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Dealer Sentiment &
Business Conditions Update

From the editors of Farm Equijpment & analysts of Cleveland Research Co.

EXECUTIVE SUMMARY

Industry Sales Down 9% in October
v Ag equipment dealers reported sales were down 9% year-over-year on average in
October.
v/ AGCO dealers reported the strongest sales growth of up 5% year-over year on
average, while Case IH dealers reported the largest declines at down 15%.
Sales were slightly below plan again in October and in line with September.

SN

A net 42% of dealers categorize their new equipment inventory as “too high”
(48% too high; 46% about right; 6% too low), up significantly over the past
several months.

v A net 50% of dealers reported used combines inventories were “too high” in Oc-

tober, compared to a net 46% the previous month.
v/ Incoming orders declined 15% year-over-year on average in October, down from

the 10% decline on average in September.

Ag Equipment Monthly Sales Growth Trends
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Results vs. Expectations

Jun-13 Jul-13 Aug-13 Sep-13 Oct-13 Nov-13 Dec-13 Jan-14 Feb-14 Mar-14 Apr-14 May-14 Jun-14 Jul-14 Aug-14 Sep-14 Oct-14
Better than expected 19% 38% 33% 27% 32% 28% 39% 25% 20% 21% 21% 29% 25% 26% 28% 24% 22%
In line with expectations 58% 48% 47% 54% 51% 56% 45% 51% 55% 54% 54% 52% 53% 49% 47% 47% 51%
Worse than expected 23% 14% 20% 19% 17% 20% 16% 24% 25% 26% 25% 19% 23% 26% 25% 29% 27%
Net % (Better - Worse) -4% 23% 13% 8% 16% 4% 23% 1% -4% 5% -4% 10% 2% 0% 3% 5% 5%
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2015 Dealer Outlook Worsens

v/ For 2015, dealers are now expecting sales to decline 11% year-over-year on aver-
age, which is slightly below the down 9% forecast last month.

v/ AGCO dealers were the most optimistic (expecting sales flat to up slightly), while
Deere and Case IH dealers are forecasting sales declines in the 10-15% range.

Dealer Outlook

(% chg yly) Jan-14 Feb-14 Mar-14 Apr-14 May-14 Jun-14 Jul-14 Aug-14 Sep-14 Oct-14 Sep-14 Oct-14
2014 Outlook 2015 Outlook
Overall -4% 2% -3% -4% 4% 6% 6% -8% -4% 9% 9% -11%
By Brand Jan-14 Feb-14 Mar-14 Apr-14 May-14 Jun-14 Jul-14 Aug-14 Sep-14 Oct-14 Sep-14 Oct-14
AGCO 2% 1% 2% 0% 0% 1% 2% 4% 2% 10% 6% 0%
John Deere 2% 1% -3% -3% 2% 6% 6% 6% -4% -10% -12% -14%
New Holland 5% 0% -1% 6% 9% 3% 3% 6% 1% 0% 9% -8%
Case |H 5% 5% 5% 6% 9% 1% 9% -14% 1% -16% -12% 1%
Kubota 3% 1% 2% 2% -10% 3% 4% 1% -1% 3% 7% 6%
Shortlines -4% -3% -4% 1% 2% -8% 2% 5% 1% 9% 3% -12%
Other 3% 3% 7% NA NA -4% 3% 2% NA 19% 0% 3%

Dealer Optimism Sees Big Drop

Our Dealer Optimism Index, which measures sentiment among dealers compared to the
prior month, took a big drop in October. A net 36% of dealers reported a less optimis-
tic outlook for the year (8% more optimistic, 48% the same, 44% less optimistic). This
compares to a net 22% of dealers who reported a less optimistic outlook in September.

Optimism/Sentiment vs. Last Month

Jul13 Aug-13 Sep-13 Oct-13 Nov-13 Dec-13 Jan-14 Feb-14 Mar-14 Apr-14 May-14 Jun-14 Jul-14 Aug-14 Sep-14 Oct-14
More Optimistic 21% 19% 14% 15% 14% 9% 12% 28% 26% 28% 25% 23% 13% 12% 16% 8%
Same 58% 50% 62% 60% 45% 52% 52% 50% 51% 4% 45% 2% 45% 50% 46% 48%
Less Optimistic 21% 31% 23% 25% 4% 39% 36% 26% 23% 32% 30% 35% 42% 38% 38% 44%
Net % Dealer Optimism 1% -12% 9% -11% -21% -30% -23% -1% 3% 9% 5% -11% -28% -26% -22% -36%

COMMENTARY

USDA Forecast Improves to 15%
Decline for 2014-15 Cash Receipts Outlook

The updated November USDA report left the outlook for 2013-14 unchanged at
down 11% from last month. The 2014-15 cash receipts outlook, however, was revised
slightly upward to down 15% vs. down 17% last month. The correlation between equip-
ment sales and cash receipts has historically provided a good proxy for next year’s

equipment demand.
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NEW EQUIPMENT TRENDS
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Factory Production vs. Last Month — Net %
Increasing vs. Decreasing Production
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A net 15% of dealers report manufacturers were more ag-
gressive with incentives in October (23% more aggressive;

69% the same; 8% less aggressive), compared to the net 20%
of dealers reporting more aggressive incentives last month.

A net 40% of dealers report factory production was down
in October compared to September, up from the net 35%
reporting lower production volume last month.
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Industry Inventory Levels — New Equipment

Z s0%

= 40%

=]

£ 30%

& 20%

Ll

= 10% L « 11001

2 oa [ ATTIANNANN]

= 0% 1 [T

= 20%

- =30 %

& 40%

3 SoSgNNNNennonennnnoooIIIISeSy Ty
N MAE L AR AL L Dt mAGE e AL E et hay

=EE 4 E = =

B5ERER85ARE5 555505358525 5583 558

Source: Farm Equipment Magazine Survey

Dealers report price contributed roughly 1.1% to total

October revenue growth, similar to last month. Tier 4 Final

price increases are expected to be 5-10% on average, al-
though not impacting all lines of equipment.

A net 42% of dealers categorize their new equipment
inventory as “too high” (48% too high; 46% the same; 6%
too low), up significantly over the past several months.
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Lead Times by Product Category (Months)
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Overall, a net 15% of dealers report shorter factory lead-
times compared to last month (17% longer, 52% the same;

31% shorter).

Combine and 4WD tractor lead times were slightly longer
on average, but were offset by shorter lead times for row-
crop and utility tractors.
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USED EQUIPMENT TRENDS

Used Equipment Values vs. Last Year
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Used Equipment Values vs. Last Month
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Used combine values continue to decline and are reported
at down 9% year-over-year vs. down 7% last month. Large
and small tractor values were relatively steady on a year-
over-year basis from September to October.

On an absolute basis, combine and large tractor values
continue to decline month-over-month while used values
of tractors under 100 horsepower were steady to slightly
higher.

Used HHP Inventory
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Industry Inventory Levels — Used Equipment
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A net 27% of dealers reported used high horsepower trac-
tor inventories were “too high,” up from the net 21% last
month.

A net 39% of dealers reported used equipment inventory
as “too high” in October (48% too high; 46% about right;
6% too low), similar to the net 38% last month.

OCTOBER 2014 SURVEY RESPONDENTS

Participants by Region
Southern Plains - Appalachia - KY, NC,

Southeast- 0K/ TX-6% TN, VA, WV - 7%
AL, FL, GA, SC,
MS - 2%
pacific - Canada - 14%
CA, OR, WA,
AK, HI - 7%
Northern
:IIS"SIB - I;?,/ NE, Corn Belt -
' ° IL, IN, 1A, MO,
Northeast - OH-21%
CT, DE, ME, MD,
MA, NH, NY, PA, Delta States -
RI, VT - 8% AR, MO, LA - 5%

Mountain - AZ, CO, ID,
MT, NM, NV, UT, WY - 7%

Lake States -
MI, MN, WI - 14%

Participants by Brand

Other - 6% AGCO Brands - 12%

L

Shortlines - 16%

John Deere - 17%

Kubota - 14%

- 0,
Case IH - 19% New Holland - 16%

The October survey had 151 respondents representing combined annual revenues of roughly $6.4 billion, covering a broad

cross section of geographies and brands.
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