Name:

Grain Market Short Course

Homework 4

DUE: February 2, 2004
1) Assume you paid 0.30 for a soybean put option with a strike price of $7.50 on June 1.
The option was for the November contract. When you sell your soybean crop in October,
the basis is -$0.35. Calculate the price you would have received under the following

scenarios (ignore the broker’s commission).

a) November futures price in October is $5.80

b) November futures price in October is $7.60

c) November futures price in October is $8.50

1) Given the question above, what would the local cash price be in October if the futures
were §7.207?

2) Assume the basis in your area is normally -$0.40 at harvest. Is the basis from question 1
stronger or weaker than normal?

3) If the futures price on June 1 had been 7.62, what would you have ended up getting if you
had hedged (futures are 7.20 at harvest)?



5) A call option provides the owner the right to:
a) buy a futures contract at the strike price.
b) sell a futures contract at the strike price.
c) buy a futures contract at the current futures price.
b) sell a futures contract at the current futures price.

6) A put option has intrinsic value when:
a) the strike price is below the futures price.
b) the strike price is above the futures price.
¢) the premium is greater then zero.
c) call options never have intrinsic value.

7) An option's strike price is the same as the current
futures price.
a) True
b) False

8) The expected minimum price from a put option is always higher then the expected price from
hedging.
a) True
b) False

9) If the futures price for corn is $2.70, and a put option with a $2.60 strike price is selling for 4
cents:
a) The time value of the option is 4 cents.
b) The intrinsic value of the option is 4 cents.
c¢) The option is in the money.
d) This option could not sell for 4 cents.

10) You have the following information for soybean options on the November contract:

Calls Puts
strike premium strike premium
$6.50 74 cents $6.50 9 cents
$6.75 55 cents $6.75 19 cents
$7.00 31 cents $7.00 30 cents
$7.25 21 cents $7.25 51 cents
$7.50 11 cents $7.50 72 cents

The November future price for soybeans is currently $7.01. Put an x by every option strike price
that has intrinsic value.



