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Tight Times Ahead

A s the 2007-2008 fertilizer year
comes to a close, we are left once
again with the realization that market
and weather conditions are often sur-
prising and unpredictable. At the macro
level, current market movements are
driven by a global phenomenon of
growing demand and limited supply.
Whether the commodity is oil, corn,
fertilizer or steel, the world wants more
and producers are stretching to the lim-
its to keep up with demand. Corn sup-
ply has been reduced and global crop
markets tightened by a few factors, in-
cluding a late, wet spring and flooding
that lowa Governor Chet Culver calls
one of the 10 worst disasters in U.S.
history®. Even though the current envi-
ronment is volatile and unpredictable
on many levels, we’ve done our best to
break down the pieces that will impact
nitrogen markets next year and share
our thoughts with you.

L. Sioux City Journal, June 27, 2008

The Year of Corn

Clearly the 2008-2009 fertilizer year
is going to be characterized as a year of
corn. With ending stocks predicted to
reach record low levels due to reduction
in planted acres and lower yields this
year, corn supply is expected to respond
strongly to high market prices next year.
Initial damage estimates from the mid-
west flooding place lost acreage between
five and eight million acres, which could
reduce harvested corn acreage to about
78 million acres. Terra anticipates that
corn plantings in 2009 will easily surpass
90 million acres and that nitrogen de-
mand will increase accordingly. Other
initial acreage estimates project wheat
plantings in the low 60-million-acre
range, and soybean plantings of about 70
million acres. Many people expected at
the beginning of this crop year that the
strong soybean acreage planted in spring
2008 would increase stocks and reduce
the bean-to-corn price ratio for the fol-
lowing season. However market and
weather conditions continue to be sur-
prising and there appears to be little

Growers Have An Economic Incentive to Plant Corn
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At a bean-to-corn price ratio below 2.5x, the rule of thumb indicates that corn production is

more profitable than soybean production.



reduction of soybean prices in 2009.
This in turn requires corn prices high
enough to attract acreage next year,
and contributes to a bullish outlook
for corn.

U.S. Nitrogen
Demand/Supply Outlook
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- Production 8.9 9.3 9.3

- Imports 10.1 11.7 11.6

- Exports 0.3 0.4 0.3
Net Available 18.7 20.6 20.6
Disappearance 19.5 19.4 21.0

Sources: Blue Johnson, Terra estimates

The Importance of Imports
The 2007-2008 fertilizer year was
a strong season for U.S. nitrogen
imports. A robust level of imports
not only helped to satisfy demand for
the year, but provided much needed
inventory carryover for next year.
Terra estimates that approximately
one million nutrient tons will be car-
ried over into the 2008-2009 fertil-
izer year. Our nitrogen supply and
demand estimates above show that
this carryover will be essential to
meet demand. However, this carry-
over may end up being used in July
and August due to delayed plantings
and application, and potential reap-
plication of nitrogen on some acre-
age. In addition to the carryover in-
ventory the U.S. will be competing

for global nitrogen capacity and re-
quire a high level of imports once
again in 2008-2009. If U.S. nitrogen
pricing cannot compete globally and
attract about 11.6 million tons of
needed imports there is a risk of fal-
ling short in supply.

Are Imports Available?

In a word, global nitrogen supply
next year is tight. Both India and
China will continue to play a large
role in consuming available new
supply. Almost all new global am-
monia and urea capacity in 2009 will
come online in China. There is very
little new capacity elsewhere in the
world to meet demand growth be-
yond 2008 volumes. As a result,
market conditions will be tight and
competition for available export ca-
pacity will be fierce. As we men-

izer year China provided about 10%
of the total U.S. urea supply with
over 900,000 tons of imports. The
graph below shows the projected
cumulative impact of limited Urea
export capacity additions outside of
China and continued growth in
World demand for urea. As you can
see, it is very likely that global de-
mand will try to drive market pricing
to levels which would attract the
Chinese supply back into the export
market despite high tariffs. If the
Chinese volumes were to re-enter
global markets then the supply pic-
ture would greatly improve and pric-
ing would likely relax as a result.
However predicting the actions of
the Chinese government is even
more difficult then predicting nitro-
gen demand!

tioned in the last issue
of Between the Rows,
the Chinese govern-
ment is effectively
prohibiting the export
of nitrogen products

Urea Export Capacity Additions (w/o China)
Global Urea Market (w/o China): 93,000,000 tonnes
Estimated Annual Growth Rate: 3.35% or 3,115,500 tpa

2008/2009: 3,693,000 tonnes
2010/2011: 8,019,000 tonnes

at this time through an 14,000
export tariff of 135%.
Many anticipate that
due to a combination 10,000 T
of factors including,
the Summer Olym-
pics, earthquakes, and
coal shortages, it is 4,000 +
possible that the Chi-
nese export tariffs will
remain in place o
through the end of
2008. This past fertil-
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PARTING THOUGHTS...

hat we originally thought would be a relatively quiet nitrogen year has

ended up characterized by global market movements and price volatil-
ity. Looking ahead to next fall, we anticipate more of the same. With strong
corn plantings, reduced global export supplies, and new demand segments
such as the NOx abatement markets, the 2008-2009 fertilizer year is going to
require all market participants to be alert and fast-moving. We encourage you
to keep in close contact with your Terra sales representatives, who can help
meet your needs in a changing market by providing up-to-date information and

working with you to secure supply.
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Focused on Fundamentals

The contents of this newsletter are not intended as recommendations. The analyses and forecasts are based on available public and private data
and on the best judgment of Terra Industries Inc., but cannot be guaranteed to predict future events.



