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Taking the “Risk” Out of Price 
Risk Management
Ag Lender Meetings, October, 2021

R. Brent Young, Ph.D., Regional Extension Specialist Agriculture & Business Management
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Execution of Ed’s Corn Marketing Plan

• All contracts filled by April 27th ($5.93 high)

• Greatest margin out lay $104,250 ($6.36 close on May 7th)

• Current margin requirement $26,450 ($5.32 close on October 6th)

– Two contracts have made money
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December Corn Futures Prices

• From 1990 to 2014, December corn futures declined from 

May 1 to October 1 in 19 of 25 years or 76% of the time. 

Corn prices dipped lower in three of four years by an 

average of 29 cents per bushel.
• Edward Usset, University of Minnesota

November Soybean Futures Prices

• November soybean futures declined from spring to 

harvest in 16 of 25 years (64 percent) by an average of 31

cents per bushel.
• Edward Usset, University of Minnesota
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July KC Hard Red Winter Wheat Futures 
Prices

• July Kansas City wheat futures declined 

from October 1st to July 1st in 14 of 25 years 

(56 percent). In 13 of 14 years (93 percent) 

the decline was greater than 10%. 

Diagram of a Hedge (corn producer)

Cash
2/15/21 Long $4.45/bu.
4/15/21 cash @ $4.55/bu. +$0.10
7/15/21 cash @ $4.80/bu. +$0.25
9/15/21 cash @ $4.55/bu. ($0.25)
10/15/21 cash @ $4.45/bu. ($0.10)
11/15/21 Harvest Corn
Sold cash corn $4.35

Futures
2/15/21 Short (sell @$4.45/bu.)
4/15/21 $4.45-$4.55 = ($0.10)
7/15/21 $4.55-$4.80 = ($0.25)
9/15/21 $4.80-$4.55 = +$0.25
10/15/21 $4.55-$4.45 = +$0.10
11/15/21 Harvest Corn
Bought futures $4.35

Net price for corn
Sold Futures @$4.45
Bought Futures @$4.35
Futures profit $0.10
Cash $4.35 + Futures $0.10 = $4.45
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• Perfect Hedge (Zero Basis)

• Basis Hedge

Examples: Corn Producer

• Today (2/15/21)

– December 2021 corn futures trading @ $4.45

– Sell DEC 2021 corn futures contract @ $4.45

• November 20, 2021

– Harvest corn

• Sell cash corn @ $4.15

• Buy back DEC 21 corn futures contract @$4.15

• Net price for corn

– Sold DEC futures for $4.45, bought it back for $4.15 = +$0.30 + $4.15 cash =$4.45 net 

price for corn

Futures perfect hedge 
(zero basis) price declines



10/8/2021

7

• Today (2/15/21)

– December 2021 corn futures trading @ $4.45

– Sell DEC 2021 corn futures contract @ $4.45

• November 20, 2021

– Harvest corn

• Sell cash corn @ $4.65

• Buy back DEC 21 corn futures contract @$4.65

• Net price for corn

– Sold DEC futures for $4.45, bought it back for $4.65 =

-$0.20 + $4.65 cash =$4.45 net price for corn

Futures perfect hedge 
(zero basis) price increases

• Today (12/28/20)

– December 2021 corn futures trading @ $4.25

– Sell DEC 2021 corn futures contract @ $4.25

• October 6, 2021

– Harvest corn

• Sell cash corn @ $5.47

• Buy back DEC 21 corn futures contract @$5.32

• Basis cash-futures $5.47-$5.32 = +$0.15

• Basis is 15 cents over

• Net price for corn

– Sold DEC futures for $4.25, bought it back for $5.32 = -$1.07 + $5.47 cash =$4.40 net 

price for corn

• Cost of Production

– Total direct costs = $3.64/bu.

Futures with basis
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Strong Basis

Common Concerns regarding Pre-
harvest Pricing

• What if I don’t produce enough bushels or pounds to cover my 

contracts?

– Revenue Protection crop insurance is the answer!

• What if I sell and the price goes higher?

– Your marketing plan can include scale-in selling and the use of minimum pricing 

that utilizes options or minimum price contracts.
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Revenue Protection Crop Insurance
• Provides a revenue guarantee on a percentage of the actual production history (APH) of the farm.

• Using policies such as Revenue Protection (RP) or Revenue Protection with the Harvest Price Exclusion 

(RPE) guarantee both yield and price using farm level APHs.

– Harvest price exclusion does not offer a higher harvest guarantee if market prices are higher than 

the price discovery period.

• Price Discovery Periods

– Corn

• February 1-28 December CME Futures contract – Harvest price October

– Soybeans

• February 1-28 November CME Futures contract – Harvest price October

– Wheat

• Aug 15 – Sept. 14 September KC HRW Futures contract – Harvest price July
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Pre-harvest Marketing Strategies

• 2021 Projected Prices (price discovery)

– Corn $4.56 $4.58 v 0.23

– Soybeans $11.78 $11.87 v 0.19

• 2021 Projected Price (final)

– Wheat $4.98

• Coverage Levels

– 50% 55% 60% 65%, 70%, 75%, 80%, 85%

Corn RP Example
• Farm APH 180 bu./A

• 500 acres of corn

• You elect 75% coverage

• Projected price $4.56

• Bushel guarantee 180 x .75% = 135 bu./A

• Revenue guarantee $4.56 x 135 bu. = $615.60

• Maximum bushels you could pre-harvest price 500 x 135 = 67,500 bu. or 13 - 5000 bu. 

contracts
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Shortfall in Harvest Yields
• Actual yield 100 bu./A harvest price $4.35

• Revenue guarantee $615.60/A

• Actual revenue $435.00/A

• Indemnity $180.50/A

• Producer would negotiate with the grain merchandiser to “buy back” extra bushels not 

delivered. (usually 10 to 20 cents per bushel)

– If the futures price at harvest is less than the futures price you contracted bushels for delivery the 

“buy back” could be less

– The indemnity payment reflects a futures price average which is usually higher than the local cash 

price used to determine the buy back price.

Managing Margin Account Loans
• Do not include in operating loan

– How do you collateralize margin account loans?

• Limit open contracts to number that can be covered by crop insurance

– Suggest Revenue Protection over Yield Protection

– Communicate yield expectations above insurance coverage???

• Monitor open positions

– Require periodic reports from commodity broker (part of the security agreement)

• Require brokerage account gains (minus minimum margin requirements) to be 

deposited back into margin loan account
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R. Brent Young

970-580-2204

brent.young@colostate.edu

Questions?


