take delivery of some commodity
predetermined date at a negotiated p
e Everything except price is standardize
- Quality

— Quantity

— Delivery location

— Delivery date

FUTUR ONTRACTS

® Traded on margin
® Marked to market daily

o Allow for offsetting legal obligation

[Dete Price per Bushel
17-Jan $250
18-Jan $248
19-Jan $246
20-Jan $247
21-Jan $240
24-Jan $243
25Jan $245
26-Jan $249
27-Jan $251
28-Jan $255

Even for producers who never
actually trade a
contract, understandi
price could be achieve
through the futures marke
critical in making good cash
market decisions. Most eve
cash price opportunity is tied
to the futures market.

what

Basis and Price For

Basis

asis is the difference between a cash
ice at a specific location and
the price of a particular futures
contract. e cash price offered

given marketin;
function of local




Basis

+ The lower the cash
price relative to
futures prices, the
weaker the basis. A
weak basis is good for
cash buyers,and bad
for cash sellers

basis is bad for ¢
buyers,and good fo
cash sellers.

of Basis

Determinati

Other Factors:

« Local supply and demand conditions

+ Grain quality

« Intensity of local Competition

Corn Basis for North West Wisconsin
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Determination of Basis

Major Factors
« COST OF STORAGE: Determines
a given crop year. Also affects the pric
difference between a nearby and a distan
futures contract in a given crop year.
« COST OF TRANSPORTATION: Determine!
basis geographically.

rn Prices - South Central Wisconsin
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Average Corn Basis
Central Wisconsin

027

029

033

035

Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug
$/bu

[=+—=Average (1998-2000)

006

Wisconsin's Relative Com Share

005

004

002

Wisconsin Production / US Production

001

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 ?mm

B Wisconsin/U.S. Production - Com

0.00

-0.10

-0.20

-0.30

-0.40

-0.50

-0.60

Soybean Basis for South Central Wisconsin
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Cash Soybean Price South Central Wisconsin
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Sauth Gentral Wisoonsin Soybean Basis
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Soybean Basis for North West Wisconsin
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To record historical basis levels, collect closing futures or the
contract closest to maturity (but not expiring in the curren
Wednesday, and the corresponding cash price (collected lat
Wednesday or Thursday morning). Subtract the futures pric
cash price. Average the Wednesday basis calculations for each
to arrive at the average monthly basis level.

Wisconsin Soybean Basis \
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Using basis in

January 23, 2004

Expected cash prices for later delivery on January 15:

to evaluate a storage decision.

Today's cash pri

March futures price
May futures price
July futures price

* Storage costs are 3.5

cents per month.

Store Until: February March April June
Futures Price $8.40 $8.39 $8.39 $8.27
Expected Basis -$0.29 -$0.36 -$0.17 . -$0.23
Expected Cash Price $8.11 $8.03 $8.22 $7.97 $8.04
Storage Return

Expected Cash Price $8.11 $8.03 $8.22 $7.97 $8.04
minus Today's Price $8.07 $8.07 $8.07 $8.07 $8.07
|minus Storage Costs* $0.035 $0.07 $0.105 $0.14 $0.175
Total Return $0.005 -$0.11 $0.045 -$0.24 -$0.205)
Per Month Return $0.005 -$0.055 $0.015 -$0.06 0.041




