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2009 Corn Strategies for Creating a March 20, 2009
Marketing Floor & Crop Insurance

Let'stake alook at couple of strategies for establishing a net effective floor price using option marketing strategies combined
with the Crop Insurance Revenue Products for 2009 new crop corn. The goal is to use the crop insurance that you have
purchased to provide a part of the protection.

Thisfirst exampleis using a bear put spread to protect most of the gap between current new crop prices and the revenue floor
provided by revenue insurance. A bear put spread involves buying a put option with a strike closer to the market and selling a put
option with a strike further away from the market price. Thus, the put bought will have a higher strike and have a higher premium
than the put sold will have.

If you purchased revenue insurance at the 75% level with the corn base price of $4.04 you have a futures floor of $3.03 less your
local basis. We are using an example of a-.35 basis which would provide a $2.68 cash floor.

2009 New Crop Corn We show buying a4.20 put option for a cost of $.55 and
2 Way Strategy, Buy Put & Sell Put selling @ 3.20 put option for a credit of $.18 for a net cost
With Crop Insurance Revenue Floor of $.37 per bushel.
Met
Cash| Prem| Effective The put spread strategy provides an effective upper floor
Put Options Used Basis| Price|  Cost Price of $3.48 as shown on the first line. We use the 4.20 strike
Put Bought Strike 4200 -035] 385 037 348 minus abasis of .35 for acash price of 3.85 lessthe .37
Premium Paid 0.55 cost of the spread for an effective upper floor of $3.48 per
st EE e 3201 -035] 285 037 248 bushel. This compared to being locked into a forward sale
Premium Collected 0.18
Net Premium 037 of $3.68 per bushel.
Compare Forward Cash Using the sale of a 3.20 put limits the absolute lower floor
vs. Strategy Floor Futures| Basis| Price to $2.48 as shown. We are using the 3.20 strike minus a
;;d ‘;13"9 FFtl}rWﬂrd Price 428 -060 g-ig basis of .35 for a cash price of 2.85 lessthe .37 cost of the
dle oor . H
o ategz Y e E;:L)jr;ﬁfor an effective absolute lower floor of $2.48 per
Crop Insurance Base 4.04
Level 75% This strategy has an overlap of $.20 per bushel between
g{:’" Ins Futures Floor 303 -035) 268 the crop insurance floor of $2.68 and the strategy floor of
atgey Lower Put Floor 248
Strategy / Insurance Diff 020 $2.48 per bushel.
Futures The strategy saves $.18 per bushel as compared to using a
Strike| Premium|  Floor|  Basis|CashPrice put only floor. It provides a savings of $22.28 per acrein
Put Only Floor 4200 055 365 -035 3.30 option premium based on an A.P.H. of 165 bushels and
Put Spread / using the strategy for your insured guarantee of 124
Crop Ins Upper Floar 4.20 0.37 383 -0.35 3.48 bushels.

In this case a bear put spread strategy works well to protect the floor on the insured bushels which is 75% of the APH and
provides unlimited upside. A put option only strategy is the best way to price protects your uninsured bushels, in this example
25% of the expected production and also provides unlimited upside.

This second example is uses an advanced 3 way option strategy involving a bear put spread to protect most of the gap between current new
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crop prices and the revenue floor provided by revenue insurance and also selling acall option to reduce the net cost.

The second strategy resultsin a higher net effective price floor than the first strategy but aso limits some of the potential to lock in upside to
the price you would receive and has the potential for margin calls on the call option that is sold. Thisis a more bearish strategy than the first
example and if margin calls are realized it could require more cash flow to keep in place.
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Using a bear put spread buy a put option with a strike closer to the market and selling a put option with a strike further away from the market
price. Thus, the put bought will have a higher strike and have a higher premium than the strike of the put sold.

If you purchased revenue insurance at the 75% level with the corn base price of $4.04 you have a futures floor of $3.03 less your loca basis.
We are using an example of a-.35 basis which would provide a $2.68 cash floor.

We show buying a 4.20 put option for acost of $.55 and selling a 3.20 put

2009 New Crop Corn 8 4 h . "
i option for acredit of $.18 and selling a6.40 call option for a credit of .17
3 Way Strategy, Buy Put & Sell Put & Sell Call f et cogt of $.20 bushel
With Crop Insurance Revenue Floor Ooranet cost of .20 per bu ’
Cash F,rr:fr: Effective| 1N€ PUL spread/call strategy provides an effective upper floor of $3.65as
Put & Call Options Used Basis Price Cost Price s;;:vn _On thfeéigét Iline't:]Nezuose tge ‘:;20 Srielf(feez:tn'inuila bas'fsg '63;_)5 fora
: - price of 3.85 lessthe .20 cost for an ive floor of $3.65 per
g?;ﬁ;ﬁ'gaﬁnke g:gg 0.3 385 020 3.69 bushel. This floor of $3.65 is compared to being locked into a forward sale
Put Sold Sirike 320 035 285 020 265 Of$3.68 perbushel.
Premium Collected 0.18
Using the sale of a 3.20 put limits the absolute lower floor to $2.65 as
Call Sold Strike 640) -035] 605 020 5.85) shown. We are using the 3.20 strike minus a basis of .35 for a cash price
SR _ of 2.85 lessthe .20 cost of the strategy for an effective absolute lower
Net Promium 0] floor of $2.65 per bushdl.
Compare Forward Cash Selling the 6.40 call alone would normally limit the upside but higher cash
vs. Strategy Floor Futures| Basis|  Price values of the crop grown offset with the potential loss on the option if the
Today's Forward Price 178 -0.60 TG futures are above 6.40 per bushel. However, based on producing a crop
Strategy Floor 365 equal to your bushel guarantee the crop insurance indemnity per bushel
Strategy Floor vs. Forward -0.03 would equal the loss on the option. Producing a crop larger than your
bushel guarantee provides total combined revenue to offset the option
Crop Insurance Base 4.04 |
Level 75% 0SS
Crop Ins Futures Floor 3.03] -0.3% 268 . .
Stratgey Lower Put Floor 765 This strategy has an overlap of $.03 per bushel between the crop insurance
Strategy / Insurance Diff 003 floor of $2.68 and the strategy floor of $2.65 per bushel.
Strike Premiumfut Floor| Basis|Cash Price|  The gtrategy saves $.35 per bushel as compared to using a put only floor.
Put Only Floor 420 055 365 035 3.30 1t provides a savings of $43.31 per acrein option premium based on an
Put Spread / A.P.H. of 165 bushels and using the strategy for your insured guarantee of
Crop Ins Upper Floor 420 0.20 4100 -0.35 3.65 124 bushels.

In this case a bear put spread / sell call strategy works well to protect the floor on the insured bushels which is 75% of the APH and provides
upside due to the crop insurance indemnity with a higher harvest price. However, upon locking in upside by selling cash in a higher market
during the growing season we could aso have a cost to exit the call sold thus reducing some of the gain. The crop insurance indemnity could
offset the loss revenue on the call.

A put option only strategy is the best way to price protects your uninsured bushels, in this example 25% of the expected production and
provides unlimited upside.
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