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TN Crop Cash Receipts, 2000

Other
Wheat 5%
_ 8% Tobacco Tobacco down $17.6
Floriculture 19.4% million (8%) from
6.5% 1999
Fruit & Veg
9.2%
Cotton
corn
9.9% 19.1%

Total Crop Receipts:

Soybeans NUrsery $1.03 Billion

12.2% 0 Total Ag. Receipts:
13.6% $2.02 Billion
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Source: Tennessee Agricultural Statistics Service, 2001



TN Crops:
Return Above Variable Cost

Crop Yield Price Returns/Acre
Corn 120 bu/ac $2.00/bu $117
Soybeans 40 bu/ac $5.40/bu $139
Cotton 625 Ibs/ac $0.62/Ib $132
Wheat 45 bu/ac $2.70/bu $29

Burley 2,250 Ibs/ac $1.90/1b $1,722

Source: Tennessee Agricultural Extension Service, Field Crop Budgets, 2001



Number of Farms

Number of TN Tobacco Farms*
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* Number of Tennessee farms deriving the majority
of their income from tobacco production.

Source: U.S. Census of Agriculture



Million Pounds

Burley Tobacco Basic Quota
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2002 Burley Quota

1999 2000 2001 2002
:V'fg Purchase — 5g4 242 225 227.4
ntentions
Exports 186 159 144 138.8
Stock
Adjustment -37 -161 -37 -42
Secretary
Adjustment +13 * 0 0
Basic Quota 453 247 332 324.2
(-29%) (-45%) (+34%) (-2.3%)




TN Burley Basic & Effective Quota

Million Pounds
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Thousands of Acres

TN Harvested Tobacco Acreage
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TN Burley Quota & Production

Million Pounds
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Source: Tennessee Agricultural Statistics Service, 2001
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Million Kgs

U.S. & World Burley Production
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Contributing To Leaf Demand Drop

e Cigarette manufacturing is declining
— Cigarette consumption is down but stabilizing
o Significantly higher retail prices
* Health concerns contribute toward trend
— Some production moving overseas

 Imports of foreign leaf are up
— Manufacturers are using less U.S. leaf in cigarettes
— U.S. leaf price is significantly higher than the world price

 Exports of U.S. leaf are down
— U.S. price significantly above world price
— Still a quality differential, but diminishing some



U.S. Burley Import & Export Prices
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Change in Wholesale Cigarette
Price Since January 1998
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Billion Pieces
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U.S. Cigarette Consumption &
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Billion Pieces

U.S. Cigarette Production,
Consumption & Exports
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World Tobacco Production,
Exports & Imports, 2000

World Tobacco Production World Tobacco Exports
Brazil
ROW 15?%
31% ROW Zimbabwe
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0 . 9%
Zimbabwe | o Brazil India Malawi  China '”do/'a
3% % 8% 9% 5% 6% 6%

World Tobacco Imports
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Source: USDA, Foreign Agricultural Service



A New Reality

What impact does the U.S. [ty
have on the world | %
tobacco situation?

VERY LITTLE

U.S. Is Just another player
-APAC




TN Tobacco Multiplier Effects

If a tobacco grower in Tennessee produces 10
acres of tobacco and nets $20,000 in income,
the total value of the economic activity
associated with producing that crop is $74,000.

$80,0007] $74,000

$60,000]

$40,0007]

$20,000
$20,0007]

Net Income Associated
from Tobacco Economic
Production Activity

If the same producer receives a lump
sum payment of $20,000, the total
economic impact of that money is
$32,000.
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Avg. KY Burley Quota Lease Prices

$/ Pound
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Other Tobacco
Issues




Tobacco Issues & Uncertainties

Tobacco quota buyout possibilities
Long-term effects of contracting
Future of the federal tobacco program
New production technologies, GMOs

FDA regulation, legal uncertainties



Buyout Questions to Address

Appropriate payment rate(s)
Payment basis

Payment period

Tax treatment, payment limits
Program provisions (if any)

Paying for a buyout



Buyout Funding Possibilities

Federal general budget, e.g., farm bill, special program
Federal cigarette excise tax, either new or existing
Tobacco settlement (Phase I) funds

Phase Il funds

Lawsuits

Tobacco company funds (via increase in cigarette prices)



Questions About Contracting

63.3% of all 2001 burley pounds contracted, compared
to 26.3% in 2000

About 80% of TN burley contracted in 2001
About 80% of the 2001 flue-cured crop contracted

What will be the impact of contracting on demand for
U.S. burley exports?

How will contracting evolve?

Federal grading referendum this spring



The Future of the Tobacco Program

« Cantheissue of international price competitive-
ness be addressed within the current program?

« How will contracting affect the future of the
program?

« What will happen to tobacco removed from pool
stocks last year and existing loan stocks?

« Has quota stabilized around a new equilibrium
range”?

« What will happen to tobacco production if we don'’t
have a program?



Other Issues

How will new production technologies affect future
production, e.g., reduced nitrosamines?

How will GMO tobaccos affect the markets?

What impacts would result from FDA regulation of
cigarettes?

Are there new tobacco production opportunities, e.g.,
pharmaceuticals, organic?

How will health concerns, tax pressures, and legal
challenges affect tobacco markets?
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1996 Farm Bill Expectations

* “High” Prices And Incomes Like 1995/96

e Because:

— Export Expansion
e Due To Income Growth In China/Asia

« Due To Competitors Response To U.S. Prices
— Production Here And Abroad Will Decline When Needed
 Due To Planting Flexibility And Decoupled Payments
o Competitors Will Respond To U.S. Price Declines
* With Marketing Loans, Competitors Not Under U.S. Price
Support Umbrella



Corn Closing Weekly Futures Price,
Nearest Contract Month

555555

| ) JUly 12, 1996 550,00

[I }l $5.38 per bushel

ﬁ”l "“J 4?5.

HLUJ 5 August 2, 1996 s

o Wl $3.58 per bushel ™~
{dhﬂ{l 325:00

o
| iy
Ll er ] | 30000
| /Jﬁ‘%ﬁﬂkﬂ{flhq it g wf‘irf{(llfﬂﬁjn ““”‘H"«Wm wll o
L M Il'H1 rh Iy 226.00

{
Lll 200.00

4FMAMII AS OND 95FMAMI JAS OND 9%GFM AMJIJI A SONDISFMAMIJIA SO NDSFMAMUJIJ AS O ND 17500

Prices actually peaked before the first crop year of the 1996 Farm Bill



1996 Farm Bill Expectations

— Export Expansion
* Due To Income Growth In China/Asia
 Due To Competitors Response To U.S. Prices



U.S. Net Corn Trade With China:
Actual & Projected, 1994-2005
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Million Bushels

U.S. Corn Exports: Actual &
Projected, 1993-2005
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1996 Farm Bill Expectations

— Production Here And Abroad Will Decline When Needed
* Due To Planting Flexibility And Decoupled Payments
o Competitors Will Respond To U.S. Price Declines
» With Marketing Loans, Competitors Not Under U.S. Price Support
Umbrella
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U.S. Share Of World Soybean Exports
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Brazilian Soybean Price &
Harvested Area
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Price is the export price posted by Abiove, the Brazilian Vegetable Oil Industry
Association. Adjusted price is adjusted for changes in exchange rate and inflation.
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Argentine Soybean Price &
Harvested Area
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Growth In U.S. Population, Domestic & Export

Demand For Grains & Seeds
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2000 Gov't Payments As A
Percentage Of Net Farm Income
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Farm Bill Outlook



H.R. 2646: Farm Security Act of 2001

Passed the House October 5, 2001

Continues fixed, decoupled payments, adds soybeans
and oilseeds

Continues LDPs and marketing loans

New counter-cyclical payments (variable AMTA) based
on target prices and base acres, updates base acreage

Covers commodities not in 1996 Farm Bill
Expands conservation programs

Projected cost is $168 billion over 10 years



s.1731: Agriculture, Conservation, and
Rural Enhancement Act of 2001

 Passed the Senate February 13, 2002 by 58-40 vote

 Retains fixed annual payments but changes base acreage,
yields, and rates

« New counter-cyclical subsidy program
— $270/acre corn, $215/acre soybeans, $360/acre cotton

« Makes “green” payments to farmers for conservation
practices (3-tier payments), more conservation spending

* Includes renewable energy subtitle
 Qutlaws packer ownership of cattle and hogs
 Payment limit of $275,000 per farm couple

« Costis $170 billion over 10 years



Policy Provisions

Fixed Decoupled

Loan Rate Payment Rate Target Price
2001 H.R. S. 2001 H.R. S. H.R. S.

Crop Units| Baseline 2646 1731 |Baseline 2646 1731 | 2646 1731
Wheat $/Bu.[ 2.58 2.58 3.00 0.46 0.53 0.25 ]| 4.04 3.45
Corn $/Bu.| 1.89 1.89 2.08 0.26 0.30 0.15 | 2.78 2.35
Sorghum $/Bu.| 1.69 1.89 2.08 0.31 0.36 0.17 | 264 2.35
Up. Cotton |$/Lb.| 0.519 0.519 0.550| 0.056 0.065 0.046| 0.736 0.680
Soybeans |$/Bu.l 5.26 492 5.20 n.a. 042 025 ] 586 575




Administration Weighing In

Released a farm policy paper September 19t press
release February 14t

Few specific policy proposals

Written commitment to proposed spending levels
($73.5 billion above 10-year budget resolution

Strong emphasis on exports, trade expansion
Want to target assistance to smaller farms
Encourages inclusion of conservation programs
Opposition to front-loading in Senate version



What Now?

H.R. 2646 and S. 1731 go to a conference
committee to work out the details

A single compromise bill will emerge from
conference, goal is before Easter recess

It’s possible for a pig and a chicken to come out
of conference as a zebra

Both chambers will approve the compromise
farm bill and send it to the President

Once signed it becomes law, hope it will apply
to the 2002 crop year
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