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Structure — the key elements of managing

grain price volatility
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Understanding and Monitoring Grain Markets
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The new era for grain markets continues
- volatility remains at the heart

2007/08 — the beginning — this is what markets can do
Movement: £75/t

2008/09 — the supply response — given a price, this is what
agriculture can do
Movement: £64/t

2009/10 — the power struggle — dealing with another surplus
Movement: £22/t

2010/11 — the unexpected — mother nature returns with politics
Movement: over £100/t so far!
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Global grain pricing — wheat markets interact
with other grains, mainly maize
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Wheat harvest calendar: Main producers N
May — September a key time for wheat markets =i%Z

HGCA
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Global stocks-to-use ratios pulled lower N
- maize remains tight, wheat is less comfortable %=
HGCA
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Fund activity
- bulls return to the market, sell off risk?

HGCA
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UK wheat supply and demand

‘000 tonnes 2008/09 2009/10 2010/11

Opening Stocks

Production
Imports
Availability
Domestic Demand
H&I
Feed

Exports

Closing Stocks
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1,720
17,227
1,305
20,252

13,973
6,836
6,729

3,523

2,756

2,756
14,084
1,241
18,081

13,795
6,855
6,580

2,427

1,859

1,859
14,878
1,085
17,822

14,495
7,502
6,628

2,000

Source: DEFRA/ AHDB
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HGCA provides economic analysis to aid marketing decisions. Up-
to-the-minute pric upply and demand, trade and poli

Markets ﬁ%y
Fd

information are online. Find cut about market cutlook to risk
management events. Free semvices for levy payers include the
weekly market report, Knowledge Centre, Market Data Servic
and e-Newsletters.

Grain Market Workshops

Managing Risk in Volatile Markets — What's your plan?

In these volatile times farmers are asking what market drivers should I watch out for and
what pricing tools could work for my business? How can I build a plan that suits my
business? To help answer these questions and provide an update on what is happening in
the markets HGCA is running a programme of *free half-day Grain Market Workshops
across the country.

Click here to find your nearest workshop

*Free for levy payers only, non-levy £41.13 (inc vat)

Nov 10 210.75 (+1.25)
Jan 11 209.00 (+1.25)
. . . Mar 11 208.50 (+1.50)
Market news in brief Market Analysis : ’
May 11 208.25 (+1.75)
= Midweek market update = Indicative Option Premiums for UK Aug 11 180.00 (unch)
21 Oct 2010 LIFFE Wheat
Grain markets and prices over the first 21 Oct 2010 MATIF euro / tonne
half of this week Optio Rapeseed
more ‘ MNow 10 388.50 (+1.75)
= Latest UK Trade Data more » Feb 11 398.00 (+3.00)
20 Oct 2010 Sensitivity analysis tool May 11 397.25 (+32.00)
Jul-Aug exports 200kt ahead of last 20 Oct 2010 Aug 11 383 .00 (+2.50)
season Price and yield are key variables when it i :
more comes to arable farm profitability. This Nov 11 383.00 (+2.50)
i i tool enables farmers to quantify this
= Strategie Grains EU Supply and variation, as demonstrated at this MATIE
Demand season's Grain Market Workshops. .
15 Oct 2010 Malting euro [ tonne
S UL U .
more » Barley
Wheat and barley output up, but feed - latest issue of Pra .
grain situation tight i Nowv 10 222.50 (unch)
more » 14 0ct 2010 Jan 11 223.25 (unch)
A summary of the HGCA Market Outlook . .
= HGCA Early Balance Sheet for wheat conference and analysis of the UK Mar 11 227.75 (unch)

Full Section Menu
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Futures Prices

(as at 25 Oct 2010, 10:23)
LIFFE Wheat £ / tonne

MNow 10
Jan 11
Mar 11
May 11
Jul 11

Mow 11
Now 12

MATIF Wheat

161,
164,
165,
170.
168,
138,
121,

75
40
75
75
75
25
65

{unch)
{unch)
{unch)

(+2.00)

{unch)
p N
{unch)

{unch)

euro [ tonne
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Keeping you up to date on markets sg
markets@hgca.com & MI publications et
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And especially for you the NI Market

Report

MI Northern Ireland Market Report

SE .« Latest HGCA market
commentary

Markst News

UK wheat futurec pricec cloced at their highect levelc for two years on Friday at £177% and moved a further £2 25X higher
on Monday due 10 concem:s over valabiity. Concems have arisen party due to 3 strong export pace (0.5 Ju-Sepl, fusfied
by good quaity and a reiatively large Giscount o French (MATIF) prices. For much of September, LIFFE bedv Jmm futures
taced 3t 3 giscount to the MATIF (miling) Janwary Consract of over £25% By Friday this hag cozed o £7. Wi e LEFE
May contract £2 364 = than Te MATIF eguivalent ac the UK market tries 1o reguiste expors. Ako, mua ﬂoll-'mm-
ened o s highest eve.‘btam: mMOoniNEs 33 Invesions seek ‘safe havens' in response to Eurcpean debt concems.

The iatect IOC 2010/11 ectimatec show Sghter 1ot grain stocks compared D ast month and ‘010, a resut of lower produc-
ton coupled with higher consumption. Wheat production was unchanged at S44AE (ST7MR 0S/10), with consumption up 208 o
6500 (6500 TS/10) bazed on 3ddtonal usage due 0 atractive prices.  AMalre producton = estmated down 3 further Zue
fom iast month at S10M1t taking & below the 200310 crop estimage of 81 1AR.  Lower consumption for animal feed (Cown 3AR) I
offset by Increases in usage or US fusl ethano! (up 2MD leaving consumption unchanged from last month at a record S40ME
(S13AR 010}, As & resul, gicbal malze sI0Cks are seen Sghter than last month at 121A%, 20% beiow last season and giving a
Stocks-to-use ratio of 12.4%

Delivered Prices

Prices on Friday:- November 26, 2010 £ per tonne
Deliversd Prices Feed WesKy Fead weeky I Basla |
As 3t Thu Barley change Wheat change HECA
D=iverea Into Berast 171.00 250 153,50 +200 Hom=
Belfast Imported Prices Foed WeeKy Fesd weeky Easls
As af Tussasy change Vineat change {HGCA)
=Y % 400 18100 200 CIFFO
. .
= == =-1 = ¢ Belfast Imported grain prices
Price change (HGCA)
Soyamesl - FEMUS S@anaard (H-pro) 350, e Nov Ex-mil Lverpoot
350.00 ntc Dec g ]
Soyameal - Braziian (£3%) 307.00 nt Nov Ex-gtore Lvarpool
307.50 nc Jan = iz
[Msaroy Futures Prices Friday weexly
Semement Pricss 26-Nov-10  1S-Nov-10  change | .
LIFFE Wheat (E%0nne) 177.00 168.65 +5.35 .
MATIF Wheat (€20mne) 21825 21200 +0.25
MATIF Rapesead (€1ome) 425.00 £12.00 +13.00
Currency
28<Nov-10
US Dolar weuo 13225
Steriing £/SURO 0.3447

This report Is EBEE to lovy payers on the HGCA Web site and alms to mect the demands of Its
wsors.

Picase contact HGCA ¥ you have any

Nearby futures prices
== - = summary

HGTA

Pl notty wm of Ay SPRrpe (S Tl or S SeSin O I you S0 TNger Wi I Seom e
FOCA e Fertcutne Demicprment
Bomrct
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Developing an effective strategy
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What is a good price? \iZ

| Farmer'A | Farmer’®

Average price achieved £130/t £110/t
| Famer’A | Famer’B®
Cost of production £140/t £90/t
| Famer’A | Famer’B®
Margin -£10/t +£20/t

For assistance, use available benchmarking tools . . .
www.hgca.com/cropbench
http://www.countrysiderural.co.uk/benchmarking/
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oreciating risk
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HGCA Feed Wheat Sensitivity Calculator

Step 1 Enter your planted area and expected average yield
Step 2: Enter your range of average yields from the last 5 years t/ha

Step 3 Enter your expected variable costs £/ha

Step 4 Enter your expected fixed costs £/ha

Step 5. Enter the latest Nov-11 LIFFE futures price £/t

Step 6. Enter your ex-farm basis to futures (default = -£5/1)

Step 7 Enter amount of the 2011 crop alread sold and at what price

Area ha Av Yield tha
| 200] 9.00]
low high
8.00 10.00]
400
600
135
tonnes £it (ex-farm)

Total crop tonnes
1,600

2010 Feed Wheat Margin (£ per Ha)
Yield: tonnes per hectare
8.00 8.33 8.67 9.00 9.33

= 90

sE 100

-0 110

oo 120

=

= 2 130

ES 140

ST 150

T =

&2 160

o 170

% variation in

Gross Margin -76% -51% -25% 0% 25% 51% 76%
caused by yield

% Variation in Gross
Margin caused by
price, accounting for
any sales made
212%

-159%

-106%

-53%

0%

53%

106%

159%

212%

Identify your margin sensitivity
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What is your current strategy doing for you?
- does your strategy.....

Give you a profitable price?
Allow certainty — cash flow, budgets and bank
Give flexibility to markets i.e. allow you to change strategy

Provide downside protection — what % of the crop is at risk?
Provide upside opportunity — what % of the crop has upside?

Meet storage and cash flow requirements

Match the available management time and knowledge

—
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Meet your specific needs
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Some “Golden Rules”

Avoid making forced spot sales

Budget cash flows

Forward plan harvest movements if storage is a constraint
No “one size fits all” strategy for all farmers or all seasons

Consider a combination of strategies

And if you don’t understand it, don’t do it!

—
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General strategies available N2
- discussion N7

Strategy

Selling forward Limiting downside Limiting upside
Price certainty Default
Averaging Achieve average price Selling below cost?
Time efficient Non-responsive to market
Target pricing Removes psychology Will markets reach target
Reacts to protect profit Non-responsive to market
Pools Someone else's responsibility  Little certainty
Saves management time No control
Tracker products  Minimum price Cost
Some upside opportunity Can not lock-out upside
Options Absolute minimum price Cost

Controllable upside opportunity Time and expertise required
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Up to 3 years to price a season’s crop - multi
season price and market monitoring is key
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Conclusions — and how HGCA can help

 Understand the markets — www.hgca.com/markets

 Monitor the markets — www.hgca.com/markets

« Know your costs of production —
www.hgca.com/cropbench

« Developing your strategy — Down to you!

* Any questions — markets@hgca.com
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