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Today is February 6: Say a farmer has corn in storage on-farm and they

want to consider contract alternatives at the local elevator?

Storage Cost to June 1 per bushel

$0.11

At-the-Money July Call Prem

$4.20 $0.34

(There may be some service charges for commissions for futures or options,

Elevator Bid: Delivery 2/5/2007 6/1/2007

and DP contracts often have substantial charges similar to storage costs.)

Futures: March and July

$4.00 $4.20

Basis bid: Feb and June

-0.20 -0.10

Cash: Feb & June $3.80 $4.10

Basis Contract is Today's Bid in relation to July Futures

-0.40 What if July futures and basis by June 1 are:

Futures

Up Up Down Down

Basis

Up Down Up Down

Futures

$5.20 $5.20 $3.20 $3.20

Basis

0.10 -0.40 0.10 -0.40

Cash $5.30 $4.80 $3.30 $2.80

Contract Alternative

StoreCost

Net Price Per Bushel

1. No Forward Pricing -0.11 $5.19 $4.69 $3.19 $2.69

2. Spot Today 0.00 $3.80 $3.80 $3.80 $3.80

3. Cash Forward Contract -0.11 $3.99 $3.99 $3.99 $3.99

4. Basis Contract

(BasisUnderJuly)

-0.40 -0.02 $4.78 $4.78 $2.78 $2.78

5. Hedge-to-Arrive

(July Futr)

$4.20 -0.11 $4.19 $3.69 $4.19 $3.69

6. Minimum Price 0.00 $4.46 $4.46 $3.46 $3.46

7. DelayedPricing (DP)

(DP Charge)

-0.06

-0.11 $5.13 $4.63 $3.13 $2.63

1. Do no forward pricing. Take cash price at later date

2. Take cash price today. Deliver immediately. Stop all storage. Collect today

3. Contract today for the forward bid price. 

4. Sell basis at today's basis relative to July futures.  Delivery immediately. Receive 80% advance. Take futures on last date.

5. Sell futures for forward delivery period today. Keep in storage. Take basis at forward time period

6. Sell cash today. Delivery immediately. Buy a call option at given strike and premium.

7. Deliver grain today. Receive no advance. Receive price at forward time period.

Decision Guidelines:

1.  If futures and basis are both going to improve: Do no forward pricing or use DP if cash price increase exceeds storage costs.

2. If futures are going to move up, but basis down: Use a BASIS CONTRACT, but check 2a and 2b. 

           2a. If futures are expected to improve by more than storage costs: use a BASIS CONTRACT

           2b. If futures are not expected to improve by more than storage costs: Sell SPOT.

3. If futures are going to move down, and basis improve: Use a HEDGE-TO-Arrive (or hedge yourself), but check 3a and 3b.

          3a. If basis is expected to improve by more than storage costs: USE Hedge -To-ARRIVE.

          3b. If basis is not expected to improve by enough to cover storage costs: Sell SPOT

4.If the cash and futures are both going to move downward: Either sell spot or forward cash contract based upon:

         4a. If forward cash bid is greater than spot bid by enough to cover storage costs: Sell FORWARD CASH CONTRACT

         4b. If forward cash bid compared to spot bid is not enough to cover storage costs: SELL SPOT.

5. When to use a minimum price contract?????

     Today'sBidsForDelivery:
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CONTRACT ALTERNATIVES AT THE ELEVATOR

Today is February 6: Say a farmer has soybeans in storage on-farm and they

want to consider contract alternatives at the local elevator?

Storage Cost to June 1 per bushel

$0.18

At-the-Money July Call Prem

$7.50 $0.44

(There may be some service charges for commissions for futures or options,

Elevator Bid: Delivery 2/5/2007 6/1/2007

and DP contracts often have substantial charges similar to storage costs.)

Futures: March and July

$7.20 $7.50

Basis bid: Feb and June

-0.25 -0.15

Cash: Feb & June $6.95 $7.35

Basis Contract is Today's Bid in relation to July Futures

-0.55 What if July futures and basis by June 1 are:

Futures

Up Up Down Down

Basis

Up Down Up Down

Futures

$8.50 $8.50 $6.50 $6.50

Basis

0.10 -0.40 0.10 -0.40

Cash $8.60 $8.10 $6.60 $6.10

Contract Alternative

StoreCost

Net Price Per Bushel

1. No Forward Pricing -0.18 $8.42 $7.92 $6.42 $5.92

2. Spot Today 0.00 $6.95 $6.95 $6.95 $6.95

3. Cash Forward Contract -0.18 $7.17 $7.17 $7.17 $7.17

4. Basis Contract

(BasisUnderJuly)

-0.55 -0.04 $7.91 $7.91 $5.91 $5.91

5. Hedge-to-Arrive

(July Futr)

$7.50 -0.18 $7.42 $6.92 $7.42 $6.92

6. Minimum Price 0.00 $7.51 $7.51 $6.51 $6.51

7. DelayedPricing (DP)

(DP Charge)

-0.06

-0.18 $8.36 $7.86 $6.36 $5.86

1. Do no forward pricing. Take cash price at later date

2. Take cash price today. Deliver immediately. Stop all storage. Collect today

3. Contract today for the forward bid price. 

4. Sell basis at today's basis relative to July futures.  Delivery immediately. Receive 80% advance. Take futures on last date.

5. Sell futures for forward delivery period today. Keep in storage. Take basis at forward time period

6. Sell cash today. Delivery immediately. Buy a call option at given strike and premium.

7. Deliver grain today. Receive no advance. Receive price at forward time period.

Decision Guidelines:

1.  If futures and basis are both going to improve: Do no forward pricing or use DP if cash price increase exceeds storage costs.

2. If futures are going to move up, but basis down: Use a BASIS CONTRACT, but check 2a and 2b. 

           2a. If futures are expected to improve by more than storage costs: use a BASIS CONTRACT

           2b. If futures are not expected to improve by more than storage costs: Sell SPOT.

3. If futures are going to move down, and basis improve: Use a HEDGE-TO-Arrive (or hedge yourself), but check 3a and 3b.

          3a. If basis is expected to improve by more than storage costs: USE Hedge -To-ARRIVE.

          3b. If basis is not expected to improve by enough to cover storage costs: Sell SPOT

4.If the cash and futures are both going to move downward: Either sell spot or forward cash contract based upon:

         4a. If forward cash bid is greater than spot bid by enough to cover storage costs: Sell FORWARD CASH CONTRACT

         4b. If forward cash bid compared to spot bid is not enough to cover storage costs: SELL SPOT.

5. When to use a minimum price contract?????

     Today'sBidsForDelivery:

Your Turn.

Exercise for February 12


