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The Simple Truth

Volatility--we've had plenty of it lately,
and may be in for some more. The
guestion we hear most about volatile
marketsis"Why?' Why isthe market
moving around so much? What is
happening, where is it happening, and
how long will whatever itislast?

All of these questions are focused on
trying to figure out how high priceswill
get. Meanwhile, deep down, we all
know that no one knows.

Volatile markets are a gift, one way or
another. If they occur because
someone somewhere is losing a crop,
they provide opportunities for that
person to sell the next year's crop. For
those who have crops in the current
year, they provide an opportunity to sell
two years worth of cropsat good prices.

Here's the hard part; volatile markets
reward thosewith aplan. Not adream,
or ahope, or an "if it getsto this price
I'll think about it" plan, but afixed, firm,
written and stuck to plan.

Thesimpletruthisthat it doesn't matter
what the price was, or might be, it only
matters what price you lock in.

n The Simple Truth » If You've Already Sold ...  If You Haven't Sold Yet . . .

Since we all know that no one can
predict prices (and that you certainly
wouldn't need afarm or agrain bin to
do it, just a beach house and a cell
phone), we areleft with afairly simple
proposition. Successful farming =
turning your graininto more money than
you started with. 1f market conditions
make that impossible, the next most
important thing isto stop costs and keep
as much of your origina investment as
possible.

Notice that "what is the price going to
do?' doesn't even play arole in this
scenario, other than as a huge
distraction.

The proposition is simple, but the
executionishard. Wearetalking about
having discipline and setting goalsinan
atmosphere where speculation and
trying to outguess the market is the
norm.

If all this make sense to you, then the
obvious next step is figuring out what
to do about it.

The situation is fairly clear-cut. The
biggest decision producerswho are till
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holding onto graininstead of money are
facingiswhether totakeactionand turn
grainintomoney or do nothing and take
the chances that,

1) priceswill continuetogoup, not
down, and

2) priceswill goupfast enoughand
far enough to compensatefor the
cost of waiting, and still produce
someadditiona incomeontop of
that.

If you're determined to stay in the
market, you need to belooking for ways
toincrease your exposureto opportunity
whilelowering your exposureto risk or
high additional costs.

In other words, get most of your money
now and still beinthe market. You can
get about 95% of the value of your crop
(now for old crop, upon delivery for new
crop) and stay inthe market with afixed
cost and limited downsiderisk. All you
canloseisthe5% you left inthe market;
meanwhile, you can get theincrease on
just asmany bushelsasyou could have
otherwise.

n Compare Your Opportunities

n Looking Ahead » Will You Be Ready to Answer if Opportunity Knocks? » Coffee Shop



IT you“ve

already sold .

Congratulations! You have already avoided the costsand
risksthat take so much money out of farmers pocketsevery
year. You won't have to worry about any after-harvest
marketing costs, and you'll be ableto put your money to
work for youright away.

What now? Stay alert for opportunities to do the same
with next year'scrops. Get towork on figuring your costs
of production and enter profitabletarget ordersfor next
year.

IT you haven"t

sold yet . . .

If you haven't sold yet, or haven't sold all your production,
you have someimportant decisionsto make.

The worksheets that follow are designed to help you
compareyour choicessothat you can choosethedternative
that isbest for you.

Alternative #1 --
Sal Now and Avoid Additional Costs

Current priceswill probably not return areasonabl e profit.
The advantagesto cash contracting now arethat you will
eliminate any risk of lower pricesand get your money at
harved.

Cropl Crop 2

Today's Price
x Yield Per Acre

- Cost Per Acre

= Profit Per Acre

If the current priceis not satisfactory and you decide to
stay inthemarket, you have severa choices.

If youwill be marketing after harvest, however, therewill
be some cost involved in any aternative you choose. Your
godl is to find the alternative that provides the most
opportunity and flexibility at thelowest cost.

Alternative #2 --
Get Your Money AND Say in the Market

Instead of leaving 100% of your investment opentotherisk
of fluctuating prices, you can get about 95% of what your
cropiscurrently worth and still beinthemarket with limited
risk if pricesgo down and unlimited opportunity if pricesgo
up.

Crop 1 Crop 2

Current Price

X .95* X .95*

= Guaranteed Price
Upon Delivery

+ Additional Increase in:
Futures Month
Futures Price

* Approximate value. May be
dlightly more or less than 95%

Note to those considering this alternative

Inastrong market the nearby futuresusually lead theway.

By purchasing shorter periods of time, you may be ableto
increase performance and reduce cost.

Also, if the market declinesand you wish to extend your
market participation, you will probably be ableto get back
inat alower price.




Alternative #3 --
Do Nothing Now (Storage/DP)

Storing grainreally amountsto making no decision at all.
100% of thevalue of your crop isopento market risk, and
you are paying fees. Because you do not receive any
payment until you pricethegrain, youwill a'sobelosing
interest on your money or on outstanding loans.

Crop 1 Crop 2
How many months
until 1 sell?

X Storage Cost/mo.

= Cost of Delaying

Amount of time until
payment received

= Interest Cost

TOTAL COST

Selling Price

(after fees & int.) ?2unknown?? ?2unknown??

Compare Your
Opportunities .

Crop 1 Crop 2
Cash Sale
Sayinthe
mar ket but
get 95% now
Sore/DPand
sell later ? ?
Which alternative will provide you
with the most opportunities and
greatest flexibility at the lowest cost?

Looking Ahead

When pricesfor thecurrent cropraly for legitimatereasons,
pricesfor the next year's crop (and maybe the one after
that) rally too, but not for any reason other than the nearby
iIsup too. Thismeansopportunity for thosewho havea
plan. Will you be growing cropsnext year? If so, it'snot
too early to enter reasonable Target Contractsfor next year's
crop.

It'seasy, it'sfree, and it works!

Will You Be Ready

To Answer IT
Opportunity Knocks?

Why You Should Have
New Crop Target ContractsEntered

n Target Contracts are watching the market when
you can't be.

n Target Contracts don’'t have that temptation to
“wait for just afew more cents’ when the market
startsgetting closeto your god .

n Getting grain sold will eiminateyour exposureto
pricerisk and added costs.

ThingsTo Consider When You
Enter Target Contracts

n |sthetarget pricereasonable? Targetsfar above
normal market levelsare unlikely to do any good
and may cause you to miss more realistic
opportunities.

n Areyou offering enough of your crop to make
any red differenceif your target ishit?

n Scaling targets canincreaseyour opportunity. For
example, if your profit per acregoal is$50, you
might enter targetsto sell 20% of your production
at $30, 20% at $40, 20% at $50, and so on. This
will give you a better chance of getting some
bushelssold at apriceyou can livewith.

If Your TargetsAren’t Filled . ..
n Makeup your mind to have your bushelssold by

harvest. If you need to stay in the market, you
candoitandtill get most of your money upfront.



Are You Storing §The
the Right Commodity? ‘g 0T

Shop
If you’ ve been doing businesswith usfor while, you know that wegenerdly disagree
with storage asaway to stay inthe market after harvest. The cost and risk of storing far outweigh the benefits, especialy
over thelong term. When you look at theresultsof storing year after year, you find that very seldom doestheva ue of the
commaodity being stored increase enough to make up for theadditiona costsincurred. Infact, many timespricesgo down
whilecostsare steadily going up.

However, thereisone commodity that waysincreasesinvalueif you storeit. Infact, thelonger youkeepitin storage, the
more valuableit gets! If you are determined to store acommodity, we recommend that you store money instead of
grain. Whenyou storegrain, you haveto pay us, and you assumeall pricerisk. When you storemoney, someone el se pays
you, and you get to control your level of risk. Stored graintakesmoney out of your pocket every day, while stored money
putsmoreof itsalf in your pocket every day.

Think about it.



