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A Question of Perspective

A person’soutlook on any given subjectisformedtoa
large extent by environment - how they wereraised, the
influenceof their parentsand other influentid people, life
experiences, and many other factorsgointo shapingit.
Anindividua’sperspectiveaffectstheir actions- thisis
trueasmuchingrain marketing asin any other area.

Perspectiveis changed over time as actions produce
results, and thoseresultsare viewed in hindsight. In
marketing, thereisatendency tolook back and say, “I
really calledthat oneright” or “I really messed that up”.
Surely every farmer that hasever sold abushd of grain
has probably said both of these statements; many times
both would apply to the same marketing year!

Thelast two crop yearsor so have presented challenges
that for most farmershaveno clear historical precedent.
For the most part, with good yields and prices that
reached levelsnever seen before, outcomes have been
very good. But these marketshavetruly been adouble
edged sword; there have al so been very volatilegrain
pricesand input coststhat make the aready challenging
job of grain marketing even harder. These new
challengesrequireanew perspectiveinafew important
aress.

Financing

Thereareincreasing challengesin financing afarming
operation. There has been tightening of credit
requirements, anincreaseinworking capital necessary

toleverageloans, and even some banksrequiring written
marketing plansprior toloan approva . Bankerswant to
have more in depth conversations about farming
operations and how you plan to make them work
financidly giventhisvolaileenvironment.

For many years, growerswerefortunateto have what
hasbeen described asa“loosg’ relationshipwith lenders,
thanksin part to abuilt-in safety net.

In most cases, the breakeven cost per bushel for grain
cropswas at or below the FS.A. loan rate. From the
banker’s pergpective, thiswasagreat thing. If thefarmer
would happen to not do avery good job of marketing,
and he had an average crop, the worst case scenario
was that the loan would cover most, if not al, of his
production cogswithlittleor no effect onworking capitd.

Thismeansthat lenders had littleto worry about with
most of the producers being able to make ends meet
and repay their loans. For the producersthat were not
inasgood afinancial position, therewascropinsurance
to helpwith short crop scenariosenablingthemto* hold
thingstogether” for another year.
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Enter thefd| of 2007, when it could be said that theworld changed. Grain pricesrosedramatically, and at the same
time, thepricesof diesd fud; fertilizer and chemicasbegantheir riseto dl-timehighs. All of usremember thestress
wefdt during thosetimesand remember thinking how intheworld areweto survivethis?What doesit meanto my
marketing plans?

These changeshad abigimpact on ag lenderstoo. L oan rates have remained the same and appear to belocked for
theforeseeablefuture. Thismeansthat thelender isloaning moremoney per acrefor significantly higher inputs,
while the marketing “ guarantee” of the loan rate stayed the same. In other words, they now stood to have a
sgnificant amount of their money at risk until thefarmer repaid theloan.

Here' san exampleof what we' retalking about:

Corn Beans
Cost/Acre $500 $350
Avg.Yidd 180 55
Current Price $3.16 $9.95
Market Vaue $568.80 $547.25
Loan Price $1.92 $4.89
LoanVaue $345.60 $270.60
Capital at Risk/Acre $223.20 $276.65

Theimpact onthefinancia position of theindividua producer was changed dramatically. They now had asignificant
portion of their financia wealth placed at risk to the most vol atile marketsthat any had ever seen. For many, thisled
to an extreme amount of stressand looking for solutionsto hel ping them deal with these pressing issues.

Marketing

Whileitistruethat for many thissituation led to aperiod of re-eva uation of their marketing programs, for others
thiswasaconfirmation of long held beliefsand marketing vaues. A straightforward, common sense, profit-based
approach to marketing served the producer well before volatile marketsand it will continueto do so.

The producer that followsthe practice of knowing what hiscostsare per acre, establishing aclear profit goa per
acre; and entering targetsthat alow them to capturethat goa, have been ableto enjoy aleve of consastency inthelr
outcomes. Thishasmeant that these producers sold grain at what appeared to be* cheap” levelsbelow wheretheir
neighborsmight have sold their grain, but theredity isthat they did sl at pricelevelsthat did alow themtoredize
their profit goals.

Inthefall of 2008, whenfertilizer pricesfor the spring of 2009 wereat their peak, therewere opportunitiesto sl
part of their 2009 cropsat their desired profit goals per acre based on averageyield expectations. In many cases,
theactud yieldshave been much larger than their expectationsand with current priceswherethey are, they have
been ableto have better outcomesthan they expected.

Atthispoint, evenif you havenot sold that much of thisyear’scrop, whenlooking at theyield you achieved and the
current price, many will still seeafairly decent return on their investment. If you werefortunateto capture some of
theearlier higher prices, you havethe opportunity to have what might be one of the best yearsin recent memory.



Attherecent DTN/The Progressive Farmer Ag Summit, one of the features speakers spoke about the changesin
perspectivethat are necessary for success. Read hiscommentsbelow.

Reprinted with permission from DTN/Progressive Farmer

Hope Isn't A Good Risk Strategy
Thursday, 12/10/2009 4:01 PM

CHICAGO (DTN) — Farmerslooking for answersin turbulent times need to know thereisno silver
bullet for turmoil inthe markets or the economy, aPurdue University professor told farmersat the DTN/
The Progressive Farmer Ag Summit.

Allan Gray, director of the Purdue University Center for Food and Agricultural Business, kicked off the
summit Wednesday questioning why so many producersdon’t take advantage of thetoolsavailableto
managefinancia risksonther farms. Overdl, only thelargest farmersconsistently useforward contracts,
hedging or put options. Oftenfarmersarewilling to rely on“hope” to protect their crops.
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| “ My dataredly bothersmethat with therisk management toolsout theretoday we' vegot lessthan 50
| percent of the userswho are using them,” Gray said, acknowledging that sometools can be costly to
: buy. “Whenyou have got thesevol atile markets, theinsuranceisexpensive.”

I

I

I

I

I

I

I

I

I

I

I

I

I

I

Gray offered advice on managing risksand not gambling with price expectations. If you bought $20,000
infertilizer, he said thewisest decision would beto then turn around and sell $20,000in cornto cover
it rather than trying to hold out for thetop of the market — particularly given that ahigher market may
not appear.

“I1f you are going to managerisks, you are going to give away someprofit,” Gray said.

Farmersreally didn’t haveto cope much with volatility until 2006 because lower overall commodity
priceswere basically covered by farm programs. That isn’t the case now asfarm program payments
don’tkick inuntil way below the current cost of production per bushel.

“What the government used to doistakevolatility out of themarket, but it ain’t thereanymore,” Gray
said of government protection.

Looking Forward

Theway we approach our marketing of cropsmust change. For many, thismeansachangein our perspective, the
way we approach the marketing of our crops. Inthisnew environment, the producer must become more business-
likein his marketing approach. He must become a more profit-based seller. He must know what his cost of
productionis, or isgoing to be. Thismeans staying in contact with both the peopl ethat he’ sbuying hisinputsfrom
and the peoplethat he can sell hisgrainto.

Theproducer of thefuture MUST beabletoingtill a“profit discipling” into hisdecis on making processes. Hemust
utilizetheresourcesavailableto him, hisbanker, hisagronomist, and hiselevator. Thesefolksareheretohelpyou
make the best decisions based on what you know right now. They can help you to implement aprofit based
strategy of marketing that will seeyou through these vol atiletimes.



Many stories have been shared around coffeetableslately about the“mold” issueswiththisyear’scrop. Most of
thisinformation may or may not bevalidfor your area. What iscertainisthat thiscrop has someissuesand there
isapotential for problems come spring and warmer weather. Keep aclose eye on your grainin the bin, and
remember, grain that has been sold and delivered to the elevator isn't your problem anymore! Making profitable
salesremovesawholelot of worriesfor you!



