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Crop Situation and Outlook: “The WAOB Continues to Surprise the Market”

To paraphrase Mark Twain, “The rumors of the death of the Bull corn market have been greatly
exaggerated.” Starting with their February Outlook Conference, the World Agricultural Outlook Board
(WAOB) has been projecting a record crop based on record plantings and an above-trend yield which
would increase stocks by up to 1 billion bushels for the 2012-13 marketing-year. Unfortunately Mother
Nature has a mind of her own and has dealt a severe drought and blistering temperatures throughout
much of the corn and soybean producing states. Thus the Bull market, which was thought to be sick and
dying, came roaring back to life. The effects of this drought, where in excess of nine inches of rain (or
more) is needed to break the drought (see Map), started to be captured by the Futures market after the
June WASDE report. The weather market is strong as the December 2012 corn contract increased by
$1.95 per bushel from June 12

to July 10 and the November Additional Precip. Needed (In.) to Bring PDI to —0.5

2012 soybean contract o
increased by $2.01 per bushel
over the same period. As of
July 12, the Dec 2012 corn
contract closed at $7.32 and the
November 2012  soybean
contract closed at $15.29.
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Condition survey for the last three weeks and for their initial rating. The Western Corn Belt states of
lowa, Nebraska, South Dakota and North Dakota appear to be in slightly better shape, but not in great
shape, as compared to Illinois, Indiana, Missouri or Kentucky. Adding additional injury is the extreme
heat that hit the corn as it entered the silking phase of production.

Corn Condition (% Very Poor + % Poor) Soybean Condition (% Very Poor + % Poor)
% Planted Acres % Planted Acres

8-Jul 1-Jul 24-Jun 20-May  (1000) 8-Jul 1-Jul 24-Jun 3-Jun  (1000)
Colorado 38 36 20 0 1,420 Arkansas 20 18 14 9 3,250
lllinois 48 33 22 3 13,000 llinois 42 31 21 6 8,600
Indiana 61 50 36 4 6,200 Indiana 51 43 36 11 5,000
lowa 18 10 8 3 14,000 lowa 15 12 10 6 9,500
Kansas 43 31 17 4 4,700 Kansas 33 23 14 10 3,600
Kentucky 72 48 26 6 1,600 Kentucky 62 40 20 7 1,400
Michigan 41 28 14 3 2,600 Louisiana 10 10 8 4 1,140
Minnesota 5 4 2 2 8,700 Michigan 40 21 21 5 2,000
Missouri 60 48 26 7 3,600 Minnesota 7 4 4 3 7,000
Nebraska 20 15 9 2 9,900 Mississippi 10 7 3 2 2,130
North Carolina 18 6 2 0 850 Missouri 54 49 35 19 5,300
North Dakota 5 2 0 1 3,400 Nebraska 19 16 10 5 5,100
Ohio 36 26 15 2 3,900 North Carolina 9 2 1 1 1,670
Pennsylvania 12 10 2 5 1,460 North Dakota 6 3 1 2 4,600
South Dakota 13 6 5 2 6,000 Ohio 36 30 18 6 4,600
Tennessee 61 47 23 5 930 South Dakota 12 5 3 0 4,500
Texas 12 9 10 3 1,900 Tennessee 39 33 16 7 1,330
Wisconsin 31 24 15 0 4,350 Wisconsin 31 25 16 3 1,690
US (18 States) 30 22 14 3 96,405 U.S. (18 States) 27 22 15 6 76,080

As producers and analysts watched the crop conditions decline and the temperatures rise, the pre-report
analysts were focused on how much the WAOB would adjust the unrealistic yield projection of 166
bushels/acre established in the May WASDE.

Corn Outlook

The July report reduced the projected corn yield by 20 bushels per acre from the June estimate to 146
bushels per acre which is 1.2 bushels/acre lower than the 2011 yield. This adjustment was made by the
WAOB’s expert opinion and does not reflect the field survey/producer survey information that will be
collected for the August Crop Production and WASDE reports. This reduction reflects the WAOB’s
belief that the drought has greatly reduced production potential as the 2012-13 corn production estimate
is 1.82 billion bushels lower than the June 2012 estimate. If realized, the 2012 crop of 12.97 billion
bushels would be an increase of just 612 million bushels from 2011 even though producers increased
harvested acres by 4.9 million from 2011.

The July report reduced the projected use categories to compensate for the smaller projected crop. Feed
use in the 2012-13 marketing-year was reduced by 650 million bushels from the June estimate; ethanol
use was reduced by 100 million bushels from June; and export demand was reduced by 300 million
bushels from the June estimate. Since the full extent of the drought damage is still unknown, these
reductions are fairly conservative and more adjustments will be made if the crop continues to decline.
Yet there isn’t a lot of slack left in the use categories so the ending stocks projection will have to decline
to compensate for further reductions in production.



The 2012-13 corn ending-stocks are projected to
decline by 698 million bushels from the June
estimate to 1.183 billion bushels. If realized, this
would be 280 million bushels more than the 2011-
12 ending-stocks. The 2012-13 corn stocks-use
ratio is estimated to be 9.3 percent or about 33
days of stocks available at the end of the 2012-13
marketing-year. The tighter projected stocks
increased the marketing-year average price
projections for the 2012-13 marketing-year to
$5.90 per bushel which is a $1.30/bushel increase
from the June estimate.

Soybean Outlook

The soybean market has been bullish since last
March due to the drought reduced South American
crop and the reduction of soybean acreage in the
March Prospective Plantings report. While the
June 29™ Acreage report showed an increase in
soybean planting from the March survey, part of
the increase is from double-crop acres that may not
be planted or even produce a crop due to the
drought. Thus, the new-crop soybean market is
also projected to have tight stocks for the
upcoming marketing-year. Even though the July
estimates increased planted and harvested acres,
the WAOB trimmed the projected yield by 3.4
bushels/acre from the June estimate to a yield of
40.5 bushels/acre.

The WASDE report reduced the soybean crop by
155 million bushels from the June estimate to 3.05
billion bushels which is slightly lower than the
2011 crop. To compensate for the smaller crop, the
report trimmed the use projections. Crush was
reduced 35 million bushels from June and exports
were lowered by 115 million bushels from the June
estimate. The 2012-13 soybean ending-stocks are
projected to be 130 million bushels which is a 10
million bushel decrease from the June estimate.
The stocks-use ratio is projected at 4.2 percent or
about 15 days of stocks available at the end of the
2012-13 marketing-year.

U.S. Com Supply and Use

2009-10  2010-11 2011-12 2012-13
Actual Estimated  July Forecast July Forecast
Million Acres
Planted Acres 86.4 88.2 91.9 96.4
Harvested Acres 79.5 81.4 84.0 88.9
% Abandoned -8.0% -7.7% -8.6% -7.8%
Bushels per Acre
Yield 164.7 152.8 147.2 146.0
Muillion Bushels
Beginning Stocks 1,673 1,708 1,128 903
Production 13,092 12,447 12,358 12,970
Imports 8 28 22 30
Total Supply 14,774 14,182 13,508 13,903
Feed & Residual 5,140 4,792 4,550 4,800
Food, Seed & Industrial 5,939 6,428 6,455 6,320
Ethanol for Fuel 4,568 5,021 5,050 4,900
Exports 1,987 1835 1,600 1,600
Total Use 13,066 13,054 12,605 12,720
Ending Stocks 1,708 1,128 903 1,183
Avg. Farm Price $3.55 $5.18 $6.20 $5.90
Stocks-Use 13.1% 8.6% 7.2% 9.3%
Days of Ending Stocks 48 32 26 34
U.S. Soybean Supply and Use
2009-10 2010-11 2011-12 2012-13
Actual Estimated July Forecast July Forecast
Million Acres
Planted Acres 775 77.4 75.0 76.1
Harvested Acres 76.4 76.6 73.6 75.3
% Abandoned -1.4%  -1.0% -1.9% -1.1%
Bushels per Acre
Yield 44.0 43.5 41.5 40.5
Muillion Bushels
Beginning Stocks 138 151 215 170
Production 3,359 3,329 3,056 3,050
Imports 15 14 15 15
Total Supply 3,612 3,495 3,286 3,235
Crushing 1,752 1,648 1,675 1,610
Exports 1,501 1,501 1,340 1,370
Seed & residual 108 130 101 124
Total Use 3,361 3,280 3,116 3,105
Ending Stocks 151 215 170 130
Avg. Farm Price $9.59 $11.30 $12.40 $14.00
Stocks-Use 4.5% 6.6% 5.5% 4.2%
Days of Ending Stocks 16 24 20 15

Like corn, there doesn’t appear to be a lot of slack left in the use categories for soybeans. China has a
large appetite for soybeans and with the drought reduced South American crop, China is expected to be
a major purchaser at least until March 2013 when the South American crop enters the market. This
implies that price will have to increase significantly to levels that curb demand to ration the crop until
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South America can help fulfill international demand. Like corn, further reductions in production will
bring about price rationing at levels we have not experienced before.

Wheat Outlook

The July report adopted the increase in planted
acres and reduction in harvested acres from the
June Acreage report. The WAOB also increased
projected yield by 0.2 bushel/acre to 45.6
bushels/acre. The reduction in harvested acres
trimmed projected production slightly by 10
million bushels for a projected crop of 2.224
billion bushels which is 225 million bushels more
than the 2011 crop.

The July report increased food demand slightly to
950 million bushels and increased export demand
by 50 million bushels, reflecting greater worldwide
feeding of wheat replacing corn. Partially
offsetting the increase in use was a reduction in the
residual use by 20 million bushels. Ending-stocks
are projected to decline 30 million bushels from
the June report to 664 million bushels. The stocks-
use ratio is projected to be 27.4 percent with over
100 days of stocks available at the end of the 2012-
13 marketing-year. The marketing-year average
price was increased $0.60/bushel from the June
report, reflecting the corn market’s support in the
wheat market. The 2012-13 marketing-year
average price is projected to be $6.80 per bushel.

Cotton Outlook

The prospect of increased stocks from 2011-12 is
weighing heavily on the cotton market even with
yield uncertainty in the major production areas.
The July report adopted the reduced planted and
harvested acres estimates from the Acreage report
but increased the projected yield by 8 Ibs/acre to
785 Ibs/acre. Currently, the WAOB believes that a
greater percentage of acres will be harvested this
year than last year which will increase production
by 1.43 million bales over 2011. Domestic use and
exports are projected to be 100 thousand and 500
thousand bales greater than the 2011-12 marketing-
year. However stocks are projected to increase by
1.5 million bales which will place downward

U.S. Wheat Supply and Use

2009-10 2010-11 2011-12 2012-13
Actual Estimated July Forecast July Forecast

Million Acres
Planted Acres 59.2 53.6 54.4 56.0
Harvested Acres 49.9 47.6 45.7 48.8
% Abandoned -15.7% -11.2%  -16.0% -12.9%
Bushels per Acre
Yield 44.5 46.3 43.7 45.6
Million Bushels
Beginning Stocks 657 976 862 743
Production 2,218 2,207 1,999 2,224
Imports 119 97 115 120
Total Supply 2,993 3,279 2,977 3,087
Food 917 926 940 950
Seed, Feed & Residual 219 203 246 273
Exports 881 1,289 1,048 1,200
Total Use 2,018 2,417 2,234 2,423
Ending Stocks 976 862 743 664
Avg. Farm Price $4.87  $5.70 $7.24 $6.80
Stocks-Use 48.4%  35.7% 33.3% 27.4%
Days of Ending Stocks 177 130 121 100
U.S. Cotton Supply and Use
2009-10 2010-11 2011-12 2012-13

Actual Estimated July Forecast July Forecast

Million Acres
Planted Acres 9.15 10.97 14.74 12.64
Harvested Acres 7.53 10.70 9.46 10.40
% Abandoned -18% -2% -36% -17.7%

Pounds per Acre

Yield 777.0 812.0 790.0 785.0

Million Bales
Beginning Stocks 6.34 2.95 2.60 3.30
Production 12.19 18.10 15.57 17.00
Imports 0.00 0.01 0.02 0.01
Total Supply 18.53 21.06 18.19 20.31
Domestic Use 3.46 3.90 3.30 3.40
Exports 12.04 14.38 11.60 12.10
Total Use 15.50 18.28 14.90 15.50
Unaccounted 0.08 0.18 -0.01 0.01
Ending Stocks 2.95 2.60 3.30 4.80
Avg. Farm Price $0.629  $0.815 $0.910 $0.700
Stocks-Use 19.0% 14.2% 22.1% 31.0%
Days of Ending Stocks 69 52 81 113

pressure on prices. The 2012-13 marketing-year average price is projected to be $0.21/1b. lower than the
2011-12 price at $0.70/1b. as the market is projected to carry an additional 1.5 million bales of inventory.
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How Much More Demand Rationing Must Occur if Corn and Soybean Production Declines Further?

The corn and soybean markets do not have any excess inventory to cushion further production declines.
So the question is how much more demand rationing will have to occur to compensate for even lower
yields and potentially greater levels of abandonment than is currently assumed in the WAOB
projections? The July report assumes an abandonment rate for corn of 7.8 percent while a 10 percent or
12 percent abandonment level would not be unusual for a drought year. Abandonment rates for corn has
been at 10 percent or greater in non-drought years like 2002 and 2006. For perspective, the abandonment
rate for corn was 14 percent in 1988.

The following tables calculate the expected production for varying harvested yields and harvested
acreage. Abandonment rates of 7.8 percent, 10 percent and 12 percent are assumed to give harvested
acres of 88.9, 86.8 and 84.8 million, respectively. Then the stocks-use percentage is calculated assuming
the beginning stocks, imports and use levels from the July WASDE. At 10 percent abandonment and a
yield of 142 bushel/acre, the stocks-use ratio falls below 5 percent. At 12 percent abandonment and at
current yield projections, stocks-use is less than 5 percent. This suggests that further demand rationing
will occur. The bottom table calculates the changes in total use (12,720 million bushels) needed to keep
the stocks-use ratio for corn at 5 percent. Further rationing will be required if corn abandonment climbs
above 10 percent. Greater rationing is projected if corn yield is less than 140 bushels/acre and
abandonment is greater than 10 percent.

The Soybean market has even less of a Planted Harvested U.S. Average Corn Yield (bushels/acre)

cushion than the corn market. The July Acres Acres ! 146 144 142 140 138
WASDE assumes abandonment of 1.1 ——-(Million Acres)— (Million BUShelS)——mmmom v
percent while an abandonment of 2 96.4 88.9 12,979 | 12,802 12,624 12,446 12,268
96.4 86.8 12,667 12,493 12,320 12,146 11,973
percent or 2.5 percent would not be 96.4 84.8 12,386 12,216 12,046 11,877 11,707

unusual as soybean abandonment was
2.5 percent in 1988. Given the

1. Abandonment assumed to be -7.8% (July WASDE), -10% (2006) and -12% (2002), respectively.

projected increase in double-crop Planted Harvested 2012-13 Corn Ending Stocks-Use Ratio
soybeans this year, there could be more A”?;_”_ -~ A")res 146 1ad — %U 20 138
. ----(Million Acres)---- (Stocks-Use)
aba_ndonment than is  currently 96.4 88.9 94% | 80%  66%  52%  3.8%
projected by the WAOB. 96.4 86.8 6.9%  56%  42%  2.8%  15%
96.4 84.8 47%  34%  2.0%  0.7%  -0.6%

The fOI IOWing tables provide the same * Beginning Stocks and Imports of 903 and 30 million bushels, respectively.
sensitivity analysis for the soybean

Planted Harvested Change in Total Use to Maintain 5% Stocks/Use

market where abandonments of 1.1 Acres Acres 146 a2 122 140 138
percent, 1.75 percent and 2.5 percent —--(Million Acres)---- (Days)

are assumed, giving projected harvested 96.4 88.9 530 361 191 22 -147

HIH 96.4 86.8 232 67 -98 -263 -429

acres of 75.3, 74.8 and 74.2 million, ood o8 36) o7 s o oo

respectively. Varying yields of 40.5
bushels/acre to 36.5 bushels/acre are
assumed. The target stocks-use ratio is assumed to be 4.5 percent as that was the stocks-use ratio for the
most recent year with tight soybean stocks.

**Assumes July 2012 WASDE Total Use of 12,720 million bushels.

The tables illustrate that further demand rationing would be required to keep stocks-use at 4.5 percent. If
we have similar abandonment rates as 1988 and if yields fall below 39 bushels/acre, very significant
rationing (approaching 200 million bushels) would be necessary to keep the stocks-use ratio at 4.5
percent.



The August report will have the first “pianted Harvested U.S. Average Yield (bushels/acre)

scientific measure of crop potential as Acres Acres ! 40.5 39.5 385 375 36.5

USDA/NASS conducts surveys of ----(Million Acres)---- (Million Bushels)

producers and does field 76.1 75.3 3,048 2,973 2,898 2,822 2,747
76.1 74.8 3,028 2,953 2,879 2,804 2,729

measurements of the com and 76.1 74.2 3,005 2,931 2,857 2,782 2,708

Soybeal-'] Crop' Thes_e prOd_ucer Sur\_/eys 1. Assumes abandonment of -1.1% (July 2012 WASDE), -1.75% (1999) and -2.5% (1988)
and field analysis will continue

throughout the fa”’ g|v|ng USDA a Planted Harvested 2012-13 Ending Soybean Stocks-Use Ratio
better scope of the damage done to the —£<eS Acres 205 39.5 385 315 365

----(Million Acres)---- (Stocks-Use)
2012 C.0m and_soybean Crop. As the 76.1 75.3 4.1% 1.7% -0.7% -3.1% -5.6%
crop size declines, the WAOB will 761 74.8 3.50% 11% 1.3% 3.7% 6.2%
make further cuts to projected use and 76.1 74.2 2.7% 0.3% 20%  -44%  -6.8%

prices will increase to both curb  *Beginning Stocks and imports of 170 and 15 million bushels, respectively.
demand and encourage production in

Planted Harvested Change in Total Use to Maintain 4.5% Stocks/Use

2013. Expect a lot of volatility if Acres Acres 205 95 35 375 %5

production estimates continue to ——(Million Acres)— (Days)

decline. 76.1 75.3 -11 -83 -155 227 299
76.1 74.8 -30 -102 -173 -245 -316
76.1 74.2 -52 -123 -194 -265 -336

**Assumes July 2012 WASDE Total Use of 3,105 million bushels.

Energy Update: “The Heat Is On”

The record heat this summer has been fairly unbearable to many folks across the United States;
however, it has become devastating to the nation’s crop as well. Needless to say, the consequences of
the drought occurring throughout the Midwest are creating major cause for concern. With many
producers hoping for a bumper crop this summer, that reality nearly deflated with the reports this month.
The latest WASDE reduced 2012/2013 corn yields by 20 bushels down to 146 bushels which was
approximately 8.1 bushels lower than what analysts were predicting from pre-report estimates released
by Dow Jones News (pre-report estimate of 154.1 bushels per acre). December corn prices rallied to a
10-month high of approximately $7.10 per bushel and sparked a 36 percent increase over the past
month. The supply outlook for corn has once again become tightened and rather pessimistic as the
drought continues to hammer the Midwest at a time when corn production could experience massive
losses due to pollination problems which cause irreversible yield losses.

Ethanol Production Lowest in Nearly Two Years, Inventories Continue to Decline

Over the past month ethanol production has declined at a torrid rate. At the beginning of June, ethanol
production was reported at 904,000 barrels, or approximately 13.8 billion gallons of ethanol annualized.
Over the past five reporting weeks, ethanol production decreased to an approximate two year low at
821,000 barrels, or annualized at approximately 12.5 billion gallons of ethanol which is under the 2012
Renewable Fuels Standard (RFS) mandate for conventional biofuel. However, the 13.2 billion gallon
mandate can [and is expected] still be met. Let’s not forget the fundamentals of the RFS. The RFS is
fundamentally a requirement to turn in a pre-determined number of credits [or Renewable Identification
Numbers (RINS)] to EPA to demonstrate compliance on an annual basis. With the carryover rules
considered for RINs (RFS2 Q&A link: http://epa.gov/oms/fuels/renewablefuels/compliancehelp/rfs2-
ag.htm), if an obligated party produces more than their Renewable Volume Obligation (RVO), the
obligated party is allowed to carryover excess RINs. With the help of healthy blending economics over
the past couple years, there are approximately 2.5 billion surplus RINs available to help obligated parties
meet their RFS requirements.
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The July USDA WASDE report also decreased its projection of corn use for ethanol production for the
2012/13 marketing year. USDA moved its estimated corn for ethanol use in 2012/13 down 100 million
bushels to 4.9 billion, reflecting the overall impact of the rapid decline in crop conditions experienced
and reported in early June.

Ethanol inventories over the past month have also begun to subside. Currently, ethanol inventories are
approximately 19.532 million barrels, equating to over 820 million gallons of ethanol in storage.
Inventories continue to post high levels and are 5.3 percent higher year-over-year, but are beginning to
subside from record levels of 22.713 million barrels posted in mid-March. In fact, inventories over the
past month have decreased approximately 8 percent which should provide some relief to ethanol
producer margins once corn prices begin to stabilize and subside. With ethanol inventories rather
healthy by historical standards, current inventory levels should suffice if a short-fall of ethanol
production were to occur for the rest of the summer.

U.S. Ethanol Inventories vs. U.S. Ethanol Production (2011 - Present)
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==Ethanol Inventories  ==Ethanol Production

Ethanol Margins Squeezed

Ethanol margins have been squeezed over the past month. The combination of expensive corn, strong
cash corn basis levels and scarce old-corn crop supplies has really put a halt on production over the past
month. September corn futures prices finished week ending July 6 at $6.95 per bushel, a week-over-
week increase of approximately 11 percent. This price increase over the past week can be summed up
from the crop condition report released over the past month. The good-to-excellent condition of the
U.S. corn crop plunged 24 percentage points to 48 percent during week ending June 29 from 72 percent
during week ending June 1.

Without a doubt, the dramatic increase in corn prices has squeezed ethanol margins over the past month.

However, contributing to this squeeze in ethanol margins is strong cash corn basis levels over the past
month. With the corn crop condition reflective of the drought throughout the Midwest, current basis
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levels are suggesting supplies may [or will] become relatively tight for the year. Average weekly cash
corn basis levels in Central Illinois have averaged nearly $0.30 over for the past month and nearly $0.35
over in East Iowa. Even with last year’s situation of a tight corn crop, basis levels are currently
averaging $0.17 higher year-over-year in Central Illinois and $0.14 higher year-over-year in East lowa.
Even though these are average estimates, basis levels vary greatly depending on location and with
changes in supply and demand. Quite frankly, there is no single answer to what is a “good” basis.
However, current basis levels are without a doubt reflecting the current corn crop condition in the
United States.

Central lllinois Average Weekly Cash Corn Basis Levels
(2010-2012)
$0.60 -
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Eastlowa Average Weekly Cash Corn Basis Levels
(2010 - 2012)
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These variables are continuing to shrink and make the ethanol to corn profit margin become negative.
The September ethanol to corn crush margin fell about $0.09 to approximately -$0.12 per gallon for
week ending July 6. Currently, the September ethanol-corn crush margin is approximately -$0.30 per
gallon indicating negative ethanol to corn profit margins. With the ethanol to corn profit margin
becoming more negative over the past month, reports of ethanol plants idling production are beginning
to surface. Reports indicate that two ethanol plants in Nebraska and one in Indiana have become idled
and it remains to be seen how many more become idled if corn prices continue to increase. | would
assume that many ethanol plants may consider moving up the maintenance period in order to hedge their
risk of purchasing expensive corn in the short-term.
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Spread: CBOT Ethanol-Corn and Ethanol-Corn+DDG Crush Margins ($/gallon)
$3.50
$3.00

$2.50

Corn for Ethanol Crush Margin (Ethanol-Com+DDG) (in $/gal) =Ethanol
Price - (CornPrice/2.8 gal/bu)+[(DDG Price/lox (17.5 Ib/bu/ 2.8 gal/bu)]

$2.00

$1.50

$1.00

$0.50

$0.00

Ethanol-Corn Crush Profit Margin ($Igallon)=/

EthanolPrice- (Corn Price/2.8 gal/bu) -50.50
5/05 11/05 5/06 11/06 5/07 11/07 5/08 11/08 5/09 11/09 5/10 11/10 5/11 11/11 5/12  $/gal
Source: CME Group

5" Annual AFBF Commodity Outlook Conference
Renaissance Harborplace Hotel — Baltimore, MD
October 10 — 12, 2012
*Agenda & Registration Information coming soon*

".., American Farm Bureau Federatione



