Where do we go from here?

The drought of 2012 is quickly making the record books. Comparisons to the 1930's and the
major drought of 1988 abound. Time
and yields will finish the story of the
2012 crop year. Corn yield are being
terminated early and bean yields are in
grave danger. You might ask the
guestion, "Where do we go from here?"

Immediate questions that pop into the
farmer's mind is OK, now that this is a
reality how am | going to handle this?
Early harvest is a fact. Probable
diminished income from crop revenues

_ : is a distinct possibility. Continued lack
of rainfall affects everything connected with the field. Crop rotations, tillage, fertility, and
marketing, not to mention personal finances all are affected. The term; "making do" is going to
have a whole new context for some.

Historically speaking, this is not about the yield per se, but about total bushels. We have had
yield cutting droughts before, but it is the planted acres coupled with the yield that produces
total production. | know that sounds like common sense, but you hear about yield cuts, but it is
the total bushels here and abroad that is driving the markets. It's important to note from a
marketing standpoint, that even though you drive by your crops everyday and notice their
condition, the market trades on the total corn crop, both here and abroad. For a history of past
US production histories, please refer to the table | formulated from USDA data from their
quickstats website. The URL is http://quickstats.nass.usda.gov/

I really don't know how you use this information effectively, but it is interesting none the less.

Corn Yield and Production 1866-2012

Production
Yield Previous Bushels Previous % change
Acres Corn

Year harvested Yield Total Bushels Year Change %  Year Change % 5 yravg
2012 96,405,000
2011 83,981,000 147.2 12,358,412,000 -3.66% -0.71% 0.968%
2010 81,446,000 152.8 12,446,865,000 -7.23% -4.93% 3.958%
2009 79,490,000 164.7 13,091,862,000 7.02% 8.27% 11.746%
2008 78,570,000 153.9 12,091,648,000 2.12% -7.26% 6.866%
2007 86,520,000 150.7 13,037,875,000 1.07% 23.80% 24.163%

2006 70,638,000 149.1 10,531,123,000 0.81% -5.23% 2.295%


http://quickstats.nass.usda.gov/
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-7.065%

8.214%
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-5.763%
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1876 55,277,000 26.7 1,478,173,000 -3.61% 1.92% 24.458%
1875 52,446,000 27.7 1,450,276,000 24.77% 36.98% 29.190%
1874 47,640,000 22.2 1,058,778,000 -3.06% 5.00% -0.794%
1873 44,084,000 22.9 1,008,326,000 22.11% -21.19% -3.924%
1872 43,584,000 29.4 1,279,369,000 8.09% 12.06% 34.329%
1871 42,002,000 27.2 1,141,715,000 7.17% 1.51% 31.196%
1870 38,388,000 29.3 1,124,775,000 34.40% 43.82%

1869 35,833,000 21.8 782,084,000 -16.79% -14.95%

1868 35,116,000 26.2 919,590,000 6.07% 15.83%

1867 32,116,000 24.7 793,905,000 1.65% 8.63%

1866 30,017,000 24.3 730,814,000

Keep in mind we're not the only ones raising corn. Even though this drought is widespread,
how widespread is it? I'm not telling you this to minimize the extent of your damages, but to
give you some perspective on the total world crop and demand. One question to ask yourself is
this: "Who is going to use $8.00 + corn?" To meter out what corn we have, demand is going to
have to be destroyed. The price of corn for use by feeders, ethanol producers, and other
product manufacturers is being raised right now. They look for substitutes to lessen their costs.
This affects demand and is the process how the market reaches equilibrium. For instance:
Livestock feeders which use the bulk of the corn crop, look to other products such as wheat to
substitute in their feed rations to cut costs. Livestock producers who don't have a government
sponsored insurance program like crop producers, are definitely being hardest hit by the
drought. You cannot keep printing new contract highs every day with no consequences.
Government interference in the markets has happened before and will probably happen again.
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The chart above is a monthly Dec corn chart from 2002 to present.



Getting back to the drought effects on grain producers, any fall field operations are going to
have to be thought out carefully. The good news is that ground compaction will be minimal.
Fertilizer applications, in many cases, will be done on removal. This means we will look at yield
we have removed from the soil, then apply fertilizer accordingly. This reduces costs and
doesn't waste expensive fertilizer. Deep tillage on a field wide basis is not necessary this year.
Compacted areas normally attributed to large equipment on damp soils did not occur this year.
Wet holes out in the fields did not occur this year. Deep tillage in conditions such as these not
only waste what moisture is left in the soil, but is difficult and hard on equipment. Moisture
lubricates the soil. The best way | can describe the effect on equipment is to take it to the
extreme. Imagine what the effect on equipment would be plowing up a gravel road. No
moisture and hard, abrasive rock would shorten life of wear areas on the equipment. This is
what will happen in the fields this fall if we don't get rain. The effect of drought is not all about
yield. The effects are far reaching and can last for more than one crop year. Fertilizer
application, especially ammonia application may have to be delayed until there is enough
moisture in the soil for the chemical processes and interactions to work. We're not putting
down expensive fertilizer using methods just because we have done so in the past. We are
going to use the most effective applications that put your investment at the least risk.

We're in the process right now of adjusting equipment in many ways to handle this crop.
Tolerances used in the past will not work this year. This corn crop is going to be hard to keep in
the combine. What | mean by that is that the dry conditions have not only made the ear size
smaller, but the kernels that are on the cob are harder to remove due to their length which is
shorter. The cob is also more supple or "twisty". This combination of factors will probably lead
to more kernel damage which is the last thing we need this year due to the corn susceptibility
of aflatoxins entering the damaged pericarp or outside layer of the kernel. We will do our best
to cut crop losses and maintain quality.

The physical size of soybeans will be
smaller this year. Pods are going to be
incompletely filled and harder to thresh
effectively. Fan speeds used to clean a
normal crop will have to be toned down
to keep from blowing the beans out of
the back end of the combine. | suspect
yield monitors will be very inaccurate this
year due to low volumes of crop running
through the combine. Modern
machinery is designed for maximum
production. Everything works better
when it is operating full. It is going to be
impossible to keep these machines full




this year due to a smaller crop size and uneven yield within the field itself. Yield maps are going
to show extreme variability this year.

This is probably going to be the last newsletter prior to harvest. About all that can be said about
this devastating drought has been said and we'll just have to get out there to see what we have
bushel and quality wise. No matter what the outcome, we will strive to protect your
investment and return per acre. As we start into harvest, | will be in personal contact updating

you to harvest yields and elevator issues. If you have any further questions, I'm as close as your
phone.



