|

7/ “““\\\ A ECO" SEARCH

% // RESEARCH IN AGRICULTURAL & APPLIED ECONOMICS

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the
globe due to the work of AgEcon Search.

Help ensure our sustainability.

Give to AgEcon Search

AgEcon Search
http://ageconsearch.umn.edu
aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only.
No other use, including posting to another Internet site, is permitted without permission from the copyright
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.


https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu

Catalogue no. 21-601-MIE — No. 069

| ISSN: 1707-0368
M| ISBN: 0-662-37435-5

Research Pape

1o Agricor

Canada’s beef cattle sector X e s

Ne. 21-601-MIE

and the impact of BSE on
farm family income

2000-2003

by Verna Mitura and Lina Di Piétro

Agriculture Division
Jean Talon Building, 12th floor, Ottawa, K1A 0T6

Telephone: 1 800-465-1991

This paper represents the views of the authors and does not necessarily reflect opinions of Statistics Canada.

I*I Statistics ~ Statistique
Canada Canada



Statistics
Canada
Agriculture Division

Wil
| T |
<

Agriculture and Rural Working Paper Series
Working Paper No. 69

Canada’s beef cattle sector and the impact of BSE
on farm family income

2000-2003

Prepared by
Verna Mitura and Lina Di Piétro
Agriculture Division, Statistics Canada

Statistics Canada, Agriculture Division
Jean Talon Building, 12th floor
Tunney’s Pasture

Ottawa, Ontario K1A 0T6

June 2004

Note of appreciation

The views and opinions expressed in this paper are those of the authors and do not necessarily reflect those
of Statistics Canada. We sincerely thank the many peer and institutional reviewers in both Statistics Canada
and Agriculture and Agri-Food Canada for their valuable comments while retaining all responsibility for
any remaining errors or omissions.

We especially wish to thank our Director, Denis Chartrand, for supporting this research effort, our
supervisors, Ray Bollman and Paul Paradis, for allowing us the time and resources necessary to complete
the project, Mike Trant for managing the review process, Sylvana Beaulieu for her technical assistance,
Josée Bourdeau for production coordination, and Mélanie Lefebvre for editing the document.



Wil
| T |
<

Statistics
Canada
Agriculture Division

Agriculture and Rural Working Paper Series
Working Paper No. 69

Canada’s beef cattle sector and the impact of BSE
on farm family income

2000-2003

Published by authority of the Minister responsible for Statistics Canada.

© Minister of Industry, 2004.

All rights reserved. No part of this publication may be reproduced, stored in a retrieval
system or transmitted in any form or by any means, electronic, mechanical, photocopying,
recording or otherwise without prior written permission from Licence Services, Marketing
Division, Statistics Canada, Ottawa, Ontario, Canada K1A 0T®6.

June 2004

Catalogue No. 21-601-MIE

ISSN: 1707-0368
ISBN: 0-662-37435-5

Frequency: Occasional
Ottawa

La version frangaise de cette publication est disponible sur demande (n° 21-601-MIF au
catalogue)

Note of appreciation: Canada owes the success of its statistical system to a long-standing
partnership between Statistics Canada, the citizens of Canada, its businesses, governments
and other institutions. Accurate and timely statistical information could not be produced
without their continued cooperation and goodwill.




Executive summary

The beef cattle sector is important to the Canadian agricultural industry and to the overall Canadian economy.
Currently, one in three Canadian farm families operates a single unincorporated beef cattle farm that derives at
least half of its agricultural sales from the sale of beef cattle and calves. In 2002, farm cash receipts from cattle
and calves totalled nearly $8 billion, 21% of the total $36 billion farm cash receipts.

The growth in the Canadian beef cattle sector over the past decade has been fuelled by exports in both live
animals and meat products, especially to the United States. For the overall Canadian economy, using Statistics
Canada’s national input-output model, it is estimated that for each $100 million in exports by the cattle sector,
$80 million is added to the national gross domestic product (GDP) (at market prices), $228 million is
generated in total output, $41 million is added to labour income, and 3,000 jobs are created.

The impact of the international trade ban on Canadian farm families operating beef cattle farms due to the
discovery of bovine spongiform encephalopathy (BSE) in May 2003 has been significant. In 2003, Canadian
farm cash receipts from cattle and calves were estimated at $5.2 billion, a sharp drop of $2.5 billion (33%)
from 2002.

This analysis estimates the potential short-term financial implication of the BSE situation on farm family
income in Canada using data for 2000. It assesses the financial impact of BSE for families operating a single
unincorporated beef cattle farm using the scenario of annual cattle and calf revenues per farm declining 35%.
The adjustment made to operating costs is that of a 20% reduction in the replacement cost of beef animals as
fewer head were expected to move into feedlot operations. No other adjustments are assumed (e.g., changes in
farm practices, off-farm income and government support payments) in order to show the financial hurt from
BSE.

Given these assumptions, families operating a single unincorporated beef cattle farm would have lost an
average $20,000 due to the BSE situation. Average total income for families on beef cattle farms in 2000
would have declined by 33% from $60,000 to $40,000.

The farm families hardest hit from the BSE fallout will obviously be those operating large intensive cattle
operations. The impact of the assumed scenario translates into a decline of $220,000 for the net farm operating
income (before capital cost allowance) of families associated with unincorporated beef cattle farms with gross
revenues of $500,000 or more. The calculated family income, assuming no other adjustments, would be
negative $140,000.

For families on large unincorporated beef cattle farms (revenues of $100,000 to $499,999), the average farm
income loss from BSE is estimated at just over $36,000. Total family income for this group would have
declined from $69,000 under the status quo to $33,000 under the BSE scenario.

Overall, 27% of families operating a single unincorporated beef cattle farm would have experienced total
family income below $20,000 under the BSE scenario.

BSE impacts Canadian livestock sector

The announcement of bovine spongiform encephalopathy (BSE) — commonly called mad cow disease — in
one cow in northern Alberta on May 20, 2003 led to a decision by more than 40 countries to immediately
impose import restrictions on live ruminant animals (cattle, sheep, goats, bison, elk, deer), meat products and
animal by-products from Canada.
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The economic implications for the livestock sector, meat and animal feed manufacturers, and the vast array of
service sectors, such as trucking, sales yards and brokers, which provide support to the livestock industry, are
widespread. For the overall Canadian economy, it is estimated that for each $100 million in exports by the
cattle sector, $80 million is added to the national gross domestic product (GDP) (at market prices), $228
million is generated in total output, $41 million is added to labour income, and 3,000 jobs are created.'
Therefore, the potential negative impact on the Canadian economy from a $2.5 billion loss in cattle and calf
exports due to BSE translates into a $2 billion loss in GDP, a $5.7 billion decline in total output in the
Canadian economy, a $1 billion decline in labour income and a loss of 75,000 jobs.

According to a report prepared for the Canadian Animal Health Coalition, the direct economic cost to the
Canadian livestock industry by early 2004 was estimated at nearly $3.3 billion. An additional loss in equity to
the cow-calf sector was estimated at $3.0 billion, for a total economic impact from BSE of $6.3 billion.

The US government announced a partial lifting of the ban on August 8, 2003 which allowed boneless beef
products from cattle less than 30 months of age, along with other selected ruminant-derived products to enter
the American market under import permits beginning September 10.? Exports of beef meat ground to a halt
from June through August 2003 under the full embargo. With the partial lifting of the ban, exports of meat
products to the United States did recover. However, the January to November 2003 exports of beef meat of
$1.3 billion are estimated to be 36% lower than during the same period of 2002.° Canada is the first country
with an indigenous case of BSE to regain access to the US market.

On August 11, 2003, Mexico followed with a similar decision as the United States on beef product imports.
However, it was not until October 2, 2003 that Mexico actually lifted the ban on imports of fresh, refrigerated,
frozen and processed beef from Canadian cattle less than 30 months of age.

On October 31, 2003, the United States Department of Agriculture (USDA) published a notice in the US
Federal Register proposing that Canadian cattle less than 30 months of age be allowed to enter the US market.*
However, before the 60-day public comment period ended, the first case of BSE in a single Holstein dairy cow
in Washington State was announced on December 23, 2003. DNA testing confirmed that the cow was born on
a farm in northern Alberta. On January 6, 2004, the USDA continued the live animal ban introduced the
previous May. This export embargo contributed to a record 14.7 million head of cattle on Canadian farms as of
January 1, 2004, 1.2 million head more than at the same time a year earlier.’

Although science-based international standards exist for avoiding trade disruptions when BSE is discovered,
inconsistent application has resulted in restrictive import policies. To improve the management of BSE within
a North American context, Canada, the US, and Mexico committed in January 2004 to harmonize policies and
regulations relating to BSE. In addition, Canada is reviewing its own import policy to take into account the
potential new International Office of Epizootics (OIE) guidelines.

In early March 2004, the USDA reopened a 30-day comment period based on a rule, that if finalized, would
allow live Canadian cattle under 30 months, other live animals and a broader range of animal products to enter
the United States for the first time since May 20, 2003.° This comment period ended on April 7, 2004 but no
action had been taken as of the end of May.

In 2002, Canada’s exports of beef (live animals and meat products) amounted to $4.1 billion, with about 90%
destined to the US market. The corresponding farm value (excluding all other costs such as processing and

" Estimates are based on the economic multipliers generated using the Statistics Canada, 2000 National Open Input-
Output Model, System of National Accounts / Input-Output Division. Total output refers to GDP plus intermediate
inputs.
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transportation) amounted to $3.6 billion. This was nearly one-half of the total farm cash receipts for cattle in
2002.

Study Obijectives

This paper provides an overview of the beef cattle farm structure in Canada and an analysis on the impact of
the international trade ban on the total income of families operating single unincorporated beef cattle farms.
The scenario-based analysis assumes a 35% decline in beef cattle and calf revenues and a 20% decline in beef
cattle replacement costs. This scenario is applied to 2000 personal income tax returns to indicate the size of the
impact to which beef cattle farms have had to adjust.

Data came from Statistics Canada’s Whole Farm Database — Net Income Stabilization Account and Taxation
Data Program (NISA/TDP). The analysis includes farm families operating a single unincorporated farm with
at least $10,000 in gross farm operating revenues. Beef cattle farms are defined as those that derived at least
50% of their total agricultural sales from the sale of cattle and calves in 2000.

Cattle on farms hit record high while receipts plunged

The number of cattle on Canadian farms on January 1, 2004 reached a record high 14.7 million head as the
trade ban resulted in reduced marketings.

Total Canadian cattle and calf receipts for 2003 were $5.2 billion, down 33% from $7.7 billion in 2002, as
marketings and prices tumbled in the wake of the trade ban (Table A). This caused the largest percentage
decline in total livestock receipts in more than a decade.?

Receipts from international exports of live cattle and calves plunged 67% to $585 million, as almost all
exports go to the United States and this market has collapsed.

Furthermore, receipts for slaughter cattle dropped 23% to $3.4 billion, as marketings and prices both fell
because of reduced international demand for Canadian beef products following the ban. Receipts for slaughter
calves declined 17% to $189 million due to lower prices.

The full impact of BSE on farm cash receipts can be best illustrated by considering the decline in cattle and
calf receipts in the second half of 2003. Between July and December, 2003 these receipts fell 48%, compared
with the same period in 2002.

Government program payments partially offset the economic hit in 2003. However, the estimated $582 million
in government assistance to help offset the impact of the BSE-related ban in 2003 still resulted in a 25%
decline in cattle and calf revenues compared to 2002. (Refer to Appendix A and Appendix B for information
on program payments related to BSE).
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Table A: Farm cash receipts for cattle and calves and program payments related to BSE, Canada
and provinces

January January Jan.-Dec. July July July-Dec. Program
to to 2002 to to 2002 X
to to payments
December December Jan.-Dec. December December July-Dec.
2002 2003° 2003 2002 2003° 2003 2003°
$ thousands $ thousands $ thousands
Canada 7,707,063 5,190,396 -32.7 3,920,455 2,022,917 -48.4 581,714
Newfoundland and Labrador 1,609 1,006 -37.5 633 427 -32.5 2
Prince Edward Island 24,978 17,194 -31.2 11,680 4,412 -62.2 3,456
Nova Scotia 27,561 18,177 -34.0 11,454 5,838 -49.0 2,707
New Brunswick 29,353 19,102 -34.9 11,484 4,532 -60.5 1,516
Quebec 549,877 382,974 -30.4 273,437 138,349 -49.4 68,826
Ontario 1,171,941 860,208 -26.6 555,036 296,694 -46.5 130,627
Manitoba 560,338 345,209 -38.4 291,799 142,040 -51.3 34,142
Saskatchewan 1,154,022 768,159 -334 623,391 333,404 -46.5 55,500
Alberta 3,869,421 2,547,137 -34.2 1,972,949 970,167 -50.8 278,162
British Columbia 317,963 231,230 -27.3 168,592 127,054 -24.6 6,776
" revised (as of February 24, 2004)

P preliminary

* Program payments include the BSE Recovery Program, Cull Animal Program (BC), Alberta Fed Cattle Competitive Bid Program,
Fed Cattle Competitive Market Adjustment Program (Alberta), Alberta Winter Feed Program, Saskatchewan Fed Livestock
Competitive Market Adjustment, Saskatchewan Set-Aside Program, Manitoba BSE Feeder Assistance Program,

Manitoba Slaughter Deficiency Program, Manitoba Drought Assistance Program, Ontario BSE Recovery Initiatives,

Programme de soutien a l'industrie bovine suite & 'ESB, NS Beef Producer Assistance, PEI Cattle Marketing Initiative.

Source: Statistics Canada, Farm Cash Receipts Unit Data Base .

Beef Cattle Farm Structure

Beef cattle farms represent an important segment of Canadian agriculture. In 2000, an estimated 71,050 farms
or 32% of all farms with revenues of $10,000 or more were classified as beef cattle farms, according to
taxation records." In 2000, beef cattle farms accounted for $11.4 billion (29%) of the nearly $40 billion
Canadian total agricultural production™ by all farms with revenues of $10,000 and over.

Production on beef cattle farms is highly concentrated in the very large farms (revenues $500,000 and over).
In 2000, only 4% of beef cattle farms were very large farms but they generated 57% of the value of
production. At the other end of the spectrum, small farms (revenues under $50,000) represented 53% of all
beef cattle farms and generated less than 10% of the value of production (Figure 1).

" In the Net Income Stabilization Account and Taxation Data Program, the classification of farms is based on the
percentage of sales of the major commodity or commodity group. The commaodity or commodity group that makes up
50% or more of the sales determines the primary farm type that is assigned to an individual farm.

"' Value of production corresponds to total operating revenues excluding program payments and insurance proceeds (used
in calculation of concentration). Total operating revenues refers to revenues from the sale of agricultural commodities as
well as agricultural program payments and insurance proceeds. Revenues from custom work and machine rental, rental
income and miscellaneous revenues are also included.
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Figure 1: Very large farms contributed 57% of the value of production
by beef cattle farms in 2000
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Source: Statistics Canada, Whole Farm Data Base.

In this analysis, revenue class defines farm size:
Size Category Revenue Class
Small farms $10,000 to $49,999
Medium farms $50,000 to $99,999
Large farms $100,000 to $499,999
Very large farms $500,000 and over

Two-thirds of Canada’s beef cattle farms are located in the Prairie Provinces. The highest concentration of
beef cattle farms and production is located in Alberta. In 2000, 37% of beef cattle farms were located in
Alberta, accounting for 56% of the value of production (Figure 2).
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Figure 2: Beef cattle farms in Alberta contributed 56% of the value of
production in 2000
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Source: Statistics Canada, Whole Farm Data Base.

In 2000, 118,680 farms reported some revenues from the sale of cattle and calves, amounting to $10.8 billion".
The 71,050 beef cattle farms generated $9.3 billion in cattle and calf revenues. About 5% of the beef cattle
farms were incorporated in 2000. This group produced $3.9 billion in cattle and calf revenues or 42% of the
total for beef cattle farms (Table B).

Table B: Total revenues from the sale of cattle and calves generated by farms with gross operating revenues
of $10,000 and over, Canada, 2000

Number of farms Sales
number ($'000)
Beef cattle farms 71,050 # 9,334,835 *
Of these 67,755 unincorporated farms,
= unincorporated farms 67,755 A 5,422,566 A —>4g’830_ are |nc|udt.ed |'n kg icenarlo
. ted f 1 A A analysis presented in this paper.“ These|
® Incorporated farms 3,300 3,918,389 farms generated $4.0 billion in cattle and
calf revenues.
Other farm types 47,625 A 1,424,436 A
All farms 118,680 * 10,759,745

! Including communal farming organizations.

2 The NISA/TDP estimates on income of farm families exclude "non-family persons" (household members who do not belong to a
husband-wife family or a lone-parent family) and families in which members are involved in more than one farming operations.

Source: Statistics Canada, Whole Farm Data Base .

v Revenues from the sales of cattle and calves are higher in the NISA/TDP than in the farm cash receipts series given the
inclusion of inter-farm sales within a province in the NISA/TDP.
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Beef cattle farms have two distinct types of production systems: the cow calf operation and the feedlot (or
feeding) operation. Cow-calf operations breed cattle and raise calves to be sold as feeder calves in the fall or
backgrounded through the winter to be sold early in the following year. By comparison, feedlot operations buy
calves and heavier feeder cattle that are fed to slaughter weight.

According to the 2003 Farm Financial Survey (FFS)", the majority of beef cattle farms were cow-calf
operations in 2002"":

= 72%—cow-calf operations

= 17%—feedlots

= 4% —a combination of the two

= 7%—other types of cattle farms

Cow-calf operations are concentrated on smaller farms, representing 75% and 79% of small and medium
farms respectively. Feedlots are concentrated on very large farms representing 46% of these farms (Figure 3).

Figure 3: Distribution of the major types of beef cattle operations by
size category, Canada, 2002

Small farms

Medium farms

Large farms

Very large farms

All beef cattle farms

0% 20% 40% 60% 80% 100%
Percent of total

B Feedlot O Feeders/Cow-calf @ Cow-calf B Other cattle

Source: Statistics Canada, Whole Farm Data Base, Farm Financial Survey.

Financial Structure

An aggregate financial profile of the Canadian beef cattle sector is presented in Table 1 and Table 2. Appendix
C provides definitions for the financial ratios and financial terms used in the tables.

Y The Farm Financial Survey excludes all farms with less than $10,000 in gross farm receipts and multi-holding
operations.

"' Data derived from the NISA/TDP do not distinguish between cow-calf operations, feedlot operations or any
combination of the two. Data from the Farm Financial Survey distinguish between four types of cattle operations: cow-
calf, combination feeder and cow-calf, feedlot and other cattle systems.
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The very large beef cattle farms in Canada (with gross revenues of $500,000 and more) had an average net
worth of $2.8 million in 2002. This group of farms are financially structured with a larger proportion of their
liabilities as current liabilities (due and payable within one year) and a larger proportion of their assets as
current assets (cash received within one year) compared with the other groups. In addition, the very large
farms had a much higher than average debt-asset ratio (0.27 compared to 0.16 for all beef cattle farms).
According to the current ratio and debt-asset ratio, about 25% of very large farms in 2002 were found to be in
a higher risk financial situation. This implies that the very large farms are the most vulnerable to the BSE
market shock as beef cattle prices, sales and overall equity dropped.

The large beef cattle farms (gross revenues of $100,000 to $499,999) had a total net worth in 2002 of just
under one million dollars. Compared to the very large beef cattle farms, this group of farmers held a higher
proportion of long-term assets and liabilities. The debt-asset ratio (0.16) for this group of farms was equivalent
to the national average. Roughly 15% of the large beef cattle farms were found to be in a higher risk financial
situation.

There are more similarities within the beef cattle sector when segmenting the farms by type of operation (i.e.,
cow-calf, feeder-cow-calf, feedlot) (Table 2). The average net worth of all beef cattle farms was $675,708 and
ranged from $634,500 for cow-calf operations to $827,513 for feeder-cow-calf operations.

A combination of the net operating income and farm debt-asset ratio can also provide an indication of the
financial stability of the farms. In 2002, 55% of beef cattle farms were classified as financially ‘favourable’,
while 11% were ‘marginally solvent’ or ‘vulnerable’ (Table C). In comparison, 62% of all farms were
classified as ‘“favourable’ and 14% were ‘marginally solvent’ or ‘vulnerable’.

What may be most concerning from this financial breakdown is that 26% of the very large farms were

classified as being financially ‘marginally solvent’ or ‘vulnerable’ in 2002, with 14% of feedlot operations in
Canada falling into these categories.
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Table C: Distribution of beef cattle farms by financial stability class, Canada, 2002

1 Marginal Marginal 4
Favourable . 2 3 Vulnerable Total
income solvency
)

Total - Beef cattle farms 55.0 34.3 5.2 5.6 100.0
Total - All farms 62.0 23.9 9.0 5.0 100.0
By size category

Small farms 45.7 47.2 15 5.7 100.0
Medium farms 62.7 27.0 5.4 4.9 100.0
Large farms 63.2 22.6 9.0 5.2 100.0
Very large farms 55.1 19.4 15.5 10.0 100.0
By type of cattle operations

Cow-calf 56.0 34.4 4.5 5.1 100.0
Feeder - Cow-calf 44.5 46.3 5.5 F 100.0
Feedlot cattle 56.3 295 7.0 7.3 100.0
Other cattle 48.2 37.1 7.7 6.7 100.0
Atlantic 45.8 48.1 2.3 2.3 100.0
Quebec 58.7 27.2 8.9 5.3 100.0
Ontario 49.2 42.1 4.1 4.6 100.0
Manitoba 60.0 28.4 6.0 5.7 100.0
Saskatchewan 57.4 329 4.7 5.1 100.0
Alberta 56.1 315 5.6 6.7 100.0
British Columbia 50.5 43.6 1.6 4.3 100.0

1

Favourable: positive net income and debt-to-asset-ratio less than 0.4.

2 Marginal income: negative or zero net income and debt-to-asset ratio less than 0.4.
3 Marginal solvency: positive net income and debt-to-asset-ratio greater than or equal to 0.4.

4 Vulnerable: negative or zero net income and debt-to-asset ratio greater than or equal to 0.4.

Source: Statistics Canada, Whole Farm Data Base, Farm Financial Survey .

BSE impact: A scenario for farm family income

The Canadian beef cattle farm structure analysis above indicates a relatively healthy sector. However, the
structural and financial adjustments that the beef cattle sector is being forced to address due to the BSE shock

are very significant to the farming operations and to the families involved.

Farm family income for beef cattle operators in Canada is obviously a serious question for the short- to
medium-term. Therefore, this study estimates the potential short-term financial implication of the BSE

situation on farm family income.

Obviously, farmers will adjust their operations to the reality of the trade ban (and removal of the ban), as
economics dictate and as the market moves to an equilibrium state of supply and demand. Consequently, any
assumptions made in this paper provide only an indication of what might have occurred to the distribution of
average farm family income by size category, depending on the level of reliance on cattle production

implicated in the ban.
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Farm cash receipts from cattle and calves to the end of 2003 were down 33% (Table A above). This paper
assesses the financial impact of BSE on the basis of annual cattle revenues per farm declining by 35%. The
adjustments made to operating costs is that of a 20% reduction in the replacement cost of beef animals as
fewer head were expected to move into feedlot operations.” No other adjustments are assumed (e.g., changes
in farm practices, off-farm income and government support payments) in order to show the financial hurt from
BSE.

Definitions

Total income of farm families is derived from 2000 personal income tax returns of family members. The estimates refer
to the income of families involved in a single unincorporated farm, showing a gross operating revenue of $10,000 and
over for the reference year.

Families are defined as husband and wife, legal or common law, with or without children at home; or lone parent, of any
marital status, with at least one child living at home. There is no restriction on the age of the children. Children must
report a marital status other than “married” or “living common-law” and have no child living in the household.

Off-farm income refers to the sum of employment income (wages and salaries, and net self-employment income
excluding farming income), investment income, pension income (including net federal supplements), government social
transfers (Employment Insurance benefits, Workers’ compensation benefits, social assistance payments, Canada Child
Tax Benefit and provincial family benefits) and other off-farm income (such as registered retirement savings plan income
of people aged 65 or older and Net Income Stabilization Account [NISA] payouts).

Net farm operating income refers to the profit (or loss) from the performance of the farm operation based on total
operating revenues, including all program payments, less total operating expenses, before capital cost allowance and
before other adjustments, for tax purposes.

The estimates presented in this paper are based on before-tax income.

One-third of farm families derived at least half their total farm sales from cattle

An estimated 147,680 farm families in Canada operated a single unincorporated farm with at least $10,000 in
gross farm operating revenues in 2000, according to taxation records.

These farm families averaged $66,000"" in total income in 2000. About 73% of total income ($49,000) was
generated from non-farm income, while the remaining 27% ($18,000) came from net farm operating income.

Of these 147,680 farm families, 49,640 or about one-third operated a single unincorporated farm that derived
at least one-half of its total agricultural sales from the sale of cattle and calves. The farms operated by these
families generated $4.0 billion in cattle and calf revenues—43% of the total cattle and calf revenues generated
by beef cattle farms in Canada.

Vil The assumption of a 20% decline in beef cattle replacement costs is based on indicators obtained from Agriculture and
Agri-Food Canada and the Agriculture Division of Statistics Canada.
Y Average income figures are rounded to the nearest thousand dollars.
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The average total income of farm families which specialized in beef cattle ranching and farming (including
feedlots) in Canada amounted to just under $60,000 in 2000, 10% lower than the national average for all farm
families (Table 3).

Average total incomes for families operating beef cattle farms were highest in British Columbia and Alberta,
and lowest in Quebec, Manitoba and Nova Scotia. Only families in the three Prairie provinces reported net
farm operating incomes above the national average of $10,000 (Figure 4).

Figure 4. Families operating beef cattle farms in British Columbia and Alberta earned the highest average
total income in 2000

B.c. [(N=2600) 63,000 [ 9000 ] 71,000
Alta. 7( n=17,490) 54,000 [ 14,000 ] 69,000
ont. 7 (n=10,350) 56,000 [4,000] 60,000
Canada 7 (n = 49,640 ) 50,000 [ 10000 ] 60,000

N.B. 7 (n=490) 48,000 [5000] 53000
Sask. 7 (n=7.860) 41,000 [ 11000 | 52000

P.E.L 7 (n=350) 48,000 [4,000] 52,000

Que. 7( n=4410) 40,000 [ 9000 ] 49,000

Man. 7( n=5500) 37,000 [ 11,000 | 48,000

N.S. 7(n =580) 43,000 [5000] 47,000

0 10,000 zo,‘ooo 30,000 40,000 50,000 60,000 70,000 80,000

Average per family ($)

‘ O off-farm income Onet farm operating income ‘

Source: Statistics Canada, Whole Farm Data Base.

Average total farm family incomes were highest for families operating the very large farms ($78,000) and
lowest for families operating the medium-size farms ($55,000) (Table 4 and Figure 5).
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Figure 5: Families operating medium-size beef cattle farms earned the lowest average total income in

Average per family ($)

90,000
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Source: Statistics Canada, Whole Farm Data Base.

Scenario: 35% drop in cattle revenues

Farm families on large cattle operations hardest hit from the BSE fallout

Under the scenario of a 35% decline in cattle and calf revenues and a 20% decline in beef cattle replacement
costs, families operating a single unincorporated beef cattle farm would have lost an average $20,000 due to
the BSE situation. Average total income for these families would have declined by 33% from $60,000 to
$40,000 (Table 4).

The farm families hardest hit from the BSE fallout will obviously be those operating large intensive cattle
operations. It is estimated that farm income losses on the very large unincorporated beef cattle farms would
have approached $220,000 due to the BSE situation. Without additional off-farm income or government
financial support, total family income for this group would have plummeted to negative $140,000 (Figure 6).
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Figure 6: Average total income for families on the very large beef cattle farms would have plummeted
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Source: Statistics Canada, Whole Farm Data Base.

For families on large unincorporated beef cattle farms, the average farm income loss from BSE is estimated at
just over $36,000. Total family income for this group would have declined from $69,000 under the status quo

to $33,000 under the BSE scenario.

For families on small- and medium-size farms, the average farm income loss from BSE is estimated at $6,000
and $15,000 respectively.

Also under this scenario, about one in every four farm families specialized in beef cattle production would
have experienced a total farm family income less than $20,000 in 2000 (Table 5 and Figure 7).
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Figure 7: A declinein cattle revenues due to BSE would have a significant
effect on the income of farm families operating a beef cattle farm
Distribution of farm families (%)

39
40 ) L
[@Status quo in 2000 M 35% decline in cattle revenues

less than $20,000 $20,000 to $39,999 $40,000 to $59,999

$60,000 and over

Total income of families
Source: Statistics Canada, Whole Farm Data Base.

The drop in cattle and calf revenues would have also translated into a larger number of farm families with
negative total income or losses from farming activities.

In 2000, 4% of farm families running beef cattle farms reported a negative total income. Under the 35%
scenario, this proportion would have almost tripled to 10% of families (Table D).
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Table D: Percent distribution of farm families operating beef cattle farms by income,
Canada, 2000

35% decline in
Status quo
cattle revenues
%

Families with positive total family income 96.2 89.8
Net farm operating income:
= negative or nul 30.6 51.7
m  positive (less than 50% of total family income) 44.6 29.5
m positive (equal to or greater than 50% of total family income) 20.9 8.7
Families with negative total family income 3.8 10.2
Total 100.0 100.0

Source: Statistics Canada, Whole Farm Data Base .

Among farm families that reported positive total income in 2000, slightly over 30% posted losses from
farming activities. An additional 45% of families received less than 50% of their total income from farming.

Under the 35% scenario, slightly more than one-half of families with positive family income would have
reported losses from farming activities, and almost 30% would have earned less than one-half of their total
income from farming.

Losses in farm income much more important for farm families earning at least half of their
total income from farming

In this section, farm families operating single unincorporated beef cattle farms are sorted into two groups
based on their dependence on farm income. The first group encompasses families who earned 50% or more of
their total income from farming activities. The second group represents families who received less than 50% of
their total income from farming activities.

Only 25% of the estimated 49,640 families running beef cattle farms earned 50% or more of their total income
from farming activities. The average total income of these families amounted to just over $50,000 in 2000,
$13,000 less than the average total income for families who received less than 50% of their income from the
farm (Table 6).

Under the scenario of a 35% drop in cattle and calf revenues, farm families in the first group would have
incurred a bigger loss in farm income, an estimated $43,000. Their average total income would have plunged
by 86%, from $50,000 under the status quo to only $7,000 under the BSE scenario.

Farm families in the second group would have lost significantly less ($12,000 on average). Their average total
income would have fallen by 19%, from $63,000 to $51,000.

Farm income losses on the very large beef cattle operations would have approached $240,000 for families in
the first group and $170,000 for those in the second group. With all else holding constant (i.e. no additional
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off-farm income or government financial support), total family incomes would have dropped to negative
$167,000 for the first group and to negative $73,000 for the second group.

The average farm income loss from BSE on the large beef cattle farms is estimated at $40,000 for the first
group of families and to $32,000 for the second group. Total family income would have declined to $25,000
and $42,000 respectively.

The average farm income losses for farm families on small- and medium-size farms in both groups would have
tracked quite similarly.

Also under this scenario, almost one in two farm families who earned at least half of their total income from
farming activities in 2000 would have experienced a total income less than $20,000 in 2000. Families who
received less than half of their income from farming would have fared better with one in every five families
falling in that range (Table 7).

For the purposes of this analysis, beef cattle farm families were divided into four groups according to their
total income, with each group representing 25% of all farm families.

As shown in Table 8, farm families who are the most reliant on farming income would be significantly more
affected by the BSE shock. The 25% of farm families with the lowest total incomes reported average total
income of -$28,000 in 2000. Under the BSE scenario, the group of families with the lowest incomes would
have reported -$91,000.” The next 25% of farm families would have also faced very low income with only
$12,000 on average.

For families who are the least reliant on farming income, only the bottom 25% of farm families would have
reported very low income ($4,000 on average) under the BSE scenario.

Impact on number of beef cattle farm families

The impact of BSE and the subsequent decline in revenues from cattle and calves will have an impact on total
income estimates of farm families for 2003. That, in turn, will have an impact on the statistical count of farm
families operating beef cattle operations.

The decline in the prices of cattle relative to other agricultural products along with lower marketings of cattle
will result in farms receiving a lower share of revenues from cattle compared with other agricultural
commodities. As a result, many farms will be reclassified from the beef cattle category to another type of
production. The more diversified the beef cattle farm, the greater the likelihood that the farm would be
reclassified to another type of production when prices and marketings of cattle relative to other agricultural
commodities decline.

Under the assumption that revenues from other products remain unchanged, a 35% decline in revenues from
cattle would result in a reclassification of about 8% of farm families specialized in beef cattle ranching and
farming to other types of production. These types would include oilseed and grain farming, and other crop
farming (such as hay farming).

™ Under the BSE scenario, farm families are redistributed based on their ‘new’ total income and may fall in a different
group or quartile.
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Challenges and opportunities

The continued safety of the North American food supply is a priority for governments and the agricultural
industry. Animal disease (not unlike human disease) is an unfortunate reality and new strategies to address
issues such as BSE will be required.

In January 2004, the Minister of Agriculture and Agri-Food Canada met with the US Agriculture Secretary
and the Mexican Secretary of Agriculture to discuss strategies to address the BSE issue. It was agreed that all
three countries would work towards the harmonization of BSE regulations within a North American
framework. In addition, tracking systems are being developed in North America with the goal of monitoring
the movement of animals from the farmgate to the consumer plate. Discussions and actions towards opening
the border within North America to live animals are continuing.

The financial support announced by federal and provincial governments since June 2003 assisted to offset a
portion of the financial hurt to the livestock industry. However, as indicated in this study, significant financial
consequences to livestock producers as a result of BSE in Canada are expected. Farm families in Canada
reliant on livestock sales are dealing not only with lost income and markets, but also a “new future” of market
risks and regulations which will take time, money, and new management processes at the farmgate. More
accurate measures of the BSE impact will only be known in a few years time. This is little solace to an
industry that is requiring immediate adjustments.

Note to readers: Exclusion from estimates

Although the Whole Farm Data Base can be used to produce estimates regardless of the revenue level, the base
was primarily structured to provide data for farms with reported annual revenues of $10,000 and more.
Lower revenues from the sale of cattle and other ruminants will push below the $10,000 threshold the gross
operating revenues of many small farms. These small farms will be excluded from the estimates.

Based on the 2000 statistics, with revenues from other products being equal, about 10% of families running
beef cattle farms would see their gross operating revenues fall below $10,000 should cattle and calf
revenues drop by 35%.
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The following standard symbols are used in this analysis:

k=l

preliminary
revised

-

X
E
F

suppressed to meet the confidentiality requirements of the Statistics Act
use with caution
too unreliable to be published

With the exception of Table A, the estimates contained in the other tables have been assigned a letter to
indicate their coefficient of variation (CV) — expressed as a percentage — or degree of reliability. The letter

grades represent the following CVs:

CV Range Symbol Meaning

0.00% to 4.99% A Excellent

5.00% to 9.99% B Very good

10.00% to 14.99% C Good

15.00% to 24.99% D Acceptable

25.00% to 34.99% E Use with caution

35.00% and more F Too unreliable to be published

The quality of the estimates not accompanied by a data quality symbol is assessed to be “acceptable or

better”.

Throughout the article, totals may not add due to rounding procedures used to protect the confidentiality of

the respondents.
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Table 1

Financial structure of beef cattle farms by size category, unincorporated and incorporated sectors,

Canada, 2002

Size categories

Small farms Medium farms Large farms Very large farms Total
Number of farms No 22,145 11,755 * 14,240 # 2,195 ° 50,335 *
Average number of cattle per farm No 44 96 * 220 # 1,098 ® 152 A
Average current assets $ 18,622 41,510 A 129,558 A 1,052,575 B 100,398 A
Average long-term assets $ 374,442 562,722 * 1,033,844 * 2,725,001 * 707,356 *
Average total farm assets $ 393,064 604,233 * 1,163,403 * 3,777,666 * 807,753 *
Average current liabilities $ 4,857 13,691 ° 39,446 * 523,477 © 39,300 #
Average long-term liabilities $ 33,769 67,351 ° 144,628 * 487,612 ° 92,745 *
Average total farm liabilities $ 38,625 81,042 ° 184,074 * 1,011,090 °® 132,045 A
Average total net worth $ 354,438 523,191 * 979,329 # 2,766,576 * 675,708 *
Percent of farms reporting liabilities % 53.7 76.9 82.0 87.2 68.6
Current ratio 3.83 3.03 3.28 2.01 2.55
Debt structure ratio 0.13 0.17 0.21 0.52 0.30
Debt asset ratio (debt ratio) 0.10 0.13 0.16 0.27 0.16
Net worth ratio 0.90 0.87 0.84 0.73 0.84
Debt-to-equity (leverage) ratio 0.11 0.15 0.19 0.37 0.20
Distribution of farms by current ratio
Good to superiorl % 87.6 79.1 83.2 75.4 83.8
May constitute risk? % F F 1.8 3.9 1.3
Low to inferior® % 11.8 19.6 15.0 20.7 14.9
Distribution of farms by debt ratio
Good to superior4 % 92.8 89.6 85.8 74.3 89.3
May constitute risk® % 4.6 6.0 8.5 14.4 6.4
Low to inferior® % 2.6 4.4 5.7 10.9 4.3
Distribution of farms by
debt-to-equity ratio
Good’ % 95.8 94.1 92.3 88.8 94.1
Low® % 4.2 6.0 7.7 10.9 5.9
Distribution of farms reporting
average net operating income
Negative or null % 52.8 31.9 27.8 29.2 39.8
Positive % 47.2 68.1 72.2 70.6 60.2
1.2 and over * Less than 0.4 " Less than 1
211t01.2 ®0.4100.55 81 and over
3 Less than 1.1 ©0.55 and over
Source: Statistics Canada, Whole Farm Data Base, Farm Financial Survey.
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Table 2

Financial structure of beef cattle farms by type of cattle farm, unincorporated and incorporated sectors,

Canada, 2002

Type of cattle farm

Cow-calf Feeder-Cow-calf| Feedlot cattle Other cattle Total

Number of farms No. 36,155 2,290 © 8,505 © 3,380 50,335 *
Average number of cattle per farm No. 126 * 212 © 261 ° 121 152 A

A C B A
Average current assets $ 59,539 157,293 263,184 89,226 100,398
Average long-term assets $ 674,557 * 880,121 ° 771,153 * 780,788 707,356
Average total farm assets $ 734,096 * 1,037,414 ° 1,034,337 * 870,013 807,753 *
Average current liabilities $ 18,710 ® 71,374 ° 117,584 ° 40,805 39,300 *
Average long-term liabilities $ 80,886 * 138,528 ° 113,829 ° 135,556 ° 92,745 *
Average total farm liabilities $ 99,596 209,902 ° 231,413 © 176,362 132,045
Average total net worth $ 634,500 * 827,513 © 802,924 * 693,651 675,708 *
Percent of farms reporting liabilities % 69.1 65.9 66.3 70.0 68.6
Current ratio 3.18 2.20 2.24 2.19 2.55
Debt structure ratio 0.19 0.34 0.51 0.23 0.30
Debt asset ratio (debt ratio) 0.14 0.20 0.22 0.20 0.16
Net worth ratio 0.86 0.80 0.78 0.80 0.84
Debt-to-equity (leverage) ratio 0.16 0.25 0.29 0.25 0.20
Distribution of farms by current ratio
Good to superior1 % 84.2 85.2 84.7 77.2 83.8
May constitute risk® % 1.0 F 2.5 X 1.3
Low to inferior® % 14.8 13.1 12.8 X 14.9
Distribution of farms by debt ratio
Good to superior* % 90.4 90.6 85.7 85.4 89.3
May constitute risk’ % 6.2 E 7.8 7.5 6.4
Low to inferior® % 3.4 F 6.6 6.8 4.3
Distribution of farms by
debt-to-equity ratio
Good’ % 94.7 93.7 92.9 91.3 94.1
Low® % 5.3 F 7.1 8.6 5.9
Distribution of farms reporting
average net operating income
Negative or null % 39.5 49.8 36.7 43.9 39.8
Positive % 60.5 50.2 63.3 55.9 60.2
1.2 and over 4 Less than 0.4 " Less than 1
211t01.2 50.41t00.55 81 and over
3 Less than 1.1 ©0.55 and over
Source: Statistics Canada, Whole Farm Data Base, Farm Financial Survey.
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Table 3

Distribution of farm families operating beef cattle farms by total income and province, with selected average

incomes ~ , unincorporated sector, 2000
Total income of families
Erovines Less $20,000 $40,000 $60,000
than to to and Total
$20,000 $39,999 $59,999 over
Canada
Number of families No. 6,830 # 11,670 11,860 " 19,290 # 49,640 *
Average off-farm income $ 19,421 * 25,936 * 39,382 # 80,864 49,591 4
Average net operating income $ -25,845 5,363 10,905 25,498 10,217
Average total income $ -6,424 31,299 50,286 106,362 59,809
Newfoundland
Number of families No. X X X X X
Average off-farm income $ X X X X X
Average net operating income $ X X X X X
Average total income $ X X X X X
Prince Edward Island
Number of families No. 40° 100 © 100 ® 100 ® 3504
Average off-farm income $ 18,864 © 27,798 © 42,043 4 83,701 © 47,550 B
Average net operating income $ -21,009 1,069 6,022 15,766 4,130
Average total income $ -2,144 28,866 48,066 99,467 51,679
Nova Scotia
Number of families No. 130° 140 © 130° 170 © 580 ©
Average off-farm income $ 14,407 © 24,437 * 46,967 © 74,950 A 42,8258
Average net operating income $ -6,045 5,629 3,661 13,371 4,669
Average total income $ 8,362 30,066 50,628 88,321 47,493
New Brunswick
Number of families No. 80 ° 120 © 120 ¢ 160 © 490 ©
Average off-farm income $ 18,215 © 26,219 * 45,674 4 83,119 ® 48,081
Average net operating income $ -7,139 4,507 3,531 11,240 4,506
Average total income $ 11,076 30,726 49,205 94,359 52,587
Quebec
Number of families No. 720 © 1,440 ® 960 © 1,300 ® 4,410 "
Average off-farm income $ 16,330 © 24,854 * 38,079 A 70,950 A 39,8634
Average net operating income $ -17,698 6,295 12,084 23,237 8,669
Average total income $ -1,368 31,149 50,163 94,187 48,531
* Average per family.
Source: Statistics Canada, Whole Farm Data Base.
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Table 3

Distribution of farm families operating beef cattle farms by total income and province, with selected average

incomes ~ ., unincorporated sector, 2000 (concluded)
Total income of families
Prevines Less $20,000 $40,000 $60,000
than to to and Total
$20,000 $39,999 $59,999 over
Ontario
Number of families No. 1,510 ¢ 2,250 ® 2,220 ° 4,370 8 10,350 #
Average off-farm income $ 20,384 ° 30,281 # 43,709 A 88,418 * 56,248 *
Average net operating income $ -18,818 1,209 6,263 12,664 4,201
Average total income $ 1,566 31,489 49,972 101,082 60,450
Manitoba
Number of families No. 810 A 1,720 A 1,430 % 1,530 5,500 A
Average off-farm income $ 17,478 * 24,833 4 36,677 61,472~ 37,050 A
Average net operating income $ -18,990 6,549 13,058 29,621 10,849
Average total income $ -1,512 31,382 49,735 91,094 47,899
Saskatchewan
Number of families No. 980 B 2,130 B 2,180 B 25708 7,860
Average off-farm income $ 19,355 # 23,4374 38,8314 66,746 * 41,3744
Average net operating income $ -25,509 7,612 11,637 26,285 10,743
Average total income $ -6,154 31,048 50,468 93,031 52,117
Alberta
Number of families No. 2,220 ° 3,170 ® 4,120° 7,980 " 17,490 *
Average off-farm income $ 21,1388 25,509 # 37,646 * 83,104 & 54,095 *
Average net operating income $ -38,595 6,161 13,069 33,145 14,457
Average total income $ -17,457 31,670 50,714 116,249 68,552
British Columbia
Number of families No. 3508 580 B 600 B 1,100 A 2,600 "
Average off-farm income $ 17,632 ° 26,424 " 42,3954 106,626 ° 62,641 €
Average net operating income $ -21,810 4,139 7,835 20,965 8,584
Average total income $ -4,178 30,564 50,229 127,591 71,225
N Average per family.
Source: Statistics Canada, Whole Farm Data Base.
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Table 4
Average income of farm families operating beef cattle farms by size category, unincorporated sector, Canada,
2000

Status quo and scenario with exclusion of 35% of cattle revenues and 20% of cattle expenses2

Small farms | Medium farms | Large farms Vefr;/”I:;ge Total
Status quo
Number of families No. 26,870 " 10,720 * 10,780 * 1,290 * 49,640 "
Percent of families % 54.1 21.6 21.7 2.6 100.0
Average off-farm income $ 56,619 " 43,485 38,763 " 44,338 " 49,591 *
Cattle revenues $ 18,407 50,980 138,776 1,132,267 80,607
Average total operating revenues $ 25,235 71,951 193,954 1,305,879 105,337
Cattle revenues/Average total operating revenues % 72.9 70.9 71.6 86.7 76.5
Cattle expenses $ 4,558 14,335 59,785 892,607 41,799
Average total operating expenses $ 24,908 60,125 163,535 1,272,102 95,120
Cattle expenses/Average total operating expenses % 18.3 23.8 36.6 70.2 43.9
Average net operating income $ 327 11,825 30,420 33,777 10,217
Average total income® $ 56,946 55,310 69,182 78,115 59,809
35% of cattle revenues excluded
20% of cattle expenses excluded?
Average off-farm income $ 56,619 " 43,485 38,763 " 44,338 " 49,591 *
Average net operating income $ -5,204 -3,151 -6,195 -183,995 -9,635
Average total income $ 51,415 40,334 32,568 -139,658 39,956
Total loss in net operating income based on the BSE $ 5,631 14,976 36,615 217,772 19,852
scenario’

!Average net operating income plus average off-farm income.

2 purchase of replacement animals.

® Difference in absolute value between average net operating income in status quo and average net operating income based on the BSE
scenario.

Source: Statistics Canada, Whole Farm Data Base.
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Table 5

Distribution of farm families operating beef cattle farms by total income and size category, unincorporated sector,
Canada, 2000
Status quo and scenario with exclusion of 35% of cattle revenues and 20% of cattle expenses1

Small farms | Medium farms | Large farms very large Total
farms

Status quo

Distribution of families by total income
Less than $20,000 % 13.6 12.7 13.9 25.6 13.8
$20,000 to $39,999 % 28.8 221 13.7 8.5 235
$40,000 to $59,999 % 23.6 29.1 20.8 11.6 23.9
$60,000 and over % 34.0 36.2 51.5 55.0 38.9

35% of cattle revenues excluded

20% of cattle expenses excluded”

Distribution of families by total income
Less than $20,000 % 20.0 27.6 38.1 75.2 27.0
$20,000 to $39,999 % 29.7 30.1 229 5.4 27.7
$40,000 to $59,999 % 21.0 20.1 15.7 5.4 19.2
$60,000 and over % 29.3 222 234 14.0 26.1

! Purchase of replacement animals.

Source: Statistics Canada, Whole Farm Data Base.
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Table 6

Average income of farm families operating beef cattle farms by size category and importance of farming income,

unincorporated sector, Canada, 2000

Status quo and scenario with exclusion of 35% of cattle revenues and 20% of cattle expenses :

Size categories

Small farms | Medium farms| Large farms very large Total
farms

Families with less than 50% of their income
from farming
Status quo
Number of families No. 24,760 A 7,510 A 4,730 A 370 A 37,380 A
Percent of families % 66.2 20.1 12.7 1.0 100.0
Average off-farm income $ 60,466 * 55,445 * 61,328 " 87,103 * 59,835 "
Average net operating income -71 7,564 12,501 8,202 3,134
Average total income 60,396 63,009 73,829 95,305 62,968
35% of cattle revenues excluded
20% of cattle expenses excluded®

. A A A A A
Average off-farm income $ 60,466 55,445 61,328 87,103 59,835
Average net operating income $ -5,554 -6,940 -19,494 -159,790 -9,126
Average total income $ 54,913 48,506 41,834 -72,687 50,708
Total loss in net operating income based on the BSE $ 5,483 14,504 31,995 167,992 12,260
scenario®
Families with 50% or more of their income
from farming
Status quo
Number of families No. 2,100 B 3,210 A 6,040 A 920 A 12,270 A
Percent of families % 17.1 26.2 49.2 7.5 100.0
Average off-farm income $ 11,335 ° 15,399 * 21,004 * 26,972 * 18,377 *
Average net operating income 5,017 21,811 44,600 44,110 31,816
Average total income 16,352 37,210 65,695 71,082 50,193
35% of cattle revenues excluded
20% of cattle expenses excluded®

. B A A A A
Average off-farm income $ 11,335 15,399 21,094 26,972 18,377
Average net operating income $ -1,080 5,728 4,183 -193,772 -11,187
Average total income $ 10,255 21,126 25,277 -166,800 7,190
Total loss in net operating income based on the $ 6,097 16,084 40,418 237,882 43,003
BSE scenario®
! Purchase of replacement animals.
? Difference in absolute value between average net operating income in status quo and average net operating income based on the
BSE scenario.
Source: Statistics Canada, Whole Farm Data Base.
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Table 7

Distribution of farm families operating beef cattle farms by total income, size category and importance of farming

income, unincorporated sector, Canada, 2000

Status quo and scenario with exclusion of 35% of cattle revenues and 20% of cattle expenses1

Small farms | Medium farms| Large farms VR Total
farms

Families with less than 50% of their income from

farming

Status quo

Distribution of families by total income
Less than $20,000 % 10.4 10.5 13.1 16.2 10.8
$20,000 to $39,999 % 28.2 17.7 17.3 16.2 24.6
$40,000 to $59,999 % 24.6 271.2 20.3 216 24.5
$60,000 and over % 36.9 44.6 49.3 48.6 40.1

35% of cattle revenues excluded

20% of cattle expenses excluded®

Distribution of families by total income
Less than $20,000 % 16.4 21.7 37.2 81.1 20.8
$20,000 to $39,999 % 29.5 26.4 20.9 X 27.6
$40,000 to $59,999 % 22.3 22.5 15.0 X 21.2

Families with 50% or more of their income from

farming

Status quo

Distribution of families by total income
Less than $20,000 % 51.4 17.4 14.6 29.3 22.7
$20,000 to $39,999 % 35.7 32.1 10.8 4.3 20.2
$40,000 to $59,999 % X 33.6 21.4 7.6 21.9
$60,000 and over % X 16.5 53.3 57.6 35.1

35% of cattle revenues excluded

20% of cattle expenses excluded®

Distribution of families by total income
Less than $20,000 % 61.4 41.1 38.7 72.8 45.9
$20,000 to $39,999 % 32.9 38.9 24.7 5.4 28.3
$40,000 to $59,999 % F 14.3 16.1 6.5 13.1
$60’000 and over % X 5.3 20.7 15.2 12.7

! Purchase of replacement animals.

Source: Statistics Canada, Whole Farm Data Base.
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Table 8

Average income of farm families operating beef cattle farms by quartile and importance of farming income,
unincorporated sector, Canada, 2000
Status quo and scenario with exclusion of 35% of cattle revenues and 20% of cattle expenses1

Q1 Q2 Q3 Q4 Total
Families with less than 50% of their income from
farming
Status quo
Average off-farm income $ 24,920 A 39,523 A 58,031 A 116,653 A 59,835 A
Average net operating income $ -4,515 2,540 5,339 9,154 3,134
Average total income $ 20,405 42,063 63,370 125,807 62,968
35% of cattle revenues excluded
20% of cattle expenses excluded®
Average off-farm income $ 26,501 A 38,455 A 57,061 A 117,317 A 59,835 A
Average net operating income $ -22,642 -6,425 -4,009 -3,427 -9,126
Average total income $ 3,859 32,030 53,053 113,890 50,708
Families with 50% or more of their income from
farming
Status quo
Average off-farm income $ 15,017 B 10,340 A 17,449 A 30,683 A 18,377 A
Average net operating income $ -42,832 26,300 41,950 101,638 31,816
Average total income $ -27,816 36,640 59,399 132,321 50,193
35% of cattle revenues excluded
20% of cattle expenses excluded®
Average off-farm income $ 17,889 A 9,439 A 16,331 A 29,836 A 18,377 A
Average net operating income $ -109,342 3,055 15,499 46,027 -11,187
Average total income $ -91,453 12,494 31,829 75,863 7,190

! Purchase of replacement animals.

2 Quartiles are a measure of the distribution of total income. Average total income is calculated within these four quartiles:

Q1 (0% to 25%), Q2 (26% to 50%), Q3 (51% to 75%), Q4 (76% to 100%).

® Under the BSE scenario, farm families are redistributed based on their 'new’ total income and may not fall in the same quartile as under

the status quo.

Source: Statistics Canada, Whole Farm Data Base.
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Appendix A
BSE support programs

A federal/provincial BSE Recovery Program was introduced in Canada on June 18, 2003. Under the program,
producers who owned cattle as of May 20, 2003 and sold their fed cattle for slaughter were entitled to
compensation (on a sliding scale) equal to the difference between a reference price based on market values in
the United States and an average weekly market price. Producers covered a minimum of 10% of cattle price
declines, while the balance of the price decline was cost-shared between the federal government (60%) and the
provinces (40%).

The Federal-Provincial BSE Recovery Program Agreement was expected to return about $460 million to the
livestock industry in Canada. This included $276 million federal funds and $184 million provincial funds.®

On August 12, 2003, the Agriculture and Agri-Food Minister announced a $36 million extension to the federal
government’s commitment to the national BSE Recovery Program.'® With provincial fund matching, this
amount was expected to grow to $60 million. The additional funding was to ensure that cattle and other
ruminants priced by August 17 and slaughtered by August 31, 2003 were covered by the program.

On November 21, 2003, the Agriculture and Agri-Food Minister announced the Cull Animal Program to help
cattle producers deal with older animals that needed to be culled from herds." The federal government
committed $120 million as base funding and offered to cost share the program with provincial and territorial
governments on a 60/40 basis, which would bring total program funding to $200 million.

On March 22, 2004, the Prime Minister and the Agriculture and Agri-Food Minister announced $995 million
in assistance for Canadian farmers who have faced historic financial challenges brought on by circumstances
beyond their control.*? The federal government committed $930 million under the Transitional Industry
Support Program and a further $65 million to cover the federal government’s share of the shortfall for the
2002 claim year under the Canadian Farm Income Program (CFIP).* The first component of the Transitional
Industry Support Program will provide a total of $680 million to producers of cattle and other ruminants who
have faced a prolonged closure of the Canada-US border. Producers of cattle and other ruminants will receive
a flat rate payment based on their herd inventories as of December 23, 2003. This component of the program is
open to all farming operations with cattle, including feedlot, backgrounding and cow-calf operations.
Producers with cattle will receive a payment of up to $80 per bovine animal on inventory as of December 23,
2003, including dairy heifers except for mature bulls and cows (cows that have calved and intact bulls older
than one year). The second component of the program (general transition payments) will provide $250 million
to producers of all eligible commodities, including the cattle industry, across Canada. The funding will be
delivered as a direct payment to producers based on their past income information and will act as a bridge to
the new Canadian Agricultural Income Stabilization (CAIS) program.

In addition, several provincial programs were introduced to assist cattle producers. Some of the programs
introduced in the major beef cattle producing provinces are outlined in Appendix B.

* The Canadian Farm Income Program is a national program designed to target assistance to Canadian agricultural
producers who have experienced a sudden and severe decline in their farming income for reasons beyond their control.
The program is cost-shared on a 60:40 basis by federal and provincial governments. CFIP will end with the delivery of
payments under the 2002 program. In the 2002 program year, claims to the program exceeded the amount available ($435
million was previously authorized), due in large part to drought conditions in western Canada.
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Appendix B
BSE and provincial support programs

On July 25, 2003, the Alberta government announced $65 million of financial support in the Alberta Fed
Cattle Competitive Bid Program which allowed buyers to purchase fed cattle for retention purposes, reducing
the pressure on Alberta’s beef markets. The initial sellers became eligible for payments on the same basis as
cattle sold for slaughter under the federal-provincial compensation plan.

On August 22, the Alberta government announced the Fed Cattle Competitive Market Adjustment Program to
compensate producers who sold their cattle in a competitive market sale for market deficiencies. On October
9, the Alberta Steer and Heifer Market Transition Program was introduced to address the balance of May 20,
2003 Alberta fed cattle inventory.*®

On July 25, the Saskatchewan government announced a set aside option to the BSE Recovery Program. The
Saskatchewan Set-Aside Program was introduced to allow producers to access the same level of compensation
that was available under the slaughter element of the BSE Recovery Program without having to market their
livestock for slaughter.

On September 12, Saskatchewan unveiled an assistance package of $20 million to extend its BSE Recovery
Program. Finally, producers who sold their eligible cattle in a competitive market sale would be compensated
for a portion of their market loss under the Saskatchewan Fed Livestock Competitive Market Adjustment
Program.*

The Manitoba government introduced the BSE Feeder Assistance Program which provided feeding assistance
payments on finished livestock that were on feed in Manitoba, and could not be marketed due to restricted
slaughter capacity. Manitoba expanded its short-term action by extending the slaughter component of the BSE
Recovery Program and by providing further assistance to livestock producers affected by drought.

The Manitoba Slaughter Deficiency Program added an additional $10 million in provincial funding for
producers faced with depressed slaughter prices due to BSE. An amount of $12 million was committed under
the Manitoba Drought Assistance Program to help livestock producers with the added expense of shipping hay
and straw or animals.™

In Ontario, several provincial programs were announced. On August 25, the Ontario BSE Recovery Initiative
(Phase 2 — Set-Aside) provided compensation to producers of slaughter weight steers and heifers that were
market-ready and fully finished but that were set aside from slaughter due to constraints on abattoir capacity.

On August 29, the Ontario government introduced phase 3 of its strategy developed to support the
competitiveness of Ontario’s ruminant livestock industry. The Ontario BSE Recovery Initiative (Phase 3 a -
Slaughter Component) addressed market-ready cattle (steers and heifers) and veal calves that had not been
sold for slaughter and that were not eligible for a payment under either of the preceding BSE compensation
programs.

As part of phase 3, Ontario also made available $20 million to producers of ruminant livestock who met the
program criteria as an advance on future whole farm safety net programming for the 2003 taxation year. This
assistance was covered under the Ontario BSE Recovery Initiative (Phase 3 b - 2003 Advanced Ontario
Agricultural Payment, Ontario Farm Income Disaster Program).*®
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Appendix C
Financial ratios'’

In this article, two ratios are used to determine liquidity, the current ratio and the debt structure ratio. Three
ratios are used to determine solvency, the debt asset ratio, the net worth ratio and the debt-to-equity ratio.
Liquidity is a measure of how much cash will be generated in the next accounting period in order to meet the
financial obligations of the business. Asset values derived from the Farm Financial Survey are based on
market values.

Liquidity

Current ratio = Current assets / Current liabilities

The current ratio measures a business’ ability to meet financial obligations as they come due without
disrupting normal operations. Ideally the current ratio should be much greater than 1 since a ratio of 1 would
indicate the business may have difficulty in meeting its financial obligations. If the ratio is less than 1, the

business may have a potential liquidity problem.

In the agriculture sector, the value of the current ratio can be interpreted as follows'®:

Superior More than 1.5
Good Between 1.2 and 1.5
May constitute risk  Between 1.1 and 1.2
Low Between 1.0 and 1.1
Inferior Less than 1.0

Debt structure ratio = Current liabilities / Total liabilities

The debt structure ratio measures the proportion of total debt due and payable within the current year or within
the next accounting period. A high debt structure ratio may indicate a shortage of working capital which is
being met by higher than normal levels of operating credit. This ratio in conjunction with the current ratio
provides information on the relative solvency of the business in the short term. A business with a relatively
low value of long-term liabilities may have a high debt structure ratio but may in fact have no solvency
problems. Therefore it is necessary to interpret this ratio in conjunction with the value of liabilities and cash
flows from the operations.

Solvency

Debt asset ratio (debt ratio) = Total liabilities / Total assets

The debt asset ratio is a measure of the extent of credit used by the business. It measures the proportion of
assets financed by debt. The higher the value of the ratio, the higher the financial risk. The desired value of the
ratio will depend on the variability of the net income of the business and other factors, such as the risks
associated with production. Farm operations in supply-managed sector experience much less variability in
their revenue and can operate with a higher debt ratio.

In the agriculture sector, the value of the debt asset ratio can be interpreted as follows'®:

Superior Less than 0.1

Good Between 0.1 and 0.4
May constitute risk  Between 0.4 and 0.55
Low Between 0.55 and 0.7
Inferior More than 0.7
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Net worth ratio = Net worth / Total assets

This is a variation of the debt asset ratio. The net worth ratio is a measure of the extent to which the owners
have financed the business. It measures the proportion of assets financed by equity. The higher the value of the
ratio, the lower the financial risk.

Debt-to-equity (leverage) ratio = Total liabilities / net worth

The debt-to-equity ratio is a measure of the extent to which the creditors have financed the business compared
to the owners. The greater the proportion of financing provided by creditors, the higher the value of the ratio.
Ideally the debt-to-equity ratio should be less than 1 since a ratio of 1:1 means that there are equal proportions
of debt and equity. (i.e., 50% equity). The desired value of the ratio will depend on the farm type and the
resulting income variability of the business as well as other factors, such as the risks associated with
production. A business with high-income variability such as beef, grain or hog would want to achieve a ratio
significantly less than 1.

Definitions of financial terms®

Current assets: Unrestricted cash and any other asset that, in the normal course of operations, is expected to be
converted into cash or consumed in the production process within one year or within the normal operating
cycle (where the cycle is longer than a year). Included are cash, savings, accounts receivable, supply
inventories, market livestock and crops for sale. All items are valued at current market value.

Long-term assets: An asset that has a useful life greater than one year. Such an asset, which can be either a
tangible or intangible item, is usually not purchased for resale, but is to be used over time to produce saleable
products. Included are land and buildings, machinery and equipment, quota and productive assets such as a
breeding herd and investments (all money investments due to mature after December 31 of the reference year,
such as bonds, shares, long-term Guaranteed Investment Certificates (GICs), mutual funds and co-operative
shares. All items are valued at current market value. Also included is the value of producers’ Net Income
Stabilization Account (NISA Fund 1 and Fund 2), and Compte de stabilisation du revenu agricole (CSRA)
accounts in Quebec.

Current liabilities: The portion of debt whose repayment period is less than 12 months and which is
outstanding as of December 31. Not included are annual and semi-annual payments on long-term liabilities
that will be due within the current year.

Long-term liabilities: That portion of a debt, with a maturity date beyond the current year or beyond the normal
operating cycle (where the cycle is longer than a year), which is outstanding as of December 31.
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