet aidiediattme operation.

Table 12. If yes, how has the grant aided your farm operain?

Frequency Percent
Significantly 10 16.7
Somewhat 31 51.7
Not Yet 19 31.7
Total 60 100
10
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Of the 18 respondents who answered “no” in Table 11 abovesstishated that in
coming years they would begin to earn annual income fr@in grant-funded project,
ranging in income from $1,000 to $45,000 annually.

Of 64 farms responding to a survey question on farm incoone grant funded projects,
29 have projects that currently contribute less than 10&teaftotal farm income. This
reflects the long-term nature of many of the grant fungegects. Of the 29 projects
contributing less than 10% of total farm income, elevenedtther ornamentals such as
boxwoods or Christmas Trees, medicinal herbs, mustspomsmall fruit production,
all of which require several years before income careakzed.

The 13 projects contributing 40% or more to total farm meanclude enhancements to
existing choose-and-cut Christmas tree operations, grasaheegetable production,
livestock management, wine grapes, fee fishing, and troutgsinge

Chart 7. Percentage of Farm Income from Projects

Percentage of Farm Income from Grant Funded
Projects
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Farm Income since Beginning the Project
Farmers were asked if they earn more, less, or albeusame on their farms since
beginning their grant-funded projects. Forty-eight perc8@tfarmers) said they earn
more now than before their project began.

Table 13. Do you earn more, less or about the same on ydarm since beginning this project?
Frequency Valid Percent
More 32 47.8
Less 9 13.4
About the Same 26 38.8
Total 67 100

11
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Taxes
26 Farms reported paying taxes on their agricultural aetviti 2005, a total of $97,298.

Table 14. How much do you estimate you will pay in taxea 2005 as
a result of your agricultural business activities?

Amount Frequency Total Taxes, In $s
100.00 1 100
140.00 1 140
200.00 1 200
300.00 1 300
500.00 1 500
800.00 1 800
858.00 1 858
1,000.00 3 3004
1,200.00 2 2400
2,000.00 2 4004
2,500.00 1 2500
3,500.00 1 3500
4,000.00 3 1200(
5,000.00 3 1500(
7,000.00 1 7000
10,000.00 2 2000
25,000.00 1 2500
Total 26 $97,298

Environmental Contributions

Grant recipients were asked what their projects had donenhance or protect
environmental resources of the region. Of 39 positive mesgso to this question,
answers broke down into the following categories:

Table 15. Environmental Contribution # of Respondents
Kept the farm viable, prevented development, or returamedi o agricultural use 10
Prevented erosion, tillage, or helped land restoration 9
Contributed to proper spray or fertilizer application 4
Cultivation of local, organic or otherwise beneficiebgucts 10

Use of culled oak for mushroom production 1
Increased pollination 1

Served to raise awareness of farms and resource catigerv 3

Kept cars off the ground 1

Total 39

Increase in Knowledge of Support Services

Grant recipients from 2004 and 2005 received educational tramsegveral aspects of
“Farm Business Management” during the spring of 2004 and 2005.trdiheng was
conducted by North Carolina Cooperative Extension AgentsSpatialists, as well
North Carolina Department of Agriculture’s staff, Haratla in America and Blue
Ridge Food Ventures. The farm visits provided an opportunitihfe farmer and agents
to interact one—on-one to discuss present and futuredsssinitiatives, which also
provided an opportunity to share knowledge from the agentetdatimer on multiple
aspects of farm business management.

12
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Workshop trainings included the following:

2004 Workshops

Farm Business — Enterprise Budgets, Business Planning andiRezping.
Specialty Crops - Current Research of Specialty Cropaailable Crops.
Marketing - Locating available Markets.

Blue Ridge Food Venture.

Agriculture Tourism — The general concepts of Startind\@nculture Tourism
Business.

arwnE

2005 Workshops
1. Marketing in Agribusiness — Target Marketing and Sales Fetiaca
2. Farm Business Management — Farm Labor, Self-Employirens& Retirement.
3. Blue Ridge Food Ventures — Shared Use Kitchens.
4. Agriculture Tourism — Farm Liability and Risk Management.

Training was requested on “Grantsmanship” during the summ0@B, therefore a
“Successful Grantwriting Workshop” was coordinated durirgvéinber 2005 for all
grant recipients in 2004 and 2005.

A majority of grant recipients indicated that theirolriedge of support services had
increased greatly since beginning their projects.

Table 16. Since beginning this project, how has your lawledge of
support services changed?
Frequency Valid Percent
Increased Greatly 41 62.1
Increased Somewhat 23 34.8
Increased None 2 2.0
Total 66 100

Other Sources of Investment

Farmers were asked where else they would have found formagest in their project if

they had not received the grant from the WNC AgOptiongara. Sixty percent said
they would have invested using personal savings, while 25a086tlsey would have

taken out a farm loan. Among 23 indicating other resaufaethe grant, 11 said they
probably could not have done the project without grant stippor

Table 17. Where else would you have found funds for your pject
if you did not receive the grant?

Farm Loan Personal Savings Other
Number 19 37 23
Percent 25.0 60.1 30.3

Problems Encountered

Grant recipients were asked what problems they migig bacountered in doing their
project. A total of 43 grant recipients named one or nepecific problems they
encountered. Not surprisingly, especially in light of deatasy floods in late 2004, the
weather was the most often-cited problem. Six com@awgre directed at delays in

13
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receiving grant funds from the WNC AgOptions Program. Otirveblems included
under-estimating project costs, proper time manageraedtinsects.

At least two of the 76 projects were unable to achibe& desired results. One project,
with the goal of establishing a small on-farm hydroelecggenerator from a stream,
proved far more expensive than original estimates, hadytant funds were returned.
One greenhouse winter vegetable project suffered an &ggevhen a heat pump failed
and the crop was frozen. In that case, the farmendstéo attempt ornamental tree
production in coming years.

Table 18. What problems, if any, have you encountered in dg this project?
Problem # of Respondents

Weather, including floods, freezes, crop failure 10

Delay in receiving grant funds

Costs/Lack of Funds

Electrical Problems

Time Management

Marketing

Insects

Management Skill

Labor

Personal Health

Equipment

Overproduction
Insurance

NWIFRRPIPINWINOINOO

Grant Recipient Rating of the Project

Farmers participating in the WNC AgOptions Program weked, on a scale of 1 to 10,
how they would rate the program. Of 67 respondents, 35 (5232%) the program the
highest ranking of 10. In all, 61 of 67 respondents (91%) daveitogram a score of
seven or higher.

Table 19. On a scale of 1 to 10, how would you rate thisqgram?
Frequency Valid Percent

1 1 15

5 2 3.0

6 3 4.5

7 5 7.5

8 12 17.9

9 9 13.4

10 35 52.2
Total 67 100

14
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Grant Recipient Comments about the Program
Several survey respondents provided written comments en ékperiences with the
WNC AgOptions Program. Some of the more representadiverents are as follows:

“Erin (WNC AgOptions Program Manager 2004-2005) is awesome assarpe
helper, and supporter. We greatly appreciate her effodtsgint.”

“Our project got us started raising our own boxwoods. Sihea twe added
Leyland Cypress. Although it does not produce current incevaeexpect it to in
the future... | am not sure where this will all lead bwvas started with applying
for and receiving a grant for this project. It expanded in 20d5expand again
in 2006, and | believe for years to come. Thanks for yssistance.”

“This is one of the few grant programs | have seen dgthelp people to try new
ag ventures who actually do the work at the ground level fwsding
administrators primarily.”

“This project is ever so needed. Farm income doesn't allow capital
improvements and trials- that is why this program is awes”

“Good program if perhaps the transfer of funds was noh &n issue. Extension
has done an extremely good job over the years.”

“The help with marketing was excellent! The grant morseghvays welcome but
the greatest benefits come from getting to know the pethait were involved
with the program. Thanks for all the help we receitl@@dugh the 2005 WNC
AgOptions Program!”

V. Conclusion

The WNC Agricultural Tourism and Crop Diversificatioremonstration Project has
had a clear positive economic impact for most of its tgracipients. The majority of

program recipients report that their projects are shgwiositive economic returns,
resulting in increased farm viability and prospects for Jtsrgh success beyond
dependence on burley tobacco. A minority of grant reaisi report earning less from
farming than when they first began their new agricultarderprises, despite the rapid
decline in burley tobacco production.

The investment in this Program of just over $300,000 by thehN@arolina Tobacco
Trust Fund Commission appears to have been a successfutevéniproviding direct
support to farmers in the region seeking to diversifyrtbperations. Every dollar of
Commission funds has been more than doubled in the fbpersonal cash investments
and in-kind contributions, resulting in new on-farm infrasture, production, and
marketing channels that will assist the participatingn&in remaining economically
viable for years to come.

15
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Appendix A
WNC Agricultural Options Program Grant Recipient Survey

Demographic Data

Name: County:
Sex: M or F Year Grant Was Received:
Age: Number of people living in your household:

Name of project funded by Ag Options:

Amount of Grant:

1. Were you a tobacco farmer during or after 1997? Yes No

2. How many acres of tobacco did you farm in 19977

3. What percentage of your farm income came from tobict®97(circle one)?

Less than 10% 10%-20% 20%-30% 40%-60% 60%-80%

100%

4. What percentage of your farm income came from tobac2605 (circle one)?

Less than 10% 10%-20% 20%-30% 40%-60% 60%-80%
100%
5. Did you own a tobacco quota? Yes No

6. From 1997 to 2004, did you lease tobacco quota? Yes___ No

7. How many acres of total agricultural production do yow manage (circle one)?
0-3 acres 3-5 acres 5-10 acres 10-20 acres 20-50 acres

More than 100 acres

80%-

80%-

50-100 acres

8. In 2005, how many acres did you have in production that tieef¢o the project funded by the Ag

Options Program?

or, In 2005how many greenhouse units or other units of measurentegodihave in
production that were tied to the project funded by the pia@s Program?
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9. Do you farm part time or full time?

10. What percentage of your family income comes from ifegfh
Less than 10% 10%-20% 20%-30% 40%-60% 60%-80% 80%-
100%

11. What percentage of your farm income comes from thjeqi
Less than 10% 10%-20% 20%-30% 40%-60% 60%-80% 80%-
100%

12. Do you earn more, less or about the same on yaursiace beginning this project?

More Less About the Same

13. Did youemploy anyone during the year to assist you with this project?
a. # of persons
b. Were the individuals part-time or full-time

14. How much personal money did you invest in your projé&ct?

15. What other non-cash resources did you invest in thiegbrdfee labor, machinery, agricultural
inputs)?

16. What is the estimated dollar value of these non-essiurces?

17. Since beginning this project, has your knowledge of supporices

a. Increased greatly

b. Increased somewhat

C. Increased none
18. How has the grant aided your farm operation? Incréaseche Yes No
If yes, has income increased

a. Significantly

b. Somewhat

C. Not Yet

**|F NO, Please estimate the dollars you predict to geeenad year $

19. How much do you estimate you will pay in taxes in 2005rasudt of your agricultural business
activities?

$

20. What is the current value of land per acre in your camitytu

21. What has your project done to enhance or protechthi®emental resources of our region?
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22.

What problems, if any, have you encountered in doingtbject?

23.

24.

25.

26.

27.

28.

29.

How else can Cooperative Extension assist you irutheef?

a. Resources

b. Educationally, i.e., workshops, one-on-one technicatasse

C. Financially

d. Other

Where else would you have found funds for your projgaiufdid not receive the grant?

a. Farm Loan

b. Personal Savings

c. Other

Do you expect to be farming 10 years from now? Yes No
If no, why?

Do you have relatives that you expect will farm yood lafter you? Yes No
Do you expect to sell any of your farm land in the negtyfears? Yes No

On a scale of 1 to 10, 1 how would you rate this program
(1=poor, 10=excellent)
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Appendix B: WNC AgOptions Program Survey Results
Frequencies and Percentages

**Note — The Frequency Tables have been deleted to conserve both page and electronic
space for the Tobacco Trust Fund Commission’s report to the Joint Legislative
Commission on Government Operations and the Chairs of the House and Senate
Appropriations Committees. A copy of the Frequency Tables can be provided upon
request.
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Appendix C
Grant Survey Open-Ended Responses/Researcher Comments

Scott Burson: Erin is awesome as a person, helper, and supporteyré&ty appreciate her efforts and
spirit.

We hope to have so many projects completed here thillie a wonderful destination for tourists from
around the country.

Charles Conley:| expect to make $45,000 in 2009. Researcher Comment: In 20@gaimdn 2005,
Yancey County tobacco farmers Donald Woodby and Ch@desey received $2,500 grants from the
program to begin greenhouse propagation of boxwood cuttingsy,Tibégpartners, along with Charles’
brother, have approximately 21,000 boxwoods in the grdarttiree to five years the partners expect to
sell $45,000 worth of boxwoods annually.

Bruce DeGroot: Our project was agri-tourism based. We are workingdmease retail sales on the farm
and have fewer wholesale accounts. All farm inconfi®ia cheese sales and the production of the cheese
is most directly related to the project. Customer tsarelated to the project.

Jacqueline Hooper:Our project got us started raising our own boxwoodxeSinen we added Leyland
Cypress. Although it does not produce current income xyeact it to in the future. We are also raising
some holly. All of these are longer term projects, ds a result of the people we met (in this projeal) an
our interest in farming increasing, we also began raidickens and selling organic eggs. Although it is
small we are making a profit on that portion of ounfdrusiness and expect to increase farm production
this year. Due to the success we are experiencing egtpeusiness we are looking at selling some
specialized organically grown fruit (blueberries) aedetables this year (asparagus). | am not sure where
this will all lead but it was started with applying fercareceiving a grant for this project. It expanded in
2005, will expand again in 2006, and | believe for yearstoeec Thanks for your assistance.

Karen Hurtubise: We are building our income potential. Blueberries &llecoming on and this year the
raspberries will have more production. | am now re$eagcmuscadine grapes and cut flowers.
Recommendation: Make it easier to produce value-added praduely health inspector was totally
discouraging.

This is one of the few grant programs | have seen &ctuglp people to try new ag ventures who actually
do the work at the ground level (vs. funding administrgtdrearily).

Harold Jenkins: Expect to sell and re-stock fish in March 2006.

Harold Long: Growing wild simulated ginseng and goldenseal will hopgfoibtect the wild
populations. Income will be $10,000 or more in 2010 or 2012.

Julie Mansfield: This project is ever so needed. Farm income doesoiWddir capital improvements and
trials- that is why this program is awesome.

Nathaniel Maram: In January 2005 at -5 temperature the main pump on the gresnheating system
failed and everything froze and was destroyed. An infiegline and eventual death of my father in the
spring consumed time that would have been allocated frdfect. Therefore only a minimum of product
was produced, all of which was planted or consumed on time far

This coming spring (2006) we intend to initiate a trialfiaser fir seedlings.

Lesson learned: Set up low temp warning systems and kiepl spare parts on the farm.

Robert Pierce: Good program if perhaps the transfer of funds was ntt aadssue. Extension has done
an extremely good job over the years.

Joe Tuttle: We need an assigned local small farms expert.
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Beverly Whitehead: The grant allowed us to manifest our dream of farmiedioinal plants as a
replacement for lost tobacco revenues. Our hope igtleaitually the mature and reproducing medicinal
plants will bring in enough revenue so we can retire in 10ehbsy

Pam Zimerman: The help with marketing was excellent! The grant moneiways welcome but the

greatest benefits come from getting to know..the pebpliewere involved with the program. Thanks for
all the help we received through the 2005 WNC AgOptions Prdgram
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THE FARMER’S GUIDE TO
AGRICULTURAL CREDIT

Rural Advancement Foundation International — USA (RAFI-USA)
September 2006
FOREWORD

RAFI-USA started the Tobacco Communities Reinvestment Fund in 1997 to assist farmers and rural communities
to find new ways to replace lost tobacco income. The reinvestment fund provides alimited number of $10,000
cost-share awards and technical assistance to farmers in tobacco-dependent North Carolina counties for pilot tests
of innovative agricultural enterprises. RAFI-USA started the program hoping that farmers whose new pilot
projects succeeded would find additional capital to grow their new business. That is, we hoped farmers could take
their experiences of the reinvestment fund to the bank—Iliterally. This happened in some cases: Some project
growers did secure financing to expand successful enterprises. However, in too many cases, very successful farm-
erswent to their lenders and were denied financing. What went wrong? Why were these farmers turned down?

The reasons have to do with both farmers and lenders. On the one hand, many farmers have years of success
getting annual operating loans to grow raw commodities. Y et when these same farmers apply for loans for new
production ideas, they can be turned down. The same thing applies from the lender’s side: Many lenders are
skilled in assessing the risk/rewards of atraditiona operating loan. But when presented with plans for new
agricultural enterprises, lenders can find themsel ves lacking the means to do an accurate evaluation.

In many cases, farmers who are accustomed to annual operating loans for production of raw, commodity crops —
corn, soybeans, tobacco — are not ready for the burden of research and documentation that alender expects for a
non-traditional farm product. It isalso true that lenders who are familiar with the production and profitability of
farm commodities do not have the expertise necessary to accurately evaluate the risk of an agricultural enterprise
that he or she has never seen before.

Overcoming these financing barriersisthe aim of a new partnership between the Self-Help Credit Union, Durham,
and the Rural Advancement Foundation International-USA (RAFI-USA), Pittsboro. The project builds on work
done for Funding the Harvest. That 2004 study by the Self-Help Credit Union described and analyzed financing
barriers small-scale and organic farmers face in North Carolina.  The two partners are building on Funding the
Harvest in the new Farmer and Lender Project, which receives support from the North Carolina Tobacco Trust
Fund Commission.

The new project is bringing together farmers, farm lenders, and other business and agricultural leadership, to de-
velop solutionsto the financia challenges farmers find when making a transition to new farm and farm-related
enterprises.

This Guide is aproduct of the Farmer and Lender project’swork to date. The Guide isaimed at helping farmers
get ready to ask alender for the financing needed in new and innovative ventures. Used as part of an overall
strategy, the Guide can help lenders and farmers get mutually helpful results when they sit down to do business.

Note: Many of the financing issues this Guide discusses apply to innovators in other kinds of businesses. The
same is true of recommendations — many apply to non-farm enterprises. However, the farmer is the chief

intended user of this Guide. For one thing, farm financing has some wrinkles peculiar to it done. Just as
important, resources for farm entrepreneurs are lacking, and this Guide is intended to address this deficit.
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EXECUTIVE SUMMARY

A ccessing capital is one of the many challenges facing farmers. Agricultural financing is crucial for maintaining
production, expanding operations, or trying different enterprises. To maximize profits, more and more farmers
and farm entrepreneurs are turning away from simple commodity crops in favor of more complicated or diversified
enterprises. This can create a problem. New business models may be unfamiliar to agricultural lenders. So the farmer
may need to take some extra steps in preparing and presenting his or her business plans. This Guide isatool to help
transitioning farmers and farm entrepreneurs to take those useful steps.

Inthe INTRODUCTION, afew stories are given as examples of financing barriers that farmers often face when
transitioning to something new.

How LENDERS EVALUATE LOAN APPLICATIONS goesinto detail on how lenders make
decisions on farmers’ loan applications. The ideaisto let the farmer see the lending process through the lender’ s eyes.
This section is organized around “The Five Cs,” atool lenders often use to evaluate an application. This section helps
the farmer understand the lender’ s reasoning and know what information the farmer will be expected to provide on
cash flow, capital, collateral, conditions, and character. Tips are given on developing afarm loan application that is
honest and accurate and complete and which highlights the farmer-applicant’s strengths.

COMMUNICATING YOUR IDEA TO A LENDER isthesecond mgor section. Oncethe farmer has a
well-thought-out idea, the job is to convince alender that the ideais solid enough to justify aloan. Communicating the
idea becomes the key. Thisis communication of a different kind. Before the farmer meets with the lender, the idea
must be put into forms that the lender can work with. This section fully describes the contents of afarmer’s checklist:
bal ance sheet, income statement, production record, cash flow projections, and a business plan. Samples of key
documents are included.

Inthe CONCLUSION, the authors comment on credit and finance as a central concern of modern, complex
agriculture — especially farm operations that are highly diversified and/or featuring new crops— and on the useful-
ness of this Guide and other resources to prepare farmers and farm entrepreneurs to succeed in obtaining the capital
they need.

THE FIVE APPENDICES CONTAIN INFORMATION THAT IS VITAL TO USE ALONG WITH THE GUIDE.

APPENDIX 1 isaglossary of lending and finance words farmers need to be familiar with.

APPENDIX 2 isaguideto seven different types of farm lenders active in North Carolina; the farmer can read
and decide which lenders best suit his or her situation.

APPENDIX 3 addsdepthto“The Five Cs’ by discussing “The Sweet 16" measurements that lenders use.

APPENDIX 4 is“Whereto Go for Help,” which lists a directory of resources for farmers seeking help with
financing or business planning, and urges farmers to be persistent in using it.

APPENDIX 5 citesmagjor sources used in producing the guide.

he bulk of the concepts and tools we

describe are familiar in small business.
The authors have combined them and written
them in this new Guide for farmers. Our hope
isthat by doing so, we are giving farmers a
leg-up in their efforts to get capital needed for
their maximum success in farming.

Ronald Bennett guides a tour group through the
construction of a new retreat facility on hisfarmin
Vance County.
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INTRODUCTION

oe farmed soybeans, corn, wheat, and cotton, and he had been borrowing from the

'same bank for the past 12 years. The process was simple and it worked: Joe al- A NOTE
ways made his payments on time and his lender didn’t ask alot of questions. Every
year he went to his lender for the money he needed to get through the season. Every
year he received the loan based on a short conversation and afew short forms. It felt
like area personal relationship. One year Joe decided he wanted to expand his land-
scape-nursery, alittle sideline wholesale business he had been working for afew
years. Profitson hisrow crops were heading south, and he felt he’ d have more
control over hisincome by focusing on the nursery. Learning of thisfor the first time,
his lender was skeptical. The lender asked Joe al kinds of questions, doubted he
could sell that many shrubs, and said he would need to see afive-year cash flow
projection and proof that Joe could actually sell the plants. After such along lending
relationship, Joe was surprised at his lender’ s response.

ON SUCCESS:

All good lenders want to
see you succeed and build
equity; their profession is
to invest in your success.
But your chalengein
seeking financing is to
find the right lender for
you. This Guide can help
you seek experienced
tobacco farmer named Lemuel raised broilers under contract in the 1990s. He | agricultural lendersto
hadn’t made as much money with broilers as he had hoped. Instead of building | help you solve problems--

new poultry houses as the company had asked, he quit raising contract broilers as and avoid themin the first
soon as his houses were paid off. When in 2005 he took the buyout and quit tobacco, place! Also, you want to
he really didn’t want to give up farming, nor did he want to sell theland. He was find alender who is

interested in trying to grow birds on his own, to sell to fancy restaurantslikethe one | knowledgeable and open
his daughter worked for in Durham. He knew of a processing plant where he could to learning about new,

have his birds killed, cleaned, and packed. But he would have alot to learn about profitable crops, innova-
marketing, packaging, delivery, and billing. Also, he knew there would berisk in tionsin farm production,
growing birds without antibiotics and hormones, as the customers preferred. Who and new ways to market

could help him think through all the details? Could he live on credit cards until he farm goods.
worked out his plan? What kind of insurance was available? He knew in his gut that
it would be profitable, but he barely knew what questions to ask, let alone who to ask.

R B and his wife had run a 400-cow dairy for many years. His son Junior wanted to come back to the

. » farm with his wife and children and take over the business. R.B. was grateful he could begin to retire,
because the dairy business was getting tougher and tougher. Junior knew the old ways of dairying wouldn't pay the
bills, so he wanted to convert the operation to grass-fed organic production. Hedid alot of research, visited with
experienced grass-fed dairymen, found a buyer for the milk, and wrote a business plan. None of the other dairymen
in the county had ever considered grass-fed dairying, and the one lender he spoke to was not familiar with grass-fed
dairy production. R.B. knew his son could manage the operation, but they both worried about financing the three-
year organic transition period. Should they harvest the timber? Should they sell the back acreage? And could they
finance this mgjor change and still ensure money for R.B.’ s retirement?

hese arefictiona stories. But they are examples of the many challenges out there facing farmers. Asafarmer
you probably can tell similar stories of bigger and smaller challenges farmers find when looking for credit or
financing.

The challenges facing you as you strive to improve your farm’s profitability are special challenges. The information
you need to make good decisions about hew enterprises can be hard to locate. It can be difficult to obtain the financ-
ing needed to continue or expand operations, or to change to a different kind of production or marketing.
This Guide was written to

e Improve your understanding of agricultural finance;

o Helpyou get ready to apply for financing for your agricultural or farm-related venture;

o Giveyou planning toolsto increase your opportunities for accessing capital;

o Connect you with other resources where you can learn more.

This Guidewill help you understand how lenderslook at all kinds of financing requests. The Guidewill also
help you see wher e the different opportunitiesfor financing may be found, and help you prepare to succeed.
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UNDERSTANDING AGRICULTURAL LENDING

armers want to farm, and agricultural financing isjust another tool in the farmer’ stoolkit. But if you aren't
having an easy time obtaining the financing you need, it might be helpful to look at things differently. For
the next few pages, let’s look at how lenders look at financial proposals.

Under standing agricultural lending allows you to use your time wisely and communicate clearly with
your lender, while minimizing false starts, disappointments and frustration. It’s up to you to make the case that
your loan isagood investment for the lender. Lenders avoid taking risks: They have to be certain that the
money they “rent” to you will be repaid. They need to know your plan is sound and that you will do what you
say you will do. They need to see a clear path to repayment of the loan. This means the lender will ask you
questions. Any good lender will ask you alot of questions. Be wary of lenders who do not ask questions.

LENDERS GAIN CONFIDENCE IN YOUR CAPABILITIES BY LOOKING AT

e your prior production history,

» your personal and business credit history,

» your financial records (including balance sheets, inventories, income
statements or tax returns),

» your farm plan or business and marketing plan.

LENDERS NEED TO SEE YOUR PATH TO REPAYMENT OF THE LOAN, SHOWN IN
e your production or management plan,
e your marketing plan,
* your projected cash flows,
» your collateral, equity, or other off-farm income streams
(for the worst case scenario).

By learning how lenders|ook at |oan applications, you can avoid wasting time during the application process.
The more questions you anticipate, the more time you can save.

Farmers attending a RAFI-USA enterprise workshop

UNDERSTANDING AGRICULTURAL LENDING

Farmers want to farm, and agricultural financing is just another tool in the farmer’ stoolkit. But if you
aren’t having an easy time obtaining the financing you need, it might be helpful to look at things differently.
For the next few pages, let’slook at how lenderslook at financial proposals.
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How LENDERS EVALUATE LOAN APPLICATIONS

All lenders share certain expectations. In our conversations with lenders,
there were common themes that all our lenders agreed were important in
officer is different, and different lending dealing with loan applicants. The “Five C's’ are one way of looking at

institutions make different loan approval these common themes.
or denia decisions. ThisGuideisnot a| TheFiveC'sare
blueprint for getting aloan. But know- .casH FLow (Capacity to Repay the Loan.)
ing these idees and themes will help . cariTaL (Equity Investment in the Enterprise.)
Improvde y%ur CIETEESE] get(;u g |a£an' coLLaTERAL (Security for the Loan.)
Appendix 2 goes into more detail about ' .0 o
e s sl N @ el . conbiTions (Cons (_1er|ng the Big Picture.) '
.cHaracTER (Capacity to Execute the Enterprise Successfully.)

While this section is about common
concerns of lenders, every loan

ab~hwpNPRE

CAsH FLaw
(Capacity to Repay the Loan)

Cash Flow tells you how much of the cash you generate remains after expenses and repayment of debt. A Cash
Flow Projection shows your income and expenses looking forward into the future. Cash Flow islooked at asa
measure of your capacity to repay aloan. While you can look at cash flow for a period as short asamonth, a
quarter, or ayear, most lenders want to see cash flows projected three to five yearsinto the future.

Cash flow is used to determine whether a businessis able to meet monthly loan payments. Lenders use your cash-
flow statement to derive aratio often called a minimum-debt-service-coverage (DSC) ratio requirement. A lender
will want to see that you have more cash coming in each month from income than you have going out from expenses
and loan repayment. Lenders use different ways of figuring DSC ratios, but a good rule of thumb isto shoot for a
DSC ratio of 1.2t0 1.25. That means that for every $1,000 of debt repayment you have to make each month, you
should have $1,200 to $1,250 of cash after expenses. By having more income than you need to pay expenses, you
create a buffer that protects you (and your lender) from the unexpected, such as rising costs or falling prices.

Cash flow is sometimes measured by earnings before interest, depreciation and amortization (EBIDA).
Some businesses call it apro forma projection.

CAPITAL

(Equity Investment in the Enterprise)

Caswell County farmer Ricky
Smith gets more out of his harvest
through on-farm processing.

Capital isthe money you have personally
invested in the business and is an
indication of how much you have at risk
should the businessfail. Lenders and
investors will need to know what you -
have put “on the line” before asking them |
to commit any funding. They will expect |
you to have undertaken personal financia
risk to establish the business. You could
say that capital isthe measure of your equity investment in the project.

What percent of the total cost of your project will be covered by your
own equity? Some community lenders may agree to some amount of
“sweat equity” investment in the business. However, most lenders want
to see some capital investment aswell. Lenderstypically look for asig-
nificant investment by the individua applying for the loan, seeing this
as ameasure of your commitment to your business plan.

Capital can go beyond the question of the money you plan to invest:

What other equity sources are invested? Are you getting friends and family (or others) to invest in shares of the busi-
ness? Consumer Supported Agriculture (CSA) is an aternative way of raising short-term capital by selling shares of
your production, in advance of harvest, directly to your customers. (Learn more about these aternative sources of
financing at the end of Appendix 2.)
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COLLATERAL

(Security for the Loan)

Lenders have to consider al possibilities, and must plan for the worst-case scenario. In the case of aloan, what can
the lender turn to in the event the business fails? If the borrower is unable to repay the loan, how does the lender get
back his money? Collateral island, equipment, houses, cars, and other things of value that alender can hold as secu-
rity for aloan, and repossessiif the loan is not repaid.

WHY Is COLLATERAL DISCOUNTED?

The value of the property being held as security is an important — :
factor: Lenderswill likely require their own appraisal of the Why is it that lenders discount collateral so
property or other assets. Often, assets are not valued according to | deeply? While alender isinvesting in the
market-value, but at what alender can get for theitem if they potential for your success, he or she must pre-
have to foreclose or liquidate. That often means the lowest- parefor your failure. Thisis how financial
commodity price for crops and livestock and a severe discount on | Institutions are successfully run. If you run
equipment. Remember lenders are not in the business of operat- | INto trouble with your loan, and the lender is
ing the farm business and/or buying and selling farm products, so | Unable to help you get back on track with loan
the lender may not get the best price on live animals, cropsin the | Payments, the lender must recover the money
field, perishable, or repossessed goods. through your collateral. In these cases, lend-
ers often cannot sell the property, equipment,
Also, most lenders have policies regarding loan to value ratios. | €C- & market for the same value it might
For example, lenders might only loan 80% of the value of apar- | bring under different circumstances. Some-
cel of property, or 25% to 50% of the value of aparticular piece | timesthe collateral must be sold for pennies
of equipment. Other lenders require 150% collateral because of | On thedollar. Thisiswhy so many lenders
the costs and losses incurred in aliquidation of the collateral. require 150% or more collateral to loan value.

Thekind of collateral isimportant, too: Lenders may ask that you secure the loan with your house. While some say
thisis based on the theory that you will be less likely to default if your home is at risk, there is another reason. In
comparison to land or equipment, houses make good collateral because their valueisrelatively constant. Land val-
ues go up and down based on weather, crops, Federal programs, and devel opment; equipment values are determined
by the relatively small number of potential buyers; but the potential market for a house is broader, so the values are
more constant.

CONDITIONS

(Considering the Big Picture)

Conditions: Thisiswhere the lender looks at your loan pro-
posal in the big picture. What are the current economic condi-
tions, and where does your farm fit in? The lender looks at the
intended purpose of the loan: Will the money be used for sea
sonal production costs, livestock, or equipment? The lender
also thinks about the impact of the local and national economy
on your plans. He may look at larger trendsin your business,
and in related industries, and considers how this big picture
could impact your own plans.

CHARACTER

F=i

(Capacity to Start & Finish the Project Successfully) : (g 5278

Character is about your personal, professional capacity to exe- “

cute your plan successfully. Different people, including lenders, Kenny Wilson uses a hydroponic gutter system to grow
evaluate character differently. For some, afirm handshakeisa '€ttuceon hisfarmin Yancey County.

sign of strong character. Others will want to see a steady em-

ployment history and a good credit record. Your credit history isarecord of your past borrowing performance.
Lenderslook at past performance carefully and eval uate the borrower on his or her potentia for future bankruptcy.
Depending on your business plan and the loan you request, the lender may look at the credit history of the business,
the individual borrower, and any co-signors, guarantors, or investors.
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YOUR CREDIT RECORD:

The three credit bureaus offer one free copy of your credit report, once ayear. Each of the three bureaus keep
separate records. Call 1-877-322-8228 or use this simple website to request all three reports at once:
www.annual creditreport.com/ Thisis also the place where you learn how to dispute errors on your credit record.

There are three mgjor credit rating institutions in the United States— Equifax, Experian, and TransUnion. All lenders

use one or more of these ingtitutions when examining your credit history. It isimportant that you know what is on your
credit record prior to applying for aloan. A bad mark on your credit record does not necessarily keep you from getting
aloan. However, it isimportant that you have taken steps to address any negative marks on your credit record and that

you can explain to your lender why you received those marksin the first place.

Before you apply for aloan, get a copy of your credit reports from each of the three credit rating ingtitutions. The
credit rating institutions normally charge afee for acopy of your credit report. However, by law you are entitled to
one free copy of your credit reports from each of the institutions once ayear. Take advantage of thisto keep up with
your credit record.

MANAGEMENT EXPERIENCE:

Y our personal agricultural management experience is very important to agricultural lenders. If you are venturing into
something brand new to you, you are not likely to get financing to start new enterprise. Instead, consider a business
plan that allows you at least three years of self-financed operations, to build experience and prove your capabilities.

Y our lender looks at your vision for the business and whether or not you have the leadership capacity or experienceto
execute your plan. Your production history, or your success or failure with past enterprisesis key. With anew venture,
the lender will need to see any experience you or your partners have to indicate chances of success with this new
venture. With more complex business proposals, such as value-added enterprises, lenders typically analyze the experi-
ence and leadership of any consultants hired to help with the development process (for example, architects, contractors,
lawyers, marketing agents). If you have such partners, you may need to write these people into your business plan.

A QUALITY BUSINESS PLAN WILL BUILD YOUR LENDER’S CONFIDENCE IN YOUR CHARACTER.

In some ways, communicating your character to your lender is like applying for ajob. Y our proposal to your lender
should list all of your relevant educational and work experience. When you meet your lender face-to-face, you should
be prepared to explain the details of your business plan so that the lender gains confidence in your knowledge of the
proposal.

WORKING WITH YOUR LENDER:'

e Arrange credit in advance. Do not make major financia decisions without informing your lender. Letting them
know after the fact will damage your credibility and your lender’ s trust in you.

e Give your lender plenty of time to review your plans. By explaining your goals and plans, you build trust and
confidence, and you strengthen your relationship with your lender. 1t also allows your lender the time to offer sound
adviceto you. Because they are in the business of eval uating business ideas, your lender’ s suggestions or comments
could be very valuable. They may help you avoid mistakes others have made.

e |etyour lender know about problems and changes. Many businesses encounter financial problems, and by letting
your lender know, adjustments can be made and solutions can be found. Communication is key, not just with the
first loan request, but throughout the whole credit process.

e Maintain ahigh level of integrity. Y ou expect your lender to be honest and straightforward with you, and your lender
is entitled to the same. That means |etting your lender know if and when problems occur, so that you can work
together to come up with a solution.

*Adapted from Weighing the Variables: A Guide to Ag Credit Management, by David Kohl and VVern Pierce, American Bankers Association, 2002.
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I n thinking about the Five C's of lending it isimportant to note that if everything is not perfect, it does not mean
that alender will automatically turn down the application. It does, however, mean that if you are weak in one area
other categories need to be strong enough to outweigh the weaknesses. For example, if the loan applicant had weak
credit in the past, but has been able to rebuild his credit in recent years and has good collateral, sufficient capital
investment, strong positive cash flow (or well-researched projected cash flow), and a clear and detailed plan for the
project, then alender may be likely to consider the application.

The“Five C's" are important, but they don’t cover al cases. Farmers with more complicated business plans
might find the “ Sweet Sixteen” to be more helpful. The “ Sweet Sixteen” are cal culations and descriptions used by
bankers and lenders to measure business performance. These 16 ratios and calculations define Liquidity, Sol-
vency, Profitability, Repayment Capacity, and Efficiency. Appendix 3 describes the “ Sweet Sixteen” in detail.

COMMUNICATING YOUR IDEA TO A LENDER

Suppose you know what you are going to grow, what equipment to use, and so on. Y ou know what you need to do
to make your new idea succeed. The next step isto communicate your ideato someone whosejob isto loan money
and manage risk—your lender. Presenting your ideain aformat that alender can understand is the key to success-
fully convincing alender to loan you money.

It isalso helpful to bear in mind what you are asking for when you ask for aloan. Lending isacomplex dea where
the lender takes on alot of risk. When you receive aloan, the lender fulfillsits end of the deal the moment the loan
isadvanced. You fulfill your end of the dea with every payment you make. Y our lender is relying upon you to
keep up that end of the bargain—in some cases far into the future. Thisiswhy lenders need to see a well-thought-
out plan, financial strength, and a strong sense of commitment in order to devel op confidence in your idea.

“CHECKLIST” OF WHAT YOU NEED BEFORE APPROACHING A LENDER:
Balance Sheet

Income Statement

Production Records

Cash Flow Projections (AKA Pro Forma Projections)
A Plan

Putting together this checklist is part of a good business planning process. This section explains the items as part of
good business planning and communicating your ideato alender.

BALANGCE SHEET

A balance sheet lists al business assets and liabilities, showing what is owned and what is owed.? A completed
balance sheet will help you and your lender to determine
your net worth and equity. A balance sheetisonly a

snapshot of your financial situation at a specific date and

making or losing money.

There are different ways to construct a balance sheet, and
your financial institution may have a preference asto the
method they want you to use. The simplest way to
construct a balance sheet isto ligt al your farm and
non-farm assets and their values in one column and all
your farm and non-farm liabilities in another column.
Total the columns. Then subtract liabilities from assets.
Thisresult (positive or negative) will give you your net
worth and is an indication of how much equity and capital
you might have available to put towards your project.

Marc Cox surveys hiswinter strawberry productionin his
greenhouse in Columbus County.

2Building A Sustainable Business: A Guide to Developing A Business Plan for Farms and Rural Businesses, Minnesota Institute for Sustain-
able Agriculture and The Sustainable Agriculture Network, 2003.
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INCOME STATEMENT

While a balance sheet is a snapshot of your business at a given instant in time, an income statement tells how much
money you have earned over a period of time—usualy ayear, sometimes longer or shorter. Often, lenders will want
to use tax records as arecord of income. (For many farmersthisis Schedule F.) We have enclosed a sample income
statement below. But you should note that there are different types of Income Statements. Make sureto get help in
creating your own. Turn to an accountant, a good software program, or someone with experience in providing assis-
tanceto farmersin financial planning and recordkeeping. Refer to Appendix 4 for alist of providers of technical
assistance and business planning.

SAMPLE INCOME STATEMENT JOE’S FARM, INC

FOR THE PERIOD BEGINNING: 1/1/2005
AND ENDING: 12/31/2005

Gross farm income $322,145

Total cash operating expenses - 265,715

Inventory changes

Crops and feed (ending-beginning) | +/- 23,980

Market livestock (ending-beginning) | +/- 9,321

Accounts receivable (ending-beginning) | +/- 1,185

Prepaid expenses and supplies (ending-beginning) +/- -4,325

Accounts payable (beginning-ending) | +/- -113
Accrued interest (beginning-ending) | +/- --

Total inventory change +/- 30,048
Depreciation - 17,280
Total = $69,198

*This“accrual” income statement format was adapted from Building A Sustainable Business: A Guide to
Developing A Business Plan for Farms and Rural Businesses, Minnesota I nstitute for Sustainable Agri-
culture and The Sustainable Agriculture Network, 2003.

PRODUCTION RECORDS

Production history isacritical component of how alender evaluates alending proposal. Past performanceisan
indicator of future success. Preferably, lenders will want to see documented evidence of your success for the
enterprise for which you are seeking capital. If the enterprise is new to you, you may not have production records.
In that case, alender will want to see documentation of success with other enterprises and crops. The key point is
that keeping recordsisimportant. Y ou must keep the recordsin thefirst place in order to use them as part of aloan
application package.
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CASH-FLOW PROJECTIONS

A major part of planning a new enterprise islooking to the future, and testing how your ideas will fair in realistic
scenarios. Cash flow projections allow you to analyze the future viability of an enterprise by determining the timing
of expenses and income and whether you will have enough cash on hand when it is needed. Cash flow management
isacritical component of operating a successful business. Many profitable businesses have failed because they did
not cash flow.

While cash flow projections should be included as part of a IT IS WORTH NOTING THE DIFFERENCE
written business plan (which we will describe in greater BETWEEN A CASH FLOW PROJECTION
detail later), cash flow isimportant enough to discuss AND AN INCOME STATEMENT!
separately here.

The cash flow projection measures the actual cash
coming in and going out of the enterprise. Whereas
an income statement does not always account for
timing of revenues or expenses, such as accounts
receivable or accounts payable.

There are almost as many different forms and methods for
evaluating cash flow asthere are entrepreneurs. What is
most important in constructing a cash flow projection is that
you develop a method that makes sense to you. In order for
a cash flow projection to be useful, the informationin it

must be as redlistic as possible. Do not cut corners when

constructing a cash flow document. Even asmall error early on can make a big difference when projected out over a
period of years.

Cash flow projections look at sources and uses of cash or incoming cash and
outgoing cash. When you create yours, you will take into consideration
CASH FLOW ANALYSIS TO your current cash position, receivables or sales, other cash sources, and you
will compare them against all uses of cash, such asthe cost of seed and
ENSURE THAT YOU WILL . . . .
HAVE ENDUGH CASH TO other inputs, operating expenses, income taxes, and other cash uses. Finaly,
a cash flow projection ends with “net change in cash position,” afigure
PAY EXPENSES, LOANS, . . . .
AND TO GET A SENSE OF derived by subtracting the estimated cash uses from the estimated cash
YOUR FUTURE PROFITS. sources. By adding the net change figure to the starting cash figure, you
learn how much cash you will have for the next month, quarter or year.

AS A FARM-BUSINESS
MANAGER, YOU CAN USE

Larry Harris and Patrick Robinette
have figured out how to earn more money
by raising cattle on grass.

While agood plan is hecessary to prove to your lenders or investors that your enterpriseis viable, a good plan will
also help increase your own confidence, and give you a map to refer back to during times of uncertainty.

Nationally, 60% of new venturesfail. However, when entrepreneurs take the time to do a business planning process
the odds are reversed. Three-out-of-five new businesses that complete a business planning process succeed.
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The example below is asimple cash flow projection for atypical Direct-Market V egetable operation. Thisisa
monthly cash flow analysis for one year (or one season) of production. Cash on hand isindicated by “Total

Beginning Cash.” In this example the cash on hand is always a positive number, meaning that if these projections
reflect reality, then the business will have enough money to cover all expenses throughout the year.

Sample Cash Flow Projection for a Typical North Carolina Market Vegetable Operation
Jan Feb ' Mar | Apr | May @ Jun Jul Aug @ Sep @ Oct Nov |« Dec | TOT
TOTAL BEGINNING CASH: 29765 31665| 39480 32705 30530 31875 33995 36855 39465 42085 46405 36655
CASH-IN:
Farmers Market 3520 4320 4560/ 4560 4320/ 3520 24800
Restaurant 3000/ 3000 3000/ 3500 3500/ 3500 3000 22500
Grocery 1600 1600 1600 1600, 1600 1600 1600 11200
Subscription| 11875| 11875 23750
TOTAL CASH-IN: 11875 11875 0 4600/ 8120 8920 9660/ 9660 9420 8120 0 0] 82250
CASH-OUT:
Irrigation Expansion 500 500
Farmer's Draw] 1700 1700 1700 1700 1700 1700 1700, 1700 1700, 1700 1700 1700] 20400
Hired Labor ($10/hour) 3000 3000 3000 3000 3000/ 3000 3000 21000
Seed, Fertilizer, Potting Soil, Etc| 2800 250 3600 2800| 9450
Mulch, Landscape Fabric 500 2000 2500
Utilities 200, 200 200 200/ 200 200 200 200 200 200 200/ 200| 2400
Layers/Feed 175 75 75 75 75 100 100 100 100 100 100 100] 1175
Equipment maintenance 700 100 100 100 100 100 100 100 100 100 100 100] 1800
Marketing/Internet/Certification 130 315 30 30 30 30 30 30 30 30 30 845] 1560
Insurance, farm & vehicle] 1000 1000,
Vehicle ($.20/mile)] 250/ 250 250 250 250 250 250 250, 250 250 250  250| 3000
Conferences, Workshops, etc. 500 350 850
Taxes/ Preparer] 300 800] 1100
Miscellaneous| 100, 100 100 100, 100 100 100/ 100 100 100 100/ 100| 1200
Interest and Principal on Bank Debt 900 900 900 900 900 900 900 900 900 900 900 900] 10800
Stock Buyback/ Dividend Payments| 4200 420 420 420 420 420/ 420 420 420 420 420 3420| 8040
TOTAL CASH-OUT: 9975 4060 6775 6775 6775 6800 6800/ 7050 6800/ 3800 9750 11215] 86575
TOTAL END CASH: 31665 39480 32705 30530 31875 33995 36855 39465 42085| 46405 36655 25440

Y ou can use cash flow projections to test your plan under the worst-case scenarios simply by changing some of the
numbers around. Use them to see how your business will weather hard times. Always clearly state your assump-
tions, then project how these assumptions effect your cash flow in the future. This exercise will help you determine
in advance what actions you may need to take to avoid problems. Many farmers have a gut-level understanding of
this, but a cash flow projection helps your lender quickly understand this aspect of your business.

Goob BUSINESS PLANNING

Why should you spend time planning? The more unusual your farm-business is, the harder you have to work to
bring your lender up to speed. Y ou may have spent years considering your new venture and talked with lots of
folks before deciding to move forward, but your lender is playing catch-up. Financial and business planning are
keys to communicating clearly with alender, and will open the door to success.
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T™WO SCENARIOS:

How do interest rates and terms affect my
bottom line?

Thereare alot of different products available for financing a new venture: credit cards, home
mortgages, commercia loans, etc. When you make decisions about how to raise capital for
your business, it isimportant to consider the total costs of the money.

EQUIPMENT PURCHASE: CREDIT CARD OR BANK LOAN?

Credit Card Equipment L oan
Amount Borrowed: $10,000.00 $10,000.00
Interest: 18% 8%
Loan Term: 32 months 32 months
Payment Frequency: Monthly Monthly
Payment Amount: $395.77 $348.05

Totd interest paid over the life of
the loan: $2,664.64 $1,137.60

TOTAL COST OF LOAN: $12,664.64 $11,137.60

WHAT DOES IT COST TO DEFER A LOAN?Y

Immediate 18 Month Interest
Repayment Only Deferral

Amount Borrowed: $100,000.00 $100,000.00
Interest: 8.25% 8.25%

Loan Term: 15 years 15 years

. 162, monthly, after
Number of Payments: 180, monthly 18 interest payments
Payment Amount: $970.40 $987.00

Total interest paid over the life of
the loan: $74,670.81 $84,142.86

TOTAL COST OF LOAN: $174,670.81 $184,142.86

Amortization is the division of adebt into periodic payments over a certain period of time.
Amortization calculators can help you to calculate the effects of changing interest rates, terms,
principal, balloon payments, and other factors on the total cost of aloan. A good amortization
calculator islocated online at http://br etwhissel.net/amortization/.
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BUSINESS PLAN OUTLINE

North Carolina REAL Enterprises has put together a business plan outline that is useful in organizing awritten busi-
ness plan. A modified version of the REAL outline isbelow. While business plans take many different forms, all
good plans should contain the following elements:

EXECUTIVE SUMMARY

e A one page summary of the plan: purpose, who prepared it, brief description of the business, its products
and owners, form of organization. If you are seeking aloan, include the amount requested, over what
period you wish to repay it, the use of the loan proceeds, collateral you are prepared to offer, and your
equity investment.

PRODUCT OR SERVICE
o Detailed description of the product or service (include an example or photo if possible).

MARKETING
o Target market/ customer profile:
+  Specify age, gender, income, preferences, location, etc.
e Industry analysis
+  What are the trends in your industry.
e Market anaysis
+ Tota market size and the share you will capture, seasonality, unigque aspects.
o Describethe”Five P sof Marketing” for your business:
+  Product: How will you design and package your product? Where does your product fit in the
marketplace?
+  Price: How will you price your product/ service?
+  Placement: Where will customers learn about your product? In the grocery store, by mail-order,
or through a broker?
+  Promotion: What media and marketing methods will you use to generate awareness and interest
about your product/service? Include examples of your promotional materials.
+  People: Who will be responsible for marketing your product/service?
+  Competition: List your competitors by name, location, and their strengths and weaknesses;
explain how you will succeed against them; how will they react to your entry into the market?

OPERATIONS
e Legd structure and why you choseit; include lega/governing documents (articles of incorporation, by-laws, etc.).
e Management and personnd: Who the key managers/owners/empl oyees/consultants are and what rel evant
experience and background they bring to the business.
e Customer Service: Procedures and policies regarding your work.
e Location and operations:
+  Describe your production practices: Production schedule, major suppliers, production
methods, equipment, etc.
+  Operations Plan: How will you deliver your product/service to the customer, from start to
finish (Who does what? How long doesit take?)

FINANCIALS
e Cash flow projectionsfor threeto five years
+ Loan amortization schedule.
+ Detailed description of the assumptions you made in constructing the cash flow.
e Breakeven anaysis
e Risk management: Identify the major risks and how you plan to overcome them.
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BUSINESS PLAN OUTLINE coNTINUED

Asyou may imagine from looking over the business plan outline, it will take some time to collect all the
information necessary to complete a good business plan. Y ou should allow at least afew months to complete
the process. Many entrepreneurs spend years collecting information and refining their plans before moving
forward.

Timeline to Profitability

20 months 23 months

I
CONCEPTION IMPLEMENTATION PROFITABILITY

3 years and 7 months

In a survey of tobacco farmers who had tried new enterprisesto replace lost tobacco
income, farmers told us that they planned for an average of 20 months prior to
implementing their new enterprises.

Additionally as you look over the business plan outline, you may see places where you will need some assistance
to find information or understand how to put together certain pieces of information. Good business planning
requires that you take advantage of others' expertise. It ishighly unlikely that any one person could successfully
put al of thisinformation together on his or her own. There are anumber of places you can go to for help, but
none of these possible sources of assistance have the resources or expertise to do a business plan for you. Your
success in the business planning processis completely dependent on your own initiative. Appendix 4 lists
technical service providers and other resources that may be helpful to you with your business planning process.

—— HRaS
MARKETING N e
PLANNING 00 ~/
: #1 00 Sl 4 kg a2 s
How areyou going to sell [ B e W 0N 00 i S 050 10

your produce? If your ;
enterprise involves anything - — -L

other than conventional 1
commodity markets, you will »
need to spend time writing a | =
marketing plan. Youarenot [ ¥
aloneif you find you have a s R
lot to learn about marketing. |- i ]

Organizations listed in k- 7(

Appendix 4 can help. [
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INDIVIDUAL INITIATIVE IS THE KEY TO SUCCESS.
A great example is Rainbow Meadow Farms’ plan to expand into
direct-marketing of pasture-raised poultry. After years of success
with lamb production and conventional contract broiler produc-
tion, Genell Pridgen began raising broilers on pasture. After
some success, and seeing great demand from her customers for
this premium product, she developed a plan to expand her pro-
duction and her market. After some research, she recruited the
assistance of business school students at East Carolina University.
Under the guidance of their professor, they developed a detailed
marketing plan for the business. The professor tapped the knowl-
edge and expertise of avolunteer from SCORE, the Service
Corps of Retired Executives. Genell had to do lots of research
herself, but by doing her homework, and finding the right people
to help her, she and her support team produced an excellent plan.

Many lenders have limits as to the loan amounts they can underwrite. Some lenders who specidize in

agricultural or commercial lending try not to make loans under $250,000. Others generally agreed that loans
under $50,000 are hard to justify because of the costs of approving, underwriting, and managing the loan.
Government sponsored lenders will have more flexibility, although they may be constrained by the availability

of funds. Appendix 2 has more information on North Carolina s agricultural lenders and their specific constraints.

PUTTING IT ALL TOGETHER

BORROWERS

In this section we worked through the “checklist” of materials that you will HAVE RIGHTS

need to put together prior to approaching alender for funding. Once you have

all the materials from the checklist compl ete, itisti me to start ;hoppi ng your Lenders are prohibited
proposal arqunq to Iend_ers. Approach multiple lending ingtitutions with your from discriminating based
proposal. Findingthe nght lending partner fqr your project is important and on race, ethnicity, sex,
may not happen on the first try. Information in Appendix 2 might help you to disability, and religious
identify alender that can meet your needs. affiliation. If you are
Even the very best planning does not guarantee that you will find financing rejected for aloan, you
for your project right away. Rejections happen. Do not let argection dis- ha\_/e the right to request
courage you. Listen to the concerns of the financial institution. Understand written documentation of
what led to the initial rejection, make necessary adjustments to your plan, and th? reasons Wh)( youwere
try again. If you have confidencein your ability to succeed with your enter- rejected. Most institu-
prise, then persistence isimportant in your efforts to obtain funding. tions al'so have an appeal

process that you can use
to ask for reconsideration
of a decision that you feel
was unwarranted. Y ou
may make adjustments to
your proposal and reapply
for aloan.

Bladen County farmersare
earning more fromtheir
animals through on-farm

finishing.

108 of 132




CONCLUSION

No one ever said farming is easy. Farming in the 21st century is possibly more complex than ever before. Those
agricultural businesses that are diversified, or involve anything more complicated than commodities, may have a
harder time finding financing. Y et credit and finance remain essential tools to farm-based businesses.

We hope this Guide helps al farmersin this regard: We' ve shown you how lenders look at applications. We've
highlighted some lenders' concerns. We've introduced some concepts of agricultural finance, described some tools
for effective business planning, and shown you some examples of financial recordkeeping that will make it easier to
apply for financing. We have a so provided you with rich information and resources in the Appendices.

If any of thisis new to you, don't let it put you off. Y ou need to know certain things, and know how to find out the
rest, but business planning is not rocket science. It may be new to you, but farmers are in the habit of learning new
things and adjusting over time. If you ever find yourself stumped, get help from folks listed in Appendix 4.

With a deeper understanding of agricultural lending, knowing how to communicate your plans to lenders, and know-
ing when and how to ask for help, you are more likely to succeed in getting the financing your business needs to grow
and prosper.

The
North Carolina Meat Goat
Producers Cooperative built this
collection facility for meat goats
in Robeson County.

:*n ! ;l. L --;_:\_ | -III _a.t".'ul

d and Ann Wright raise hogs 6n pasture on th
Bladen County farm.

Columbus County farmer James Worley shows
off his newly refurbished 1880’ s grits sorter.
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APPENDIX 1

GLOSSARY OF
AGRICULTURAL
LENDING
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The following glossary is derived from several sources, including the Minnesota Business Planning Guide, “Building a
Sustainable Business;” the University of Illinois at Urbana-Champaign’s Center for Farm and Rural Business Finance's
“Glossary of Agricultural Credit Terms;” and the Comptroller of the Currency’s Handbook on Agricultural Lending.
Definitions for the glossary terms were drawn from a number of sourcesincluding: “Business Plan: A State of the Art
Guide,” FINPACK Manual, OCIA Internationa’s 2001 International Certification Standards, Marketing Dictionary, A
Guide to Starting a Businessin Minnesota, and USDA 2000 Fact Book.

Additional useful information may be found at: agglossary.uaex.edu/viewFGlossary1.asp#2298
www.farmdoc.uiuc.edu/finance/FarmersGuidetoCreditGl ossary.htm

Abdract: A written, chronologica summary of all deeds, mort-
gages, foreclosures and other transactions affecting thetitleto a
tract of land. Also called abstract of title.

Acceleration clause: A common provison of amortgage or note
providing the lender with theright to demand that the entire out-
standing balance be immediately due and payable in the event of
default.

Account receivable: A current asset representing money due for
sarvices performed or merchandise sold on credit.

Accrual accounting: Revenue and expenses are recorded in the
period in which they are earned or incurred regardless of whether
cashisreceived or disbursed in that period. Thisisthe accounting
basisthat is generaly required to be used to conform with gener-
ally accepted accounting principles (GAAP) in preparing financia
satements for external users.

Accrual income: See net income.

Adjusgtablerate loan: An adjustable rate loan has provisionsto
changetheinterest rate at pre-specified pointsin time based on
changesin amarket index, alender’ s cost of funds or other factors
as determined by the lender.

Adminigrative costs A lender’ soperating and fixed costs
charged for completing and servicing aloan.

Annual percentage rate (APR): Theterm used to represent the
total financing cost of credit expressed asapercent per year. The
annud percentage rate (APR) iscalculated smilarly across differ-
ent indtitutions.

Appraisal: Thewritten summary by aqudlified individual setting
forth an estimated value of a specific asset or group of assets, usu-
aly used in referenceto redl estate.

Appreciation: Theincreasein value of an asset over time.

Asst: Anything owned by anindividua or abusiness, that has
commercia or exchange value. Assets may consist of specific
property or claims againgt others, in contrast to obligations due
others. All assets are reported on a baance sheet at market or cost
value less accumul ated depreciation.

Assignment: Thetransfer of title, property, rightsor other interests
from one person or entity to another.

Average cog of funds: A method of determining the cost of funds
at alending inditution. This method uses an average cost of exist-
ing funds. In contrast, the margind cost of funds uses cost of new
fundsonly.
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Balance sheat: Anitemized list of assetsand liabilities for the
businessto portray its net worth at a given moment intime—
usudly at the beginning of each year.

Balloon payment: A lump-sum final payment of aloan. It re-
flects the entire remaining baance of ashorter term loan (e.g., 5
years) which isamortized over alonger term (e.g., 10to 20 years).

Bankruptcy: Thefederd court proceeding by which adebtor
(individual or corporation) may obtain protection from creditors.
The two general types of bankruptcy are voluntary and involun-
tary. A voluntary bankruptcy isinitiated when the debtor voluntar-
ily filesapetition. In an involuntary bankruptcy, the creditor forces
the debtor into bankruptcy. Debtors qualifying as“farmers’ may
not be involuntarily forced into bankruptcy. Bankruptcy proceed-
ingsinvolving farmers are declared under one of the severd chap-
ters of the federal bankruptcy code: Chapter 7 - liquidation; Chap-
ters 11 and 12 - reorganizations, Chapter 13 - adjustment and
workouts of debt.

Baserate: Aninterest rate used asabasisto priceloans. A margin
reflecting the riskiness of the individual or operation is added to or
subtracted from the base rate to determine the loan rate. The

bank’ s funding, operating cost and required return are reflected in
the baserate.

Basis point: Usualy used in describing interest rate movements
or interest cogts. One basis point is 1/100th of 1%. For example, 50
badspointsis 0.5%.

Blanket mortgage: A lien on morethan one parcel of real etate.

Blanket security agreement: A security interest in favor of the
lender covering dl chattels.

Break-even point: The volume point a which revenues and costs
are equa; acombination of salesand coststhat will yield ano
profit/no loss operation.

Bridgeloan: A temporary, single-payment loan used by creditors
to “bridge” the time period between the retirement of oneloan and
the issuance of another. An exampleisaloan used for the down
payment on anew rea estate purchase.

Budget: Anitemized list of dl estimated revenue that agiven
business anticipates receiving dong with alist of dl esimated
cogts and expensesthat will be incurred in obtaining the above
mentioned income during agiven period of time. A budget istypi-
caly for onebusinesscycle, such asayear, or for severd cycles.

Cap: Used with varidble- or adjustable-rate loans. Refersto the
maximum allowable adjustment in interest rate.
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Capital debt repayment capacity (CDRC): Capita debt repay-
ment capacity isaborrower’ s projected amount of funds available
to repay principa and interest on intermediate- and long-term
loans. Capital debt repayment capacity adjusts for non-cash depre-
ciation and accounts for net income, commitments for capita
items and withdrawds.

Capital: Thetota amount of money or other resources owned or
used to acquire future income or benefits.

Carryover: Any amount of short-term operating debt left unpaid
dueto inability of borrower’ s operation to generate sufficient in-
come. Thisamount is“ carried over” and restructured into longer
term debt.

Cash accounting: An accounting basisin which revenue and
expenses are recorded in the period they are actualy received or
expended in cash. Use of the cash basis generaly is not considered
to bein conformity with generally accepted accounting principles
(GAAP) and istherefore used only in sdlected situaions, such as
for very small businesses and (when permitted) for income tax

reporting.

Cash flow budget: A financial statement Items on the statement
are usually categorized as business or non-business with subdivi-
sonsfor funds from business operations and funds from financing.

Cash flow projection: A written statement measuring the busi-
ness ahility to meet its obligations with internally generated cash.
Cash flow projectionsreflect the current and future sources and
uses of cash, or income and expenses. See dso EBIDA and Pro
Forma.

Chattd: Tangible persona property (e.g., tractors, grain, live-
sock, vehicles).

Closing: Process by which al fees and documentsrequired by a
lender prior to disbursing loan proceeds are executed and filed.
Usually used in reference to the completion of areal estate transac-
tion that transfersrights of ownership in exchange for monetary
condderations.

Closing cogs The cogtsincurred by borrowers and sellersin com-
pleting aloan transaction. Included are origination fees, inspec-
tions, titleinsurance, gppraisds, attorney’ s and redtor’ sfees, and
other costs of closing aloan.

Callateral: Property pledged to assure repayment of debt.

Commitment: A formal agreement between alender and bor-
rower to lend up to a specified amount of money a aspecified
future date subject to specific performance criteriaand repayment
terms.

Commitment fee The fee associated with the establishment of a
loan commitment. The feeisusualy expressed as a percentage of
the loan commitment.

Compound interest: Compound interest meansthat each time
interest ispaid, it is added to or compounded into the principa and
thereafter so earnsinterest. For example, anew deposit baance
is estimated each day for daily compounding. Common com-
pounding periods are daily, monthly, quarterly, annudly and con-
tinuoudy. The more frequent the compounding, the higher the
effectiverate of interest.
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Co-dgner: Anindividud in addition to the borrower who signsa
note and thus assumes responghility and liability for repayment.
Cog of funds Refersto theinterest and non-interest cost of ob-
taining equity and debt funds.

Covenant: A legd promisein anote, loan agreement, security
agreement or mortgage to do or not to do specific acts; or aprom-
isethat certain conditionsdo or do not exigt. A breach of acove-
nant can lead to the “injured party” pursuing legd remediesand
can be abasisfor foreclosure.

Credit: A means of borrowing money from a person or company
and returning it a alater date, usualy with accrued interest
charged on top of theinitial sum borrowed.

Credit Limit: The maximum amount of credit that isavailableon
acredit card, loan account, or other line of credit account.

Credit Report: A report outlining the credit history of an individ-
ual which includes current and previous debts, payment amounts,
|ate payments and past due amounts and other related information
on every credit sourcetheindividua has used. Used by lendersto
help determine creditworthiness.

Credit scoring: A quantitative approach used to measure and
evaluate the creditworthiness of aloan applicant. A measure of
profitability, solvency, management ability and liquidity are com-
monly included in acredit scoring modd.

Credit verification: The processinvolved in confirming the cred-
itworthiness of aborrower.

Creditor: A person, business, or ingtitution from whom you bor-
row, or to whom you owe money.

Creditworthiness: The ability, willingness and financial cgpabil-
ity of aborrower to repay debt.

Current assats The cash and other assetsthat will be received,
converted to cash, or consumed in production during the next 12
months. This generaly includes cash and checking balances, crops
held for sale or feed, livestock held for sale, prepaid expenses and
supplies, the value of growing crops, accounts receivable, hedging
account balances, and any other assetsthat can quickly be turned
into cash.

Current liabilities: Debts due and payable within one year from
the date of the balance sheet. In addition to short term operating
loans, this usualy includes accounts payable, accrued interest and
other accrued expenses, and government crop loans. By definition,
the amount of principa due within 12 months on intermediate and
long-term debtsis dso consdered acurrent liahility.

Current ratio: A liquidity ratio calculated as current assetsdi-
vided by current ligbilities.

Debt-to-asset ratio: A solvency ratio calculated astotal lighilities
divided by total asts.

Deed of trust: A written instrument that conveys or transfers
property to atrustee. Property istransferred by the borrower to a
trustee, who holdsit as security for the payment of debt, and upon
full payment of the debt isre-conveyed to the borrower. In some
states, adeed of trust is used in place of amortgage.
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Default: Thefailure of aborrower to meet the financial obliga-
tionsof aloan or abreach of any of the other terms or covenants of
aloan.

Deinquency: The status of principa and/or interest paymentson
aloanthat are overdue.

Demand loan: A loan with no specific maturity date. The lender
may demand payment on theloan at any time.

Depreciation: A decreasein vaue of rea property caused by age,
use, obsolescence and physical deterioration. A non-cash account-
ing expense that reflects the alowabl e deduction in book val ue of
assets such as machinery, buildings or breeding livestock. Depre-
ciation charges, in effect, reflect the funds that need to be set aside
in order to replace the depreciating asst.

Disclosure Statement: A statement issued to the borrower by the
lender that providesinformation about the actud cost of theloan,
including the interest rate, origination, insurance, loan feesand any
finance charges.

Down payment: The equity amount invested in an asset purchase.
The down payment plus the amount borrowed generaly equalsthe
total value of the asset purchased.

Draft: An order for the payment of money drawn by one person
or bank on another. Often used in the digpersal of an operating
loan to aborrower for payment of bills.

Earned net worth change: Representsincome that either contrib-
uted to or depleted the farm’ s net worth. The earned net worth
changeis calculated by adding nonfarm incometo net farmin-
come and then subtracting family living expenses, partner with-
drawals, and taxes.

Earnest money: Upon negotiation of theterms of sde, the por-
tion of adown payment given to the sdller (or escrow agent) as
evidence of good faith in following through with the transaction.

EBIDA: An abbreviation for earnings before interest, deprecia-
tion, and amortization. Mainly used as ameasure of larger busi-
nesses profitability in comparison to other companies of the same
szeinthe same industry who may have different levels of debt.
See dso Cash How and Pro Forma

Effective interest rate The caculated interest rate that may take
account of stock, feesand compounding, in contrast to a quoted
rate of intere<t.

Encumbrance: A claim or interest that limitsthe right of property.
Examplesinclude liens, mortgages, leases, dower rights of ease-
ments.

Equity: Equity equalsfarm assets minus farm debts, assuming
asts exceed debts. Represents ownership or percentage of own-
ership in abusinessor items of value.

Equity capital: See net worth.

Escrow: The process of an agent providing safe keeping of cash,
securities and documents and handling the paperwork and transfer
of fundsfor the borrower and sller.

Fees A fixed charge or payment for services associated with a
loan transaction.
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Filing: Giving public disclosure of alender’s security interest or
assgnment in collaterd. In many casesthisincludes noticeto cer-
tain government agencies.

Financial feasbility: The ability of abusiness plan or investment
to stisfy the financing terms and performance criteria agreed to by
aborrower and alender.

Financial risk: Therisk associated with the use of borrowing and
leasing; uncertainties about the ability to meet financia obliga
tions.

Financial satement: A written report of the financial condition of
afirm. Financid statementsinclude balance sheet, income dtate-
ment, statement of changesin net worth and statement of cash
flow.

Firsg mortgage: A red estate mortgage that has priority over all
other mortgages on a specified piece of red edtate.

Fiscal year: An accounting period of 12 months.

Fixed cogs Operating expensesthat generaly do not vary with
business volume. Examplesinclude rent, property taxes, and inter-

est expense.

Fixed-rateloan: A loan that bearsthe sameinterest rate until loan
maturity.

Floating-rateloan: See variable-rate loan.

Foreclosure Thelegal processby which alien against property is
enforced through the taking and salling of the property.

Graduated payment mortgage: A type of delayed payment
mortgage where the paymentsincrease over time.

Grantor: A person or entity conveying an interest in real property.

Guarantor: A person or entity that takesthe financid responsibil-
ity of another person’ sdebt or other obligationsin the case of de-
fault.

Home L oan: A loan secured by equity value in the borrower's
home.

I dentity preserved product: A product that meets production,
packaging, storage, and trangportation requirements designed to
preserve the genetic or physical identity of the product.

Income gatement: Summary of the revenue (receipts or income)
and expenses (costs) of abusiness over aperiod of time to deter-
mineits profit position. The income statement isa o referred to as
aprofit and loss statement, earnings statement or an operating
satement.

Interest Rate: Aninterest rateisthe"rentd"” price of money.
When aresource or asst is borrowed, the borrower pays interest
to thelender for the use of it. Theinterest rate isthe price paid for
the use of money for aperiod of time.

Inter mediate assets Assetswith auseful life of ten yearsor less,
such as breeding livestock, machinery and equipment.

Inter mediate liabilities: Debt obligations for loans on equipment,
meachinery, and breeding livestock with an expected term of fiveto
seven years.
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Inter mediate-term loan: A loan to be repaid (or amortized) over
aperiod of 18 monthsto 10 years, with 3 to 5 years being most
common. Intermediate-term loans typically are used to finance
machinery, equipment, automobiles, trucks, breeding livestock,
improvements, and other durable, yet depreciable, assets.

Legal lending limit: A legd limit on the total amount of loansand
commitments afinancia ingtitution can have outsanding to any
one borrower. Thelimit usudly is determined as a Specified per-
centage of the financial inditution’s own net worth or equity capi-
tal. Its purposeisto avoid excessive exposure to credit risk of an
individual borrower.

Liability: A loan, expense or any other form of claim on the assets
of abusinessthat must be paid or otherwise honored by the busi-
ness.

Lien: A clam by acreditor on property or assetsof adebtor in
which the property may be held as security or sold in stisfaction
(full or partid) of adebt. Liensmay arise through borrowing trans-
actionswhere the lender is granted alien on the borrower’ s prop-
erty. Other examples of liensinclude tax liens against red estate
with delinquent taxes, amechanic’slien againgt property on which
work has been performed, and alandlord’ slien against crops
grown by atenant.

Line-of-credit: An arrangement by alender to make an amount of
credit available to aborrower for use over a specified period of
time. It isgeneraly characterized by amaster note, cash flow
budgets, and periodic and partid disbursements and repayments of
loan funds. A formal agreement of Smilar characterigticsisa
credit commitment.

Liguidation: The sale of assetsto generate cash needed to meet
financia obligations, transactions or investment opportunities.

Liquidity: The ability of abusnessto generate cash, with little
risk of lossof principd value, to meet financia obligations, trans-
actions or investment opportunities.

L oan agreement: Typically refersto awritten agreement between
alender and borrower gtipulating terms and conditions associated
with afinancing transaction and in addition to those included to
accompanying note, security agreement and other loan documents.
The agreement may indicate the obligations of each party, report-
ing requirements, possible sanctions for lack of borrower perform-
ance, and any restrictions placed on aborrower.

L.oan commitment: A formal agreement to lend up to aspecified
dollar amount during a specified period.

L oan committee: A committee of loan officers, executive person-
nel and/or directors of afinancial ingtitution who establish lending
policies and/or gpprove loan requests that exceed the lending au-
thority of individual loan officers.

L oan conversion provison: Anoption provided by alender toa
borrower to change loan terms at afuture date. For example, at
loan origination alender may provide aborrower with an option to
convert from avariable- to afixed-rate loan. Usualy, the lender
chargesthe borrower afeefor thisoption.

L oan guarantee: An agreement by an individual, aunit of gov-
ernment, insurance firm, or other party to repay dl of part of aloan
made by alender in the event that the borrower is unable to repay.
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An exampleisthe |oan guarantee program available to agricultural
lenders from the Farm Service Agency in which up to 90% of a
qudified loan may be covered by the guarantee.

Loan participation: A loaninwhich two or more lenders share
in providing loan fundsto aborrower. An exampleisaloan par-
ticipation between alocal bank and a correspondent bank in which
the loan request exceedstheloca bank’ slegd lending limit. Gen-
eraly, one of the participating lenders originates, services, and
documentstheloan.

L oan-to-assat value: Theratio of loan balance to the value of
assts pledged ascollateral to securealoan.

Long-term assets: Assetswith auseful life of more than ten
years, such asfarm land and buildings.

Long-term liabilities Debt obligations for buildings and equip-
ment with aterm of eight yearsor more.

Long-term loan: A loan to berepaid (or amortized) over aperiod
of time exceeding 10 years, with 20- to 30-year loans being com-
mon when financing real estate.

Marginal cog of funds A loan pricing policy by afinancial ingti-
tution in which interest rates on new loans are based on the cost of
new funds acquired in financial marketsto fund theloans. This
pricing policy contrastswith loan pricing based on the average
cogt of funds dready acquired by the lending ingtitution.

Mager note: A note (promiseto repay) often used in combination
with line-of-credit financing to cover present and future borrowing
needsthrough periodic disbursements and repayments of loan funds

Maturity: Amount of time until theloan isfully due and payable.
For example, a5-year intermediate-term loan hasamaturity of 5
years.

M ediation: Resolution of problem loans, disagreements, or con-
flicts between borrowers and lenders by means of athird party
serving asa mediator.

Mortgage A lega instrument that conveys a security interest in
real estate property to the mortgagee (i.e., alender) as an assurance
that aloan secured by the red estate mortgage will be repaid.

Net farm income: Representsthe returnsto labor, management
and equity capita invested in the business, what the farm will con-
tribute to net worth growth over time.

Net income: A measurement of the net return to unpaid labor,
management and equity capitd. Also caled accrud net income.
The primary difference between cash and accrual net incomeis
that accrual income includes adjustments for changesin inventory
and changesin accrud items like prepaid expenses, accounts pay-
able and accountsreceivable. Accrual net income more accurately
reflects the profitability of a business over an accounting period.

Net worth: the financial daim by ownerson thetota assetsof a
business, calculated astotd assets minustotd liabilities. Also
called equity capitd and owner’s equity.

Non-revolving line-of-credit: A line-of-credit in which the maxi-
mum amount of aloan isthe tota of loan disbursements. Repay-
ments do not make loan funds available again asin arevolving
line-of -crediit.
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Note: A written document in which aborrower promisesto repay
aloanto alender at a tipulated interest rate within a specified time
period or upon demand. Also called apromissory note.

Operating expenses. The outlaysincurred or paid by abusiness
for all inputs purchased or hired that are used up in production
during the accounting period.

Operatingloan: A short-term loan (less than one year) to finance
crop production, livestock production, inventories, accountsre-
ceivable, and other operating or short-term liquidity needsof a
business.

Origination fee: A fee charged by alender to aborrower at the
time aloanisoriginated to cover the costs of administering the
loan, evaluating credit, checking lega records, verifying collaerd
and other adminigrative activities.

Overlineloan: A loanin excessof afinancia indtitution’slega
lending limit to any one borrower in which the ingtitution has
enlisted the services of another lender to participatein theloan.

Owner ship equity: See net worth.
Partial release: Release of aportion of collatera to the borrower.
Participation loan: Seeloan participation.

Payday L oan: A payday |oan or cash advanceisasmal, short-
term loan (typicaly up to $500) without a credit check that isin-
tended to bridge the borrower’ s cash-flow gap between pay days.

Per sonal property: Any tangible or intangible property that is not
designated by law asred property. Persona property is not fixed
or immovable.

Paints. A form of loan fee generdly charged by long-term lenders
at loan origination to cover aportion of the lender’ sadminigtrative
and funding codts. Pointstypically are expressed as a percentage of
thetota loan. For example, 3 points equals 3% of the loan amount.

Prepayment penalty: Anamount charged by alender onaloan
paid prior to its maturity.

Primerate: A nationally quoted rate believed to represent the
interest rate charged by U.S. money-center banksto their most
creditworthy corporate borrowers. Prime rate may aso refer to an
individual lender’ sinterest rate charged to its most creditworthy
borrowers, athough the term base rate is more commonly used.

Principal: Thedollar amount of aloan outstanding at apoint in
time, or the portion of apayment that represents areduction in
loan balance. Principa isdigtinguished from interest due onaloan
or theinterest portion of aloan payment.

Pro Forma: The presentation of financid information such as
forecasted cash flows where the amounts are hypothetical. These
aretypically presentations of future expected resultsbased on as-
sumptions and actionsto be taken. See aso Cash Flow Projection,
EBIDA.

Profit and loss satement (P& L): Seeincome statement.

Profitability: Therelative profit performance of abusiness, enter-
prise or other operating unit. Profitability comparisons often occur
over time, across peer groups, relative to projections, and relative
to norms or sandards.
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Rateadjustment: A changein interest rate on an existing loan.
Rate adjustments may occur on variable- or adjustable-rate loans.

Rateof return on assets (ROA): A profitability measure repre-
senting the rate of return on business assets during an accounting
period. ROA iscalculated by dividing the dollar return to assets
during the accounting period by the value of assets a the begin-
ning of the period or the average value of assets over the period.

Rateof return on equity (ROE): A profitability measure repre-
senting the rate of return on the equity capital which owners have
invested in abusiness. ROE is calculated by dividing the dollar
return to equity capital during an accounting period by the value of
equity capitd at the beginning of the period or the average value of
equity capitd over the period.

Real property: Land, buildings, minerals and other kinds of prop-
ety that are legdlly classfied asredl.

Refinancing: A change in an existing loan designed to extend
and/or restructure the repayment obligation or to achieve more
favorable loan terms by transferring the financing arrangement to
another lender or loan type.

Renewal: A form of extending an unpaid loan in which the bor-
rower’ sremaining unpaid loan balanceis carried over (renewed)
into anew loan at the beginning of the next financing period.

Repayment ability: The anticipated ability of a borrower to gen-
erate sufficient cash to repay aloan plusinterest according to the
terms established in the loan contract.

Retained ear nings The portion of net income that isretained
within abusiness and added to net worth.

Revolving line-of-credit: A line-of-credit made availableto a
borrower in which the borrower can usudly borrow, repay and re-
borrow funds at any time and in any amounts up to the credit limit,
but not above, during a specified period of time.

Right of recison: A provision of the Truth in Lending Act which
gives aborrower theright to rescind aborrowing transaction (that
is, change his or her mind) within three business days on any trans-
action in which the principal resdenceis used to secure theloan.

Risk assessment: The procedures alender followsin evaluating a
borrower’ s creditworthiness, repayment ability, and collateral po-
sition relative to the borrower’ sintended use of the loan proceeds.
Risk assessment is Smilar to credit scoring and risk rating.

Risk premium: The adjusment of alender’ sbaseinterest ratein
regponse to the anticipated level of aborrower’ scredit riskina
loan transaction. Higher risk loans may carry higher interest rates,
with the rate differentia representing the risk premium.

Risk rating: Thereative amount of credit risk associated with a
loan transaction. The lender may use credit scoring or risk assess-
ment proceduresto eval uate loan requests and group borrowers
into variousrisk classes for purposes of |oan acceptance or rejec-
tion, loan pricing, loan control, degree of monitoring and level of
loan documentation.

Risk tolerance: The degree of safety an investor wished to have.
Also caled risk averson or risk attitude.

Risk: the possihility of adversity or loss; refersto uncertainty that
matters.
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ScheduleF: Thelnternd Revenue Service form used to report
farm income and expenses asapart of filing federal income tax
returns.

Second mortgage: The use of two lendersin ared estate mort-
gage in which one lender holds afirst mortgage on thered estate
and another lender holds a second mortgage. The first mortgage
holder hasfirst claim on the borrower’ s mortgaged property and
asstsin the event of loan default and foreclosure or bankruptcy.

Secondary market: An organized market in which existing finan-
cid assetsare bought and sold. Examplesare the New Y ork Stock
Exchange, bond markets, over-the-counter markets, residential
mortgage loans, governmental guaranteed loans, and the more
recently formed secondary market for buying and sdlling farm
mortgage loans (called Farmer Mac).

Secured loans: Loansin which specific assets have been pledged
by the borrower as collateral to secure the loan. Security agree-
ments and mortgages serve as evidence of security in secured
loans.

Security agreement: A lega instrument signed by a debtor grant-
ing asecurity interest to alender in specified personal property
pledged as collaterd to secure aloan.

Sdler financing: A loan provided by the seller of property toits
buyer.

Set-Aside: Taking aportion of farmland out of production under a
government program.

Shared appreciation mortgage: A financing arrangement for real
edtate in which the lender reduces the interest rate on theloan in
return for a stipulated share of the appreciated value of the land
being financed a adesignated time in the future. Therisk of land
value gppreciation is shared between lender and borrower, and the
lender’ s compensation from value gppreciation generally occurs
through refinancing in which the loan balance isincreased by the
amount of the shared appreciation.

Smpleinterest: A method of calculating interest obligationsin
which no compounding of interest occurs. Interest charges arethe
product of the loan principd timesthe annud rate of interes, times
the number of years or proportion of ayear the principal hasbeen
outstanding.

Solvency: the business condition of financia viability in which net
worth ispositive; val ue of assets exceeds debts.

Split line-of-credit: A financing situation in which aborrower
obtains operating credit from two or more lenders.

Surety: Person or entity that has been requested by another
(principal) and agreesto be responsible for the performance of
some act if the principal falsto perform as promised.

Sweet Sixteen: The Farm Financid Standards Council “ Sweet
Sixteen” are cd culations and descriptions used by bankers and
lendersto measure business performance. These 16 ratios and
caculations define Liquidity, Solvency, Profitability, Repayment
Capacity, and Efficiency.

Tiered loans Loans grouped according to therisk characteristics

of borrowers. Higher risk classes generally are charged higher
interest ratesto compensate the lender for carrying the credit risk.
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Titleinsurance: Insurance which protects a purchaser or mort-
gage lender againgt losses arising from adefect intitleto red es-
tate, other than defectsthat have been specifically excluded. A
clear titleisfree of any claims, mortgages, liens and other encum-
brances and has no ownership interest other than that of the owner
of record.

Title search: The process of tracing dl events and transactions
affecting thetitleto atract of red edtate. Title search isessentid to
the preparation of an abstract.

Truthin Lending: Thefedera Truthin Lending Act isintended
to assure ameaningful disclosure of credit terms to borrowers,
especialy on consumer loans. Lenders are required to inform bor-
rowers precisely and explicitly of the total amount of the finance
charge which they must pay and the annual percentage interest rate
to the nearest .01%. Excluded transactionsinclude loans for com-
mercid or busness purposes, including agricultura loans; loansto
partnerships, corporation, cooperatives and organization; and loans
grester than $25,000 except for owner-occupied, residential redl
estate mortgages where complianceis required regardless of
amount.

Unsecured loans: Loans for which there are no guarantorsor co-
signors and no specific assets have been pledged by the borrower
ascollateral to securethe loan.

Usury laws Lawswhich establish legal ceilings on theinterest
rates charged for varioustypes of loans. In states where usury laws
exist, most usury limits are above market interest rates and often
areindexed to change with changesin market interest rates or
other leading rate indicators.

Variable-rateloan: A loan transaction in which theinterest rate
may be changed within the period of theloan contract. Generally,
rate changes occur in regponse to changesin the lender’ s cogt of
funds of a specified index. The frequency and leve of rate adjust-
ments may or may not be established in the loan contract.

Working capital: The differences between current assets and
current liabilities. Often used as a measurement of liquidity of a
business,
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APPENDIX 2

TYPES OF AG LENDERS
AND
THEIR UNIQUE
PERSPECTIVES
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There are anumber of different types of agricultural lenders active in North Carolina. This Appendix describes them, their
loan products, who they serve, their lending eligibility requirements, and their unique perspectives. It should be helpful to

know all your options before seeking financing.

They are grouped as follows:

1. Farm Credit Ingtitutions, including Cape Fear Farm Credit, Carolina Farm Credit, and East Carolina Farm Credit.
2. Commercial Banks, which refers to more than 100 community, regional and national banking institutions lending in

North Carolina.
3. Farm Service Agency (FSA).

4. Credit Unions & Community Development Financial Institutions (CDFIs).

5. Federal & state subsidized or government authorized lending, including USDA Rural Development (RD), Small Business
Administration (SBA), North Carolina Agricultural Finance Authority (NCAFA), North Carolina Rural Economic

Development Center, and Dogwood Equity.

6. Miscellaneous sources of agricultural finance, such as Insurance Companies, Merchants, Feed & Seed Dedlers, &

Equipment Dealers or Manufacturers.

1 FARM CREDIT INSTITUTIONS:

Farm Credit Ingtitutions can lend to any agriculture related venture.
They offer avariety of loansincluding financing for land and im-
provements, production or processing facilities, vehiclesand equip-
ment, and operating and living expenses. Loansare dso madeto
finance producer-owned supply, marketing, and processing coop-
eratives. Short, intermediate, and long term loans can be extended.
Farm Credit Ingtitutions are limited by the purpose of theloan being
requested, asin the following five categories:

1) Agriculturd Loans Loansare made for any agriculturd or
agriculture related purpose, and tailored to the cash flow of the
operation.

2) Equipment Loans Flexible termsand interest rates are avall
ablefor any type of vehicle or equipment loan.

3) Operating Loans. Multi year revolving and annua lines of
credit are available with flexible payment schedulestailored to
cash flow.

4) YBSloans Loansto Y oung, Beginning, and Smdl farmers
with termsthat recognize the specia circumstancesof Y, B, &
Sfarmers

5) Country Mortgages Residential mortgage lending, primarily in
rural arees.

Typical Clients& Eligibility:

Individua full-time and part-time farmersor ranchers, agribusi-

nesses, and agricultural cooperatives may be digible for financing

from Farm Credit Indtitutions. Eligibility restrictions are asfollows:

YBS. For Farm Credit’ s purposes, ayoung borrower isdefined as
being age 35 or younger; abeginning borrower has 3 to 10
years of experience; and asmdll borrower normally generatesless
than $250,000 in annud grosssdesof agriculturd products.

For Country Homeowners Farm Credit can lend money for the
purchase, construction, improvement or refinancing of Sngle
family dwellingslocated in the country. Y ou may aso borrow
for the purchase or refinancing of unimproved residentia lots,
including congtruction of the home.

For Full-Time Far mers: For individuals whose primary business
(over 50% of assets and income) isthe production of agricul-
turd products, Farm Credit can lend for dl agriculturd and
family needsaswell as non-agriculturd needs Thiscould include,
but is not limited to, automobiles and trucks, educationd expenses,
homeimprovements, vacation expenses, and much more.
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For Part-TimeFarmers For individudswho own agricultura
land or produce agricultura products and whose income from
agricultural productsislessthan 50% of their totd income,
Farm Credit can lend for al agricultural and family needs.
Non-agriculturd needsare limited relative to the agricultura
income.

For Businesses. Farm Credit can lend money to businesseswhich
process and/or market agricultural products provided that more
than 50% of the businessis owned by farmerswho provide at
least some of the “throughput.” Farm Credit can aso lend
money to businessesthat provide servicesto farmers, such as
crop spraying, seed cleaning, cotton ginning, and more. The
extent to which financing can be provided is based on the
amount of the business stotal income from farm-related ser-
vices.

Particular Concerns AsaGovernment Sponsored Enterprise

(GSE), Farm Credit Indtitutions have a unique charge to finance the

rurd sector. Thisprovidesfarmerswith alender who iscommitted

and dedicated to financing agriculture, farm housing, and related
businessesin therural sector.

Carolina Farm Credit

(Serving piedmont and western North Carolina.)
Adminigrative Office

P.O. Box 1827

Statesville, NC 28687

800-521-9952

www.carolinafarmcredit.com

Branch locator:
www.carolinafarmcredit.com/credit-branch.asp

East Carolina Farm Credit (Serving eastern North Carolina.)
Administrative and Agribusiness Division

4000 Poole Road

PO Box 14789

Raleigh, NC 27620-4789

919-250-9500 or 1-800-951-3271

www.farmcredit.org

Branch locator: www.farmcredit.org/index1.asp?
p=branch_locations.html
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Cape Fear Farm Credit

(Serving southeast North Carolina.)

333 East Russell Street

Fayetteville, NC 28302

910-323-9188

www.capefearfarmcredit.com

Branch locator: www.capefearfarmcredit.com/
locations.htm

2. COMMERGIAL BANKS

Community, Regional and National Banks offer a complete
range of products and services for individuals and busi-
nesses. Typically, Banks engaged in agricultural lending
are full service providers with many of the following prod-
ucts and services: loans; checking and savings accounts;
investment services; insurance services (life and property

& casualty coverage); estate and retirement planning.

Additionally, Banks often offer helpful combinations of
loan products and services. Busy farmers may appreciate
tools such as automated money-management, overdraft
protection, “sweep” lines of credit, declining revolving
loans, and capital leases, etc.

Typical Loan Types:

Most banks involved in lending to the agricultural
community understand the uniqueness of agricultural
business and seasonality of cash flow. Flexible terms
are typically available with loan payments generally
scheduled to coincide with crop sales.

e Annua and revolving lines of credit for seasonal
working capital needs.

e Termloans— short, intermediate and long-term loans
to assist with capital purchases including vehicles,
equipment and facilities.

e Mortgages— including farm improvement loans, con-
ventional mortgages and equity loans.

e Leasing —flexible financing for most kinds of equip-
ment (including pickup trucks).

Clientsand Eligibility:

Usually Banks are not limited by an individual’ s or busi-
ness's activitiesin agricultural business. Banks can pro-
vide loans and other services for entities engaged in any
segment of agriculture at any level. These may include,
but are not limited to: Full-time, part-time, “life style” and
tenant farmers, landlords, processing and storage facilities
and transporting enterprises.

Particular Concerns:

Most bankers generally attempt to apply sound lending
judgment when considering loan requests, as described in
the “Five C's’. In addition to determining the viability, or
likelihood of success for the farm business (or the proposed
enterprise), each bank usually has a set of general financial
ratios that are evaluated. For more on these ratios, refer to
Appendix 3, The “Sweet Sixteen” Ratios & Calculations.
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3. FARM SERVICE AGENCY (FSA):
Loan Types: A helpful overview of FSA loan types can be
found in one table at:
http://www.fsa.usda.gov/pas/publications/facts/html/
farmloaninfo05.htm

1) Loan Guarantees. FSA provides conventional agricul-
tural lenders with up to a 95% guarantee of the princi-
pal loan amount. The lender is responsible for servic-
ing a borrower's account for the life of the loan. All
loans must meet certain qualifying criteriato be eligi-
ble for guarantees, and FSA has the right and responsi-
bility to monitor the lender's servicing activities. Farm-
ers apply for loans through commercial lenders and
lenders request guarantees on loans that are outside
their normal lending parameters.

2) Direct Loans: FSA offersdirect loans, serviced by
FSA officials, to farmers who meet specific eligibility
reguirements. Direct supervision and credit counseling
is offered to Direct Loan Program borrowers. Funding
for this program islimited, so afarmer may bere
quired to wait for funds to become available. FSA
also has funds targeted toward certain groups so im
mediate funding may be available for certain groups
and not others. For more detailed information on the
types of direct loans, refer to http://www.fsa.usda.gov/
dafl/directloans.htm

a) Farm Ownership (FO) loans are available for the
purchase of farmland, construction or repair of
buildings and facilities, and for the implementa-
tion of soil and water conservation practices. The
loan terms may be aslong as 40 years, depending
on thelife of the security with a maximum loan
amount of $200,000, at interest rates that are
slightly lower than commercial rates, depending
on the cost of money to the government. A Joint
Financing Plan is also available, allowing FSA to
lend 50% of the total amount financed with the
remaining amount being obtained from a second
credit source.

b) Operating Loans(OL): FSA can also help finance
operating capitd for the purchase of livestock, farm
equipment, feed, seed, fuel, farm chemicals, insur-
ance, minor improvements to buildings, land and
water development, family subsistence, and - under
certain conditions - for refinancing. The terms for
operating loans are 1 to 7 years depending on the life
of the security and loan purpose, with a maximum
loan amount of $200,000, and interest rates based on
FSA's borrowing costs.

¢) Emergency and Disaster Loans: In cases when an
Emergency has been officially declared by the
President, the Secretary of Agriculture, or the
FSA administrator, FSA emergency loans are
made available to farmersin the affected area.
If the suffering farmer meets eligibility re-
quirements, funds can be used to restore or
replace property, pay production costs associ-
ated with the disaster, pay family living ex-
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penses, reorganize the farming operation, or refi-
nance debts. Terms vary from 1 to 7 years for
production losses and up to 40 years for physical
losses depending on loan purpose and life of se-
curity. Loan amounts are capped at $500,000.

d) Beginning Farmer Loans: Both FO and OL loansare
available for beginning farmerswho are unableto
obtain financing from commercia credit sources. In
additionto FSA’sgenera digibility requirements,
applicantsmust meet other congtraintsregarding
management experience, number years farming, f
farm size, and digibility of partners.

€) FSA offers Down Payment Farm Ownership (FO)
Loansto help beginning farmers get established.
The program requires 10% down, and islimited to
30% of the purchase price or appraised value,
whichever isless (not to exceed $250,000). The
term of theloanisfor 10 yearsat afixed interest
rate of 4 percent. Youth Loans are aso available to
rural young people starting income-producing ven-
tures associated with 4-H, FFA, and similar or-
ganizations. Y outh loans are limited to $5000 and
must have the guidance and support of the organiza-
tion advisor.

f) Loansto Socially Disadvantaged Farmers. FSA
has special programs for farmers who have been
subjected to racial, ethnic, or gender prejudice
because of their identity as members of a group
without regard to their individual qualities. More
information can be found here or by contacting
your local FSA office: http://www.fsa.usda.gov/
pas/publications/factshtml/sdal can05.htm

3) Price Support Loan Services:

a) Commodity Loans: Designed to offer subsidized
interest rate loans as price supportsto certain design
nated commodity crops.

b) Farm Storage Facility Loans: Provides |ow-interest
financing for producersto build or upgrade farm
grain and silage storage and handling facilities.
http://www.fsa.usda.gov/pas/publications/facts/
fsfl05.pdf

Clients & Eligibility:

FSA helps established farmers who have suffered financial
setbacks from natural disasters, or whose resources are too
limited to maintain profitable farming operations. FSA fi-
nancing may also be available to farmers who have been un-
able to get financing from other sources. Beginning farmers
must have a minimum of 3 years experience to qualify for
FSA assistance, with a maximum of five years experience for
Direct Loans, and 10 years maximum for |oan guarantees.
Before FSA can consider your application, loan applicants
must have received two rejections from commercial lenders.
Because of limited funds within the agency, and federal regu-
lations or rules, other restrictions will likely apply. These
restrictions include, but are not limited to, borrower eligibility
as well asloan purposes.
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Particular concerns:

FSA’s approval process has two major steps, eligibility and
feasibility. Eligibility is determined by various government
regulations and guidelines; feasibility is determined by stan-
dard lending practices regarding cash flow, security, etc.
Being eligible does not mean you get financing. Having a
business plan that cash flows does not mean you are eligible.
Both steps are required for FSA approvals.

Generally speaking FSA acts as “the lender of last resort,”
meaning that the Agency strivesto serve farmers who have
tried and failed to acquire financing from conventional
sources. However, FSA has also been referred to as “the
lender of first opportunity,” highlighting the fact that many
farmers would not otherwise be given the chance to farm or
improve their farm operation. In fulfilling this mission, FSA
must also work within legal and financial constraints: There
are unique challenges posed by limited availability of funds,
the need to leverage existing funds, and the management of
risks posed by the pooling of so many below-market loans
and loan-guarantees. Asaresult, while FSA may view your
particular loan application more sympathetically than other
lenders, their ability to help may be constrained by larger
forces. Nevertheless, if you have sought financing from other
sources and been turned down, you should certainly contact
your local FSA office. We have heard of some rare occasions
where farmers with good business plans have been turned
down by FSA, perhaps because the enterprise was unfamiliar
to the loan officer: If you do not feel you' ve been given rea
sonable consideration, then ask the loan officer to reconsider
your application. Afterward, if you still believe your request
hasn’t received careful consideration, then go to the farm loan
chief, or the state director’s office. Y our ability to “educate”
the loan officer on realistic expectations, pitfalls, and market-
ing strategies will help to insure that the application is given
thorough consideration, but it does not insure approval.

4) CREDIT UNIONS & COMMUNITY

DEVELOPMENT FINANCIAL INSTITUTIONS:
These institutions are too numerousto list. However, it is
worth noting that both Credit Unions and Community Devel-
opment Financia Institutions (CDFIs) are typicaly chartered
to serve goals and purposes beyond profitability for their
OWners or investors.

If someonein your family is a member of a credit union, you
may be able to abtain helpful advice or financing there.

CDFIswork mainly in urban areas, but some are beginning to
explorerural lending. Self Help Credit Union and Mountain
Micro-Enterprise Fund are examples of CDFIs. Self Help
Credit Union is not currently lending to agricultural ventures,
but has financed some value-added enterprises. Mountain Mi-
cro-Enterprise Fund offers financing linked with technical assis-
tance and small businesstraining, and targets the Appalachian
mountain region.

Self Help Credit Union

P.O. Box 3619,

Durham, NC 27702

(919) 956-4400, (800) 476-7428

http://www.sel f-hel p.org/commerciallending/sbx5.asp
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Mountain Micro-Enterprise Fund

29 1/2 Page Avenue,

Asheville, NC 28801

828-253-2834 x17, 888-389-3089 (toll free)
http://www.mtnmicro.org/

5. FEDERAL & STATE SUBSIDIZED OR
GOVERNMENT AUTHORIZED LENDERS!

The category of federal & state subsidized or government author-
ized lendersincludes USDA Rura Development (RD), the Smdll
Business Adminigtration (SBA), the North Carolina Agricultural
Finance Authority (NCAFA), and the North Carolina Rurd Eco-
nomic Development Center. (While FSA isafederdly charted
government lender, it is described separately dueto itsimportance
and itslarger share of the agricultura lending market.)

A) USDA Rural Development (RD). This lender sup
ports rural communities by targeting assistance to com
munitiesin need. Of most interest to farmersisthe Busi
ness and Cooperative Services. The way to approach
these folksis through the Farm Services Agency. FSA
referrals account for most loans that the Business and
Cooperative Services (BCS) makes. So go first to your
FSA office. But be aware of thisimportant fact: BCS
does not make loans for commodity production; it leaves
commaodity production loans to the FSA. However, the
BCS can and does make loans for processing commode
ties and using value-added production practices.

The flagship program for Rural Development (RD) isits
Business & Industry Guaranteed L oan Program. Let's
look at it before listing other grant and loan programs of
the BCS.

The Business & Industry (B&1) loan program works by
guaranteeing up to 80% of acommercial lender's loans.
Guarantees typically range from $350,000 to $25 million
for agri-business projects. Once again, though, there are
important facts to keep in mind:

eThe program's main purpose is to improve the econo-
mies of rural communities, including creating ad main-
taining jobs. B& | does this by expanding the lending
capability of private lendersin rural areas.

eMany agriculture-related businesses are eligible for
B&I-guaranteed loans.

e[ oans may be obtained for working capital, machinery
and equipment, buildings and real estate, and certain
types of debt re-financing.

eTypically, “pure’ agricultural production loans are not
available.

eThe B&I program is open to virtually any legaly or-
ganized entity. This includes cooperatives, corpora-
tions, partnerships, Indian tribes, local government,
and others.

eB& | does not emphasize family and/or small farms.

Y ou don't have to have been denied credit to apply for
this program.

For detailed information as to eligible and ineligible
farm-related ventures, please refer to
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http://www.rurdev.usda.gov/or/Bl agbiz.pdf

USDA RD offers many more programs, too. The follow-
ing programs may also be helpful to farmers, farm-
entrepreneurs, farm-related ventures and coops: Value-Added
Producer Grants (VAPG), Small Minority Producer Grants
(SMPG), Rural Cooperative Development Grants (RCDG),
Appropriate Technology Transfer for Rural Areas (ATTRA),
Section 9006: Renewable Energy and Energy Efficiency In-
vestments Program (Section 9006), and the Intermediary Re-
Lending Program (IRP). For more information on these pro-
grams, please consult your local FSA officer, the Internet
(http://www.rurdev.usda.gov/), or the North Carolina offices
of USDA- Business and Cooperative Services:
(919) 873-2040.

B) Small Business Administration (SBA):

The SBA no longer provides any direct lending relating to
farmers. They do offer financial servicesto small businesses,
and farm-related businesses can apply through participating
lending ingtitutions. SBA Lenders cannot finance loans for
crops, production, farming equipment, or anything el se that
might duplicate services offered by USDA, FSA, or other
federal agencies. SBA services offered through participating
lending institutions includes |oan guarantees, microloans, and
fixed asset financing.

Farm-related businesses are those enterprises which supply
goods and services primarily used in connection with farm-
ing. Farm-related businesses are eligible to apply for SBA
assistance through a participating lender, but agricultural en-
terprises must first apply to FSA. If the application to FSA is
declined or found to be ineligible, the agricultural enterprise
can apply to SBA providing a written explanation of the out-
come of the contact with FSA. It isnot clear whether or not
value-added agricultural enterprises are eligible.

Eligible farms or farm-related businesses can apply for any of
three types of financing assistance: a) loan guarantees b) mi-
croloans, or ¢) fixed asset financing (“504 Loans’).

Loan guarantees are made through any participating lender.
Seasonal lines of credit are possible with SBA |oan guaran-
tees. Contact SBA to learn of participating lenders.

Microloans are currently made through Innovative Bank,
BLX — Business Loan Express, and Superior Financial
Group. Microloans are capped at $50,000. Application to
these lenders must be made through the Internet, as they do
not maintain offices in North Carolina.

Innovative Bank
https://www.innovativebank.com/

BLX — Business Loan Express
http://www.blxonline.com/

Superior Financial Group
http://www.superiorfg.com/main/

504 Loans are made through Certified Development Compa-
nies, for long term financing of fixed assets like fencing, dik-
ing, barns, and silos. Contact SBA to learn of participating
community development lenders who have been certified as
Development Companies.
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C) North Carolina Agricultural Finance Authority (NCAFA):
NCAFA operates afarm real estate |oan program (Seriesl), a
beginning farmer loan program (Series 1), ajoint beginning
farmer loan program with Farm Credit Services (Series|Il or
“Ag Start”), and a tax-exempt bond finance program for agri-
cultural processing. Eligibility requirements vary with each
of the different financial products offered by NCAFA.

NCAFA

P.O. Box 27908

Raleigh, NC 27611-7908

Phone (919) 733-0635 Fax (919) 733-1460
Contact: Dr. Frank Bordeaux
http://stateagfinance.com/northcarolina.html

D) North Carolina Rural Economic Development Center
(Rural Center):

The Rural Center runs two programs that provide capital for
rural business start-ups and expansions. The Microenterprise
Loan Program serves the smallest rural businesses through a
combination of loans, business planning, and technical assis-
tance. The Capital Access Program serves small-to-medium
sized businesses, through local lending institutions.

The Microenterprise Loan Program'’s eligibility requirements
include anyone starting or expanding a small businessin the
85 rural counties of North Carolina. Applicants must meet
the following minimum criteria: 18 years of age; business has
fewer than 10 full-time employees; isa U.S. citizen or perma-
nent resident and aresident of North Carolina. Special em-
phasisis placed on serving rural, low-income, female and
minority borrowers.

The Capital Access Program is designed for solid rural busi-
ness ideas that are otherwise unable to obtain financing. The
program offers participating banks a special |oan loss reserve
to facilitate loans that carry a higher level of risk than allowed
by conventional bank guidelines. Funds for this program
were provided by the Golden LEAF Foundation and the Ap-
palachian Regional Commission. The averageloan sizeis
just over $50,000, and most loans have been made to ventures
with fewer than ten employees.

North Carolina Rural Center

4021 CaryaDrive

Raleigh, NC 27610

919-250-4314

www.ncrural center.org/loansg/micro.htm
www.ncrural center.org/loans/capital .htm

6. MISCELLANEOUS SOURCES OF
AGRICULTURAL FINANCE:
It should be noted that there are a number of other sources of
financing for agriculture and farm-related businesses. Insur-
ance companies (e.g., Metropolitan Life), merchants, feed &
seed dealers, and equipment dealers or manufacturers have
been offering loans for many years. In many cases the loans
are very small, short-term, only for the purpose of paying for
the supplies or machinery necessary for agricultural produc-
tion. In afew cases, especially with the insurance companies,
large loans ($250,000 and larger) are made for purchase of
land or other rural business ventures.

7. UNCONVENTIONAL SOURCES OF
FINANCING:
Another alternative for an enterprising farmer isto seek fi-
nancing from “unconventional” sources. Many small busi-
nesses get their start with personal loans, cooperative owner-
ship, and venture capital. Personal loans from friends or fam-
ily members can be organized formally or informally. Circle
Lending is acompany that offers Internet-based services to
formalize, manage, and repay “person to person” |oans be-
tween relatives, friends and other private parties.

Another form of personal lending isthe Community Sup-
ported Agriculture (CSA) structure. Also called Customer
Supported Agriculture, CSA’s receive payments from their
“members’ in advance of harvest, for the promise of an equal
share of the harvest. A CSA islike acollection of production
loans directly from the customers, repaid on delivery of the
harvest to the customers. A few innovative farmers are even
organizing Restaurant Supported Agriculture (RSA). This
tool is applicable only to producers who are direct-marketing
their goods.

Cooperative ownership is the model of business organized by
producers who share common goals or needs. These cooper-
ating producers collectively pool their investments to market,
process, store, or otherwise handle their products.

Venture capital is the method of unconventional financing in
which investments are made in high-risk ventures by inves-
tors who seek a high rate of return on their investment. Few
farming enterprises would qualify, but larger-scale, high-
profit, value-added enterprises may be of interest to venture
capital firms.

These are just a few ideas of how — with care, planning, and
effort — your venture can be financed using alternative
SOurces.

CircleLending

69 Hickory Drive
Waltham, MA 02451
781-419-7701
1-800-805-2472
www.circlelending.com

CSA

Contact your local Cooperative Extension Agent for help in
organizing a CSA, or refer to

www.agmrc.org/agmrc/busi ness/operatingbusi ness/
understandingcsa.htm

Cooperative Ownership

For help in organizing a coop, contact your local Cooperative
Extension Agent, or Farm Credit Institution, or refer to
www.rurdev.usda.gov/rbs/pub/cir7/cir7rpt.ntm
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APPENDIX 3

THE “SWEET SIXTEEN?”

RATIOS & CALCULATIONS

BUSINESS PERFORMANCE
MEASURES
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The " Sweet Sixteen” are calculations and descriptions used by bankers and lenders to measure business performance. These 16
ratios and calculations define Liquidity, Solvency, Profitability, Repayment Capacity, and Financial Efficiency. These busi-
ness performance measures were developed by the Farm Financial Standards Council (FFSC). For more information on FFSC,

visit www.ffsc.org

Additionally, this Appendix is supplemented with a flowchart which explains how lenders evaluate small loan applications —
using Balance Sheet, W-2 Wage Forms, Schedule F tax forms, and your Credit Report.

Liquidity

Current Ratio: Calculated as (total current farm assets) + (tota
current farm liabilities).

This measure of liquidity reflects the extent to which current
farm assets, if sold tomorrow, would pay off current farm
lighilities.

Working Capital: Calculated as (total current farm assets) —
(total current farm liabilities). This measure representsthe

short-term operating capital available from within the busi-
ness.

Solvency

Debt-to-Asset Ratio: Calculated as (total farm liabilities) +
(total farm assets). Thisrepresents the bank’ s share of your
business. A higher ratio isan indicator of greater financial risk
and lower borrowing capacity.

Equity-to-Asset Ratio: Calculated as (farm net worth) + (total
farm assets). This measure of solvency compares farm equity
to total farm assets.

Debt-to-Equity Ratio: Calculated as (totd farm lighilities) +
(farm net worth). This measure compares the bank’ s owner-
ship to your ownership of the business.

Profitability

Rate of Return on Assets: Calculated as[(net farm income) +
(farminterest) — (value of operator |abor and management)] +
(average value of farm assets). This measure represents the
average “interest” rate being earned on al investmentsin the
business (your investment and that of your creditors).

Rate of Return on Equity: Calculated as[(net farm income) —
(value of operator labor and management)] + (average farm
net worth). This measure representsthe “interest” rate being
earned by your investment in the farm. Thisreturn can be
compared to the return on your investmentsif equity were
invested somewhere else, outside the business.

Operating Profit Margin: Calculated as (return on farm assets)
+ (value of farm production), where return on farm assets
equas (net farm income from operation) + (farm interest ex-
pense) — (opportunity return to labor and management). This
measure of profitability shows the operating efficiency of the
business. Low expensesrelative to the value of farm produc-
tion result in a healthy operating profit margin.

Net Farm Income: Calculated as (gross cash farm revenue) —
(total cash farm expense) + (inventory changes) +
(depreciation and other capital adjustments, including
gains+losses from the sale of capital assets). This measure

represents profitability or the farm’ sreturn to labor, manage-
ment and equity.

Repayment Capacity

Term Debt Coverage Ratio: Calculated as[(net farm operat-
ing income) + (net nonfarm income) + (depreciation) +
(scheduled interest on term debt and capita leases) — (family
living and taxes paid)] + (scheduled principal and interest
payments on term debt and capital leases). This measure of
repayment capacity tells whether the business produced
enough cash to cover dl intermediate and long-term debt pay-
ments. [NOTE: Some commercia lenders use avariation on
thisratio caled the "Funds Flow Coverage Ratio." Funds
Flow Coverage Ratio isthe sum of net profit, depreciation,
amortization plusinterest minus al dividends, withdrawals
and non-cash income divided by the sum of al current maturi-
ties of long term debt, capital |ease obligations and interest.]

Capital Replacement Margin: Cdculated as the value of (net
farmincome) + (net nonfarm income) + depreciation —
(family living expenses, taxes paid, scheduled paymentson
term debt). This measure describes the amount of money left
over after all operating expenses, taxes, family living cogts,
and scheduled debt payments have been made.

Financial Efficiency

Asset Turnover Rate: Caculated asthe (gross farm revenue)
+ (average farm assets). This measuresthe efficiency of using
capital. A highlevel of production in proportion to the level of
capital investment yields a high (or efficient) asset turnover
rate.

Operating Expense Ratio: Calculated as the value of [(total
farm operating expenses)— (depreciation) — (farm interest)] +
(grossfarm revenue). This measure reflects the proportion of
farm revenues used to pay operating expenses, not including
principal or interest.

Interest Expense Ratio: Calculated as (farm interest) + (gross
farm revenue). This measure of financial efficiency shows
how much of grossfarm revenueis used to pay for borrowed

capital.

Depreciation Expense Retio: Calculated as (depreciation and
other capital adjustments) + (gross farm revenue). This meas-
ure indicates what proportion of farm revenue is needed to
maintain the capital used by your business.

Net Farm Income from Operations Ratio: Calculated as (net
farm income from operations) + (gross farm revenue). This
measure of financial efficiency compares profit to
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¢“How AGRILENDERS ANALYZE SMALLER LOANS,” BY DAVID KOHL.

David Kohl, a professor emeritus at Virginia Tech, has taught and written for several decades on agricultural fi-
nance and small business management. 1n 1997 he published a helpful paper explaining how agricultural lenders
analyze smaller loans. Hereisasummary.

In the past 15 years, computer technology and increased competitive pressures have changed the ways lenders ana-
lyze smaller loans. Agricultural lenders have streamlined the process, particularly on smaller loans. (Inthisillus-
tration, small loans are considered to be those loans made to farmers who rely on off-farm income, and whose farm-
business revenues are less than $100,000 per year.)

In analyzing smaller loans, lenders tend to focus on three key areas. First, they analyze the farmer’s ability to repay
the debt on atimely basis. Second, they look at how the bank loan is to be collateralized (or secured in the case of
loan default). Third, they examine the farmer’s historical track record of repayment, by looking at his credit history
and credit card use.

How Lenders Analyze Smaller Ag Loans

Balance Sheet
W-2 Wage Forms
Schedule F Tax Form
Credit Report

REPAYMENT TRACK RECORD LEVERAGE & COLLAT-

ABILITY Credit History ERAL

. Credit Card Balances .
Debt Payment Ratio Courthouse Files Debt to Asset Ratio
Debt = | Supplier References < 50% = Low Risk
(Debt = Income) PP 50% - 75% = Mod. Risk
< 25% = Low Risk > 75% = High Risk
25% - 50% = Mod. Risk o= High Kis
o — :
> 50% = High Risk Collateral Coverage Ratio

(Pledged Collateral = Amount of
Loan)
>2.00 = Low Risk
Close to 1.00 = High Risk
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APPENDIX 4

WHERE To GO FOR HELP
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As governmental farm supports go away, farm-enterprises are starting to rely more and more on the same infra-
structure that is out there to support other small businesses. However, the world of small business assistance and
training is still adapting to the changing needs of farmers and small agri-business professionals. While thereisno
single place you can go to for all your assistance needs, there are many resources available to a determined farm-
entrepreneur. Remember, persistence is the key to getting the resources you need to be successful.

FOR GENERAL ASSISTANCE IN ENTERPRISE DEVELOPMENT:

North Carolina Cooper ative Extension—Early in your
planning, check with your local Cooperative Extension
office. Sometimes Cooperative Extension offers extraordi-
narily valuable training opportunities. Y our local agents
may also be familiar with other local resources that may be
of useto you. Every county is served by a Cooperative
Extension office. Listings can befound in your local
phonebook or by searching the Internet.

North Carolina Department of Agriculture and Con-
sumer Services (NCDA)—NCDA may be able to help
you with new enterprise development in a number of ways.
They may be able to provide information and consultation
on agricultural production, processing (including regula-
tory requirements), and marketing. NCDA isalarge or-
ganization with many different responsibilities. Finding
the person who can answer your specific question requires
persistence.

Contact: NC Department of Agriculture & Consumer Ser-
vices, 1001 Mail Service Center, Raleigh, NC 27699-
1001. (919) 733-7125

Information is available online at www.ncagr.com.

The Small Business Administration (SBA) isaso agood
source for information on business planning. There are
interactive tools there, and free on-line courses to help you
learn small business planning. SBA may also refer you to
other service providers who can better assist you. Herein
North Carolina SBA works with three groups (described
below): SBTDC, SCORE, and the Small Business Center
Network at the state’s community colleges.

Contact: North Carolina District Office, 6302 Fairview
Road, Suite 300, Charlotte, NC 28210-2227.

(704) 344-6563

Information is available online at www.sba.gov.

The North Carolina Small Business and Technology
Development Center (SBTDC) is designed for small busi-
ness owners and those interested in starting a small busi-
ness. SBTDC'sgoal isto help entrepreneurs meet the
challenges of the modern busi ness environment, success-
fully manage fast-paced changes, and plan for the future of
their business. SBTDC provides management counseling
and educational services through 17 offices|located at col-
leges or universities across NC. All services are confiden-
tial and most are free of charge.

Contact: Small Business and Technology Development
Center, 5 West Hargett Street, Suite 600, Raleigh, NC
27601-1348. (919) 715-7272 or 800-258-0862 (in North
Carolina only)

E-mail questions to: info@sbtdc.org
Information is available online at www.sbtdc.org.

The Service Cor ps of Retired Executives (SCORE) isa
national nonprofit volunteer association of skilled and tal-
ented retirees. VVolunteers share their wisdom and lessons
learned in business. In thisway they encourage the forma-
tion, growth, and success of small business. The national
organi zations website, www.score.org, has useful informa-
tion and you can locate your local SCORE chapter through
the following weblink: www.sba.gov/gopher/L ocal-

I nformation/Service-Corps-Of -Retired-Executives/
sconc.txt

NC Community Colleges Small Business Center Net-
work (SBCN) —The objective of the Small Business Cen-
ter Network is to increase the success rate and the number
of viable small businessesin North Carolina by providing
high quality, readily accessible assistance to planned and
existing small business owners and their employees. Each
Small Business Center (SBC) is acommunity based pro-
vider of education and training, counseling, information
and referral. Thereisa SBCN office located at all 58 of
the state’ s community colleges. Servicesinclude business
seminars and workshops, free confidential business coun-
seling, and accessto vital resources and information. They
can put you in touch with business and community |eaders,
aswell aslocal, state and federal agencies who share the
goal of making your business a success. You can find
more information at www.ncccs.cc.nc.us/

Business and_|ndustry/sbenmainpage.htm

Creating Business Opportunities (CBO) is a partnership
between North Carolina State University, the North Caro-
lina Department of Agriculture and Consumer Services,
the North Carolina Farm Bureau, and the Rural Center.
The partnership isto support the development of an array
of agricultural business opportunitiesin North Carolina.
The project has developed a website with links to a variety
of useful information sources on the topic of business de-
velopment at www.ces.ncsu.edu/cho.

Economic Development Commissions (EDC)—EDCs
are state, regional, and local organizations that attempt to
stimulate business growth and devel opment through busi-
ness recruitment and technical assistance. EDC staff mem-
bers are generally knowledgeable about many aspects of
busi ness development including business plan develop-
ment and financing. Many farmers have found their local
EDC staff to be helpful in project development. The best
place to look for your local EDC isin the phone book or
through your chamber of commerce. Some of North Caro-
lina’'s EDCs are listed on this website:
www.ecodevdirectory.com/north _carolina.htm.
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Farmers Adopting Computer Training (FACT) Project
This program was developed by the Cooperative Extension Pro-
gramat N.C. A& T State University, and offers specia training in
computers, aswell asalimited number of free computers. Free
computersand training are limited by available funding. The
classes have been offered to small and limited resource farmers at
community colleges throughout the gate, including Sampson
(Clinton), Roanoke-Chowan (Ahoskie), James Sprunt
(Kenansville), South Piedmont (on both Wadeshoro and Monroe
campuses) and Vance-Granville (on Louisburg, Warrenton,
Creedmoor and Henderson campuses).

CONTACT: Marcie Joyner, Extension Associate and/or
Francis Walson, Extension Associate

Cooperative Extension Program,

North Carolina A& T State University,

P.O. Box 21928, Greenshoro, NC 27420.

(336) 334-7956

joynerm@ncat.edu and/or wal son@ncat.edu
www.ag.ncat.edu/extension/programs/fact.htm
cfcc.edu/sbe/fact

The North Carolina Rural Entrepreneurship through
Action Learning (NC REAL) program offers training and
other assistance to small businesses, including farmers. NC
REAL hopesto soon offer business educational modules
through their internet website, www.ncreal.org, or through
participating community colleges. These self-guided audio-
visual training modules require a small feg, and include;
Managing a Home Based Business (tax implications), Finan-
cias: The Basics, Financias: Beyond the Basics.

For farmers needing the option of a distance |earning course
in entrepreneurship & small business planning, five commu-
nity colleges offer eREAL online, whichisa 12 week course
developed by NC REAL. Participants can contact the Small
Business Centers at the following community colleges who
offer eREAL online in 2006-2007: Central Carolina Commu-
nity College, Durham Technical Community College, Guil-
ford Technical Community College, Haywood Community
College, Rowan Cabarrus Community College, and Sampson
Community College.

The North Carolina Farm Transition Network (NCFTN)
provides information about farm asset and business transition
from one operator to the next. NCFTN assists farmers with
planning for the future that eases the hardship involved with
changes in personnel.

North Carolina Farm Transition Network (NCFTN),

P.O. Box 27766, Raleigh, NC 27611.

(919) 782-1705

abranan@ncfb.net www.ncftn.org

The North Carolina Rural Economic Development Center
(Rural Center) has a searchable online database that is useful
in gathering demographic data for market analysis, which
could be helpful in writing aloan application. Additionaly,
the Rural Center offers a micro-enterprise loan fund that is
specifically intended to assist North Carolina entrepreneurs to
overcome capital access barriers.

North Carolina Rural Economic Development Center,

4021 CaryaDrive, Raleigh, NC 27610.

(919) 250-4314

info@ncruralcenter.org www.ncruralcenter.org

41

North Carolina Business Resour ces Directory: Business
assistance availablein North Carolina’s 100 counties,
produced by The Rural Center, October 2003.

www.ncrural center.org (232 pages, hard-copy, or searchable
online at www.ncrural center.org/entrepreneurship/brd.asp)
Provides entrepreneurs with current information on resources
for financial and technical assistance.

North Carolina Institute of Minority Economic Develop-
ment is a statewide nonprofit organization representing the
interest of underdevel oped and underutilized sectors of the
state's economic base. The Institute’s business development
resources, to include its Education & Training Division, the
NC Statewide Minority Business Enterprise Center™, and the
Women'’s Business Resource Center of North Carolina, work
to assist historically underutilized businesses in accessing
affordable capital, expanded market opportunities, and stable
internal management and control systems. Through direct
one-on-one technical assistance and small group education
and training, businesses are positioned for growth and
expansion.

Andrea Harris, President

114 W. Parrish St., Durham, NC 27701. (919) 956-8889
info@ncimed.com www.ncimed.com

North Carolina Community Development I nitiative, Inc.
isamodel public-private community economic development
intermediary dedicated to increasing assets and creating
wealth in low-resource communities. They provide grants
and loans to Community Development Corporations (CDCs)
and other non-profit organizations.

Abdul Rasheed, CEO

2209 Century Drive 2nd Floor, Raleigh, NC 27612.

(919) 828-5655
info@ncinitiative.org  www.ncinitiative.org

Farm Service Agency (FSA)—While commonly known as
the “lender of last resort,” FSA is also a source of many
opportunities. Because of its work in overseeing their loan
programs, disaster assistance & conservation programs, price
supports and commodities programs, the FSA can be a great
help to you in shaping your farm enterprise. Every county
has an FSA office, and they can be found through your local
cooperative extension service.

Central Carolina Community College (CCCC) offers hands
on training in small-scale, sustainable vegetable production
and sustai nable business development. Many community
colleges around the state are adapting the CCCC curriculum
to meet local needs. It isagood ideato contact your local
community college to find out what is offered. To find out
more about the CCCC programs you can contact

Robin Kohanowich

CCCC,Sustainable Agriculture Program

764 West Street, Pittsboro, NC 27312,

(919) 542-6495 ext. 229

Email questions to: rkohanowich@cccc.edu.

The North Carolina Department of Commer ce offers con-
sultations to new businesses, identifying all the licenses, per-
mits, regulations, and/or other approvals required for the
planned business activity. Farm enterprises which aspire to
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do on-farm processing or other value-added activities may
reguire such assistance. Meat processing, dairy, and agri-
tourism activities are examples of businesses that may re-
quire such assistance.

Contact: NC Department of Commerce,

4301 Mail Service Center, Raleigh, NC 27699-4301.
(919) 715-2864

Www.nccommerce.com/servicenter/blio

Additional resourceswe' d like to highlight:

The single best source we' ve found to guide you through
writing a business plan for your farmis“ Building a Sus-
tainable Business: A Guideto Developing a Business Plan
for Farmsand Rural Businesses.” Thishighly detailed
guide takes you through all stepsin the process, in work-
book fashion. It isavailable in print-edition, or download-
able through the USDA’s SARE website:
www.sare.org/publicationsg/business.htm

To order the print-edition, call 301-374-9696, or write to the
following:

Sustainable Agriculture Publications, PO Box 753, Waldorf,
MD 20604-0753

Email: sanpubs@sare.org

BizPathwaysis a service provided by Minnesota Rural Part-
ners. This site contains much free information helpful to
new farm ventures. A modest annual fee allows accessto
customized information, business plan templates, and other
services.

www.bizpathways.org/Bizpathways/| ndex.aspx

Center For Agricultural and Rural Banking at the
American Bankers Association (ABA)
ABA offershelpful Tip Sheetsfor farmersand ranchers.

Tip Sheet for Young and Beginning Farmers:

How to Build Successful Financial Relationships
http://www.aba.com/NR/rdonlyres/E1577452-246C-11D5-
AB7C-00508B95258D/31065/

TipsheetforyoungandBegi nningFarmers9996.pdf

Surviving Tough Financial Times on the Farm
http://www.aba.com/NR/rdonlyres/E1577452-246C-11D5-
AB7C-00508B95258D/31077/
TenTipsForToughTimes503ti psheet9993. pdf

Work With Your Banker to Manage Rising Interest Rates
http://www.aba.com/NR/rdonlyres/E1577452-246C-11D5-
AB7C-00508B95258D/40029/

TipSheetRisingl nterestRates.pdf

FAST (Farm Analysis Solution Tools) University of Illi-
nois offers free tools to help you make better decisions with
user-friendly computer programs. FAST tools are very easy
to use, and would be helpful to North Carolinafarmersin
financial statement preparation, cash flow budgeting, assess-
ing the financial performance of afarm operation, under-
standing various loan decisions and products, and helping
with decisions to manage risk exposure. Go to
www.farmdoc.uiuc.edu and click on FAST Tools. Thereis
also good information at the “ Finance” link.

42

Greater Hickory Metro Business Development Networ k
put together an informative website for small businesses.
www.growyourownbiz.com.

How Agrilenders Analyze Smaller Loans—Thisis a paper
written by Dave Kohl, Ph.D. It gives some general guide-
lines regarding repayment ability, solvency, collateral, &
credit history. Available on the web at www.ext.vt.edu/
news/periodical §/fmu/1997-04/loans.html.

Local Colleges and Universities

A few enterprising farmers have received valuable assis-
tance with business planning, market research, brand devel-
opment, etc., by contacting their local Schools of Business,
Marketing, or other academic departments at colleges and
universitiesin their area. Students often need hands-on ex-
perience in these areas, and faculty often have talents and
expertise to share.

Rural Advancement Foundation I nternational — USA
(RAFI-USA)

RAFI-USA offerstwo programs of special interest to farm-
ers seeking financing. Our Tobacco Communities Grants
Program gives small grantsto tobacco farmers who are tran-
sitioning away from tobacco towards innovative crops, pro-
duction methods, or other business models. Also, our Farm
Sustainability Program offers financial counseling services
to farmers to increase the economic survival and sustainabil-
ity of farm familiesin financial and disaster related crises.
RAFI-USA does not provide financial relief to farmers, but
provides expert knowledge in complex lending regulations
and two decades of experience in fighting to keep farmers
on theland.

RAFI-USA,

PO Box 640, Pittsboro, NC 27312. (919) 542-1396
www.rafiusa.org

Other Farmers!
Someti mes the best information and help comes from talk-
ing with other farmers.
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SOURCES
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Agriculture: A Glossary of Terms, Programs, and Laws, 2005 Edition, CRS Report for Congress, Jasper Womach, Agri-
cultural Policy Specialist, CRS Resources, Science, and Industry Division, 1997. (282 pages, PDF, 1277 KB)
http://www.cnie.org/NL E/CRSreports/05j un/97-905. pdf

Agricultural Financial Reporting and Analysis, Dr. Arnold W. Oltmans (NCSU), Dr. Danny A. Klinefelter (Texas A & M
University), and Dr. Thomas L. Frey (University of Illinois). Thisbook was based on recommendations of the Farm Fi-
nancial Standards Task Force to standardize the methodology for acquiring and recording financial information for the
agricultural industry. http://www.doanebookstore.com/shop.php?show_prod detail=9

Agricultural Lending: Comptroller’s Handbook, Comptroller of the Currency, Administrator of National Banks, Decem-
ber 1998. www.occ.treas.gov/handbook/aglend.pdf (50 pages, PDF, 148 KB)

Building A Sustainable Business: A Guide to Developing A Business Plan for Farms and Rural Businesses, Minnesota
Ingtitute for Sustainable Agriculture and The Sustainable Agriculture Network, 2003. http://www.sare.org/publications/
business.htm

(280 pages, PDF, 3446 KB)

Funding the New Harvest: Overcoming Credit Barriers for North Carolina’s Sustainable Farming Enterprises, Curtis
Consulting and Self-Help Credit Union, December 2004.
http://www.sel f-hel p.ora/PDFs/Fundi ng%20the%20N ew%20H arvest%200ct.%6202004.pdf (52 pages, PDF, 526 KB)

How Agrilenders Analyze Smaller Loans, Dave Kohl, Ph.D., (1997 self-published paper). http://www.ext.vt.edu/news/
periodical fmu/1997-04/loans.html

North Carolina Business Resources Directory: Business assistance available in North Carolina’s 100 counties, The N.C.
Rural Economic Development Center, October 2003. http://www.ncrural center.org (232 pages, hard-copy, or available
in searchable format at http://www.ncrural center.org/entrepreneurship/brd.asp)

Weighing the Variables: A Guide to Ag Credit Management, by David Kohl and Vern Pierce, American Bankers Associa-
tion, 2002. http://www.aba.com/ Catalog: # 3001689
(192 pages, hard-copy, $60 Members/ $80 Non-Members)
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Additional information can be
obtained from contacting the staff:

William Upchurch
Executive Director

Amy Bissette
Administrative Officer

1080 Mail Service Center
Raleigh, NC 27699-1080

919.733.2160
Fax 919.733.2510

tobaccotrustfund@ncmail.net

www.tobaccotrustfund.org
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