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Hel | o, thank you for joining us online today, nmy name is M chae

II'lenberg and | will be nbderating today's webi nar

I"d like to introduce you to Jeff Hopkins, Jeff is a Branch Chief

and Economi st in the Farm Econonmy Branch of ERS's Rural Economics Division
Jeff recently re-joined ERS after working for the House Budget Committee and
then in private Industry, welcome Jeff.

Thank you M chael and wel cone to everyone el se and t hank you for joining

our webi nar today. Today is the rel ease of our Farm Financia

Forecast for 2015. We update the Farm Forecast, the incom ng Financia
Forecast three tinmes a year, in February, in August and in Novenber so

this is the, the final one for 2015 and it gives an outl ook through the end
of the current cal endar year. | guess just in setting the overall tone or
maybe the highlights of, of the forecast | think that it is apparent that
what is happening in, in global food prices and the gl obal economny is
beginning to filter through into the US Farm Sector. W' re providi ng what
we're generating our farmsector estinates will al so provide sone estimates
of what it nmeans for different types of farm businesses, different
speci al i zati ons and for farm househol ds. So what | nean by gl oba

i mpacts is that over the past three years we've seen a decrease in the

i ndex of food and fiber prices, the OECD and al so FAO have a nice series on
food prices that have been showi ng, trending a decline for the past couple of
years and those prices are beginning to inmpact US farns and what |I'mgoing to
do now is put up a slide of summary points that |'m going to be going through
t hr oughout the presentati on and what we want to do during the tine

we have today is to go through our constructed income statement and

bal ance sheet for the farmsector. First we'll talk about the different
sources of incone and the different sources of expenses and end up in Net
Farm I ncome as our neasure then we'll do the same for the bal ance sheet,

we'll ook at assets in the Farm Sector in Debt and then we'll turn to

Far m Busi nesses and Farm Busi nesses are those that have in our definition
over $350,000 in sales and have a farm operator whose full time occupation is
farmng even if they had | ess than $350,000 worth of sales, that's about

850, 000 of the two mllion US farns so we'll go through the sector as a whole
then we'll talk about this special class of Farm Busi nesses and then we'll
turn to Farm Househol ds and tal k about their income |levels for 2015.

So noving on fromthe Sumary Page we'll hit all these points throughout

the presentation. The first chart is a chart of Net Cash |ncone.

This Net Cash Incone earned on the farmfromsale of all commodities

and taking into account all cash expenses it's a fairly narrow vi ew of
wel | being for the farmsector and what you end up with at the end is a
neasure of wellbeing, a nmeasure of Cash Farm | ncone which could be used

to pay down debt and cover |iving expenses for the farm household and we

i ndicate for 2015 that there will be approximately a 28 percent decline in
Net Cash Farm I ncome from 2014 to 93 billion, this chart is in noninal terms
and it's the | owest Net Cash Farm Income recorded since 2009, in real terns
it's lowest since 2002. I'mgoing to show, the next chart is going to be

Net Farm Income. This is Net Farm | nconme from 2000 to 2015, the Net Farm

I ncone includes non-cash costs and al so non-cash income in a broader neasure
of wellbeing for the farmsector, the 2015 level is 55.9 billion dollars in
nomnal terns that's down 38 percent from 2014 and the 38 percent decline is
t he biggest one year drop since 1983 and the |level of farmincone 55.9
billion dollars is the | owest inconme in both real and nominal terms since



2002. The Net Farm I ncone neasure as opposed to Net Cash FarmlIncone is, it
tends to be a bit nore volatile fromyear to year, in nost cases there are
ways to smooth out your cash income and the farmincone neasure accounts
for those and credits or debits those strategies to come up with an overal

| evel of Net FarmIncone so if you decrease your capital expenditures,

your cash flow or manage your liquidity it may show up as ammssed, it, you
may not see it in Net Cash Incone but we will pick that up in Net Farm

I ncone.

The next chart is called a Bridge Chart or a Waterfall Chart that is

useful for |ooking and understanding what is driving the change in Net
Farm I nconmes from 2014 to 2015. So we've broken out sone of the mmjor
categories and it's basically neant to educate on how we got from 90.4
billion in 2014 to 55.9 billion in 2015 and the red bars indicate affects

t hat decreased Net Farm Income 2015 relative to 2014 and the green bars

are showi ng things that actually nade Net Farm I ncone higher than it

ot herwi se woul d have been in 2015. So the biggest red bars in the chart are
showi ng the inmpact on receipts so both crop and |ivestock receipts were down
relative to 2014, crop receipts were down 7.8 percent for 18.2 billion
dollars relative to 2014, |ivestock receipts were down 12 percent relative
to 2014 and cane in at 25.4 billion dollars |less than what they were in 2014.
Smal | overall changes in inventories, the big inpact are to production
expenses so | ower production expenses came in, in 2015 in relative, relative
to 2014, 7.7 billion dollars less that hel ped the bottomline of, for Net

Farm I nconme in 2015 so that 7.7 billion dollars which is two percent |ess
spendi ng on production for the farm sector increased Net Farm | ncone relative
to what it would have been. W had a billion dollars nore in governnent

payments in 2015 relative to 2014 and all the other m scell aneous changes are
in the final bar but a reduction relative to 2014. So this chart is show ng
that the biggest novers were on the receipt side so receipts are price of
commodity tines the quantity of the comobdity. The next chart is going to
deconpose the change in cash receipts from2014 to 2015 into price affects
and quantity affects. Qur forecast is built froma bottomup |evel neaning
that we were forecasting both prices and quantities for nearly all of our
comodities that we, that we forecast. There are a few combdities where
we're not forecasting price and quantity separately we're just forecasting
revenue or receipts or the conbination of price and quantity. So those we
cannot deconpose but really for nmost of themwe're able to have a different
price affect and a different quantity affect and this chart is show ng that
the reduction in the 10 percent drop in overall cash receipts from421 to
378 is nostly due to price affects so this is not meant to be anything nore
than a way to think about the change in receipts and whether it is due to a
change in prices relative to 2014 or due to changes in quantities.

There was a slight reduction in total quantities relative to 2014 but the
overall driver was due to | ower prices. The next chart is, up to now we've
just | ooked at nostly crops together and what this does is show five years of
crop, of cash receipts for six of the major commodity groups, corn, soybeans,
cotton, fruits and nuts, vegetables, nelons and wheat and we're conparing
2011 all the way through to 2015 and you can see here that some of the

af fects have been rather persistent for the past several years, corn

after reaching a high in 2012 has been reduci ng every year since then

in 2015 corn cash receipts were down 8.6 billion which is 12 percent
relative to 2014, soybeans were down 14 percent or 5.7 billion dollars and
wheat was down 21 percent or 2.7 billion dollars in terns of cash receipts.

Fruits and nuts, vegetables and nelons all stayed pretty constant relative to
the past three years and that, that shows up in these charts. Now turning to
livestock this is a very sinmlar chart in that it's showing the past five



years worth of receipts and dairy is the biggest nover, It is the second
group of bars down 13.8 billion from 2014, 49.3 billion |l evel which was very
hi gh over the, relative to previous years, dairy cash receipts were

down 28.2 percent in 2015. Hogs were also a big nover they were down 6.6
billion dollars relative to 2014 a drop of about 25 percent but the point to
be made on this slide is that the declines are, are, are really w despread,
not just dairy and hogs which they've been for nobst of the year but al so
cattle and cal ves that was new we showed a slight increase in our August
forecast and now we're showi ng a decrease for 2015 for cattle and cal ves.

Alright, the next slide is show ng governnent payments which we forecast

to increase by 10 percent to 10.8 billion dollars in 2015, increase of 10
percent relative to 2014, the bars show the composition of governnent
paynments and one of the things that's apparent by | ooking at this chart is
that the conposition of governnent paynents has changed over tineg,

t he bl ue conponents of these bars over tinme are fixed paynents that were
done away with under the 2014 FarmBill and replace with nore price related
paynments and in 2015 the maj or source of price related paynents were for
the Agricultural Risk Coverage, ARC Program which had 4.2 billion

dol I ars of changes of paynents, about 80 percent of those paynents were on
corn based acres. Another programthat had about 700 mllion dollars

worth of paynents go out in 2015 was the Price Loss Coverage Program which
gave paynments for long grain rice, peanuts and canol a under 2015. Okay so
that is all for the top part of the incone statenent, we'll turn to
expenses now and expenses are forecast to showi ng the, the dark green bars
are the 2014 estimates and the |ight green bars are 2015. W show a two
percent overall drop in total production expenses and fuel expenses were the
mai n driver of that reduction. 28 percent |ess fuel expenditures than in
2014. Another big drive downward was for feed with eight and a half percent
| ower expenditures on feed in 2015 conpared to 2014, fertilizer and

pestici des were al so down, interest paynents and | abor were both up, |abor
was up about four percent relative to 2014. That was just 2014 to 2015
conparison, this chart is showi ng nonminal and real or inflation adjusted
producti on expenses for the sector as a whole all the way from 1970 to 2015
you can see that it is nmore likely for production expenditures to be

i ncreasi ng year on year rather than decreasing but we've had three years
since 2000 when production expenses decreased, the two percent decline is
significant but only the fourth time since 1970 that production expenses
have, have gone down.

Next chart is showing equity and debt levels from 1970 to 2015, the

equity is the lower area, the darker brown area and the debt is the upper
area and assets would be the sumof the two, assets mnus debt wll

equal equity so you take them both together and you have farm assets.

The asset levels for this sector as a whole as well as the equity are
forecast to decline for the first time since 2009, assets were down,

et me say assets overall were down by 2.8 percent relative to 2014 farm | and
both | and and buil dings are down 1.6 percent so across the decline

conbi ning both the farmland decrease as well as the other assets that,
that farms hold including machinery, including financial assets across

all of them assets were down 2.8 percent, the equity |levels were down

4.8 percent year on year and that's a conbination of inpacts on assets as
wel | as debt, debt was increased by 6.3 percent we saw increases in both
debt that's secured by real estate as well as debt that is not secured

by real estate, the non-real estate secured debt was rising at a bit faster
pace but overall debt |levels were up about three, 6.3 percent, the debt to
asset ratio that we calculated is 12.84 in 2015 and that is an increase



relative to 2014 and the debt to asset ratio has been increasing every year

since 2012, the nmeasure is still lowrelative to historical standards but
it's right around average or even a little bit bel ow average over the past 15
years. So it still appears the sector is insulated fromdefault risks which

is what the debt to asset ratio is neasuring. So that is the extent

of our coverage of the agricultural sector as a whole now we're going to

tal k about Farm Busi nesses and we define the Farm Business as a farm
operation that has over $350,000 worth of business as well as has a full time
farm operator even if they don't have $350, 000. Farm Busi nesses

that are about 850,000 there's about two mllion farns altogether so

we're just taking a pretty big wedge in terns of the total nunber of farns
it's about 41 percent of farms but if you | ook at the share of agricultura
producti on and the share of assets and the share of debt when you tal k about
Farm Busi nesses you're really tal king about really big shares of the

overall sector. The first view of the Farm Busi nesses that we're showing is a
deconposition of Net Cash Farm I ncone inpacts to the different regions of the
US, people call these the ERS regions and there are nine and one thing that |
need to point out and make sure people are aware of is that none of

the regi ons are showing a positive 2015 Net Cash Incone result relative to
2014 they're all showi ng decreases, the lighter colored regions are show ng

| ess of a decrease than the darker colored regions so Eastern Uplands basing
their range those are the | owest decreases in Net Cash Farm I ncone the
greatest decreases in Net Cash Farm Income or the biggest |osses are in
Northern Crescent and in Heartland and those inpacts distributed

regionally are reflective of the agricultural production concentration

which as all people are aware there is quite a bit throughout the US so
that's what this is reflecting.

We are able to take our Farm Business data so | ook at the slice of, of,

of Farm Busi nesses and cal cul ate anong them what is the npst inportant
product on the Farm Business and call that a Specialization. So we define
Speci al i zations as had nore than 50 percent of the total value of farm
producti on associated with that, so specialty crops are those Farm Busi nesses
that specialized in, had at |east 51 percent associated with specialty crops,
in 2015 specialty crops the average Net Cash Incone was $238, 000 which

was an increase over 2014 the rest of the crop specialized farns decreased
relative to 2014 and overall average Net Cash Incone was down by 25 percent.
Corn specialized farms were $143,000 conpared to 2014 that was nearly

$200, 000 on average, 2013 over $250,000 on average, cotton and rice farns
were $105,000 on average. |'ll nove to the livestock specializations and this
shows again | ower average Net Cash Incone in 2015 relative to 2014 across
dairy, poultry and hogs, all types of farm specializations on average

those farms were about $100,000 in 2015 and cattle and cal ves were al so down
after several years of increases. The next slide is just highlighting that
our focus going to shift now to the distributional inpacts on farm
househol ds. W include in this analysis all farm househol ds so about two
mllion farnms have a house, have an operator and we collect data on the
househol d associated with that operator and what we do is present various
measures of well being, we'll be focusing just on household incone and this

i s another bar chart conparing 2013, 2014 and 2015 i ncone, these neasures are
Medi an | ncome Measures and because all farnms have a different share of farm
income to off farmincone it's the case that you can't sinply add nedi an
farmincone to nmedian off farmincone and come up with total househol d

i ncome. The median of the distribution of off farmincome is quite

a bit different than the nedian of the distribution of farmincone so they
are not averages. If we were presenting averages then you could add them but
these are nedian so, so they don't add, 2013 to 2014 just speaki ng about



the farmincone slide nedian value is slightly negative in 2013, 14 and 15,
we saw an increase in 2013 to 2014 and then a decrease in farminconme in 2015
at the, at the household level. Switching to off farmincome, nedian off farm
i ncome increased by 3.6 percent in 2015 to $72,494 and total househol d i ncone
i ncreased from 2013 to 2014 by 12 percent that's fromthe blue bar to the red
bar, fromthe red bar to the green bar the 2014 to 2015 change we had a
decrease of 2.9 percent a decrease in total household incone is a reversa
fromover five years of steady increases throughout that period of tine.

The off farmincone between 2014 and 2015 did increase by 3.6 percent so

we had a slightly lower farmincone, slightly higher off farmincone but
overall the median total household incone was down in 2015 relative to 2014.
So that is all of the slides | have for today | would be delighted

to take questions.

Thank you very much Jeff this is Mke Illenberg again. I'll be noderating, if
you want to submt your questions in the chat feature please go ahead
and do so | will read themout to Jeff and he will respond accordingly.

We do have a couple of questions, the first question is from Marsha,
Mar sha asks what rmade you revise farmincones | ower than in August?
How did the surprise bunper yields offset price declines in corn and
soybeans for exanpl e?

Thanks Marsha | woul d say that one of the biggest changes relative to 20

well relative to the 2015 forecast that we made in August had to do not with
crops but with livestock. We did see, at the beginning of the year in
February we did know that, that commodity price, crop combdity prices

were going to be low, they started out |ow the forecast, we used the,

(I naudi bl e) forecast, were |ow and continued to, to be in that area the
livestock forecast for what decreased for 2015 as the, the year went on so we
saw bi g changes for exanple in beef relative to in August those were now
showi ng a decreased price so it was nore on the |ivestock side than on the
crop side. Wth respect to your question about bunper harvests really the
2015 forecast is going to be nore influenced by the marketing of the 2014,

15 crop than by the 2015, 16 so that's what we just have heard about with
bunper harvests and new crop but we really were only marketing, we were only
showi ng the inmpact of the nost recently harvested crop in the end of our 2015
cal endar year.

Thank you, we have another question from Spencer, Spencer would like to know
what these estimates will nean for 2016 if you have any prelimnary work?

W will come out with our first 2016 forecast in February so | would have to,
we don't have a 2016 forecast now.

Thank you very much, we have another question, sonebody had a question
about what's causing the decrease in assets that you referred to in one of
your earlier slides, | believe it was slide 12? Is it related to property
val ues?

Property values are in there, the June AG Survey values are a big driver of
our asset values, farm farm/land val ues are about 80 percent of the total

we did, so that's a big part of it. The other thing that | would just nention
is that we do gather data in the ARMS Survey on other assets being held at
the farmlevel and we're using that information to forecast change in assets
as well so there's a nunber of things that are, that are at work there as
wel I including financial assets held by the farm business.



Does the ARMS battle also contain any nore information in the concentration
of debt in the farmsector and is that, is there information avail able on
t hat ?

Yeah, we do have lots of information in calculation of financial ratios

i ncludi ng these sol vency sort of ratios |ike debt to asset, and debt to
equity but we also have other liquidity based ratios and efficiency

based ratios and | would just invite you all to check out our website and

| ook for information for 2015 associated with this forecast and, and there's
lots of information on that, | don't believe that we used the ratio analysis
that it is a conponent of our farm business anal ysis which would allow us to
break and have a little bit nore.

And just for everyone's purposes |'Il go ahead and I'Il put the link up to
this, this information in the chat feature in a few nonents but first we have
anot her question fromJulie and Julie wants to know if you expect a

continued sl owdown in farm equi pent purchases?

And that has to be one of the resiliency strategies of farm operators, what
are ways they can maintain liquidity and by doing that they're, | expect that
we will see themdoing things that farnmers always do which was to, to manage
cash flow in such a way to avoi d unnecessary expenses, they'|ll be paying a
ot of attention to where the noney goes so yes | do think that farm

equi prent purchases are going to be reflected in fewer farm equi pnent

pur chases.

Thank you, we have one nore question, how rmuch has corn incone fallen on a
percentage basis since its peak if we have that nunmber and is the steepest
adjustrment for a commod, is it the steepest adjustnment for a commodity?

I would say at least in this, with this forecast dairy is the biggest
adjustrment relative to 2014, relative to the peak and I'm it would have to
be close, it would have to be close, there are three years of continuous
declines for corn if we just use the business |level so that's about 40
percent maybe a little bit nore than 40 percent reduction in Net Cash Incone
for corn.

Thank you, and | think you kind of touched on this but maybe you didn't, in
the presentation sonebody says that do we have any forecasts on the
conposition of debt going forward and I, we only forecast so far out but you
can, I'll let you expand upon that.

Yeah, so the only forecast that we do in aggregate is debt that secured by
real estate and debt that isn't secured by real estate, we had 6.3 percent
increase in debt relative to 2014 slightly higher rate of increase for non-
real estate secured debt so it's collat, collateralized with something other
than, than real estate so slightly higher increase in debt relative to debt
real estate collateralized debt..

Is that a big difference 6.5 to 6.1 growth rate relative to 2014?

Great thank you, and we're switching topics again and Spencer would like to
know are you seeing a drop in the nunber of farners as a result of |ower
incomes and is that ARMS data readily available of is that data al ready
avai | abl e?

Yeah, so, we are the biggest, | guess the nost direct measure of, of farm



nunbers is fromthe Census which is every five years so we're basically using
2012 as the, as the nunber of farns so | wouldn't expect us to have a new
view on that for a couple nore years. We do collect information annually

t hrough the ARMS Survey and we'll be able to |ook at, you know, perhaps the
conposition of farm househol ds over tine.

Thank you very much, so far that's all the questions we have |'|

give it just a nonent, in the neantine | have put up the ERS website |ink
to the highlights fromthe Farm 2015 Farm | ncone Forecast otherw se |inks
directly to the forecast in that webpage so feel free to click on that.

It looks Iike we don't have any further questions, | just want to

take a nmonent to thank Jeff very much for presenting this for us and

t hank everybody for joining us | hope you all have a great day.

Thank you.



