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Agenda

 Current farming performance

« Competitiveness

« Current state scenario planning
 Lending Decisions

« Case Study

* Fraud
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The effect of price volatility on competitiveness
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HIGH COP: Concerns over productivity, competitiveness and cost management
MID COP: Stable but consider price risk management and cost structure

LOW COP: Ability to manage volatility, retain cash and grow
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Horizon Brexit Scenarios
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650 ha Combinable Crop Example

Current State

Area Yield Gross Margin
ha tha f/ha f Total
Wheat (feed) 250 8.60 784.0 196.000
Winter barlay 128 7.25 491.0 62,848
Qilzeed raps 120 3.10 B66.0 67.920
Field beans 128 3.75 326.0 41,728
Fallow 24 {(25.0) (600}
TOTAL GROSS MARGIN 650 566.0 367,896
Overheads
Labour 85.9 55,849
Power and machinery {including depraciation) 2619 170,219
Administration 496 32.250
Property 36.7 23.850
Overhead costs 4341 282,168
Surplus {deficit) pre rent and finance 131.9 85, 728
Farm specific overheads
Rent and finanocs® 1588 103.214
Drawings and tax 754 48 000
SURPLUS (DEFICIT) PRE SUPPORT PAYMENTS {102.3)( (66,436)
Potential support payments Scotland Wales England
surplus {deficit) pre support paymeants (66,486) (06,486) (66,436)
Pluz Basic Paymeant™* 143,774 92727 142,828

 £66,486 pre subsidy loss recorded

« Current BPS payment means profitable
performance across all regions.

Post 2020 scenarios

Pluz Stewardship™*®

Surplus [deficit) post support payments

G

26,241 ?E@

* A53% reduction in BPS takes English and
Scottish units to break even. Welsh units can only
take a 28% cut.

« Capping at £100,000 drops surplus to £33,514.
« What will trade look like?

« What if subsidy is removed altogether and
alternative schemes put in place?

* How do we refocus on profitable crops?

« Does an entire system change need to be
employed?



Farm size 140 ha
Herd size 250 cows
Milk price 28.00 ppl
Mumber Milk Sold Gross Margin

Hd lfeow £/Hd £ Total
Dairy cows 250 7.500 1.061.2 265303
Replacements 63 706.0 44 478
TOTAL GROSS MARGIN 1,239.1 309,781
Overheads
Labour 2194 24,843
Power and machinery {including depraciation) 367 .4 91,861
Administration /8.0 19,505
Property 779 19.464
Owverhead costs 7427 185,673
Surplus {deficit) pre rent and finance 496.4 124,108
Farm specific overheads
Rent and finance® 174.7 43,684
Orawings and tax 166.0 41,500
SURPLUS (DEFICIT) PRE SUPPORT PAYMENTS 155.7
Potential support payments M Ireland Scotland Wales England
Surplus {deficit) pre support payments 38.924 38.924 38.924 38924
Plus Basic Payment ** 47,930 31,872 25,273 30,784
Plus Stewardship #*# — — — -
Surplus {deficit) post support payments 86,854 70,7946 G4, 197 EQ,TDD

250 Cow Dairy Farm

Current State

£38,924 pre subsidy surplus recorded — 2.07ppL

Profitable performance across all regions before
current BPS payments

Post 2020 Scenarios

Complete removal of subsidy coupled with 2.00ppL
reduction in milk price results in a break even position
across all regions.

Break even cost of production 25.8ppL as assumed in
FP18.

Would environmental bias to payments force a policy
change?

Will input costs rise?

Less opportunity to be supported in downturns?
Bottom line more sensitive to changes in price?
What will the labour market look like?

What enterprise changes may be required to remain

competitive? PUBLIC



Upland Farming

Current State

Head Area Gross Gross
Margin Margin

ha f/hd f/ha £ Total
Suckler cows 120 108 2860 3178 341,320
Upland ewes 1,500 315 37.1 176.7 55,650
TOTAL GROSS MARGIN 423 212.7 89,970
Overheads
Labour 61.7 26,110
Power and machinery (including depreciation) 11049 46,910
Administration 27.3 11,535
Property 344 14,535
Cwverhead costs 2343 99, 090
Surplus {deficit) pre rent and finance {21.6) 9, 120)
Farm specific overheads
Rent and financa® 54.0 22 842
Drawings and tax 700 29 600
SURPLUS (DEFICIT) PRE SUPPORT PAYMENTS (145.5)
Potential support payments Scotland Wales England R
Surplus (deficit) pre support payments (61,562) (61,562) (61,562)
Flus Basic Payment ** 94 045 58,444 g2 289
Plus Stewardship *** —
Surplus (deficit) post support payments 37,483 (3,118) 30,727

£61,652 pre subsidy loss

Current BPS means Scottish and English farmer turn
in a profitable performance. However Welsh farmers
still returns a post BPS loss.

Post 2020 Scenarios

Break even scenarios:
« Scotland 38% reduction
« England 33% reduction
 Wales 5% increase
Trade issues — lamb? Mercosur — beef?

Would environmental bias to payments force a policy
change?

How could the upland business change if trade goes
against them?

What enterprise changes may be required to remain
competitive?

PUBLIC



CAMPARI —a good place to start

Character
Abllity
Means

Purpose

Amount
Repayment

Ilnsurance
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HSBC Agriculture Deal Appetite

Demonstration of long term viability and cash generation.
Understanding the dynamics and volatility of individual sectors and wider industry.

Agriculture remains a preferred industry within HSBC
— No favourites or off limits sectors within the agriculture industry

— Extremely resilient
— Educated Relationship Managers

Covers farms, estates and agribusiness (supply chain/processing)
Our Agriculture Managers will collaborate with Commercial Managers on related business.

We are open for business having committed a further £300m to the sector for 2019:

— Well managed agriculture businesses
— Progressive and well balanced landed estates
— Focussed and forward looking agribusinesses

12
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Case Study — Dairy/Arable Unit

O Large mixed dairy/arable unit — most arable product used in dairy herd.
3 1300 cows plus small AD unit/biomass/wind turbine

Nov-15 Nov-16 Nov-17 Nov-18
Income f 3,586,696 f 3,244,781 £ 3,284,888 £ 4,028,530
Costs f 2,650,763 £ 2,498,864 £ 2,434,028 £ 2,920,213
EBITDA f 935,933 £ 745,917 £ 850,860 £ 1,108,317
HP f 300,000 £ 285,000 £ 320,000 £ 290,000
Interest f 195,000 £ 218,000 £ 210,000 £ 210,000
Tax & Drawings £ 160,000 £ 185,000 f 75,000 f£ 130,000
Cash Surplus f 280,933 £ 57,917 £ 245,860 £ 478,317

O ©60% owned on balance sheet vaiuations
O Bank asked for £5.75m - £750k OD + £5m 20 year term loan
O Offered security with a valuation of £3.875m

What would we want to know? What challenges exist?

13 PUBLIC



Case Study — Dairy/Arable Unit

Technically very sound, plan in place, coherent management team, clear view of the future.
Cash generative.

Been in growth mode.

Reacted positively during downturn.

Part of a globally volatile sector.

Highly geared.

Bank well short of asset cover.

Not heavily reliant on support payments.

Element of diversified income.

Currently reliant on EU labour.

I N I N I e N A R e e H

Self sufficient on feed/forage.

What would you do? Would you lend them YOUR money?

PUBLIC



HOPE is not a STRATEGY

INDUSTRY LEVEL

 HUGE challenges ahead, but many opportunities to shape our own destiny.

 Who do we want to trade with and why?

« What is our labour strategy?

 How do we want to support innovation?

* Professional support and honesty required for our farming clients.

FARM LEVEL

« Traditional models may find themselves under increasing pressure.

« Scenario planning on individual businesses is a must.

» Helping find ways to drive efficiency and productivity on farm.

« Succession planning always in focus.

« Drive an appetite for innovation and adoption of technology.

« Undoubtedly further consolidation.

 Encouragement of alternative strategies.

* Planning — the best do this all of the time — and then they measure it........

15
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Current Scams - What to look out for and how to be safe

! TELEPHONE SCAMS 10 T0P FRAUD

I’'m a police

officer Your payment Tap your PIN I’'m one of your

hasn’t gone into the phone suppliers...
through...

Please confirm

byom;_r Onlinde Just for security
anking code i
reasons... Your payment is

overdue

Can you confirm your

You need to I'm calling account password...?

Please confirm _
make a your online We’'ve from your Can you confirm

banking code detected fraud bank... your password
on your
account...

transfer to a
‘safe’ account

HSBC and the Police will never ask you to move money to another account for ‘safe keeping’

We won’t ask for your PIN / Password

Hang Up Call a known Bank number (e.g.no. Take 5 minutes to think
on back of your bank card) i
x"’zT Tell People It

s

Happened

/
/*/"f\\\
"’fﬁ o U
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Tom Hind, Chief Strategy Officer

Your farm, your future

Northern Farming Conference 7 November 2018
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Change is coming...........

“But the truth is that if we try to avoid
change, hold the future at bay and throw
up barriers to progress then we don't stop
change coming, we simply leave
ourselves less equipped to deal with
change as it arrives.” .




Making sense of Brexit T
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How prepared are farmers for this change?

‘Which approach are you taking with your farm/business?’

Percentage of sector quota

All

Base (all) = 2,194

Beef & Lamb Cereals &
Oilseeds

Dairy

Horticulture

Pork

Potatoes

AHDB

H Don't know

® Wait and see, delaying
decision making

B All changes already made

B Already making significant
changes

® Already making some
changes

W Putting plans in place

B Not intending to make any
changes

QU20a



The Agriculture Bill & policy in England T —

» Phasing out of direct Agriculture Bill
payments....

EXPLANATORY NOTES

Explanatory notes to the Bill, prepared by the Department for Environment. Food and
Rural Affairs are published separately as Bill 266—EN.

2 O 2 1 EUROPEAN CONVENTION ON HUMAN RIGHTS

Secretary Michael Gove has made the following statement under section 19(1)a) of
the Human Rights Act 1998:

In my view the provisions of the Agriculture Bill are compatible with the Convention
rights.

* ‘Public money for public goods’
* A'self-reliant’ industry

2028



AHDB

Agriculture policy in England —

2018 2019 2020

2021 2022 2023 2024 2025 2026 2027 2028 onwards

Business as
usual

Agricultural Transition Period

Phasing out of direct payments
Degressive approach (5% for first 30k, 25% payments over
150k inyr 1)

Delinking payments from requirement to farm

No direct
payments

Transitional Schemes
- Testing of new schemes delivering public goods, improving New schemes
productivity and managing risk

Agri-environment

Countryside Stewardship Agreements
and High Level Stewardship
Agreements continue, piloting of new
environmental land management
system

Environmental Land Management Contracts




Dependency on CAP for profit

Source: Defra 2018

Farm Business Income by Farm Type and Cost Centre
2016/17
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An orderly withdrawal — ‘deal’ AHDB

« EU and UK reach a deal Withdrawal
Agreement and ratified by Parliament
before 23.00h on 29th March 2019

* Political agreement on future
relationship

» Time-limited transitional period to 1st
January 2021 under which rules &
privileges of EU apply (inc CAP)

 Government, EU and business have
longer to prepare

 Great clarity on future relationship
provided (hopefully)




A disorderly withdrawal — ‘no deal’ AHDB|

* No Withdrawal Agreement (or Parliament
fails to ratify by Brexit day) = No transitional
period — UK crashes out of Single Market & k‘
Customs Union

» Trade in animal products through
recognised Border Inspection Posts

* Requirement of health certificates to export
to EU — 6 months to approve? Veterinary }
capacity in abattoirs i & | |

* Third countries must recognise UK health
status

N
< 0 Y e

» Uncertainty on status of EU national

» “Unfettered ability to lower tariffs on
imnorte”
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Percentage Change in Prices & Production, UK
(projections relative to baseline in 2026)

S1 S2

Selected
products FTA+ FTA-
Beef: Price 1% 2%

Production 1% 0%
Sheep: Price 0% 4%

Production 0% -2%
Milk & Price 1% 1%
Dairy _

Production 0% 0%
Pigs Price 1% 1%

Production 1% 0%
Poultry Price 0% 0%

Production 1% 0%

S3

UTL+
-42%
-12%
-19%
-5%
-8%
-2%
-4%
-2%
-3%
-2%

S4

UTL-
-42%
-13%
-19%
-8%
-8%
-2%
-4%
-2%
-3%
-2%

S5

WTO+

17%
11%
-23%
-9%
28%
7%
25%
22%
15%
22%

S6

WTO-

17%
10%
-23%
-12%
28%
6%
25%
22%
15%
22%

(FAPRI-UK model)



Resilience Is key A

Market Intelligance Septerrbar 2018 AHm

—(O)RI|/(ON @ - Examine characteristics of top 25%
performers

- Matched farms using Farm Business Survey
— like for like

« Case studies

 Eight key factors consistent across all
business types/ sectors

"’Preparlng For change ok
',‘The icharacteristics of \ R
top‘p‘erformmg Farms \

{0




1. Minimise overhead costs e —

Farmer to farmer advice -top tips for success

: : : Improved
f?
What key advice would you give~ High performers

Control costs VVVVYVY VVVVYVY
Pay attention to detail/focus on key things vV VVVY v vV Vv
Be flexible/open to change/look for new

.. v Vv vV Vv
opportunities/react to change fast
Look after cows and they will give you profit v v v
Get the right people around you v v
Do not buy in livestock as it leaves you open to y

disease
(11 =

Develop a IEHGNE L OMtPYLaccounts for just 10 to 30 per cent of higher
profits in top-quartile farm businesses but lower costs contribute

65 to 90 per cent”

G. Redman, Andersons



2. Set goals & budget

50%
40%
30%
20%
0%
Benchmarking® Budgeting™  Formal plan Attends regular
discussion
Il Top 25% B Bottom 25% groups

Source Defra, data from 2016/17
*Benchmarking is either Enterprise level, Balance sheet, or international
**Budgeting is creating a predicted spend allowance, then monitoring gross margins including profit and loss.



3. Compare yourself with others and AHDB
gather information

&

Albert Einstein

R FARMBENCH

ahdb.org.uk/farmbench



4. Understand the market e —

Steps for success

Talk to your main customer and ask them what you could do to make your output even more
desirable than others. Then do it

Check you have the right breeds or crop varieties for your customers’ requirements and your
farm system

Make sure your are producing the right constituents in milk for the markets it is being used Iin

Know the cost of crops dropping into livestock feed category



5. Focus on detall

Iterative decisions, 100 good and 100 bad
300

250

Increase of return
= N
gl -
o o

=
o
o

gl
o

o

0 10 20 30 40 50 60 70
Number of decisions

—Good choices —Miistakes

80

90

100



6. Have a mindset for change and AHDB
Innovation

Steps for success

Identify how livestock health can be improved further through considering changes to their
housing and handling areas

|dentify your local monitor farm and attend meetings, discussions groups and farm walks

Attend local small business (non-farming) discussion groups and seek new ideas and
collaborations

Listen to others more than you talk to them. Come home with ideas and try them out

Enjoy what you do



. . AHDB
7. Continually improve people management—

Steps for success

Calculate your staff turnover. What should it be? How can you address that?

Thank your staff at the end of each day’s work

Spend time with staff exploring work processes. Make them more

Listen to others more than you talk to them. Come home with ideas and try them out

Enjoy what you do



8. Specialise

Working on

the things
you do well

Working with
others on
things they
do well

y

Sharing

knowledge
and 1deas




http://ahdb.org.uk/brexit AHDB

AGRICULTURE & HORTICULTURE
DEVELOPMENT BOARD

ANAL %i your business

PLAN _Zyourdirection

D— oS
- ::'{ g: g: . -
+[= = @
Brexit Impact Resilience checklist Brexit toolkit Honing your skills

Calculator



The consumer — growing importance of health In A__,HDB,
dietary choice

80000

. 78000
Servings

(millions) 76000

74000

72000

Occasions chosen
70000 for Health

www.ahdb.org.uk/consumerinsight
68000

66000 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T

J FMMAMIJ) JASONDIJFMMAMIJ JASONDIJIJFMAMIJ)JASONDIJIJFMAMIJ JA
2014 2015 2016 2017

Source: Kantar Worldpanel, 52 w/e rolling data



Climate change & pressure on UK farming — A~HDB

No reduction in total emissions in 10 years

Figure 2. Emissions reductions have been focused in the power and waste sectors

Emissions (MtCO,e) Change in emissions 2012-2017
250 10%
I 8 0%
200 -10%
-20%
150
-30%
100 -40%
-50%
e
>0 — -60%
m T v E\ E a -t
g % + S b & 3 O
0 rrrrrrrrrrrrrrrrrrrrr1rr1r1rriu1rir1il O ® =5 ﬁ D -E o %
o LN o N o 7o) [ = §S, o3 I ” c
o) a o o o o = > & =
— — ~ ~ ~ ~ B

Source: BEIS (2018) 2017 UK Greenhouse Gas Emissions, Provisional Figures; BEIS (2018) 2016 UK Greenhouse Gas
Emissions, Final Figures.

Notes: The chart on the right-hand side shows changes in sectoral emissions between 2012 and 2017; buildings
emissions in this chart are temperature-adjusted. 2017 emissions are provisional estimates and assume no
change in non-CO; emissions from 2016.




AHDB

—

/

consult.defra.gov.uk/farming/views-on-ahdb

Tom.Hind@ahdb.org.uk
@thind741
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