November 1978 A.E. Ext. 78-36 l

ECONOMICS OF GRAPE PRODUCTION
IN THE GREAT LAKES REGION OF NEW YORK




It is the policy of Cornell University actively to support equality of
educational and employment opportunity. No person shall be denied ad-
mission to any educational program or activity or be denied employment
on the basis of any legally prohibited discrimination involving, but
not limited to, such factors as race, color, creed, religion, national
or ethnic origin, sex, age or hanicap. The University is committed

to the maintenance of affirmative action programs which will assure the
continuation of such equality of opportunity. :




Table of Contents

Tntroduchtion « v v v v vt e e e e e s e e e e e e e e e e e e e e e

ok

Data ColIection . -« ¢ ¢ v v v o« e 4 e 4 e e e e e e e e e e e e e

Cost Components . . . « « o « v v v v s« o s n e s e s e e e e e s s

Fixed Costs o+ v v+ v o o v s o & o s & & o o & & 2w e w oxe s s s a e
Grape Bquipment Fixed Costs . +« + « v « ¢ v v v v s v v v e 0 e e s
Fixed Growing COStES + « ¢« v v v v v @ v v o e e 0 a e e e e e e e
Shop and Storage Bullding . « « « v o e v o 0 0 0 0 0 a0 e 4w e e
Vineyard Overhead . . . + v o« v ¢ ¢ o & v 4 v s e v e e b e s .
Vineyard Depreciation . . . « v o 4 -« 0 v e h e e e 0 e s e e e
Managerment . .« « ¢ . v i 0w e w e e e s e s e e e e e e e e

Variable Growing Costs . .« ¢ . v o v o 4 o v v v e v e e e e e e e

WMWY 1 =~V W e

Single Curtain Training System . . « ¢ v o v o s o s 0 0 e e x e e

'.-J
=

Geneva Double Curtalin Training Eystem . . . . . .

[ =]
:_l

French-American Hybrid Grapes . . « + v« o s s & v e 0 s e e e

1....J
=

Summary and Analysis of Typical Co8Ls . « « v« v v ¢ v 0w s 0 0 e

f..._l
=

Total Cost Per ACTE v v v v o o o o o s = o« + s & % & 4 « & o« o &

'-.l
=

Cost Per TOM o o o o o o o o o s a8 + v+ = s o o o 2 o s o » o » .

i...l
=

Cash Coste, Non-Cash Costs, and Cash FIOW « « « & v v o v & 0 vos s




ECONOMICS OF GRAPE PRODUCTION INW THE GREAT LAKES REGION OF NEW YORK
by

G. B, White and T. D. Jordan¥
Introduction

New York State growers produced about 97 thousand tons of grapes
for processing in 1977, 64 percent of which were produced in the Great
Lakes Rggion (primarily Chautauqua, Erie and idiagara Counties).;/ Eighty-
seven percent of the Great Lakes Region production was Concords, while
75 percent of the total State production was Concords.

Although Concord is by far the dominant variety in the Great Lakes
Region, there has been significant interest in recent years in growing French-
American hybrid varieties for Hew York's premium wirne industry. Concord pro-
duction in the Great Lakes Region totaled an estimated 100,000 tons in 1978,
53,417 tons in 1977 and 100,089 tons in 1976. French-American hybrid pro-

" duction in New York State increased from about 5,000 tons in 1973 to almost
15,000 tons in 197h. In 1976, however, French-American hybrid‘production

was only 13,026 tons. The Great Lakes Region accounted for 29 percent of the
non-Concords and 79 percent of the Concords produced in the state in 197T.

In addition, there has been considerable change in the national grape
industry. Grape acreage, particularly on the West Coast, has increased sub-
stantially while the growth rate in wine sales has declined quite drastically
in the last 10 years. ZFven though the traditicnal market for the Great Lakes
Region grape crop has been unfermented juice, jam and jelly, and sweet Concord
wine, these recent changes have created much uncertainty. A need has been
expressed for current cost of production informetion to assist the grape

grower in decision making. This report presents cost analyses for growing

Concord grapes, both on single curtain and on Geneva Double Curtain (GDC)

L/ New York Crop Reporting Service, Survey of Wineries and Grape Processing
Piants-New York. Release No. 2, January 1970.
# The authors are Assistant Professor, Department of Agricultural

Economics, Cornell University, Ithaca, W.Y., and Cooperative Extension
Grape Specialist, Cornell University, Fredonia, W.Y., respectively.




training systems; and for growing French-American hybrid varieties such as
DeChaunac, Aurora, Foch, Cascade, and Chelois with single curtain training.
The report is essentially an up~date of an eariier report by D. G. Good and

T, D. Jordan, The Economics of Grane Production in the Oreat Lakes Region of

New York, A.E. Extension 75-18, June 1975.
DATA COLLECTICON

The procedure followed in obtaining the data for the cost analysis was
similar to that which has been used in cther grape producing areas.g/ Small
group discussions were held with grape growers in the Great Lakes Region.
These growers provided information relative to "typical” growing and harvest-
ing practices, input requirements for each practice and cost of inputs as of
July 1978. Where diversity in production practices precluded complete agree-
ment, the practices recommended by the Hew York Cooperative Extension Service
were assumed. The cost analysis was reviewed by the grower group, other local
growers, processor fieldmen, and Extension personnel.

Because of the diversity of production condibions and variaticns in prac-
tices among farms in the study area, the Tigures npresented in this study
should not be interpreted as averages of the industry. Instesad, growers and -
prospective growers should use the information as a puide in making production
declisions.

The data presented in this study are based on the assumption of a 50
acre single enterprise farm. When caleculating costs for Concord single cur-
tain, Concord GDC, and French-American hybrids, it was assumed that the
entire 50 acres were devoted to each system, respectively. However, since
all overhead costs were allocated on a per acre basis, an individual growver
can compute an "average" cost for the farm by multiplying the per acre cost

of each System by the number of acres then adding the vroducts. Por example,

2/

For example, see Kelsey, Myron P., Heonomics of Concord Grape Production
in Southwestern Michigan, Agricultural Beonomics Report No. 262, Depart-
ment of Agricultural Economics, Michigan State University, HMay 1974 or
Kissler, James J., Wine Crapes Cost of Production - San Joaquin Valley,
igzgﬁ University of California, Agricultural Extension Report, March
1674, The format of this study draws heavily from Kelsey and

Kissler.




a grower with 25 acres of Concord single curtain grapes and 25 acres of
French-American hybrids could compute an average cost for the farm by
multiplying the per acre cost of each system by 25 and then adding the

two products.
COST COMPONENTS

The costs in this report are divided into two general groups--fixed
and variable. Fixed costs are broadly defined as those costs that do not
change as the acreage or vield of grapes changes within the farm unit.
Conversely, variable costs are defined as those costs that change directly
with changes in yield or acreage of grapes. Within the fixed cost category,
machinery and equipment costs, building and vineyard overhead costs, and
management costs are presented separately.

The division of costs into fixed and variable components is desirable
for decision making purposes. Managers making decisions relative to type
or intensity of growing practices, for example, should give primary consid-
eration to variable costs of production. On the other hand, decisions
relative to significant expansion of grape acreage requires consideration

of fixed as well as variable cost components.
FIXED COSTS

Grape Equipment Fixed Costs

Table 1 presents the typical machinery and equipment complement neces~
safy to operate 50 acres of vineyard in the Great Lakes Region. It was
assumed that this machinery is all relatively modern, but not all new, and
would be the same For each production alternative analyzed. The one excep-
ticn is the bird control equipment necessary for the French-American hybrid
varieties. As noted in the footnotes to Table 1, additional pieces of
equipment may be owned on some farms in this area.

The annual Tixed costs associated with owning the complement of machin-

ery and equipment include depreciation, interest and insurance. In

addition, the renair and maintenance costs are included in the fixed cost

- category for purposes of this study. BEach of these cost components was

defined as a percentage of the market value or the average value of the



paq 28Tl *IodmTI0 SITA *SJI3UDLBINS 9dTM ‘Toax 2ata ‘xajunTd adea? *dund ALeaxds ‘moyd pamoq pTowm “IoTTOSQNE S¥ Yons swaly sapnloul /g

~azoe aad §2'TE$ I0 290°TH AQ 53500 PIXTI 8WAIDUT pPTNOA ausmdtnba Jo saoaTd asayy
-Jopwaads aJnuww pue ‘Iapeol PUS JUOII B TFurpnToul usmdmnbe TRUOTITIDDR @ary Lww avewod adeid o} 5S200®m Buawy smray adea® swog \w

*2OUBINEUT PUF ‘SOUBUSLUTEN ‘saTedsy TeNUUY 4+ 189I93UT + UoTywIosxdsg Tenuwy /9

*quaqT Iayjo xoj 32Tad eseydand jo gqusoxad QT

ooy adea¥d puwm ‘¥onaa

‘£TUO SPIIQAE wouszg Jog /L

“9aTIg aseysang Jo jusoxsd oT /jC

*8nTep 98mIaAy Jo jusoxad QT m

*28n Jo sIwek ~ {enTBp 3FBATSS = IDTIJ 2SBUIINI) = uorqwTosxdag Tenuuwy [t

"2+ (9NTEBA 9FBATEE 4 90TIg asBUDIING) = 8NTBA 3FRISAY /2
*X0798a2 g H 0L DU® J0308I3 *Jd'H Of X0F 90Tad aswuoand Jo jusdaad o2 /1

L6 TTS 05 4$ ghe es w6G 4 goncsed 05g“se 050" S4¢ \.NE_H_S_

459 00k (4513 ole 089" T oCt 0T C00 ¢ \munmamﬁam *STH
cel cot 69T cle 069*°T 00g 0T 000E suand tnby doyg
neg £ge 9¢T cae LEg T £ge 0T oggce ToI3u0) pIIg
0T ) Tn 99 £Th GL cT pGL  (s23ean o13seld &.mu SIFUTHITO)
Tee 06 05 18 GEn 06 0T 006 238Ny
oIt 00% 0EE 080°T 00E°E 009 S ooofg  (tdmba -grm ‘eu3l g/7) duyoid
TiT o €e ™ g4z i 0T ogk IITTEIL
G2 2TT 29 10T 919 211 0T 02T‘T IIATIO 3504
e 9TT 19 7OT BEY 9TI 0T 09T'T xafeadg poop
£62 £01 Lg £6 L95 £0T 0T 0EC*T o810 TTRug
£19 0482 gET 622 SLECT 0sg ot 00s e J0BAOYOY IO ISIE 92ae]
noe £0 on GL Lay £Q 01 0Eg zopeaxdg J9ZTTIIL34
GHE £0T Lg Sehi pA=i4 £0T S 0E0°T zaddoy) usnag
S1LET 004 gt 0Eg 048°E 0oL 0T 000*°L {3s81q 218 ‘Tews) xefeadg
09T can cqe 089 0852 088 g 052y (pesn) Jo%o®il “J°H OF
goea 3 66 ¢ 2556 ¢ 9tL ¢ 025°¢ & oNgcT § 0T 0026 ¢ J0398LL *J°H ON
—31 800 ﬂbozdhﬁmﬂH ~~3S82.J299UT -iﬁo._”v.m.mumhﬁmm ~DTTRA ..l.m.ﬁ._m.mb as Chyer | WalY
\wvmxﬂh h= sourusqutn); g /e TENUUY mmﬁnm>4 mwm>ﬂwm Jo aseyaang

TB30L ‘grredey tonuny SIBIL

gL6T *UoIFay sofw] 9BIL) - S3S0) PIXLS quandtnby adman TwoTdAL T 2198l



~ 5 -

equipment. Growers provided information relative to market wvalue and
expected yéars of 1life of each piece of equipment. Salvage value was
assumed to be 10 percent of market value. Average value was the sum of pur-
chase price plus salvage value divided by two. Depreciation was calculated
on a straight-line basis and interest costs were charged at the rate of 10
percent of average value. Annual repairs, maintenance and insurance costs
were estimated at 10 percent of purchase price.

As a rough check of the validity of these equipment cost calculations,
comparisons were made to Cornell Cost Account figures on "fruit farm" equip~
ment costs in 1977.5/ Cost Account data indicate that total annual costs
for machinery and equipment specific to Hew York State fruit farms averaged
49 percent of the investment in that eguipment. Using this factor and the
average value calculations in Table 1, would yleld annual machinery and
equipment cost estimates of $11,709 for Concords and 812,472 for French
hybrids. The method used in this study resulted in total annual machinery
and equipment cost estimates (fixed costs from Table 1 plus variable costs
fron later sections) of $12,190 for Concord single curtain, $12,211 for
Concord GDC and $12,909 Ffor French-American hybrid production. From this
comparison, it was concluded that the machinery cost estimates presented in

this study are "reascnable.”

Fixed Growing Costs

Table 2 summarizes another category of fixed costs defined as "fixed
growing costs.'" Included are costs assocciated with owning a farm shop and
machinery and equipment storage facility; interest, depreciastion and taxes
on the vineyard; interest on cperating funds; utilities; a general category

of business support activities and menagement:; and 1liability insurance.

Shop and Storage Building - The type and age of buildings on grape farms

vary substantially. For purposes of this study, one bullding with combined
shop and machinery storage was assumed to be the only facility required.
The building was assumed to be 48 by 30 feet. One end of the shop, with an

area of 16 by 36 feet, had a concrete floor. Annual depreciation, interest,

3/ Snyder, D. P., Overhead Costs from Farm Cost Accounts, 1977, A.E. Res.
78-13, September 1978, p.19.
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Table 2. Typical Fixed Costs for Growing Grapes, Great Lakes Region, 1978

Cost Per Acre of Grapes

Concord
Geneva
Single Double French
Iten _ Curtain Curtain Hybrid
Shop and Storage Building (48' x 36')

Initial Cost - $8,100

Depreciation - 20 years, SL 8.10 8.10 8.10

Interest — 10% x Av. Value 8.10 8.10 8.10

Taxes - 5% x Av. Value 4,05 4.05 h.05

Insurance - .T% x Av. Value .57 .57 .57

Repairs ~ 5% x Av. Value 4,05 4.05 L.05
Vineyard Overhead

Interes?

Land® - $700/Acre x 10% 8l. 00 84.00 84.00
Single Curtain Vineyard - $800/Acre
Av. Value - $L00 x 10% L0.00
Gepeva Double Curtain Vineyard - $1800/Acre
Av. Value - $900 x 10% 90.00
French Hybrid Vineyard - $1300/Acre
Av. Value - $650 x 10% £5.00
Depreciation on Vineyar&a/
Single Curtain - $800/Acre - 25 years 32.00
Geneva Double Curtain - $1800/Acre ~ 25 years 72.00
French Hybrid - $1300/Acre - 25 years 52.00
Taxes (including supporting land) 33.00 . 33.00 33.00
Interest on Operating Funds '

(Growing Cost x 10% x 1/2 year) 20.1h 23.60 24,19
Utilities T.00 T.00 T.00
Office, Accountant, Buslness Organizations, ete. 13.00 13.00 13.00
Liability Insurance ' 2.00 2.00 2.00

Subtotals’ $256.01  $349.47  $305.06
Managementﬁj 40,85 52.25 53,55
TOTAL $296.86 $L0L.T2 $358.61

;j It is estimated that 60 acres of land are required to yield 50 acres of vineyard.
The other 10 acres allow for headland, drainage, and access roads, and is included
in the per acre of vineyard taxes. These taxes do not include village, city, or
special district taxes (1ight, water, fire, sewar) which are assessed against
some vineyards. :

2/ Land is not a depreciable item according to IRS regulations. Vineyards (vines
and trellis) are deprecigble, but the useful 1life depends on variety, site,
market regquirements, and vineyard care.

;/ Approximately 20 percent of vineyards in the region carry Federal Crop Insurance.
For these vineyards, $30.00 per acre should be added to the subitotal to cover
premium costs. _

4/ Management cost is calculated as 5 percent of gross receipts. For yield estimates,
see Table 7. Concords were priced at $190 per ton and French Hybrids at $306 per
ton. These prices were preliminary estimates for the 1977 erop year reported by
the New York Crop Reporting Service, January 1978. :
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taxes, insurance, and repair costs were $1,243.50, or $24.87 ver acre.

Vineyard Overhead ~ Vineyard values consist of two major components, the

value of the land and the value of trellis and vines. Concord single curtain,
Concord GDC and Frengh—American hybrid vineyards in the Great Lakes Region
were valued at $1,500, $2,500 and $2,000 per acre, respectively. In each
instance, the land portion of this vineyard was valued at $700 per acre.

It was assumed that 60 acres of land would be required to support 50 acres

of vineyard, resulting in a total annual interest cost (at a 10 percent rate)
on land of 34,200, or $84 per acre of vineyard. The other ten acres of land
allow for headland, drainage, and access roads.

An interest cost is also associated with that wvalue of the vinéyard
beyond the land value for vines and trellis. These velues (based on the pur-
chase price of vineyards reaching maturity in 1978) were estimated to be
$800, $1,800 and $1,300 per acre, for the Concord single curtain, Concord
GDC, and Prench-American hybrid vineyards, respectively. Under the assump-
tions of this study, these wvalues would be depreciated to zero over a 25
year period. An interest charge of 10 pzrcent was made on cne-half the

value of the non-land portion of the vineyard.

Vineyard Depreciation - Vineyard depreciation is a non-cash cost, but one

which must be recovered because the vineyard was either purchased or estab-
lished, and development costs were incurred in bringing the vineyard to
productive age. ‘The non-land portion cof the vineyard values (vines and trel-
1is)} were depreciated over a 25 year period, assuming a straight-iine method

of depreciation.

Menagement - On most Great Lakes grape farms, management is another non-cash
post. But, since management is often the major difference between high and
low yielding vineyards and successful and unsuccessful farming operstions,
its value should be recogniﬁed. Froduction decisions, labor management,
purchasing decisions, marketing decisions, planning and coordinating as well
as Tinancing and recordkeeping are all aspects of vineyard management on the
typical family grape farm. However, the value of management is difficult to
isolate on most farms because the operator is both a manager and a laborer—-—
freguently simultanecusly. Hot only is it difficult to estimate the amount
of time that a typical operator spends performing the menagement function,

but it is also difficult to estimate a value per unit of time.




Several alternative methods of estimating the value of management have
been used. A search of the literature ylelded the following alternative
procedures:

1) a flat annual fee, independent of farm size;

2) a flat per acre fee;

3) a percentage of gross receipts;

1) & percentage of total expenses;

5) a flat annual fee, plus a percentage of net receipts; and
§) a charge per unit of time worked.

It is impossible to determine the validity of each of these procedures,
but some are more appealing than others. A charge per unit of time worked as
a method of valuing the management functicn has been ruled cut for this study
becguse of the difficulties in measuring the time actually devoted to manage-
ment. Flat rates, either on a per acre or an annual basis, are not appealing
because no allowances are made for differences in ability or performance.
Management valued as a percentage of production expenses appears to reward
management for the wrong reason.

On the other hand, valuing management as a function of receipts seems to
be logical as it explicitly rewards menagerial ability on the basis of perfor-
mance. For this reason, a percentage of gross receipts was selected for

valuing management in this study. This procedure first requires the deter-
| mination of gross receipts and secondly the selection of a percentage factor.

For purposes of this study, long-term "typical” grape yields were esti-
mated to be 4.3 tons for the Concord single curtain traiming system, 5.5 tons
for the Concord GDC, and 3.5 tons for the French-American hybrids. The Few
York State Crop Reporting Service reported en average price of approximately
$190 per ton for Concords and $306 per ton for French-American hybrids in
1977. Based on the above yield and price assumptions, gross receipts for the
"typical®” grape farm depicted in this study, would have been $817 per acre,
$1,0L45 per acre and $1,071 per acre, for the Concord single curtain, Concord
GDC and French-American single curtain hybrid wvineyards, respectively.

Based on practices followed in those parts of the country where managers
are hired on a percentage-of-gross-receipts basis, as well as on procedures
followed in studies similar to this one, management was valued at 5 percent
of the estimated gross receipts. As a result, management value totaled -

$40.85 per acre for Concord single curtain, $52.25 per acre for Concord GDC



and $53.55 per acre for French-American hybrid production.

As a check on the wvalidity of these estimates, the limited number of
vineyard operaticns In the Great Lakes Region which employ full time managers
were questioned with respect to their mansgement costs (i.e., salaries or
pdrtions of salaries and other costs within their organizations attributed
to vineyard management functions as defined here for a private vineyard
owner—operator).gj The results of this formal inguiry indicated that vine-

_yard management costs for these particular operations ranged from approximately
1§35 to §70 per'acre. From these comparisons, it was concluded that the man-

agement cost estimates presented in this study are "reascnable.”
VARTABLE GROWING COSTS

Calculation of variable growing costs consisted of identifying cultural
practices and associated labor, equipment and material inputs reguired for
each of the three production systems. Labor was divided into two types:
operator (non-management), and part-time hourly and pilecework. Kach type of
labor was charged at a different rate to reflect the differences in skill
level reguired for the respective operations. All machirery and equipment

costs, except fuel costs, were accounted for in the "grape equipment fixed

costs." A charge of $1.00 per hour was made under variable growing costs to
cover the fuel costs of operating the tractors. Input costs reflect prevail-
ing costs in the producing area as of July 1976. It was assumed that

harvesting and delivery to the processor were custom hired at a constant rate
of $35 per ton. The cost per acre, therefore, depended on yileld. Harvesting
costs were included in the analysis of cost per ton of grapes presented in a

later section.

Single Curtain Training System

Teble 3 guwmarizes the cultural practices, typical input requirements
and per acre variable cost of growing Concord grapes on a single curtain

training system. The largest item of variable growing expense is pruning,

W/

—~ Functions included as vimeyard management were producticn decision
neking, planning and coordinating, labor management, purchasing,
marketing and recordkeeping.
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followed by tying and by spraying. These three activities account for
approximateiy 5T percent of the total variable cost. Labor is by far the
largest component of variable growing cost, accounting for T3 percent of the
total, Much of the labor cost is represented by the operator's labor, which
on most grape farms is not a cash cost (depending on business organization).
Hoﬁever, grape producers must be palid for their labor if grape growing is to
compete with alternative uses of operator labor.

Tt is intended that the Tormat of Table 3 (as well as Tables & and 5)
would allow individual growers to identify where their production practices
and costs differ from those calculated here. Then appropriate substitutions,
deletions, and additions in estimating their own cost of production could be

made .

Geneva Double Curtain Training System

The variable cost of producing Concord grapes with Geneva Double Curtain
training exceeded that of single curtain training by $69.20 per acre or 17
percent {Table 4). Differences identified for Geneva Double Curtain produc~
tion include:

(1) no separate brush pulling operation;

(2) less time required for tying after GDC is well established;éj

(3) increased fertilizer requirements to maintain larger crops;

(L) additional time requirements for sprouting;

{5) shoot positioning; and

(6) mowing of low hanging shoot tips just prior to harvest.

It should be emphasized that the costs presented in Table L4 are for a
well established Geneva Double Curtain training system. Practices and costs

will be different for those years during conversion from a single curtain

system.

French-American Hybrid Grapes

French-American hybrid grapes have the largest per acre variable growing
cost, totaling $483.77 (Table 5). The major differences in production prac-
tices for the hybrids include:

2/ Cost of pruning, tying, sprouting and shoot positioning may all be
higher during the first twe years of GDC training.
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(1) more vines per acre, requiring more labor for pruning and brush
pulling; )

{(2) more suckering, sprouting, and trunk renewal than for Concords,
regardless of training system;

(3) additional spray applications for disease control; and

(L) additional crop regulation by separate sprouting and thinning oper-

ations for some wvarieties.
SUMMARY AND ARALYSIS COF TYPICAL COSTS

Total Cost Per Acre

Table ¢ summarizes the cost components of each of tﬁe three production
systems outlined above. Total cost is lowest for the Concord single curtain
training system and greatest for the Geneva Double Curtain system.

Fixed equipment costs are nearly 314 per acre greater for French-Ameri-
can hybrids than for Concords, reflecting the necessity of bird control
equipment. TFixed growing costs for Concord GDC are approximately $105
greater than for single curtain Concords and $43 greater than for French-
American hybrids. Variable growing costs are slightly higher for French-
American hybrids than for Concord GDC, and exceed variable growing costs for

" single curtain Concords by $81.

Cost Per Ton

Based on the per acre costs presented in Table 6, the cost per ton of
grapes produced was calculated for each system at several yleld levels,
Teble T.

In ecaleculating cost per ton, it was assumed that grapes would be custom
machine harvested and delivered to the processor at a cost of $35 per ton.
In practice, scme French-American hybrids and vinifera, as well as premium
American hybrids of high value, are hand harvested. This could double the
cost assumed here., In addition, some minimum harvesting charge per acre nmay
be made for yields below a given level (typically, if yields are two tons

per acre or less).

Cash Costs, Non-Cash Costs, and Cash Flow

As indicated throughout this discussion, some costs associated with grape
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Table 6. Typical Costs Per Acre for Growing Grapes, Great Lakes Region, 1978

Concords
T . French-American

_ Geneva Hybrid

Ttenm Single Curtain = Double Curtain  Single Curtain
Fixed equipment cost - 225.06 | 225.06 238.94
Fixed growing cost 296.86 | 'hOl.TQ 358.61
Vgriable growing cost Lo2.,89 4712.09 o b83.77
TOTAL 92l .81 1,098.87 1,081.32

Table T. Typical Cost Per Ton for Grow1ng and Harvestlngl/ Grapes, Great

Lakes Region, 1978

Concords .
, French-American
Feneve Eybrid
Yield Per Acre Single Curtain Double Curtain Single Curtain
2.0 Lot.k1 © 575.66
3.0, 3h43.27 ' 395.4k
3.5 299.23 343.95
4.0 226.20 309.72 305.33
4,32/ 250.07 - -
k.5 250.51 279.19 275.29
5.02/ 219.96 254,77 251.26
5, 5= 203.15 234,79 231.60
6.0 189.1h 218.75 215,22
7.0 167.12 191.98 189.47
8.0 C172.36
3.0 157.10
10.0 144 .89

;/ Assumes that grapes would be custom machine harvested and delivered to
the processcr for a cost of $35 per ton. Will vary depending on hauling
distance from plant. :

2/ Long-term typical yields were estimated at 3.5 tons for French-imerican
Hybrids, LrJtmsIm'gmﬂecm%mnCmmmﬂ%‘md551mmserawm
Double Curtdln Concords. :
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production may not be cash costs in that an annual payment is not required.
The more notable cost items falling in this category are charges made for the
operator's labor and management and annual depreciation. In addition, some
or all of the interest chargeé made in this analysis may not be a cash cost,
depending on the equity position of the individual grower.

The above items have been included in the cost analyses because it is
recognized that labor, management and capital have alternative uses, and thus
have an "opportunity cost". Grape producers must realize a return to their
labor, management and capital if grape growing is to compete with alternative
uses of these resources. Obviously, the cash flow for individual growers
varies depending on whether these so-called non-cash costs are available for
farm family use or actually expended for their labeled purposes. In the éase
of the typical full.time grape operator, annual disposable income is the sum
of net farm income, if any, plus non-cash costs earned by labor, management
and equitj in the farm business.

_ To demonstrate the impact of these items on the grape grower's cash flow,
cost calculations are made under two alternative sets of assumptions:

i) The grower has 100 percent equity in the business and thus makes no
interest payments; no charge is made for operator's labor and man-
agement; no charge is made for depreciation of buildings, machinery
and vineyard; and operating funds are available without borrowing.

2) The grower has recently purchased an established vineyard, and has
50 percent equity in the machinery, land, vineyard, and buildings.
Half of the investment in machinery was financed for seven years at
9 percent interest. Half of the investment in land,'vineyard, and
buildings was financed for 25 years at 9 percent interest. No
charge is made for depreciation of buildings, machinery and vineyard.
Operating capital is borrowed for the amount of growing costs (less
the value of the operator's labor) at 10 percent interest.

The first set of assumptions represents the extreme case where none of the
potential non-cash costs are incurred, and no debt payments are necessary. .
The second set of assumptions represents a more realistic case where the .
interest cost on operating capital is an actual cash cost, and debt repayment
is necessary.

Table & presents those cash costs which are incurred under the first

set of assumptions. Under this set of rather unrealistic assumptions, cash
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A

Table 8. Cash Cost Per Acre, Assumption of 100 Percent HSquity

Concords

Geneva French-American

Single Curtain Double Curtain Hybrid
Variable growing costs 321.68 366.66 400,32
(less operator labor) '
Repairs, nmaint, ins, 8l Ly Gh bl 90.10
on machinery
Taxes, ins., repairs G.67 8.67 8.67
on buildings
Taxes on land 33.00 33.00 33.00
Utilities T.00 T.00 T.00
Office, accountant, bus. 13.00 13.00 13.00
organizations '
Liability insurance _2.00 _e.00 __2.00
Total cash costs per acre 169,79 514,77 554,69
Total cost per acre (Table 6) 924,81 1098.87 1081.32
Total non-cash ' costs per acre 455,02 58%.10 527.23

Table 9. Cash Costs Per Acre,

Assumption of 50 Percent Hgquity

Concords
Geneva French-American

_Bingie Curiain Double Curtsin Hyborid
Total cash costs LE9. 79 51L.77 554,00
(from Table 8)
Interest on operating 16.08 18.33 20.02
funds (less operator's labor)
Debt repayment--machinery 81,52 g1.52 86.98
Debt repayment--land, 90.73 141.09 115,91
bldgs., vinevard — o o
Total cash outlay 6586.12 755.71 T77.00
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costs amount to about half of total costs presented in Table 6. The
difference between total cash receipts per acre and cash costs shown in
Table 8 would be the amount avaiiable for family living expenses and new
investment. However, many of the non-cash costs would eventually have to be
ineurred when machinery, buildings, or vineyards required replacement.

_ Table 9 shows ecosts which would be incurred under the second set of
assumptions in which the grower has 50 percent equity. Under this set of
assumptions, interest on operating capital and debt repayment for machinery,
land, buildings, and vineyard are added to cash expenses to give an indication
of cash flow. The difference between total recelipts per acre and the total
cash outlay shown in Table 9 would be avallable for family living expenses
and new investment.

These two exarples should make it apparent why established growers with
a high percentage equity view the rising costs and variable ylelds and prices
of recent years with less alarm than newer growers with lower equity, who are
meking debt payments on real estate and machinery. The assumptions result in
additional cash outlays per acre of $188, 3241, and $223 for the Concord
single curtain, Concord GDC, and French-American hybrids, respectively, for
growers who have only 50 percent equity.

Tt is intended that individual growers use the ccst information presented
in this study in two major ways. One use is toc compare ithelr costs with
those presented here in order to identify high and low cost areas 1ln their
own farm operations. Secondly, the format presented here should alsc be use-
ful to individuasl growers in evaluating returns to their labor, management.
and/or capital from the grape enterprise as compared to alternative uses of
their resources. In this manner, alternative production enterprises can be

evaluatad.



