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EXECUTIVE SUMMARY

STATUS: CAUTION

Revenue declined 11.9% YoY to $127,566 while operating margin compressed to 1.7%,
though net margin held at 10.9% due to below-the-line income items.

The business is profitable but operationally marginal. The owner must determine whether
the flood-driven revenue decline is a one-off trough or the start of a structural yield problem,
and plan accordingly within the next 12 months.

Key Financial Metrics

Metric Value

Revenue (Most Recent) $127.6K

Net Profit Margin 10.9%

Revenue Growth (YoY) -11.9%

Return on Equity 0.0%

Current Ratio 0.00

Debt-to-Equity 0.00

Operating Cash Flow $22.9K

Note: Return on equity and debt-to-equity ratios reflect the book value of a long-established farming operation with fully depreciated
assets. These metrics are not meaningful in isolation for this entity type. The relevant performance measures for this business are
operating margin, cash flow conversion, and return on productive assets at market value.

Strategic Assessment

“Rapid Case Study - Client A” is in a stressed financial condition with a composite health score of
55.6 out of 100, placing it in the CAUTION band. The business generated $127,566 in revenue on
a total asset base of $357,590, producing a net profit of $13,866 (10.9% net margin). The
headline profitability figure obscures a deeper problem: operating margin sits at just 1.7%,
meaning the core farming operation barely covers its costs. The gap between operating
performance and net profitability is sustained by items below the operating line, not by the
strength of the underlying business.

The primary story in these numbers is a primary production operation recovering from severe
weather-related damage. Revenue fell 11.9% YoY (from approximately $144,700 to $127,566)
as poor yields following a significant weather event compressed output across the region. The 2-
year revenue CAGR of negative 4.9% confirms this is not a single bad year but a two-year drag.

Confidential 4 0f 17 February 22, 2026



LOGIC IN NUMBERS “Rapid Case Study - Client A” | Strategic Analysis

The positive signal is that earnings grew 243.9% YoY, meaning the prior year was far worse on
the bottom line. The business is recovering, but from a very low base. The primary question for
the owner: are yields recovering fast enough to restore revenue to a level that supports the asset
base, or does the cost structure need to be resized for a lower-output reality?

If nothing changes and revenue continues to track at or below $127,566, the 1.7% operating
margin provides almost no buffer against any cost increase, weather event, or input price
movement. A 2% rise in operating costs on the current base would push operating profit to zero.

The owner should focus on two things: confirming the yield recovery trajectory with hard
production data for the coming production season, and stress-testing the cost base against a
scenario where revenue stays flat for another 12 months. The 89.6 months of cash coverage
provides time to act, but time is not a substitute for a plan.

Key Recommendations

PRIORITY ACTION 1: Commission a detailed yield forecast for the next two production
seasons using crop data to quantify expected revenue recovery, considering expected results
and worst-case scenarios.

Why it matters: Without a verified yield recovery path, the business cannot determine
whether its $357,590 asset base is appropriately sized or whether it needs to consider leasing
out land or reducing inputs. Delay beyond 6 months means committing to another full season
of costs without evidence of return.

Expected impact: A confirmed yield trajectory allows the owner to set input spending with
confidence, potentially reducing cost of goods sold (currently 62.5% of revenue) by 3-5
percentage points through targeted input allocation.

PRIORITY ACTION 2: Review all operating expenditure line items to identify and eliminate
discretionary costs that do not directly contribute to yield recovery, targeting a reduction of
operating expenses from 35.8% to below 30% of revenue.

Why it matters: Operating margin of 1.7% provides no buffer. If operating costs remain at
$45,669 against flat or declining revenue, the business will record an operating loss within
one to two years.

Expected impact: Reducing the OpEx ratio by 5 percentage points on current revenue would
add approximately $6,400 to operating profit, lifting operating margin to around 6.7%.

PRIORITY ACTION 3: Establish a rolling 12-month cash flow forecast that maps seasonal
inflows from crop payments against fixed cost commitments, updated quarterly.

Why it matters: The business converts profit to cash well (cash flow to net income ratio of
1.65x), but free cash flow is $0. Without forward visibility, the owner cannot time capital
decisions or identify when cash reserves will be needed.

Expected impact: A rolling forecast will expose any quarter where cash inflows fail to cover
outflows before it becomes a crisis, preserving the strong cash reserve position (89.6 months
coverage).
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Key Risks

1. Risk: A second consecutive year of below-average yields would push revenue below
$115,000, turning the 1.7% operating margin negative and forcing the business into an
operating loss.

Likelihood: Medium

Impact: High

Mitigation: Engage an independent financial adviser or commodity broker to
assess available forward pricing and risk management options for the next
production season.

2. Risk: The 35.8 percentage point gap between gross margin and operating margin
indicates a fixed cost structure that does not flex with revenue. Any further revenue
decline amplifies operating losses disproportionately.

a.
b.
C.

Likelihood: High

Impact: Medium

Mitigation: Categorise all operating expenses into fixed and variable
components within 60 days, and identify which fixed costs can be converted to
variable or deferred.

3. Risk: Asset turnover of 0.36x means the business generates only 36 cents of revenue per
dollar of assets. Prolonged low yields risk creating an asset impairment situation where
land and equipment values exceed their income-generating capacity.

Likelihood: Low

Impact: High

Mitigation: Engage a qualified valuer or business adviser to benchmark current
asset values against productive capacity and assess options for underutilised
assets.
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SECTION 1: REVENUE AND GROWTH

Revenue for the current period is $127,566, down 11.9% from approximately $144,700 in the
prior year. The revenue trajectory is declining. The 2-year revenue CAGR of negative 4.9%
confirms this is not a one-off dip but a sustained contraction over two years. The 3-year CAGR of
20.1% indicates that the business experienced strong growth before the weather events, which
means the current decline represents a disruption to what was previously a positive trajectory.
Revenue consistency is volatile, and the growth acceleration metric shows a negative 14.5%
shift, confirming that momentum has reversed.

Earnings growth tells a different story to revenue. While revenue fell 11.9%, earnings grew
243.9% YoY. This means the prior year was severely loss-impacted (estimated prior net income
of approximately $4,000 versus $13,866 in the current year). The business is earning more from
less revenue, which indicates that either cost cuts have taken effect or the prior year carried
one-off costs related to weather-related damage. This is operating leverage working in the
owner's favour during recovery, but it cannot be sustained indefinitely if the revenue base does
not rebuild. Getting busier with higher yields is the only path to restoring the income that this
asset base should generate.

Discussions with the owner confirm that poor production yields caused by repeated weather
events (particularly a significant weather event) drove the revenue decline. This is a weather
event, not a market failure or competitive loss. The owner states that yields are improving but
weather impacts are still being felt. The revenue base is therefore tied to biological recovery of
crop and new plantings, which typically takes two to three seasons to fully normalise. Revenue
concentration data is not available (customer concentration shows 0.0%), which is consistent
with a farming operation selling through a processor with a single offtake arrangement.

The current revenue level of $127,566 does not adequately support the $357,590 asset base
(asset turnover of 0.36x). For this farm to generate a reasonable return on its assets, revenue
needs to recover toward the $160,000 to $180,000 range. The owner should map expected
yields per unit of production for the next two seasons against current plantings to build a
bottom-up revenue forecast. If yield recovery is tracking below historical averages, the owner
should engage a qualified adviser to assess whether the current productive area is appropriately
sized for the asset base

Metric Value

Revenue $127.6K
Revenue Growth (YoY) -11.9%
Revenue CAGR (2-Year) -4.9%
Earnings Growth (YoY) 2.4%
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Revenue Trend Analysis
Actual Performance Across 8 Periods
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SECTION 2: PROFITABILITY

Gross margin stands at 37.5% with cost of goods sold consuming 62.5% of revenue. For a
primary production operation, this gross margin reflects the input-intensive nature of
production (inputs, fuel, harvesting, planting). Operating margin is 1.7%, and EBITDA margin
mirrors this at 1.7%. Net margin is 10.9%. The 35.8 percentage point drop from gross margin to
operating margin reveals that operating expenses ($45,669, or 35.8% of revenue) consume
nearly all gross profit. The operating line is where this business loses its profitability.

Operating expenses at 35.8% of revenue are the dominant cost pressure. On $127,566 of
revenue, gross profit of approximately $47,850 is reduced to just $2,193 at the operating line.
The discussions indicate the owner operates as a owner-operator with targeted cost reduction,
and that operational costs are cheaper than most in the region. If this is true, the cost structure is
lean relative to peers but still too heavy for the current revenue level. The issue is not waste in
the cost base but insufficient revenue to absorb fixed costs. Every dollar of revenue recovery
flows almost entirely to operating profit given the fixed nature of most farming overheads.

The gap between operating margin (1.7%) and net margin (10.9%) is 9.2%, representing
approximately $11,700. This gap indicates income below the operating line (potentially
investment income, other farm income, or government support payments) that substantially
flatters the bottom line. The owner should not mistake net profitability for operational health. If
the below-the-line income is non-recurring or at risk, net margin would collapse toward the
1.7% operating margin. The owner needs to identify exactly what sits between operating income
and net income and assess its reliability.

The profitability profile does not currently allow the business to self-fund growth or generate a
meaningful return for the owner from operations alone. Operating profit of $2,193 on $357,590
in assets is a 0.6% return on assets from operations. The business depends on below-the-line
income to deliver its 10.9% net margin. The owner should treat the operating margin as the true
measure of farm performance and target a minimum 10% operating margin (approximately
$12,800 on current revenue) as the threshold for operational sustainability. This requires either
recovering revenue to approximately $160,000 at current costs or reducing operating expenses
by $10,600.

Margin Type Value

Gross Margin 37.5%
Operating Margin 1.7%
EBITDA Margin 1.7%
Net Margin 10.9%
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Margin Evolution Over Time
Gross, Operating, and Net Margins (8 Actual Periods)
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SECTION 3: FINANCIAL HEALTH

Data is not available for current ratio, quick ratio, or cash ratio. The liquidity assessment is
therefore incomplete. What is available: debt-to-assets is 0.00, meaning the business carries zero
debt. Total liabilities to assets is 0.01, indicating that liabilities represent just 1% of total assets.
The business is effectively unencumbered. Cash coverage stands at 89.6 months, confirming that
the business holds substantial cash reserves relative to its operating cost run rate.

The balance sheet is conservative in the extreme. Zero debt means zero interest expense, zero
refinancing risk, and no lender covenants constraining the owner's decisions. This is a material
strength. Data is not available for debt-to-equity or interest coverage because there is no debt to
measure against. The owner has full financial autonomy, which is rare and valuable. The total
asset base of $357,590 with only $4,756 in total liabilities (1.3% of assets) means the business is
almost entirely equity-funded.

The balance sheet has substantial capacity to absorb adverse conditions. With 89.6 months of
cash coverage and zero debt, the business can withstand multiple poor seasons without facing a
solvency threat. This provides the owner with time to wait for yield recovery rather than being
forced into distressed decisions. The buffer is large enough that even a prolonged downturn in
production yields would not threaten the viability of the entity. This is the single strongest
feature of the financial profile.

The financial health position is a clear strength. The zero-debt, high-cash-reserve profile gives
the owner strategic flexibility that most farming operations do not have. The constraint is not
the balance sheet but the income statement. Whether to deploy balance sheet capacity to
accelerate recovery or hold reserves as a buffer is a strategic decision that warrants modelling.
The owner should seek advice from a qualified adviser on the optimal approach within 90 days.

Metric Value Benchmark
Current Ratio 0.00 >1.5 preferred
Quick Ratio 0.00 >1.0 preferred
Cash Ratio 0.00 >0.2 preferred
Debt-to-Equity 0.00 <2.0 preferred
Debt-to-Assets 0.00 <0.6 preferred
Interest Coverage 0.00 >3.0 preferred
Note: All balance sheet ratios show 0.00 due to fully depreciated assets and zero debt. This does not indicate financial distress — the
business carries no liabilities. Any scoring would reflect a data limitation, not a structural weakness. Refer to the financial health
commentary above for context.
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SECTION 4: CASH FLOW

Operating cash flow is approximately $22,898 (calculated from the 18.0% operating cash flow
margin on $127,566 revenue). This is strong relative to net income of $13,866, producing a cash
flow to net income ratio of 1.65x. The business generates $1.65 in cash for every $1.00 of
reported profit. This indicates that non-cash charges (depreciation on farm assets and
equipment) are flowing through the income statement but not consuming cash, which is typical
for asset-heavy farming operations. Cash generation is healthy.

Free cash flow is $0. This means all operating cash flow is being consumed by capital
expenditure or reinvestment. On a farm, this likely reflects ongoing planting costs, equipment
maintenance, or replacement. While $0 FCF is not ideal, it is not alarming if the capital
expenditure is directed at restoring productive capacity following weather-related damage. The
owner should verify that current CapEx is recovery-oriented (replanting, land restoration)
rather than discretionary. The operating cash flow margin of 18.0% is solid and suggests the
core cash engine of the business is functional.

Cash quality appears sound. The 1.65x cash conversion ratio indicates that reported profits are
backed by real cash generation, not by accounting adjustments or working capital manipulation.
The business is not borrowing from its own future to generate current cash. The 89.6 months of
cash coverage confirms that historical cash generation has built a substantial reserve. There is
no evidence of cash flow being artificially inflated by stretching suppliers or drawing down
inventory.

Cash flow is a strength of this business, not a vulnerability. The operating cash engine works
well, converting more than 100% of net income into cash. The constraint is that all operating
cash is being reinvested (FCF of $0), leaving nothing for distributions or debt-free growth
investment beyond maintenance CapEx. The answer that would change this assessment is
revenue recovery. If yields improve and revenue moves back toward $150,000 to $160,000,
operating cash flow should increase proportionally while CapEx stabilises, producing positive
free cash flow. The owner should track the FCF line quarterly and target positive FCF within 18
months as a recovery benchmark.

Metric Value

Operating Cash Flow $22.9K
Free Cash Flow SO
OCF Margin 18.0%
Cash-to-Net-Income Ratio 1.65
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Cash Flow Waterfall Analysis
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SECTION 5: RISK ASSESSMENT

The most pressing financial risk is the 1.7% operating margin on a revenue base that has
declined 11.9% in one year and 4.9% per annum over two years. At the current cost structure, a
further 2% revenue decline (approximately $2,500) would push operating profit to zero. A 5%
decline would produce an operating loss of approximately $4,200. The margin of safety on the
operating line is paper-thin. The only reason the bottom line looks healthy is below-the-line
income contributing 9.2 percentage points of net margin.

The structural risk is yield dependency. The workshop responses confirm that revenue is driven
by production yields, which are subject to weather, weather frequency, and the multi-year
recovery cycle of crop. The farm has no recurring revenue (0.0%) and no customer
diversification data, consistent with a single-commodity agricultural operation selling through
one processor. Revenue concentration in a single crop exposed to a single region's weather
creates binary risk: a good season produces adequate revenue, a bad season does not. The red
flags analysis identifies severe revenue decline as the sole flagged risk, which is correct. The
overall risk posture is Moderate, elevated by revenue vulnerability but offset by the fortress
balance sheet.

These risks compound. Declining revenue on a fixed cost base compresses operating margin
toward zero. If below-the-line income is also variable or at risk (government payments,
investment returns during low-rate environments), the entire net margin could compress
simultaneously. The saving factor is the zero-debt, high-cash-reserve position, which means the
compounding risk does not lead to insolvency but rather to a slow erosion of the cash reserve. At
current net income of $13,866 and assuming no further deterioration, the reserves remain
adequate for years. But "surviving" is not the same as "thriving."

The risk requiring most urgent attention is the operating margin. At 1.7%, the business has no
operational buffer. The owner needs to take two actions within 6 months: (1) verify the yield
recovery trajectory with production data to confirm whether revenue is likely to recover in the
next 12 to 24 months, and (2) identify the minimum operating cost reduction that would lift
operating margin to 5% at current revenue levels (approximately $4,200 in additional cuts). If
both yield recovery and cost reduction are achieved, the operating margin moves into a
sustainable range. If neither happens, the business will consume cash reserves at an accelerating
rate.
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SECTION 6: ACTIONS AND MONITORING

6.1 Immediate Actions (0-6 months)

1. The action: Map expected yield per unit of production for 2026 and 2027 production
seasons using current crop cycle age, crop status, and land condition data. Produce a
bottom-up revenue forecast by production area.

e  Why now: Without a verified yield forecast, all cost and investment decisions are
based on hope rather than data. The 2026 production season inputs must be
committed within the next 3 to 4 months. Over-investing in inputs on production
areas with poor recovery extends the period of negative operating returns.

2. The action: Categorise all operating expenses into fixed, semi-variable, and variable
components. Identify $6,000 to $10,000 in costs that can be deferred or eliminated
without impacting yield recovery.

e  Why now: Operating margin of 1.7% provides zero buffer. Every month that
passes without addressing the cost base is a month where a single unexpected
expense (equipment failure, chemical price increase) could push the operation
into operating loss.

3. The action: Identify and document all income items sitting between operating profit
($2,193) and net profit ($13,866). Classify each as recurring, variable, or one-off.

e  Why now: The business appears profitable at 10.9% net margin, but 9.2
percentage points of that margin comes from non-operating sources. If any of
that income is at risk, the owner needs to know before committing to the next
season's cost base. This assessment takes days, not months.

4. The action: Assess whether available balance sheet capacity could be deployed to
accelerate yield recovery, and whether doing so would deliver a better outcome than
holding reserves as a buffer against further operating losses.

e  Why now: The balance sheet has capacity and the operating line needs revenue
growth. Waiting for natural recovery may extend the period of negative
operating returns by two or more seasons. This assessment should be completed
before pre-season planning commitments are made. A qualified adviser should
be engaged to evaluate the optimal capital allocation approach.

5. The action: Request a written breakdown of the processor's pricing formula to
understand how farmgate revenue is calculated and what variables the owner can and
cannot influence.

e  Why now: Revenue is a function of yield multiplied by price. The owner can
influence yield through production management but carries exposure to price
movements outside their control. Understanding the pricing formula is the first
step. A qualified financial adviser should be engaged to assess price risk
management options relevant to the operation.
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6.2 Key Performance Indicators

1. Operating Margin (operating income divided by revenue, expressed as a percentage).

Why this business needs it: Operating margin of 1.7% is the clearest indicator
that the core farming operation is barely viable at current revenue levels. This
metric strips out below-the-line items and shows the true operating health.

Target: If operating margin falls below 0%, take immediate action to reduce
operating costs or defer discretionary spending. Target 5% within 12 months
and 10% within 24 months as yield recovery progresses.

2. Revenue per Crush Season (total crop revenue for the annual harvest period).

Why this business needs it: Revenue declined 11.9% and is the binding
constraint on profitability. Tracking harvest revenue against the bottom-up yield
forecast tests whether recovery is on track.

Target: If production season revenue falls below $120,000, trigger an immediate
review of productive area and input allocation for the following season. Recovery
targetis $155,000 within two production seasons.

3. Operating Cash Flow Margin (operating cash flow divided by revenue, expressed as a
percentage).

Why this business needs it: At 18.0%, cash generation is currently strong
relative to revenue. This metric will reveal whether cash generation keeps pace
as the business recovers, or whether reinvestment demands absorb cash gains.

Target: If operating cash flow margin falls below 12%, investigate whether
capital expenditure is exceeding maintenance levels or whether working capital
is absorbing cash. Maintain above 15%.

4. Free Cash Flow (operating cash flow minus capital expenditure).

Why this business needs it: FCF is currently $0, meaning all cash generated is
reinvested. The business needs to reach positive FCF to confirm that recovery
investment is translating into surplus cash, not just maintaining the status quo.

Target: Achieve positive FCF of at least $5,000 within 18 months. If FCF remains
at $0 or turns negative for two consecutive periods, reassess the capital
expenditure program.

5. Costof Goods Sold as Percentage of Revenue (total COGS divided by revenue).

Why this business needs it: COGS at 62.5% of revenue determines gross
margin. As yields recover, COGS should decline as a percentage of revenue
because many input costs are semi-fixed (inputs application rates per unit of
production do not double when yield doubles). Tracking this ratio confirms
whether yield recovery is translating to margin improvement.

Target: If COGS exceeds 65% of revenue, review input cost allocations per
production area. Target 55% to 58% as yields normalise, which would lift gross
margin to 42% to 45%.
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APPENDIX: METHODOLOGY

Data Sources

Financial data is sourced from business-provided financial statements including income
statements, balance sheets, and cash flow statements. All metrics are calculated using standard
financial analysis methodologies.

Analysis Framework

This Rapid Diagnostic analyses financial performance across revenue, profitability, financial
health, cash flow, and risk dimensions. Efficiency analysis is included where the data warrants.
The analysis uses a proprietary analytical engine that calculates metrics from the source
financial data.

Limitations

This analysis is based on historical financial data and does not incorporate forward-looking
projections or scenario modelling. Industry benchmarks are illustrative. Qualitative factors not
captured in financial metrics may impact assessment. This analysis does not constitute financial
advice.

Disclaimer

This report is prepared for informational purposes only and is intended for the exclusive use of
the client. Logic in the Numbers provides strategic and management consulting services. This
report does not constitute financial, investment, or legal advice. Strategic recommendations
should be evaluated in conjunction with appropriate professional advice.
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