
(Lecture notes for the Week 2 First Session, Monday, 2/17/14) 
 
Introductory Pricing/Marketing Workshop for Grains, On-Line 

 

Review 

Hedging, by going through Homework X 

 

New 

Basis Proof 

Breakeven Basis, when do you lift a Hedge? 

Pricing Tools 

 

 
 

 

  



 

Homework X    ;)   Check out examples in Lesson 2 

Information for Hedge (all in bushels) 

Date: 2/17/2014  
 
July Corn Futures    $4.47 
Cash Price      $3.96 
Expected Late June Basis $‐.30 (30 cents under futures) 
Monthly Storage Costs  $0.02 (So 4 months times $0.02 equals $0.08 storage) 
Brokerage Cost    $0.01 
 
In the Table below the above information allows you to fill out the first line for date 2/17/14, and the last Column labeled 
E.B., which allows you to find Net Price Expected. 
 
Date to lift Hedge 6/17/2014 
 
July Corn Futures    $4.05 
Cash Price      $3.80 
 
This information should allow you to fill in the remainder of the below table, use the above costs.  Remember the 
examples. 
 
I will begin our session tomorrow evening reviewing hedging by going over this Homework/Example 

 

 

  



 



 



 



Hedge (can be different only by the amount different from expected basis) 

July Futures  $4.47      $4.47 

Basis   Exp. -0.30    -0.25 Actual (+0.05) 

Storage     -0.08    -0.08 

Brokerage    -0.01    -0.01 

Exp. Net Price  $4.08    $4.13 Net Price 

 

Or 

 

Cash     $3.80 

Storage     -0.08 

Brokerage   -0.01 

Net from Futures +0.42 

Net Price    $4.13 

  



Basis Proof    

 

  



 



Basis Proof   (will go through by hand)     Gain is Basis  Change

 



Basis Proof   (continued) 

 
  



 

 

Breakeven Basis, when do you lift a Hedge? 

 

Break-Even Basis Line helps us answer two questions. 

1) Should we hedge? 
 
a. Basis needs to be weaker than the B-E Basis Line to 
consider hedging. 
 

2) When to get out of/lift the hedge? 
 
a. When basis strengthens to B-E Basis, consider lifting 
hedge. 

  





Breakeven Basis Chart 
  
 
Plot a break-even basis line and then the monthly basis as you go through time: 
 
Expected normal basis on June 15: -20¢ 
Harvest October 15:   Lift hedge by June 15 
Storage cost:   3¢ per month 
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Breakeven Basis Table 
  

Calculate the monthly break-even basis next to monthly basis listed below: 

 Expected normal basis on June 15: -20¢ 

 Harvest October 15:   Lift hedge by June 15 

 Storage cost:    3¢ per month 

 

  Basis   B.E. 

October 15 _____  _____ 

November 15 _____  _____ 

December 15 _____  _____ 

January 15 _____  _____ 

February 15 _____  _____ 

March 15 _____  _____ 

April 15 _____  _____ 

May 15 _____  _____ 

June 15 _____  _____  





Background paper for Definitions, and Advantages and Disadvantages, is on webpage 

 



 



 

 

 

 

 

CBOT CORN   Mason, MI 

Mon Price Chg Delivery Basis Cash   

Mar 14  445'2s  4'6  FEB 2014  -0.40  4.05   

Mar 14  445'2s  4'6  MAR 2014  -0.38  4.07   

Jul 14  455'0s  4'0  JUN 2014  -0.30  4.25   

Dec 14  459'6s  3'4  O/N 2014  -0.50  4.10   

 

 

  





 

 

 

STORE (OR WAIT TO FORWARD CONTRACT) 
 
Cash Price              

(Store) 
  
 

   Prices Up  Prices Down 
 
Cash Price         

(Sell)   (Sell) 
Less: 
   Storage Costs        

      
Equals Net Price Received         
 
_______________________________________________________ 
 
 
 
  



 
 



 

  



 

 
 
 
 
 

DELAYED PRICING 
 
Cash Price              

   (Deliver) 
  
 

   Prices Up  Prices Down 
 
Cash Price         

 
Less: 
   D. P. Charges        

      
Equals Net Price Received         
 
 
 
  





 
 
 



 

  



 
 
 
 
 
 
 

CASH SALES 
 
Cash Price      

    (Sell) 
  
 

   Prices Up  Prices Down 
 
Cash Price (For Comparison)         

 
Cash Sales Above 
Equals Net Price Received         
 
_______________________________________________________ 
 
 
 
 
 
 



 
 
 
 



 

  



 

 

 

FORWARD CONTRACT 
 
Cash Price (For Comparison)      

       
Forward Contract Price      
Less:  Storage Costs      
 
Equals Net Price Received        
  
 

Prices Up  Prices Down 
 
Cash Price (For Comparison)         

 
Forward Contract Price        
Less:  Storage Costs        
 
Equals Net Price Received        
 

  





  



	



HEDGE	(Hedge‐to‐Arrive)	

	

	

	 	 	
Prices	Up	

	 	
Prices	Down	

	 	 	 	 	 	
	

(Futures	Month)	 (Buy)	 (Buy)	
	
Actual	Basis	

	 	 	 	

	 	 	 	 	
Cash	Price								 	 	 	 	
					Plus	Net	Returns	from	
					Futures	Sell	and	Buy	

	 	 	 	

										Less:													 	 	 	 	
													Storage	Cost	 	 	 	 	
													Brokerage	Cost	 	 	 	 	
													Equal	Net	Returns	 	 	 	 	
	
Equals	Net	Price	Received	

	 	 	 	

 

	 	 	
(Futures	Month)	 (Sell)	
	
Expected	Basis	

	 	

	
Storage	Costs	

	 	

	
Brokerage	Costs	

	 	

	
Net	Expected	Price	

	 	





  



 
 
 

BASIS CONTRACT 
 
            
(Futures Month)     (Price) 
 
Less:  Cash Price       

(Deliver Cash) 
 
Basis Contract  ____________ 
  
 

   Prices Up  Prices Down 
 
                                
(Futures Month)   (Price)   (Price) 
 
Less:   Basis Contract        
 
Equals Net Price Received         
 
 

  



SELL CASH and BUY FUTURES 
 

 

 

 



SELL CASH and BUY FUTURES 
 
 
           
 (Futures Month)     (Buy) 
 
Cash Price       

    (Sell) 
 
Actual Basis      
  
 

   Prices Up  Prices Down 
 
              
(Futures Month)    (Sell)    (Sell) 

 
Cash Price          
  Plus Net Returns from  

Futures Buy and Sell        
 

Less:   Brokerage Cost        
 
Equals Net Price Received         
 
 
Actual Basis                
  




