The Food, Conservation
and Energy Act of 2008

Summary of Key Provisions

AgriBank District Farm Credit Council



Introduction

Passage of the 2008 Farm Bill proved to be a long and tortuous journey for members of
Congress and stakeholder organizations. Even final passage held its own set of surprises,
as both chambers had to override not one — but two — Presidential vetoes. Due to an error
by the House Clerk’s Office prior to sending the bill to President George W. Bush for his
consideration, it was discovered that one title of the bill (Title III: Trade) had been
inadvertently omitted. However, both chambers moved forward with approving the bill
that had been sent to the President — the one that contained fourteen of the fifteen titles
that make up the legislation.

After successful veto overrides by the United States Senate and the United States House
of Representatives, the vast majority (93 percent) of the Food, Conservation and Energy
Act of 2008 (Public Law 110-234) went into effect on May 22, 2008. The remaining title
was approved following subsequent action by Congress.

In an effort to address the priorities of a growing and diverse group of stakeholders,
Congress had to perform a delicate balancing act in order to satisfy both urban and rural
constituencies. According to the Congressional Budget Office, the total estimated cost is
$307 billion over five years and approximately $600 billion over ten years. Over the
period of time when the act would be in effect (2008 through 2012), a total of $209
billion would go to nutrition programs, $35 billion would go towards agricultural
commodity programs, and $25 billion would go to conservation programs.

The new farm bill is projected to increase direct spending by $0.5 billion over the 2008-
2017 periods, with revenues projected to increase by $0.7 billion over the same period.
On balance, CBO estimates that those changes would produce net savings (reductions in
deficits or increases in surpluses) of about $0.1 billion over the 10-year period.

Overall spending on farm programs is decreased and now accounts for approximately 12
percent of total expenditures. Of this amount, direct payments account for $25 billion of
the estimated $35 billion in commodity program expenditures. However, it is important
to note that commodity payment mechanisms such as countercyclical payments and loan
deficiency payments are tied to market forces. If commodity prices remain above the
“trigger points” for these programs it is possible that government outlays will be less than
$35 billion.

Under the new bill, target prices and loan rates are rebalanced, the countercyclical
payment structures for both commodity and dairy producers are retained, and eligibility
requirements for receipt of commodity program payments are modified. The ethanol
tariff is extended until December 31, 2010, and the ethanol tax credit is reduced from 51
cents to 45 cents. This reduction becomes effective with the onset of the year following
certification by the Environmental Protection Agency (EPA) that the industry has
surpassed the 7.5 billion gallon threshold for ethanol production. For all practical
purposes, this makes the effective date for this provision January 1, 2009.



The biggest beneficiary is nutrition spending, where funding was increased by $10.3
billion over the budget baseline. These programs now account for 73.5 percent of the
overall total expenditures under the bill, an amount that is unprecedented in the long line
of farm bills that preceded the current law.

Conservation funding has also been enhanced, with an additional $4 billion over previous
levels for a total of approximately $25 billion. Major programs reauthorized under this
title include the Conservation Reserve Program (CRP), the Wetlands Reserve Program
(WRP), the Conservation Security Program (CSP), the Grassland Reserve Program, and
the Environmental Quality Incentives Program (EQIP).

The new farm bill strengthens the Energy Title, including $1 billion to leverage
renewable energy industry investments in new technologies and new feedstocks. The bill
also includes $320 million in loan guarantees for biorefineries producing advanced
biofuels, as well as $35 million to assist existing ethanol plants in reducing their use of
tossil fuels.

A total of $50 million was allocated to assist the United States Department of Agriculture
in implementation of the new law. It is expected that the USDA Farm Service Agency
(FSA) will again implement approximately 80 percent of the new farm bill, with an
emphasis being placed on customer service and education - as well as working with
University Extension agents.

Among the provisions that are of interest to FCS institutions is a modification to Rural
Business Investment Companies (RBICs). Under the 2002 Farm Bill, FCS institutions
were specifically authorized to establish or invest in RBICs, vehicles that are designed to
channel venture capital investments to smaller enterprises primarily located in rural areas.
Under the previous bill, System institutions were limited to 15 percent of voting stock.
That cap has been raised to 25 percent.

This booklet is intended to highlight provisions contained in the Food, Conservation and
Energy Act that may be of interest to FCS borrowers, directors and managers in that it
touches upon every title of the Act. Many titles have a direct impact on producers and
rural businesses; others are targeted at increasing demand for agricultural commodities
and value-added products.

Please contact Dave Ladd at dave.ladd@agribank.com with any questions or comments
regarding the following title-by-title summary:
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Title I: Commodity Programs

The Commodity Title addresses a number of issues that have been sticking points
amongst policymakers for a number of years. Although a number of reforms were
included in the final bill, it is highly unlikely that they will be enough to quiet critics of
the commodity program payment structure.

For the purposes of direct payments, loan rates and target prices, commodities that shall
be considered as “other oilseeds” include:

Sunflower seed
Rapeseed
Canola
Saftflower
Flaxseed
Mustard seed
Crambe
Sesame seed

Direct Payments:

Other oilseeds designated by the Secretary

Direct payments (otherwise known as fixed or decoupled payments) are retained in the
new farm bill but are reduced for all crops. This reduction is made by lowering the
payment acres percentage from 85 percent to 83.3 percent in crop years 2009 through
2011. For the 2012 crop year, the payment acres percentage is restored to 85 percent.
Therefore, the amount of the direct, decoupled payment will be equal to the product of
0.83 x the payment rate x the program base acres x the payment yield. Direct payments
will continue to use historical AMTA yields, with per unit payments set at the following

levels:

Commodity 2008 — 2012
Corn/bushel $0.28
Soybeans/bushel $0.44
Other oilseeds/hundredweight $0.80
Wheat/bushel $0.52
Upland cotton/pound $0.0667
Long grain rice/hundredweight $2.35
Medium grain rice/hundredweight $2.35
Grain sorghum/bushel $0.35
Barley/bushel $0.24
Oats/bushel $0.024

Direct payments will be made at a rate of 83.3 percent of base acres regardless of price of
commodity, with an exception for participants in the Average Crop Revenue Election



(ACRE) program. Advance payments of 22 percent of the total payment are to be made
available to producers for the 2008 through 2011 crop years beginning December 1* of
the year prior to the year the crop is harvested, with the balance to be paid in September
of the year the crop is harvested. However, advance direct payments will be terminated

starting with the 2012 crop year.

Loan Rates:

Loan rates are held steady for major program crops for the 2008 and 2009 crop year
before being enhanced for wheat, barley, oats, oilseeds, graded wool and honey for the
2010 — 2012 crop years. Large chickpeas are added beginning with the 2009 crop year.

Loan rates under the new farm bill are as follows:

2008 Crop Year

Corn/bushel

Soybeans/bushel

Other oilseeds/hundredweight
Wheat/bushel

Upland cotton/pound

Extra long staple cotton/pound
Long grain rice/hundredweight
Medium grain rice/hundredweight
Grain sorghum/bushel
Barley/bushel

Oats/bushel

Dry peas/hundredweight
Lentils/hundredweight

Small chickpeas/hundredweight
Large chickpeas/hundredweight
Graded wool/pound
Non-graded wool/pound
Mohair/pound

Honey/pound

$1.95
$5.00
$9.30
$2.75
$0.52
$0.7977
$6.50
$6.50
$1.95
$1.85
$1.33
$6.22
$11.72
$7.43
N/A
$1.00
$0.40
$4.20
$0.60



2009 Crop Year

Corn/bushel $1.95
Soybeans/bushel $5.00
Other oilseeds/hundredweight $9.30
Wheat/bushel $2.75
Upland cotton/pound $0.52
Extra long staple cotton/pound $0.7977
Long grain rice/hundredweight $6.50
Medium grain rice/hundredweight $6.50
Grain Sorghum/bushel $1.95
Barley/bushel $1.85
Oats/bushel $1.33
Dry peas/hundredweight $5.40
Lentils/hundredweight $11.28
Small chickpeas/hundredweight $7.43
Large chickpeas/hundredweight $11.28
Graded wool/pound $1.00
Non-graded wool/pound $0.40
Mohair/pound $4.20
Honey/pound $0.60

Subsequent Crop Years (2010 —2012)

Corn/bushel $1.95
Soybeans/bushel $5.00
Other oilseeds/hundredweight $10.09
Wheat/bushel $2.94
Upland cotton/pound $0.52
Extra long staple cotton/pound $0.7977
Long grain rice/hundredweight $6.50
Medium grain rice/hundredweight $6.50
Grain sorghum/bushel $1.95
Barley/bushel $1.95
Oats/bushel $1.39
Dry peas/hundredweight $5.40
Lentils/hundredweight $11.28
Small chickpeas/hundredweight $7.43
Large chickpeas/hundredweight $11.28
Graded wool/pound $1.15
Non-graded wool/pound $0.40
Mohair/pound $4.20
Honey/pound $0.69

The rebalanced loan rates for wheat, barley, oats, oilseeds, graded wool and honey are
intended to enhance the basic safety net for these commodities.



Target Prices:

Target prices have been retained in the new farm bill, with the revised target price for
upland cotton effective with the 2008 crop year. Target prices for pulse crops (dry peas,
lentils, small chickpeas and large chickpeas) are effective beginning with the 2009 crop
year and the rebalanced target prices for wheat, grain sorghum, barley, oats, soybeans and
other oilseeds are effective with the 2010 crop year.

Target prices (by crop year and covered commodity) are as follows:

Commodity 2008 Crop Year
Corn/bushel $2.63
Soybeans/bushel $5.80
Other oilseeds/hundredweight $10.10
Wheat/bushel $3.92
Upland cotton/pound $0.7125
Long grain rice/hundredweight $10.50
Medium grain rice/hundredweight $10.50
Grain sorghum/bushel $2.57
Barley/bushel $2.24
Oats/bushel $1.44
Commodity 2009 Crop Year
Corn/bushel $2.63
Soybeans/bushel $5.80
Other oilseeds/hundredweight $10.10
Wheat/bushel $3.92
Upland cotton/pound $0.7125
Long grain rice/hundredweight $10.50
Medium grain rice/hundredweight $10.50
Grain sorghum/bushel $2.57
Barley/bushel $2.24
Oats/bushel $1.44
Dry peas/hundredweight $8.32
Lentils/hundredweight $12.81
Small chickpeas $10.36
Large chickpeas $12.81



Subsequent Crop Years (2010 —2012)

Corn/bushel $2.63
Soybeans/bushel $6.00
Other oilseeds/hundredweight $12.68
Wheat/bushel $4.17
Upland cotton/pound $0.7125
Long grain rice/hundredweight $10.50
Medium grain rice/hundredweight $10.50
Grain sorghum/bushel $2.63
Barley/bushel $2.63
Oats/bushel $1.79
Dry peas/hundredweight $8.32
Lentils/hundredweight $12.81
Small chickpeas $10.36
Large chickpeas $12.81

Countercyclical Payments:

Countercyclical payments were intended to be the “shock absorber” for farmers under the
previous farm bill and they have been retained in the 2008 legislation. They will
continue to be made whenever the effective U.S. average farm price for a covered
commodity is less than the target price listed in the previous tables and will be made on
85 percent of a farmer’s base acres and yields (not tied to production). The effective
price is equal to the sum of (1) the higher of the national average market price during the
12 — month marketing year for the commodity or the national average loan rate, and (2)
the payment rate for direct payments for the commodity.

The payment rate for countercyclical payments is the difference between the target price
and the effective price. For example, assuming the marketing year average farm price is
less than (or equal to) $1.98 per bushel the payment rate for corn would be:

National Average Loan Rate $1.98
+ Direct Payment Rate $0.28

Effective Price $2.26/bushel

Therefore, the countercyclical payment would be:

$2.60/bushel
$2.26/bushel

Target Price
- Effective Price

$0.34/bushel

A producer can elect to receive up to 35 percent of the projected payment in October of
the year the crop is harvested, with an additional 35 percent beginning in February of the



following year and the balance at the end of the 12-month marketing year for the specific
crop. The counter-cyclical program payment by class of rice is effective for the 2008
crop year and, beginning with the 2011 crop year, partial counter-cyclical payments will
be eliminated. Furthermore, the Secretary is prohibited from establishing a target price
for a covered commodity that is different from the target price specified. There is a
special rule for calculation of countercyclical payments for long and medium/short grain
rice.

Acreage Updates:
The Act provides for adjustments in the following situations:

e CRP contract expires or is voluntarily terminated

e Cropland is released from coverage under CRP by the Secretary

e Pulse crop acreage is established similarly to the establishment of oilseed acreage
under the 2002 Act

e Additional eligible oilseed acreage is established, because of the Secretary
designating additional oilseeds, similarly to the establishment of oilseed acreage
under the 2002 Act

e Ifthe sum of the base acres on the farm plus the following items exceed the DCP
cropland on the farm, the base acres on the farm must be reduced unless the double-
cropping exception applies:

- acreage enrolled in CRP or WRP

- any acreage enrolled in a Federal conservation program for which payments
are made in exchange for not producing an agricultural commodity on the
acreage

- the addition of any pulse crop acreage

- the addition of any additional oilseed acreage

Payment Yields:

The formula for calculating payment yields is similar to the 2002 Farm Bill, with
provision made for the establishment of a payment yield for any designated oilseed or
eligible pulse crop for the purpose of making direct payments and countercyclical
payments.

Payment Limitations:

Effective with the 2009 crop year, the payment limits for loan deficiency payments and
marketing loan gains are removed and the three-entity rule is eliminated, with direct
attribution of payments being instituted. The adjusted average gross income (AGI) cap
for participation in farm programs was reduced from $2.5 million to a “hard cap” of
$500,000 per person or entity for non-farm income and $750,000 per person or entity for
farm income, after which a producer would be ineligible for direct payments but would
retain eligibility for other commodity payment mechanisms (e.g. countercyclical



payments). Furthermore, there is a $1 million AGI cap for total income (with a 2/3 farm
income exemption) for conservation program benefits. All of these AGI limits utilize a
three-year average.

Payment limits for the commodity programs are:

e $40,000 for a combination of traditional direct and average crop revenue
fixed payments (excluding peanuts)
e $65,000 for countercyclical payments (excluding peanuts)
¢ Unlimited for marketing loan gains and loan deficiency payments (effective 2009)

As noted previously, beginning with the 2009 crop year the three-entity rule is repealed
and direct attribution is required. The AGI limit can be apportioned to each spouse,
thereby allowing each person to have up to the stated income levels above. Each entity
or person receiving payments is to provide the Secretary the name and social security
number of each individual, or the name and tax ID number of each entity that holds or
acquires an ownership interest. Existing special classes of actively engaged participants
are continued, with the exception that as long as one spouse is determined to be actively
engaged the other spouse shall be determined to have met the requirements of personal
labor or active personal management.

Average Crop Revenue Election Program:

The intent of the Average Crop Revenue Election (ACRE) program is to provide
producers with payments for a commodity when the actual state revenue for the covered
commodity is less than the revenue guarantee. Beginning with the 2009 crop year,
producers will have the option of a one-time enrollment which remains effective for a
period of four years (2009, 2010, and 2011, 2012) in this revenue protection program.
They would agree to an irrevocable election of a 20 percent reduction in direct payments
as well as a 30 percent reduction in loan rates. In return, they would be eligible for a
state-based revenue guarantee on acres planted equal to 90 percent of the product of a
state average yield per acre for the previous five years (after dropping the high and low
years) times the national average price for the previous two years of the commodity.

If the actual state per-acre revenue is less than the guarantee and the producer suftfers
actual revenue loss for the crop on the farm, then the producer receives an ACRE
payment equal to the difference between the state per-acre revenue guarantee and the
state actual revenue calculation paid on 83.3 percent (85 percent for 2012) of the acres
planted to the covered commodity on the farm. Payments would begin October | or as
soon as possible thereafter, following the end of the applicable marketing year for the
covered commodity.

The total number of planted acres for which the producers on a farm may receive ACRE

payments may not exceed the total base acreage for all covered commodities and peanuts
on a farm. If the total number of planted acres to covered commodities does exceed the
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total base acreage, the producer may choose which planted acres to enroll in this
program.

Beneficial Interest:

There is no change in beneficial interest or loan deficiency calculation for rice, cotton or
peanuts. For other commodities USDA maintains authority to adjust repayment rates
during natural disaster events that disrupt the market, as well as calculating Posted
County Prices using a 30-day moving average price.

Planting Flexibility:

Section 1107 authorizes a 75,000 acre Planting Transterability Pilot Program for
specialty crops. The new planting flexibility provision gives Midwest farmers (all of
whom would be within the AgriBank District) the option of planting specialty crops on
up to 75,000 acres of program crop base for the 2009 — 2012 crop years. Although
producers will lose commodity program payments on any acres they choose to utilize for
specialty crop production, they will not lose program payments on their whole base. In
addition, their base will be protected for future years. The pilot program is limited to
cucumbers, green peas, lima beans, pumpkins, snap beans, sweet corn, and tomatoes
(only if they are grown for processing) and does not include dry beans and potatoes
because these two crops are viewed as being too price sensitive to oversupply.

The authorized states and defined acreage levels are as follows:

State Acreage
Minnesota 34,000
Illinois 9,000
Indiana 9,000
Michigan 9,000
Wisconsin 9,000
Ohio 4,000
Towa 1,000
Total: 75,000

The Secretary is required to periodically evaluate this pilot project to determine whether
or not producers of fresh fruits and vegetables are being negatively impacted or if
existing production capacities are being supplanted.

Dairy:
The Dairy Product Price Support Program is retained, with the Secretary of Agriculture

required to support the price of cheddar cheese, butter, and nonfat dry milk by purchasing
these products at the following specified prices:

11



