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3Q 2011 Highlights (vs. 3Q 2010) 

¶ Sales volumes of 131.4 thousand tons (23.5) 
but at lower y-o-y average price per ton of USD* 
142 (297) due to sales mix 

¶ Sales revenue of USD* 19.1 million (7.3) 

¶ Operating loss of USD* -5.1 million (-7.4) 

¶ Non-cash loss of USD* -7.6 from FOREX 

translation and deferred tax expense (-1.9) 

¶ Net loss of USD* -15.3 million (-14.3)  

¶ Net loss per share of USD* -0.12 (-0.11)  

Events after the Reporting Period 

¶ 2011 harvest; Average blended gross crop 
yield (ex. sugar beet) of 2.02 tons per hectare 
(1.95 net) with 97% of area harvested. 

¶ 2011/12 autumn seeding; 82 thousand 
hectares seeded with winter wheat. Total 2012 
crop area planned at approximately 230 
thousand hectares. 

¶ Mr. Alexander Betsky hired as CFO to start in 
December. He has previously held senior 
financial positions in Weatherford International 
and Sibir Energy. 

Black Earth Farming Ltd 

Interim Report  
 1 January  ï 30 September 2011  

 

CEO Comment Highlights (p.2) Financial Overview (p.3) 

 

- 2011 Harvest 

- 3Q Results 2011 

- Update on Crop Management Initiatives 

- Further Additions to Management Team 

- Autumn Seeding and 2012 Footprint 

 

USD* million 3Q ó11 3Q ó10 9M ó11 9M ó10 

Crop Volumes Sold 131,388 23,453 190,806 221,345 

Av. Sales Price 142 297 152 112 

Total Revenue 
& Gains 

20.1 6.7 38.2 34.7 

Gross Result 4.3 (0.5) 8.8 9.4 

EBITDA (3.5) (5.8) (6.0) (8.7) 

EBIT (5.1) (7.4) (13.6) (11.7) 

Net Income (15.3) (14.3) (28.9) (21.5) 

 

 
 

Improved Late Harvest Crop Yields but Realised 3Q Price Diminshed by Quality 

The dry spell from spring planting until late June/early July has impacted upon the 2011 harvest. 

Harvested crops have to date yielded a blended average yield of 2.02 tons/ha. Late summer rainfall has 

lifted sunflower & corn yields albeit with negative quality effects on the unharvested wheat and barley 

crops.3Q and 9M 2011 results negatively affected by initial crop yields, sales mix and loss on FOREX.  

Ss 
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2011 Harvest 
As mentioned in our previous report this year´s 
harvest suffered from a dry spell during late spring 
and early summer which affected the early harvest 
grain yields negatively. The rainfall graph for our 
regions shows a 2010 rainfall pattern until the end of 
June. Wheat yields at 2.4 and 1.7 tons per hectare for 
winter and spring varieties respectively and a barley 
yield of 1.9 tons per hectare were significantly below 
expectations. Subsequently we have had lots of rain 
which improved the situation for later crops such as 
sunflower and corn. The wet conditions have 
however also delayed the harvest and had negative 
effects on crop quality with the crops that were un-
harvested when the rain finally came, sprouting and 
consequently becoming feed rather than milling or 
malting quality. Four thousand hectares each of corn 
and sunflower remain to be harvested with yields so 
far at 7.3 and 2.1 tons per hectare respectively. Some 
construction over runs, internal storage logistics and 
a shortage of rail cars also meant that some crops 
were temporarily tipped on asphalt in the open air 
and suffered from the heavy rain. This meant we had 
to sell low quality and deteriorated crops into the 
domestic market at lower than forecast prices.  

3Q Results 2011 
Our 3Q results were affected by a relatively low 
average realised sales price of 142 USD* per ton due 
to sales of poor quality wheat and barley directly post 
harvest on the domestic market. In addition 13% of 
volumes sold consisted of sugar beet which is a lower 
priced crop taking the average down further. In 
contrast we also sold our first ever export cargoes, 33 
thousand tons of wheat, during the quarter at an 
average price of approximately 220 USD* per ton. 
We see this as an extremely important capability for 
the business and despite frustrations with a national 
shortage of rail cars this season we are looking to 
increase export sales to access the price premium 
versus domestic markets. This will however be at 
later timings than originally planned.  
 

The price premium of exports more than 
compensates for the additional costs per ton and 
allows us to internalize the trading margin which is 
abnormally high in Russia compared to international 
markets. Distribution and storage costs have 
increased significantly compared to previous quarters 
as costs for longer distance transport and operations 
of our newly commissioned elevators have been 
incurred as we store internally rather than via third 
party stores. There are also more tons to handle this 
year compared to last yearôs drought affected 
harvest. The net loss of USD* 15.3 million for the 
quarter is very disappointing but is amplified by the 
sales mix affecting price in addition to the low 2011 
crop yields for wheat and barley as well as by USD* 
7.6 million of non-cash items. These relate to a 
strengthened SEK/RUB resulting in a FOREX 
translation loss from our SEK denominated bond as 
well as a deferred tax expense. 
 
Update on Crop Management Initiatives 
Raising our crop yield potential by removing 
constraining factors is the key challenge for the 
business and we have outlined a number of priority 
initiatives including correcting soil pH and soil 
compaction, improving weed control, applying more 
of certain fertilizers and improving internal seed 
management techniques. Progress has been made 
during the autumn as over 200 thousand hectares 
have so far been treated with glyphosate to control 
bindweed while lime applications have been made to   
12 thousand hectares where pH levels have been 
low. Corrective cultivations have also been performed 
on 37 thousand hectares in order to remove soil 
compaction. Whilst the impacts of fertilizers, weed 
control and better seed management will significantly 
benefit 2012 crops it will take a couple more years 
before pH and soil structure are fully addressed as 
the field work can only be performed in between 
crops. Please see p. 10 for a more in depth 
discussion of the initiatives.  
 

CEO Comment 
 

Harvest in Lipetsk 
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Further Additions to the Management Team  
We have recruited Alexander Betsky as our new CFO 
starting in December. He has previously held senior 
finance positions at Weatherford International and 
Sibir Energy and we are delighted to welcome him on 
board. We have also continued to add management 
capacity within production by hiring two additional 
production directors and further unit managers in 
order to reduce the number of hectares a single 
manager is responsible for. We are also actively 
working with our technical partner on planning next 
yearôs program while training and developing both 
senior managers and operators continues. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
Autumn Seeding and 2012 Footprint 
The autumn seeding campaign was concluded in 
mid-October with approximately 82 thousand 
hectares planted with winter cereals. The conditions, 
unlike the Southern regions and Ukraine have been 
relatively favourable for crop establishment although 
the late harvest and standing crops meant a slightly 
smaller wheat area than originally intended. We are 
planning for a total 2012 crop area of similar size to 
this year at approximately 230 thousand hectares. 
Significant progress has been made with our 
initiatives to start removing constraints to crop yields, 
all of which incur extra costs but are vital investments 
in order to increase our crop yields and operational 
performance going forward. The plan is that over time 
these costs will decline and yields will rise and 
become more consistent and this will feed straight 
through to improved profitability. We are very focused 
on what we have to do to achieve this in the years 
ahead. 
 
 
 
 
 
 
On behalf of the Board - 24 November 2011 
Richard Warburton CEO and President 

Seeding of Winter Wheat 

 
 

CEO Comment 
 

Deep Cultivation to Relieve Soil Compaction 
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Revenue 
Revenue from goods sold during the quarter 
increased by 160% y-o-y to USD* 19.1 million driven 
by higher volumes. 131 thousand tons of crop was 
sold of which 63 thousand tons was 2010 crop 
delivered during 3Q. The average price of USD* 142 
per ton was affected by the sales mix as well as by 
the quality and timing of crops sold. Logistical 
bottlenecks, such as a Russia wide shortage of 
railcars, have hampered the ability to ship higher 
value oilseed crops and better quality grains for 
exports. As a consequence the timing of 2011 crop 
sales in general has been shifted forward, motivated 
by the price premium that can be realized on exports 
sales versus domestic ex-works sales at farm gate. 
Longer distance shipments also entail later 
recognition of revenue than domestic sales.  

 
Wheat represented 76% of the sales volumes during 
3Q, of which the majority was of lower feed quality 
affected by wet harvesting conditions. Because of the 
wet conditions delaying harvest in addition to 
construction delays, space had to be cleared for 
higher value crops wherefore sales took place at 
depressed harvest season prices. Higher yielding but 
lower priced sugar beets sold at an average price of 
51 USD* per ton also impacted to overall average 
sales price during the quarter. The realised average 
wheat price nonetheless increased by 17% y-o-y to 
USD* 157 per ton as volumes included 32 thousand 
tons of wheat sold for exports at 220 USD* per ton.  

Inventory & Gain/Loss of Revaluation 
As of 30 September 2011 285 thousand tons of crops 
harvested in 2011 were held in inventory with 67% of 
the volumes consisting of wheat, 16% barley and 
13% rape. Domestic market prices (excluding 10% 
VAT) detailed on p.7 have been used to determine 
the net realisable value of USD* 47.0 million. As no 
2011 crop was in inventory at previous reporting 
dates, no revaluation charge relating to the finished 
goods inventory affected the 3Q P&L. Biological 
assets (crops still to be harvested 2011) were 
revalued to estimated fair value at time of harvest 
less incurred production costs and estimated selling 
expense (see p. 6 for more detail regarding 
accounting treatment of biological assets). The 
harvest of sunflower, soya and corn was as of the 
reporting date ongoing but an estimated total of 116 
thousand tons were recorded in Biological Assets at 
estimated fair value. In addition costs incurred for 
seeding 2012 winter crops also added USD* 9.8 
million to the total USD* 32.3 million fair value of 
biological assets. The revaluation resulted in a gain 
of USD* 1.0 million during 3Q as sunflower, corn and 
soya moved closer to harvest. Despite negative crop 
price development during the quarter, a higher 
coefficient of readiness was attached to expected 
revenues as of September 30 versus estimates at 30 
June 2011, resulting in a revaluation gain on late 
harvest crops. 
Costs    
Due to the sales mix including both 2010 and 2011 
crops, COGS includes inventory value of both mark 
to market value of 2010 crop in inventory as well as 
fair value estimate of 2011 crop in biological assets 
as of 30 June 2011. G&A expenses were down by 
13% y-o-y to USD* 5.3 million in 3Q, of which the 
largest item personnel costs, were reduced by 16% 
to USD* 2.8 million. Distribution costs are up 
significantly during the quarter as USD* 1.5 million of 
transport and delivery expenses were incurred for 
export cargoes. In addition operating expenses and 
depreciation relating to the newly commissioned 
elevators are included in distribution expenses as of 
3Q 2011.  

3Q 2011 Financial Review 
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3Q 2011 Sales Mix  
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Quarterly Development of SG&A Expenses 
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Result 
The company´s gross result is highly affected by 
changes to inventory value (crops in storage and 
standing in fields) between reporting dates. This is 
especially true during the harvest season as changes 
in inventory value marked to market are not only 
driven by crop prices, but also by estimates of 
harvest volume at 30 June and 30 September. A 
positive gross margin in 3Q 2011 was recorded as 
realized prices for 2011 wheat were higher than the 
per ton estimate recorded in biological assets as of 
30 June. EBITDA amounted to USD* -3.5 million in 
3Q 2011 versus USD* -5.8 million in 2010. A USD* 
5.6 million loss on FOREX translation (SEK/RUB 
strengthening) in net financial expenses and USD* 
2.0 million deferred tax expense also affected the 3Q 
and 9M 2011 net result negatively. 

 
Financial Position 
Fixed assets comprise of buildings (mainly storage 
facilities), 326 thousand hectares of land as well as 
machinery and equipment used in crop production. 
Inventories include both crops harvested 2011 and 
inputs to be used for 2012 crops which together with 
crops to be harvested 2011 amounted to USD* 88.8 
million. The Company had USD* 28.8 million in cash 
as of 30 September and interest bearing debt 
consisting of a SEK 750mn bond maturing in 2014. 
Net interest bearing debt amounted to USD* 74.2 
million as of the end of the reporting period.  
    
Cash Flow 
Cash flow from operations before changes in working 
capital amounted to USD* -12.4 million for 9M 2011, 
due to loss on 2010 crop sales. Outflows also 
included increases in working capital of USD* 17.4 
million and net investments into silo storage and 
machinery of USD* 15.3 million. In addition bond 
interest payment of USD* 10.4 million as well as 
USD* 8.4 million in bond repurchases resulted a total 
cash outflow of USD* 63.9 million during 9M 2011. In 
addition, a negative USD* 0.9 million foreign 
exchange translation effect, resulted in cash of USD* 
28.8 million as of 30 September 2011. 

 
 
 

 
    

3Q 2011 Financial Review 
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Income Statement 

USD* million 3Q ó11 3Q ó10 9M ó11 9M ó10 

Sales Revenue 19.1 7.3 30.2 26.0 

Total Revenue  
& Gains 

20.1 6.7 38.2 34.7 

Cost of Sales (15.8) (7.2) (29.4) (25.3) 

Gross Result 4.3 (0.5) 8.8 9.4 

G&A Expenses (5.3) (6.1) (14.9) (16.1) 

Distribution 
Exp. 

(4.8) (1.0) (6.8) (3.4) 

Other Net Opex 0.7 0.2 (0.7) (1.5) 

EBIT (5.1) (7.4) (13.6) (11.7) 

EBITDA (3.5) (5.8) (6.0) (4.3) 

Adj.EBITDA 1 (4.5) (5.2) (13.9) (12.9) 

Net Financial 
Exp. 

(8.2) (8.7) (13.2) (10.4) 

Taxes (2.0) 1.8 (2.0) 0.5 

Net Income (15.3) ( 14.3) (28.9) (21.5) 
1
EBITDA adjusted for net revaluation gain/loss 

Statement of Financial Position 

USD* million 
30 Sep 
2011 

31 Dec 
2010 

Land 59.1 58.3 

Buildings 66.6 63.8 

Machinery & Equipment 55.7 56.1 

Total Fixed Assets 195.8 194.7 

Cash 28.8 93.6 

Inventories 56.5 39.7 

Biological Assets 32.3 12.9 

Total Current Assets 139.3 159.2 

Total Assets 335.1 353.9 

Interest Bearing Debt 102.9 108.7 

Total Liabilities 124.9 115.3 

Equity 210.2 238.6 

Total Equity & Liabilities 335.1 353.9 
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Biological assets are recorded in the statement of financial position as an estimated value of crops in fields. 
A way to look at biological assets is as a work in process (WIP) inventory. Depending at what stage of the 
growth cycle the crop is in, the value is estimated either by incurred costs for field works (cultivations, 
seeding, fertilizer spreading, herbicide spraying etc.) or an estimate of revenue (harvest volume and price 
per crop) less selling expenses. The revaluation of biological assets is performed in accordance with the 
requirements of IAS 41 Agriculture which states that a biological asset shall be measured on initial 
recognition and at each balance sheet date at its fair value less estimated point-of-sale costs. 

 
Black Earth Farming values crops in the fields at incurred costs up until 30 June each year. At that point 
sufficient germination (biological transformation) has occurred, enabling estimates of crop yields and market 
prices less point-of-sale costs to determine an estimate of fair value at the time of harvest. The initial revenue 
estimate is attached a readiness percentage in the range 50-70% a/o 30 June depending on crop and time 
to harvest as significant risk to crop yield and price remain at the time. After harvest the crops are transferred 
to finished goods inventory where they are recorded at net realisable value determined by market prices.  
 
As of 30 September 2011 there was still a total area of 53.8 thousand hectares to be harvested including 
sunflower, corn, soya and sugar beet recorded in Biological Assets. The estimated total volume of 116.5 
thousand tons had a fair value of USD* 22.5 million or 193 USD* per ton. The major driver of the change in 
estimated fair value of 2011 crop in field 30 September was a higher level of readiness attached to estimated 
revenue and additional incurred costs. This resulted in a USD* 1.0 million 3Q revaluation gain affecting Total 
Revenue and Gains in the income statement. As of 30 June only 50-70% of the expected revenues were 
recognized in the fair value estimate compared to 90-100% as of 30 September. Costs incurred for seeding 
2012 winter wheat up until September 30 of USD* 9.8 million were also recorded in Biological Assets 
resulting in a total value of USD* 32.3 million compared to USD* 63.5 million as of 30 June 2011. 

Biological Assets 
 

2011 Crop Value in Statement of Financial Position 
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3Q Volume Development in Bio. Assets & Inventory Estimated Fair Value per Crop in Biological Assets 
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USD* per ton 30 Sep '11 30 Jun '11 

Sunflower  249  209 
Corn 

 149  134 
Soya 

 308  251 
Sugar beet 

 34  25 

Average  193  122 

 
% of estimated revenue 
recognised 

90-100% 50-70% 
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The Company values its inventory of finished goods at net realisable value to reflect the market value as at 
the end of the reporting period. A change in net realisable value affects Total Revenue and Gains in the 
income statement. In addition Cost of Goods Sold represents the carrying value of inventory as at the 
previous reporting date. The table below provides a breakdown of inventories as of 30 September 2011 as 
well as the development of crop sales during 2011. Note that all recorded prices exclude 10% VAT. 

 
As of 30 September 2011 the Company recorded inventories at a total value of USD* 56.5 million. Total 
inventories include finished goods, i.e. crops harvested in 2011 held for sale, as well as raw materials to be 
used in production. Total crop inventory of finished goods included 285 thousand tons of crops harvested 
during 3Q 2011 valued at an average price of USD* 164 per ton resulting in total fair value estimate of USD* 
47.0 million. The domestic market prices below are used to value inventory. Revenues and expenses are 
reported excluding VAT wherefore 10% is deducted from the market prices below to estimate revenue. 

Domestic Crop 
Prices (inc. VAT) RUR/ton 

31-Oct-2011 

RUR/ton 
30-Sep-2011 

RUR/ton 
30-Jun-2011 

RUR/ton 
31-Mar-2011 

RUR/ton 
31-Dec-2010 

RUR/ton 
30-Sep-2010 

Wheat-3 class 5,600 5,700 5,800 6,350 7,305 6,394 

Wheat-4 class 5,300 5,400 5,600 6,050 7,175 6,085 

Wheat-5 class/feed 4,500 4,600 5,300 5,880 7,010 5,890 

Corn 5,400 5,900 8,700 8,510 8,670 6,650 

Barley-Malting 8,500 8,500 9,000 10,500 10,500 8,883 

Barley-Feed 4,950 4,900 5,100 7,900 8,630 6,565 

Rapeseed 8,600 10,000 15,700 16,000 16,000 12,000 

Sunflower seed 8,000 9,900 16,300 18,500 20,980 16,200 

Soya 10,000 11,000     

Sugar beet 1,600 1,900     

Crop Inventory & Sales Development 
 

2011 Quarterly Sales Volume & Crop Inventory 

  Sales Inventory 

  3Q '11 2Q '11 1Q '11 30 Sep '11 30 Jun '11 

Volume, thousand tons 
     Wheat 100.4 41.8 12.5 190.4 57.2 

Barley 11.5 0.5 3.1 46.0 7.2 
Corn 

  
0.4 

  Rape 

   

37.4 
 Sunflower 

   
6.4 

 Soya 0.8 0.4 0.5 4.1 0.8 
Sugar beet 17.2 

  
0.8 

 Other 1.6 
 

0.1 0.2 0.3 

Total Tons 131.4 42.7 16.7 285.3 65.4 

Price, USD*/ton (ex. VAT) 
     Wheat 157 155 198 140 164 

Barley 127 167 253 137 147 
Corn 

  
252 

  Rape 

   
282 

 Sunflower 

   
278 

 Soya 381 427 435 310 399 
Sugar beet 51 

  
51 

 Other 

     Average Price 142 157 216 164 165 
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International 
With the exception of rice, export prices of grain and oilseeds fell to their lowest levels in several months 
during mid-November 2011. Markets reacted to a bearishly interpreted set of US quarterly stocks data, 
especially for corn, but appeared to be mostly influenced by global financial developments, notably the debt 
crisis in Europe and currency movements. Due to larger than anticipated carry-in stocks and upward 
revisions to wheat and maize crop forecasts, the world grains balance has eased somewhat in the past 
month, although ending stocks are still set to fall for the second successive year. Despite upward revisions to 
a record for world grain production, expected to increase by 4% y-o-y, ending stocks are still expected to be 

marginally lower. The increased supply is to a large 
extent absorbed by increased consumption forecasts, 
particularly in China. Competition within the global 
wheat trade is however intensifying with good harvests 
in major exporting countries putting pressure on prices. 
Argentina has reportedly begun offering wheat for 
export at prices below Russia and Ukraine. With 
Europe, the Black Sea region, Argentina and Australia 
all competing for market share, US prices have been 
under pressure. The 2011 global crop area of grain is 
estimated to increase by 1.7%, returning it to that of 
2009 after a recovery in Russia from last yearôs 
drought as well as strong pricing. 
 
 

 
Russia 
Russian 2011 harvest volumes in general have been ample yielding 97.5 million tons of grains, up 53% from 
last yearôs drought stricken harvest, from 43 million hectares in total. This has once again put strains on the 
countryôs transport and export infrastructure. A national shortage of rail wagons has caused industry wide 
frustration regarding the main operator of grain transports by rail, Rusagrotrans. Export volumes have held a 
record monthly pace since the ban was lifted in July but has now begun to taper off. The slowdown in export 
volumes has reduced the immediate risk of prohibitive export duties being imposed on grains. Reportedly the 
federal government decided in November to postpone the issue indefinitely. It was perceived as risky to 
establish a formal link of duty levels to any of the futures markets outside of Russia (as there is no liquid 
trading exchange or official price index inside Russia). Reports have suggested that duties would be 
introduced once a certain total cumulative export tonnage around 24 million tons was reached, yet the 
infrastructure bottlenecks seem to have put the issue on hold, with 13.7 million tons exported as of mid-
November. Domestic prices have also come down easing pressure on government to display action against 
domestic food inflation ahead of parliamentary and presidential elections in December and March.  
 

Source: IGC, IKAR, USDA 

Grain & Oilseed Markets 
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2011 Harvest 
As illustrated by the bottom two graphs the 2011 harvest suffered from a dry spell starting mid-May when the 
Companyôs regions had virtually no rainfall up until late June and in some places early July. Average 
cumulative rainfall was tracking the drought conditions seen in 2010 up until the end of June. This had a 
negative effect on the wheat and barley yields in particular as they were closer to harvest.  
 
Heavy rainfall during July and August helped the situation for sunflower and corn crops which have produced 
better yields with harvest of the final areas just about to be completed. The heavy and prolonged rainfall 
throughout July and August delayed the harvest and also reduced quality as many standing crops sprouted. 
Approximately 35% of the wheat harvest is rated class 5 feed quality with the remainder Class 3 and 4 
milling quality and the majority of the barley crop will be sold as feed. The wet weather also created more 
work on drying and handling which was already under pressure from construction delays to storage silos due 
to supplier delays. Grain was temporarily held outside on asphalt and deteriorated with the heavy rainfall 
forcing it to be sold rather than stored.  

 
Autumn seeding of 2012 crop 
82 thousand hectares have been planted with winter wheat that has been established and of which 98% is 
rated good or very good as of mid-November 2011. The winter crop area is lower than the 99 thousand 
hectares planted last year mainly due to crop rotation constraints but also because of the delayed 2011 
harvest. The total 2012 crop area is planned to be similar in size to this year of approximately 230 thousand 
hectares but with increased areas of corn, soya and sugar beet.  
 

Operational Review 
 

Harvesting  in Lipetsk Seeding of Winter Wheat 

  

Average Cumulative Rainfall in BEFôs Regions  Crop Yield Development 
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