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Current Lending Environment:

Borrowers

Generally Profitable 20062013 Period for
Grain Operations, BUT more Variable

Rapid Depreciation Methods
Relatively Low Interest Rates

Increasing Land Values



Current Lending Environment for Borrowers:
Net Farm Income and Net Cash Farm Income,

2000-2014F

Net farm income and net cash income, 2000-2014F
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Note: Data for 2013 and 2014 are forecasts.,
Source: USDA, Economic Research Service, Farm Income and Wealth Statistics
Data as of August 26, 2014




Current Lending Environment for Borrowers:

Net Farm Income Variability, 1993-2012
Source: USDA

Accrual Net Farm Income By Farm Type, 1993-2012
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Capital Purchases, 2006-2012, Illinois Grain Farms

Source: Farmdoc, Dept. Ag and Cons. Econ., U. of Illinois,

2006

Capital Purchases $46,416

Per Acre $39
2010

Capital Purchases $102,260

Per Acre $82

January 31, 2014

Central , IL
2007

$71,214

$57

2011

$144,054

$113

2008 2009
$107,446 $107,794
$85 $85
2012
$146,562

$115
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Source: www.fedprimer
15-Year Fixed-Rate Mortgage vs 10-Year US Treasury Yield

United States Prime Rate vs 30-Year Fixed-Rate Mortgage vs
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2013 Farm Real Estate Values, by State

Source: USDA, NASS, August 2013

2013 Farm Real Estate Value by State

Dollars per Acre and Percent Change from 2012
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Current Lending Environment:

Re
Re
Re
Re

ative
ative
ative
ative

L.enders

y High Levels of Liquidity

y Low Loan Demand

y Low Loan to Asset Ratios
y LowInterest Rates

Decreasing Net Interest Margins (NIM)
Pressure on Earnings

Ofoo Many Lenders Chasing Too Few
1 0Al EOU , 1 Al Ob



Current Situation: Financial Reporting and

Credit Analysis

Balance Sheet
Cash Flow
Income Statement




Current Situation: Financial Reporting

and Credit Analysis

Data:
Indiana Producers
/2 Farms
2005
Results:
Recordkeeper
Respondent or Spouse 78%
Other Family Member 18%
Primary Reason to Keep Records
Income Taxes 99%
Prepare Balance Sheet 80%
Own a Computer 96%
Use Computer for Recorleeping 87%

Used Accrual Accounting to Measure Profitability21%



Income Statement

Cash vs. Accrual-adjusted
3-year cash average vs. accrual-adjusted

Data

Illinois FBFM

1045 Farms

2002 -2006

Asset Valuation: Market

Income Statements: Schedule F Cash Basis
and Accrual -adjusted




Income Statement

Cash vs. Accrual-adjusted

Year Median Absolute Difference:
(AccruatAdjusted z schedule F)/

AccrualAdjusted
2002 16,820 56%
2003 31,351 61%
2004 43,223 63%
2005 23,445 52%

2006 45,510 63%



Income Statement

Cash vs. Accrual-adjusted

Years Median Absolute Difference
Averaged (Accrualadjustedz Schedule F)/

Accrualadjusted
2002-04 $26,726 52%
200305 $30,817 52%
200406 $34,770 54%

5-Year
2002-06 $28,253 52%



Income Statement

Cash vs. Accrual-adjusted

Median Absolute Difference:
Annual Gross Revenue Growth Rate 200X

Years Less than 5% 5-10% Greater than 10%
Averaged
200204 46% 51% 54%
200305 41% 49% 58%
200406 41% 50% 61%
o>-Year

2002-06 39% 52% 55%



Income Statement

Cash vs. Accrual-adjusted

Median Absolute Difference;
Debt-to-Asset Levels

Years Greater than
Averaged Less than 20% 20-40% 40%
200204 44% 56% 60%
200305 45% 56% 61%
200406 47% 57% 63%
o-Year

2002-06 44% 55% 60%



Inventory Changes, by Net Farm Income,

University of Minnesota, FinBin, 2013

:
Financial Summary
{(Farms Sorted By Net Farm Incomae)
Avg. Of

Al Farms Low 20% 20 - 40% 40 - G0% G0 - BO% High 209%
Numbar of farms 2215 443 aan 443 443 443
Income Statement
Gross cash farm Income S0 2686 1,016,010 423 908 B840.880 1.718 763
Total cash farm expense 711,542 nys. 168 348 633,358 1,308,245
Neot cash farm income 193 140,843 i 207 .521 400,518
Inventory change 87,90 -182,716 68 940 -53.855 4.743
Depreciation -93.C £8,135 27.0490 50,785 -5 218
Nat farm income from operations T2.842 100,008 571 102 881 318,042
Gain or loss on capital sslas 1,008 170 614 1.206 3,101
Average not farm Income 73,8651 9,838 1.080 104,007 321,144
Madian net farm income 41,890 83,4858 440 89,721 2435 448
Profitability (cost)
Rates of roturn on asaeis &9 -0
Roto of return on aquity 15.4 % 5
Operating profit margin -18 1 -2
Assal lwrnovear rate 32.6 9 30.2 %
Profitability (market)
Rate of return on assets 1 3.7 % 5.5 %
Rote of roturn on oquity Q 4.0% 71 9%
Oparating profit margin 15.0 % @ 16.4 % 203 %
Axssml irnovar rate 200 % 21 24.3 % 272 %
Liquidity & Repaymeont (end of year)
Current assets a03,745 606,040 202, 328 386 582,077
Current llabilities 295 713 380,821 164 661 160 520 279,583
Current ratio 204 1.55 1. 60 1.97 208
Warking capital 300,032 216218 161 2650 302,495 760 316
Waorking capital 10 gross inc 35.6 % a5 1 % 33.7 % ana4 % a4 5 %
Term debt coverage ratio 1.01 0.87 1.20 2.20
Roplacemeant coversge ratio 0.02 0.71 108 1.77
Solvency (end of year at cost)
Number of farms 2218 443 443 443 443
Total farm ussaets 1,962,383 1,934,576 1,031,613 1,803,528 R 15670
Total farm Nabilities 838,142 1,003,157 528,279 805,654 1,319 4158
Total assots 2,177,842 2,120,422 2,485 2,138,619 4,000,849
hrtp/Awww finhin.umn cduwoutput/28R8406 . htm 4/13/2014



Inventory Changes, by Net Farm Income,

University of Minnesota, FinBin, 2013

Page 2 0f 2

Total Labilites oan, 108 1,045 408 571,205 Bt 704 1,388,539
Net worth 1. 289,654 1,074 937 ©40,870 1,276 816 2,612,311
Net worth change 20.508 473

Farm deb! 1o assel ratio 43 %

Total dobt to asset rato 41 %

Solvency (ond of yoar at market)

Numbar of fasms 443 443 440 443
Total farm assols 2.842.210 1,465,901 1, 2519755 46688 407
Total farm latklities 1,188 557 630,306 946 601 1,669,221
Totsl ausats 2,780,068 1 38,940 1,697,642 2.79%.200 502177

Total Sabilities 1,320 0062 26,325 740,090 1.134%.910 1,951 241
Neat worth 1.660 1. 434,100 arz 62e 1,168,718 1,859,358 30800168
Net woarth change a9 2 A0 0809 20,832 73,455 115,070 266 967
Farm dedt 1o ssset ratio 47 % 42 % 36 % an %
Tolal dab 10 assel ratio 4a % 43 % I8 % AT %
Nonfarm Information

Neot nontarnm ncome 28 620 10,207 A7.008 28,7385 25 897

Farm= reporting living expenses 101 101 131 113 116
Tatsl farmdly living expansa 656,150 61,267 561,710 72137 nz.o6c
Talal living, nvast, cap. purch £ 83,739 70 4A5B05 nn 204 117,594 120, 637
Crop Acres

Totad acros owned 200 206 s 263 <87
Tots crop scres 67 ses 411 760 1,318
Total crop scoes owrsed 231 108 144 229 412
Taotiad crop acraes cash rented 610 Goo 2058 496 av
Total crop nores share rented 1 12 10 26 29

2005-2014, Univadsity of Minnasota
Doty Souwrce(s) MAaSCU Farm Bosiness Manegemaent, 2063 farms
Saouttiwast Minnesota Farm Business Management Asscalation, 111 tarms

Other groups, 41 farms

Copyright {

Roport Summary

1. Report number 2884008
2. Location

Slata Minnesots
3. Farm Characteristics

Yoar(w) 2013

Wiew as text

http:/Aswww, finbin, umn.edwWourpu/28 8406 . hitm 471372014



Income Statement

Accrual-adjusted
Documents Needed

Beginning Balance Sheet
Ending Balance Sheet
Income Tax Return
Schedule F
Form 4797



ANALYSIS TOOL

FARM BUSINESS MANAGEMENT for the 215
CENTURY

Spreadsheet
Website Address:

www.agecon.purdue.edu/files/EC712.xls X



http://www.agecon.purdue.edu/files/EC712.xls

FARM BUSINESS FARM

MANAGEMENT COMPARATIVE DATA

Website Addresses:

www.farmdoc.illinois.edu/finance/benchmark pdf

www.lowafarmbusiness.orq/PRES10/2010

www.northlandfbm -morehead.com/reports



http://www.farmdoc.illinois.edu/finance/benchmark_pdf
http://www.iowafarmbusiness.org/PRES10/2010
http://www.northlandfbm-morehead.com/reports

What is Reality?

0 OOEAEI EOU | £ Ol
Volatility in Prices, Input and

Output

Increased Family Living Expenses
Increased Term Debt Repayment
Requirements

Need to Prepare for Contingencies
Need to Evaluate Alternatives



“Wealth Effect”

Conceptually

Nneemerges as farm house
weal th to finance | nves:
N Dur | mofitable tsngs, instead of allowing
Investments to fall with profits, farmers tap

éexi sting wealth to fin
l nvest ments near previo

Sour ce: Hender son and Kauff man
Agr i c uTlhe Mam &treet Economjdtederal Reserve Bank of
Kansas City, Issue 1, 2013.



Current Lending Environment for Borrowers:

Farm Sector Debt-to-Asset

Farm sector debt ratlos, 1970-20141

| Percent

| 30

Debt-to-equity ratio

23 1

| 15 -
Debt-to-asset ratio

0 L) 1 L L] L) A L) L T T L)
1970 1974 1978 1982 1986 1990 1994 1998 2002 2006 2010 2014f

| Note: Data for 2013 and 2014 are forecasts. Data as of August 26, 2014,
| Source: USDA, Economic Research Service



Current Lending Environment for Borrowers:
Farm Sector Debt, 1970-2014

Farm sector business debt, inflation adjusted, 1970-2014F

3 billion (2009)
200
Real estate debt
160 -
120 -
Nonreal estate debt
80
40 1
0 bl el B lotal Bp b el B lolal Dy iu ol o0 T lotal i lal o T lotal Do labl w8 i ud
1970 1976 1980 1985 1990 1995 2000 2005 2010 2014F
Note: Data for 2013 and 2014 are forecasts. The GDP chain-type price index is used to
convert the nominal (current-dollar) statistics to real (inflation adjusted) amounts
(2009=100).
Source: USDA, Economic Research Service, Farm Income and Wealth Statistics.
Data as of August 26, 2014.




Family Living Expenses, 1llinois FBKFM,

2009-2012

Table 1. Average Sources and Uses of Funds over a Four-Year Period

All records, average per farm

2012 2011 2010 2009
Mumber of farms in sample............................. 1300 1273 1200 1164
B BB At O v osm e s 56 55 55 54
MutaBerindamil sy 2.8 29 29 3.0
Net Farm InCome........oooiiiiiiiiiiiieieieiain, $262 917 $242 735 $176,886 $76 697
Source of dollars
MNet nonfarm income. ... $36,778 $35,454 $35 976 $34 567
Money borrowed................l 428,234 398 860 361 671 340,794
Farm receipts.............ooooiiiiiii, 777 953 669,116 563,312 568 554
Uses of dollars
Interest paid............... $22.425 $22 749 $22 388 $22 B64
Cash operating expenses...................... 491 725 451,756 386,256 389,334
Capital farm purchases.......................... 119816 104 521 84 055 85,120
Payments on principal........................... 396 479 370,759 327 000 319,492
Income and Social Security taxes.......... 26718 19726 20,064 20671
Met new savings and investment............. $100,790 554 161 544 987 $34 200
Living expenses
Contributions. ..o $3,823 $3,066 $2 935 $2,788
Medical ... 10,100 9322 8,928 8579
Insurance, life and disability................... 4 036 3,702 3,442 3,431
Expendables...................... 58,709 55,839 52,300 50,369
Total noncapital expense................... $76 668 $71 929 67 605 65,167
Capitalaminilivansununusnss 8,344 7729 6,604 7267
Total, living expenses............................ $85 012 $79 bS58 $74 209 $72 434

Percentage change, total noncapital
lIViNg EXPENSES. ..o 6.6 6.4 3.7 0.0




Family Living Expenses, 1llinois FBFM,

2012



