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Agricultural diversification is a popular topic to-
day. The last issue of the journal contained an
article that discussed the state of lowa’s approach
to alternative agriculture. In this issue, we look at
a Cdlifornia perspective of financing specialty crops.
The following article, written by a California ex-
tension specialist, provides insight and cautionary
notes that may help you as you evaluate loans for
alternative crops.

Successful
lending
for ag
diversification

by Karen Klonsky

Diversification means high risk. The introduction
of alternative crops poses new challenges to agricul-
tural lenders and producers. Successful lending for
alternative agriculture ventures will differ from fi-
nancing traditional enterprises by requiring more ex-
tensive presentations by borrowers, an increase in re-
search by the bank and greater flexibility in the loan.

This article focuses on challenges the ag lending
community faces as it meets the demands for financing
alternative agriculture. The new requirements for the
presentation by the borrower, research by the lending
institution and loan flexibility will be discussed in
detail. Information for this article was developed from
the experience of California lenders with financing
new commodities.

Characteristics of alternative
agriculture

[t cannot be over-emphasized that alternative ag-
riculture proposals should be treated as venture capi-
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tal. The borrower needs enough financial
depth to positively respond to the ques-
tion “Will I be solvent if this venture fails?”

As with any venture, a cash flow is
extremely difficult to project. Extensive
research must be done with respect to the
physical requirements of crop production,
post-harvest handling and marketing
alternatives.

“Alternative agriculture
proposals should be treated
as venture capital.”

The recent introduction of new enter-
prises in California has primarily been in
the area of perennial crops requiring long-
term financing for orchards or vineyards.
Examples include kiwi, and more re-
cently, Granny Smith apples and Fuji ap-
ples. This is because of the specific cli-
matic requirements of perennial crops
including cool but temperate winters. In
the Midwest, diversification will probably
take form in annual crops such as vege-
tables. (The notable exception is apples. )
These crops also may require long-term
financing for specialized equipment, par-
ticularly for harvesting. In addition, spe-
cialized storage and handling facilities will
undoubtedly be needed.

It is important to keep in mind that
even though the production loan can be
made on an annual basis, it will take sev-
eral years before the grower develops rou-
tine cultural practices. Variety selection,
bed size, pest control program and fertil-
izer composition are some examples of var-
iables that will be fine-tuned over time.
In short, even though you are financing
an annual crop, the operation should be
strong enough to withstand several years
of losses until a profit is realized.

Presentation by the borrower

In developing a business plan for a new
enterprise, a borrower will have to do ex-
tensive research. The grower should doc-
ument the sources of all information pro-
vided so that it will be easy to verify by
the loan officer.

The information should include anti-
cipated yields, physical needs of the crop,
a marketing plan, post-harvest handling
requirements, equipment needs and over-
head expenses. If possible, projected yields
should be based on experience in similar
climate and soil conditions. The physical
needs of the crop should include high and
low temperatures tolerated, water require-
ments, sensitivity to drought (if no irri-
gation system will be used), and nutrient
requirements. The description and timing
of equipment needs will be closely linked
to the physical needs of the crop and the
planned cultural practices. The availabil-
ity of equipment is also an important part
of the plan. Any experience in growing
the crop on a small scale would lend cred-
ibility to claims made in this section of
the plan.

The marketing plan is perhaps the most
difficult component to develop. Market-
ing experience, on a small scale, is diffi-
cult to extrapolate to a larger venture.
Names and addresses of brokers or buyers
should be included to allow for verifica-
tion. Purchase contracts, anticipated prices,
fluctuations in prices, acreage in produc-
tion and expected production are impor-
tant components of any market study. A
listing of the sources of information for
the study gives credence to the numbers.

“The operation should be
strong enough to withstand
several years of losses until

a profit is realized.”

Quite often private consultants are hired
to prepare feasibility studies. Consultants
have proven extremely helpful in collect-
ing information from a wide range of
sources.

Other sources of information include
growers who have had experience with the
crop and the Department of Agriculture
in states where the crop is traditionally
grown. Statistics are reported annually on
acreage planted, yield and price received.
The U.S. Department of Agriculture re-
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ports prices, acreages and yields for nu-
merous commodities and publishes “Sit-
uation and Outlook” reports giving a
national and global perspective for many
commodities.

Verification by lending
institution

As with any ag loan, the lender must
verify the projections presented by the
borrower. These projections should be more
closely scrutinized when involving an al-
ternative commodity proposal. The loan
review may involve a production loan ap-
praisal and setting a management rating.
A real estate appraisal might be in order
to establish the production capabilities of
the farm, or to determine the value of the
real estate if it will be used as collateral
on the production loan.

“As with any ag loan, the
lender must verify the
projections presented by the
borrower.”

Each aspect of the borrower’s projec-
tions must be verified. Research is the key
to successful analysis. In-depth industry
analysis is the responsibility of the loan
officer. Begin with the world situation and
trace the other sources of the crop. For
example, apples are not traded country to
country. Therefore, exports are not a pos-
sible marketing outlet and imports are not
a source of competition. Red apples grown
in the East tend to stay there while reds
grown in Washington move down to Cal-
ifornia and to the East. The research con-
ducted somewhat depends on the re-
sources available within the bank. In large
ag banks there may be a separate ag de-
partment with the bank employing its own
appraisers. In a smaller bank an indepen-
dent appraiser may be hired.

Production loan appraisal

The first thing to verify is whether or
not the crop can be grown in the proposed
area. The best way to find out about the
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requirements of the crop is to talk to the
Cooperative Extension Service in your
state, or states where the crop is more
commonly grown. Studies showing the cost
of production will probably be available
for areas where the crop is significant.

“Research is the key to
successful lending.”

However, these generic budgets should be
used with caution. Attainable yields, pest
problems, water requirements and labor
rates will differ vastly from one area to the
next. Cost studies should not be used as
gospel, but rather as guidelines for devel-
oping appropriate budgets for the project
under consideration.

Lenders may also talk with other grow-
ers as a source of information. A good
grower should have records of yield history
and cost information.

At this point it should be easy to see if
the borrower knows the fundamentals of
growing the crop. Ask if he/she has had
any experience growing the crop on a small
scale or as an employee of another grower.
If this information was overlooked in the
original application, it may help you es-
tablish the needed credibility.

Once you're satisfied that the crop can
be grown, verify that it can be sold. Call
the packing plant or other outlets listed
in the marketing plan. Find out if the
market is highly seasonal and if price fluc-
tuates greatly from the beginning to the
end of the season.

Check on post-harvest handling, pro-
cessing and packaging requirements of
the industry. Find out about capacity and
location of cooling facilities. Ask who is
going to do the hauling. If the product
is going to be transformed in some way,
where is the nearest processing plant?
What is its capacity? What are its terms
of doing business? If the product is to be
sold fresh market, what are the packag-
ing alternatives?

Make sure you look at the terms of your
customer’s business arrangements with
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