Options exercise--Answers
1)  Use the Dec07 Corn futures and options prices from January 23, 2007 (attached) to calculate the following minimum prices.
Expected basis is $0.20 under, and hedging cost is 2 cents a bushel.

	Put
	Strike Price
	Basis
	Hedging Cost
	Premium

(round to nearest cent)
	Minimum Price

	$3.40 Dec07 Corn Put
	$3.40
	-0.20
	-0.02
	-.13
	$3.05

	$3.60 Dec07 Corn Put
	$3.60
	-0.20
	-0.02
	-0.21
	$3.17

	$3.80 Dec07 Corn Put
	$3.80
	-0.20
	-0.02
	-0.31
	$3.27

	$4.00 Dec07 Corn Put
	$4.00
	-0.20
	-0.02
	-0.43
	$3.35

	$4.20 Dec07 Corn Put
	$4.20
	-0.20
	-0.02
	-0.55
	$3.43

	$5.00 Dec07 Corn Put
	$5.00
	-0.20
	-0.02
	-1.14
	$3.64


Which put strike price would you choose for your operation considering a) level of minimum price, b) the cost of the premium, c) how much price risk you are willing to take, d) your market outlook and e) your costs of production?
2) Use the July07 Corn futures and options prices from January 23, 2007 ( attached) to calculate the following minimum prices.

Expected basis is $0.10 under for June delivery, and hedging cost is 2 cents a bushel.

You sell in the cash market today for $3.80, and then buy an out-of-the-money (OTM) call.  Since July futures today are $4.25, any call with a strike price above that will be OTM.

	Call
	Cash Selling Price
	Hedging Cost
	Premium

(round to nearest cent)
	Minimum Price

	$4.30 July07 Corn Call
	$3.80
	-0.02
	-0.34
	$3.44

	$4.40 July07 Corn Call
	$3.80
	-0.02
	-0.31
	$3.47

	$4.50 July07 Corn Call
	$3.80
	-0.02
	-0.28
	$3.50

	$4.60 July07 Corn Call
	$3.80
	-0.02
	-0.25
	$3.53

	$4.80 July07 Corn Call
	$3.80
	-0.02
	-0.20
	$3.58

	$5.00 July07 Corn Call
	$3.80
	-0.02
	-0.16
	$3.62

	What about an in-the-money $4.00July 07 Corn Call?
	$3.80
	-0.02
	-0.47
	$3.31


Which call strike price would you choose for your operation considering a) level of minimum price, b) the cost of the premium, c) how much price risk you are willing to take, d) your market outlook and e) your costs of production?
Corn Options (PY/CY) 
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  Delayed 10 minute data as of January 23, 2007 15:00 CST

07Dec

	Type
	Strike
	Settle
	
	
	
	Type
	Strike
	Settle

	Put
	220'0
	0'1
	
	
	
	Call
	150'0
	252'6

	Put
	230'0
	0'2
	
	
	
	Call
	160'0
	242'6

	Put
	240'0
	0'3
	
	
	
	Call
	210'0
	192'6

	Put
	250'0
	0'5
	
	
	
	Call
	220'0
	182'6

	Put
	260'0
	1'0
	
	
	
	Call
	250'0
	152'6

	Put
	270'0
	1'3
	
	
	
	Call
	260'0
	142'6

	Put
	280'0
	1'7
	
	
	
	Call
	270'0
	132'6

	Put
	290'0
	2'4
	
	
	
	Call
	280'0
	122'6

	Put
	300'0
	3'4
	
	
	
	Call
	290'0
	113'0

	Put
	310'0
	5'2
	
	
	
	Call
	300'0
	103'6

	Put
	320'0
	7'1
	
	
	
	Call
	310'0
	95'2

	Put
	330'0
	9'5
	
	
	
	Call
	320'0
	87'1

	Put
	340'0
	12'5
	
	
	
	Call
	330'0
	79'6

	Put
	350'0
	16'2
	
	
	
	Call
	340'0
	73'0

	Put
	360'0
	20'6
	
	
	
	Call
	350'0
	66'7

	Put
	370'0
	25'4
	
	
	
	Call
	360'0
	61'5

	Put
	380'0
	30'6
	
	
	
	Call
	370'0
	56'6

	Put
	390'0
	36'5
	
	
	
	Call
	380'0
	52'4

	Put
	400'0
	42'4
	
	
	
	Call
	390'0
	48'5

	Put
	420'0
	55'2
	
	
	
	Call
	400'0
	45'0

	Put
	500'0
	113'4
	
	
	
	Call
	410'0
	41'7

	Put
	540'0
	146'5
	
	
	
	Call
	420'0
	38'6

	Put
	800'0
	397'2
	
	
	
	Call
	430'0
	35'5

	
	
	
	
	
	
	Call
	440'0
	32'6

	
	
	
	
	
	
	Call
	450'0
	30'2

	
	
	
	
	
	
	Call
	460'0
	27'7

	
	
	
	
	
	
	Call
	480'0
	23'4

	
	
	
	
	
	
	Call
	500'0
	19'6

	
	
	
	
	
	
	Call
	520'0
	16'6

	
	
	
	
	
	
	Call
	540'0
	14'0

	
	
	
	
	
	
	Call
	550'0
	12'7

	
	
	
	
	
	
	Call
	580'0
	9'7

	
	
	
	
	
	
	Call
	600'0
	8'4

	
	
	
	
	
	
	Call
	620'0
	7'4

	
	
	
	
	
	
	Call
	800'0
	2'0


Underlying Contract Price:402'6 (07Dec Future)
Corn Options (PY/CY) 
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  Delayed 10 minute data as of January 23, 2007 15:00 CST

07Jul

	Type
	Strike
	Settle
	
	
	
	
	Type
	Strike
	Settle

	Put
	220'0
	0'1
	
	
	
	
	Call
	160'0
	265'4

	Put
	230'0
	0'1
	
	
	
	
	Call
	220'0
	205'4

	Put
	240'0
	0'1
	
	
	
	
	Call
	230'0
	195'4

	Put
	250'0
	0'1
	
	
	
	
	Call
	240'0
	185'4

	Put
	260'0
	0'1
	
	
	
	
	Call
	250'0
	175'4

	Put
	270'0
	0'1
	
	
	
	
	Call
	260'0
	165'4

	Put
	280'0
	0'2
	
	
	
	
	Call
	270'0
	155'4

	Put
	290'0
	0'2
	
	
	
	
	Call
	280'0
	145'4

	Put
	300'0
	0'4
	
	
	
	
	Call
	290'0
	135'4

	Put
	310'0
	1'0
	
	
	
	
	Call
	300'0
	125'5

	Put
	320'0
	1'4
	
	
	
	
	Call
	310'0
	115'6

	Put
	330'0
	2'0
	
	
	
	
	Call
	320'0
	105'7

	Put
	340'0
	3'1
	
	
	
	
	Call
	330'0
	96'4

	Put
	350'0
	4'6
	
	
	
	
	Call
	340'0
	87'4

	Put
	360'0
	6'6
	
	
	
	
	Call
	350'0
	79'2

	Put
	370'0
	9'2
	
	
	
	
	Call
	360'0
	71'2

	Put
	380'0
	12'6
	
	
	
	
	Call
	370'0
	64'0

	Put
	390'0
	16'6
	
	
	
	
	Call
	380'0
	57'4

	Put
	400'0
	21'4
	
	
	
	
	Call
	390'0
	51'5

	Put
	410'0
	26'6
	
	
	
	
	Call
	400'0
	46'5

	Put
	420'0
	32'5
	
	
	
	
	Call
	410'0
	41'6

	Put
	430'0
	38'4
	
	
	
	
	Call
	420'0
	38'0

	Put
	450'0
	52'0
	
	
	
	
	Call
	430'0
	34'2

	Put
	800'0
	374'4
	
	
	
	
	Call
	440'0
	31'0

	
	
	
	
	
	
	
	Call
	450'0
	27'7

	
	
	
	
	
	
	
	Call
	460'0
	25'0

	
	
	
	
	
	
	
	Call
	480'0
	19'4

	
	
	
	
	
	
	
	Call
	490'0
	17'6

	
	
	
	
	
	
	
	Call
	500'0
	16'0

	
	
	
	
	
	
	
	Call
	520'0
	13'2

	
	
	
	
	
	
	
	Call
	540'0
	10'6

	
	
	
	
	
	
	
	Call
	560'0
	8'6

	
	
	
	
	
	
	
	Call
	580'0
	6'6

	
	
	
	
	
	
	
	Call
	600'0
	5'0


Underlying Contract Price:425'4 (07Jul Future)
