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Crop) Prices are High

Closing prices on CBOI: Wednesday: 3/5
Dec 08 corn $5.77/bu

Nov: 08 soybean $13.91/bu

Sep 08 wheat $10.59/bu

Sep 08 oats $4.45/bu

These prices drive the image that farmers
are rolling in the money



Tihe “New™ Economics
oft Corniand Seybeans
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Yields are Increasing
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Annual InCrease
(bu/ac) ini NASS
county average
5 yieldl friom! 1977
10 2006 as
estimated by
fegression

“Laar



Input Costs Have Also Increased

Fertilizer prices; are; leading the way.
Seed' IS also upraboeut 15%

Fertilizer Janr2008: | Jan 2007 Y6 INCrease
Urea 505 409 23%
Anhydreus /75 Sl4 51%
32% N Selution 403 269 50%
Ammonium: Sulfiate 240 20)°) 15%
DAP 57.8 334 /3%
Potash 418 254 65%




U of IL non-land costs for corn and
soybean production: in northern I

Corn up $42/ac
from 2007

Soybeans up

- soybeans
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Annual Increase: U of IL non-land costs
[Or corniand seyneans: in noerthern I

,Costs are Rising
/ faster and faster
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The "Real” ECOnomics off Corn and Seybeans




Quick Cost off Production: Estimates

QUuIck: cost of production and: net returns
estimates fior corn, Seyneans;and Wheat in
WWisconsin

USe major Cost Categories

Neither scientific nor rigerous, but based
On SIMple assumpLions

Earmers should do their own cost and
FetUrns projections



Fertilizer Costs

Price Corn SOYDESNS Wheat

$/Ib Amt Cost Amt Cost Amt Cost

0.60" | 150 90.00 0 01 80 46.00
0.50 100 5.007 50 25.00f 408 20.00

0.35 100 3.50f 508 17.501 40 14.00

Total” 98.50 42.50 )24 0)0)



Seed Costs

Eorn

34,000/ac @$190/bag = $80.75
SOYDEaANS

1.2 bag/ac @ $32/bag = $38.40
Wheat

Assume $35/ac

L.otS off nUMBErs out there
Depends on' variety, germination rate, etc.



Input Cost Summary.

Item Corn Seybeans Wheat
F=ertilizers 98.50 42.50 &240)0
Seed 80.75 38.40 35.00
Pesticides 30.00 25.00 20.00
Insurance (75% CRC)  33.00 27.00 11.50
MiSCellaneous 10.00 10:00 10:00
Interest (8% @8 'mo.) 13.45 /.62 8.45

TOTAL 265.70 150.52 166.95



Machinery: €osts

IHard tor estimate/measure
\/ErV. SPECITIC to' each farmer

Use estimates' fior 2008 machinery Costs
irom Iewa State University

Adjusted upwards for W1 about 25% for
pre-harnvest tillage, about: 5% fier harvest
Smallerfields and farms
Higher: custom rates




Machinery: Costs

Item Corn  Soybeans Wheat
Pre-Harvest 56150 32.00 28.00
Harvest (Combine)  27.50 2.7.00 25.00
Haul/Handle 11.00 3.50 6.00
Dry 40.00 0:00 5.00

TOTAL 117.00 62.50 62.00



Cost Estimate Summary

Item Corn Soybeans  Wheat
Inputs 266 1850) 167
MaChinery, 117 65 62

TOTAL $383/ac $213/ac $229/ac
Range (£25%) $285-$480" $160-$265 $170-$290

Does not include cost for land,
management, or investment of capital




Net Returns

Corn  Seybeans = Wheat
Yield 180 50 /5
Price 5.25 13.40 10:00
REvenue 945 670 750
Costs 583 213 2.29
Returns to land
and eperator 562 457 591
Rent 20]0 20)0 200
Net Return 562 257 521




IHow. do you decide what te; plant?

Can' use university: budgets or other
peoples’ estimates off the yields, prices,
costs, and net returns tor different crops

Problemi These are usually:averages or
even guesses

Reality: Costs and: returns vary greatly.
AMONd| fafMers

You want your costs and returns



1996 Data for
about 250
Minnesota
Corn and
SOyDEAN
Farmers

Adjusted Cost {3 per bu

Adjusted Cust {§ per bu)

Seurce: K. D. Olson and H. D.
Lohano “Will the true cost of:
production please stand up?”




[llinois Data for 2006

Operator and Land Return by Percent of Land in Corn,

Percent in Corn

Source: Gary: Schnitkey “Crop: Production Cost and Rotation Decisions”



Making Buagets

Make budgets to estimate your net returns
[Or cornl after seybeans, plus corn after
COrn, SeYPEans, and Wheat:

Budgetsican be as simple or detailed as
Vou want tor make them: you decide

EStimate your costs and returns, as it IS

YOUur money, Your responsibility, you live
WIth' the consequences of yYour decISIONS




Wisconsin Resources Available

My Extension webrpage
WWW.ade.Wisc.edu/mitchell/extension. htm
UM/=Team Grains Web: page

WWW.UWEX. edU/ces/ag/teams/grainsy

UMV Center: for Dairy: Profitability;
WWW.CAP.WISC.edu/cropYe20enterprise.htm

Detalled Excell spreadsheets with base
cases and then you enter your nUMmMDbErs



Questions?



IHow!: te' help: clients; be as profitable as
POSSIbIe? Recommend judicious Input Use

Fertilizer 1s and will'be expensive

Use soil tests, nutrient crediting and
recommended rates to control Costs

Properly: calibrate application equipment
OF know: Which applicaters do: s

Forward price fertilizer, especially P

Think about on-farm; (or in-field?)
storage possibilities



Current and futtre fertilizer prices

Fertilizer Jan 2008 | Eebr2008% | Fall'2008
Urea 2)0)3) 499

Anhydrous /75 /12 75)0)630)0)
52% N Selution 403 210)7

Ammonium Sulfate 240 322

DAP 578 622 950-1000
Potash 418 516 600

1 andmark Services Coop

’Erontier ES Coop




Planting Density. for Corn

See Joe Lauers recent publications on
“Guidelines for Managing, Corn Seed Costs™

Optimalfplanting densities have Increased for
newer hybrids and for Bt corn
Nttps//Corn.agronomy:wisc.edu/AA/2006/A044. htm

Recommended density, depends on the corn:seed
price ratio and its higher than most farmers are
used terplanting

Maybe try some on farm experiments this year?



Current Corn:Seed Price Ratio

Seed Price Corn Price ($/bu)
$/80,000  $/1,0000 $3.000 $3.500 $4.00 $4.50 $5.000 $5.50
$40  $0.50 0.17 014  0.13 0)44 0.10  0.09
]6]0) $0.75 0.25 0.21 0.19 0.17 0.15 0.14
$80  $1.00 033 029 025 022 020 0.18
$100 $1.25 042 0.36  0.31 028 025 0.23
$120  $1.50 050 043 038 033 030 0.27
$140 $1.75 058 050 044 039 035 0.32
3160  $2.00 0.67 057  0.50 0.44 040 0.36
$180 $225 0.75 064 056 050 045 041
52000  $2.50 0.83  0.71 063 056 050 045
$220°  $2.75  0.92 079 < 0.69  0.61 0,55  0.50



Optimal Harvest Plant Densities
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Judicious Pesticide Use

Scout for pests (seybean aphids) and diSeases to
catch them befiore |0SSes Oecur

Scout weeds, Use right herbicides for the weeds
they have and contrel when they are small

Stay. In touch with multiple suppliers on chemical
Prices andtavailability
Know WhIch chemicals are expensive or in shert supply.
What are the alternatives to help reduce; Input cests?
Whoerhas whichiehemicals at: What cost?



Pesticide; Prices and Avallanility

Companies; ready torsell'as  mueh as they can, to
take advantage: of higher demand

Suppliesiand: prices could be an Issue ifi: we get
unexpectedly large demand

FUngicides iff soypbean rust hits hard

Insecticides i have seybean aphid exploesion

SpPECIfic chemicals have Nigher prices (roundup,
atrazine) or tighter supply: due tor plant clesings

Applicater/equipment availability: maybe more of
an Issue



Questions?



2008 Crop: Insurance, OVerview

OVErVIEW: CUFrENT Crop! INSUraNEE Programs
O CoKn;, SeYhEans and Wheat

Crop! Insurance Hints for 2006
Crop: Insurance chandes coming



Ivpes ofi Policies

APH: Actuall Production: History
Individuall Yield Insturance

CREC: Crop Revenue' Coverage
Individual Revenue Insurance

GRP: GreuprRisk Plan
Area-wide (County) Yield Insurance

GRIP: Group: Risk Income Protection
Area-wide (County) Revenue Insurance




APH: Actual Preduction: History.

- yoeur harvested yield'is Iess than your yield
guarantee, receive an Indemnity

Yield guarantee: average: of your actual
narvested yields for last 4-10/years
Coverage Level: Determines yield trigger

Choose percentage of your averade yield as your:
guarantee, from 50%: te 85% by 5% intervals

Price Election: Determine price for |0Sses

Choose price paid for eachr bushel below: your
guarantee, from' 100% to 55% ofi established price



I you observe fiarmer Nas a 1ess

[iFyou think you farmer has alloss, farmer:

should/ contact his crop insurance agent
[DOCUMENtAtioN Off I0SSES; and  PraCtiCes IS Key,
Likely: leave crop standing for 10Ss adjustment
Stalk ret/ledged corn, Aflatoxin a loss
Wildlife'damage al loss: deer, wild hegs, geese
Alternative uses: Be careful before you graze
Poor management IS not insurable; cause of 10Ss

Lots of rules, don't forfelt iIndemnities by making
a mistake



CREC Crop Revenue Coverage

Combines APH with price; protection based on
CBOI futures prices

Farmers APH yield history and CBOIF prices sets
preliminary; revenue guarantee

Same coverade level options, same: Unit strictures

Revenue at harvest is yield x CBOIr prices
(Neyv: average ofi Dec corn)

I harvest revenue Is below: guarantee, triggers an
Indemnity’ payment



CRC protects against
PrICE; INCHEaseS andl dECrEases

I price falls or have low: yield, knew: will-have
grain or moeney to: buy: grain to fulfill' contracts

I price Increases: by harvest, revenue guarantee
INCrEases| too, SO adain know: will"have grain’ or
money. ter buy: grain te: fulfill contracts

Can market more aggressively: since will-have
draini or indemnities to: buy grain' at the existing
market prices i have a yield less

Careful: are limits to price swings CRC covers




CRC Price Limits

CRC limits the harvest price swings: It CoVers to
Mo more than $1.50 for corn and $3.00 for
SOYPEANS

Much more likely in 2008 with' current Righ
Prices and associated volatilities

Gary: Schnitkey, Ulef IL FarmbOE

“Impactsioff CRC Price Limitsion the Value of
CRC Relative to RA*

Nttps//WWw.farmdoec. Uilc.edu/manade/newsletiers/fefe0
8_04/fefo08_04.html




Corn $5.30/bu base Soybeans $13/bu base

Chance of

Chance of

Price Range Price in Range Price Range Price in Range
Percent
Less than $3.80 Less than $10.00 18
$3.80to $4.30 $10.00to $11,00 11
$4.30to $4.80 $11.00 to $12.00 12
$4.80to0 $5.30 f/O CJI']EJJ'JC':‘ $12.00 to $13.00 39 Q/O flf]EJl'JC*'—‘

$13.00to $14.00
$14.00 to $15.00
$15.00to $16.00
Greater than $16.00

$5.30to $5.80

$5.80to $6.30
$6.30to $6.80
More than $6.80

I harvest prices move outside the $1.50
or $3.00'range, farmer revenue
guarantees will'not update enoeughter buy,
drain at the prevalent harvest price

Implication: be more careful withreverly.
aggressive marketing based on CRC
Fevenue guarantees




GRP! Group: Risk Plan
GRIP Group: Risk Income; Protection

GRP = APH, except uses NASS county.
dverade yield

GRIP ' with Harvest Revenue Option IS
RA, but with' NASS' county’ average yield

Does not have price swing limits (like RA)
GRP/GRIP: Not available for Wheat in WI

GRP/GRIP payments not made tntil
Mar/Apr when NASS yields come out




l.ots ofi Crop: Insurance Rules

Rules on;: Planting dates, [Late/prevented
planting, Double cropping, Alternative crop
uses, Corn maturity, Yield guarantees,
Breaking new ground (CRP vs pasture)

Be sure you are not recommending practices
that vielate crep iInsurance rules

Insurance agents do: not alwaysrknow: all rules
CalllRMA"St. Paul regional office 651-290-5504



QUestions?



Hints fer Using Crop: Insurance in 2008

CRE will'be popular again this year
Yield Risk: same as it has always been
Price Risk: increased with higher velatility.

Investment Risks RIghinpUt costsimean; larger
iInvestment in planted fields: wWant more protection
ddainst crop fallure/loss

Premiums Rightin 2008 withhighr crop: prices

Dairy/Livestock can use CRE indemnities torbuy.
drain at current prices i have a loss



GRIP/GRP

GRIP-popularwith
You may. have yiela

arge, 10w risk: prodUCers
Nisteries; to help producer

see It APH/CRC wil

be likely te pay for them

li-unlikely, GRIP may be a good idea for them,
0 get price protection, some Yyield protection

Download NASS county yield to ook at how
likely" GRP/GRIP- ter pay.

See “Is'GRP a Goeoed Deal for my: corm in 20082~

Potentially: useful for irrigated farmers
Offset irrigation costs in dry years



GRP/GRIP for Corn: in Wisconsin

Important 1ssue for Corn: WhICHh county
vield do you cheose to insure, Vield per
planted acre or Vield per hanrvested! acre?

Only: in Wisconsini is there a choice

Because of dairy, In'years with marginal
corn yields, poeorer Corn chopped for silage

Yield per harvested acre can' remain high, even
though It's a bad year

Which is better? Depends on the county!



Is GRP a good deal for my: Corn
dhd SeYHEANS?

Bulletins pested on my: Webpagde: (Seypeans; seon)

Analyze county yield data and estimate the
expected return terGRP NI bu/ac for each
WWisconsin county that has GRP.

Expected return’ = Iong run average net return to
GRP: [ everything constant OVer many: years

- GRP:isivaluable fior a county, GRIP will'be
Valuable teoe, as' It adds price protection

[ GRP’ IS not valuable for a county, GRIP can: still
make sense, to get the price protection
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Bayfield
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Regression vs. RMA: What's the diffierence?

This little gap
l//dﬁvesthe
difference
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Soybeans: Regression vs. RMA

Regression
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Crop: Insurance Hints

CRE 655%0-75%0 coverade, 100%: price
election, withrmany eptional units

[larger/low risk fiarms: think GRIP 90%
coverage with' HRO, Using maps: to) pick
dCreade option

Bréaking new: ground (€e:g. pasture), can
e given Iow: or Ne CoVErage

Ask your agent fior a New Breaking Written
Agreement and request a higher yield

You could supply: data to support request



Crop: Insurance Changes Coming

Biotech Yield Endorsement
Approved Sept 12, 2007

Available i plant triple stack (Bt CB, Bt RW,
RR)en at least 75% ofi corn

Premium reduction: for APH/CRE/RA around
20% at the 70%-75% coverage levels

Piloted in IA, MN, I, and IN'starting in' 2008

Expect expansion to WI i proves popular and
actuarially:sound



Crop: Insurance Changes Coming

Combo Policy: Released in 2009
One basic policy: withrmultiple options
Combines APH| CRE/RA, GRPGRIP
No longer sellFAPH, CRE, RA, GRP; GRIP; IP
Will'mean RA-like policy for WI (finally)

AGR-LLite and AGR combined inte: AGRI

Whole farm revenue insurance that can
combine Withl Crop-SPECIfic PoliCies

Released in 2010




Questions?

PauliD: Mitchell
UMW-=-Madisen Ag & Applied ECONOMICS
Office: (608) 265-6514
Celli (608) 320-1162
Email: pdmitchell@wisc.edu
Extensions Web Page:
WWW.ade.Wisc.edu/mitchell/extension.htm
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