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Net farm incomes are projected for a 1,200 grain farm given four sets of prices:

Projected 2012 prices ($5.40 for corn, $11.60 for soybeans),
Long-run prices ($4.50 for corn, $11.60 for soybeans),

Low price year ($3.50 for corn, $10.50 for soybeans), and
Poor price year ($3.00 for corn, $7.00 for soybeans).

NS

These projections aid in evaluating risks that farmers face from price changes.

For each price scenario, incomes are projected with and without insurance. For the “with insurance” case,
Revenue Protection policies with 80 percent coverage levels are used with projected prices of $5.80 per
bushel for corn and $12.00 per bushel for soybeans. These projected prices are near current futures
prices for 2012 harvest-time contracts. The with insurance case represents risks during the 2012
cropping year, given that projected prices are near $5.80 for corn and $12.00 for soybeans. In 2012, large
price declines likely will be buffeted by higher crop insurance payments.

Without insurance represents cases in which prices have adjusted downward by the time projected prices
are set so that crop insurance does not provide as high of level of price protection. In the low price
scenario, for example, the projected price for corn would have adjusted so that a $3.50 corn price does
not generate crop insurance payments at normal prices levels. This could occur after a large yielding
year, resulting in adequate supplies and stock building, yielding low prices expectations during the crop
insurance price discovery period during February.

Incomes are generated using 2012 budgets, as shown in Table 1. Budgets show returns for 2012 prices,
as well as long-run prices. In income projections, two-thirds of the farmland is assumed in corn and one-
third in soybeans. The farm is assumed to own 10 percent of farmland, share-rent 30 percent, and cash
rent 60 percent. This land tenure represents the typical breakdown across northern and central lllinois.
Cash rent is set at $275 per acre. The farm has $480,000 of debt.
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Table 1. 2012 Crop Budgets, Northern lllinois

2011 Projected Prices Long-Run Prices

243 - 1/3 243 --1/3
Corn Soybeans  Awverage Comn  Soybeans  Awerage

fleld per acre 187 o4 187 o4

Frice per bu $5.40 $11.70 $4.50 $10.50
Crop revenue §1.010 §E32 §a54 $a42 $aE7 §750
ACRE revenue a 0 w0 0 0 50
Other gov't payments 0 0 $0 0 0 $0
Crop insurance proceeds 0 0 $0 0 0 $0
Gross revenue $1.010 $632 $884 $842 $567 $750
Ferilizers w70 b 3z $170 b 32
Pesticides 43 28 41 43 28 41
Seed 103 a7 aia 103 a7 83
Drying 16 2 1 16 2 11
Storage B 2 5 [ 2 g
Crop insurance 19 13 17 19 13 17
Total direct costs $362 $157 $294 $362 $157 $294
Wlachine hireflease 517 $16 517 517 516 17
Lltilities & 5 & B 5 G
Machine repair 26 24 25 2B 24 25
Fuel and oil 17 16 17 17 16 17
Light wehicle 2 2 2 2 2 2
Wlach. depreciation 46 29 40 46 29 40
Total power costs 114 $92 $107 $114 $92 $107
Hired labaor §12 11 $12 $12 1 $12
Building repair and rent 9 5 8 9 5 8
Building depreciation 10 5 B 10 5 g
Insurance 10 10 10 10 10 10
Mise N 1" N N M 11
Interest (non-land) 15 15 17 18 15 17
Total overhead costs §70 $a7 $66 $70 $a7 $66
Total non-land costs §546 $306 $467 $ad6 $306 $467
Operator and land return $464 $326 $417 $296 $261 $283

Prepared by: Gary Schnitkey, University of llinois, schnitke@@uiuc.edu, 217 244-8595  MNovernber 2011.
Awailable in the management section of farmdoc fwww. farmdoc.illinois. edu).
Revised: Novernber 2011

Projected Net Incomes

With projected 2012 prices of $5.40 for corn and $12.00 for soybeans, net farm income is projected at
$222,100 with and without insurance (Table 2). Prices used in this scenario are near those implied by
current prices of harvest-time futures contracts. These prices, along with expected yields of 187 bushels
per acre for corn and 54 bushel per acre for soybeans, result in an above average income year.
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Table 2. Met Farm Incomes on a 1,200 Grain Farm for
Different Price and Insurance Scenarios.

Price Scenario Insurance Scenario®
Corn Soyhbean With Without
Frice Frice Insurance  Insurance
S per bushel S per farm
2,40 11.70 222,100 222,100
4,50 10.50 86,500 86,500
3,90 8.20 34,100 -gz,400
3.00 7.00 33,700 -168,300

percent share rented, and 60 cash rented (5275 cash rent). See
Table 2 for budgets.

Y with Insurance is a Revenue Protection insurance product with
an 80 percent coverage level. Projected prices are $5.60 for corn
and %12.00 for sovbeans.

Long-run prices of $4.50 for corn and $10.50 for soybeans result in net farm income of $86,500. Long-run
prices represent estimates that commaodity prices will average over the next five years. Given these long-
run averages, prices in 2010 and 2011 have been above the long-run average. Overall, these prices
result in an income that would maintain the financial position of the farm.

The low prices scenario uses prices of $3.50 for corn and $8.20 for soybeans. These prices could easily
occur in future when abundant commodity supplies exist relative to demands, leading to commaodity stock
building. The $3.50 corn price is near to the average corn price in 2009 of $3.53. (The $8.20 soybean
price is below the $9.80 price in 2009.) With insurance, net farm income is projected at $34,100. Sizable
crop insurance payments occur resulting in support for net farm income. Without insurance, net farm
income is -$82,400, indicating that these “low” prices result in negative net incomes without price
protection offered by crop insurance.

The poor price scenario with prices of $3.00 for corn and $7.00 for soybeans represents a case in which
prices are significantly below the long-run average. Just as there has had several years of prices above
the long-run average, there will be years in which prices are significantly below average. These poor
prices results in a $33,700 net farm income with crop insurance. Net farm incomes in the poor price
scenario ($33,700) are not that much different from the low price scenario ($24,100). This occurs
because crop insurance payments are offsetting crop revenue declines resulting from lower prices. Net
farm income without insurance is -$168,300. Significant erosion in financial position would occur in under
this price scenario.

Summary

For the farm shown in this paper, current projected prices for 2012 result in above average incomes for
2012. Lower prices result in significantly less income, but crop insurance likely would keep income
positive.
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The without insurance scenarios represents cases in which projected prices have adjusted downwards,
thereby providing farmers with no price protection from crop insurance. The low price scenario is likely to
happen in the future, showing that grain farmers are at risk from low prices. These incomes also illustrate
that crop insurance is good at protecting against within year events, but does not provide protection
against adverse events that occur across years, suggesting a need for a Federal commodity program to
protect against across year price declines.

These projected incomes are based on a particular tenures relationship: 10 percent owned, 30 percent
share-rented, and 60 cash rented. Different tenure relationships result in different net incomes. In
particular higher levels of cash rent cause incomes to change more with price changes. Hence, farms
with a higher percentage of cash rent acres will face price larger incomes declines with lower prices.
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