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e Buying/Selling Options
o Marketing Strategieswith the LD
e Out-of-the Money Options: Whento
e Technica Andysis

e Fundamentd Analysis

Futures Prices (12/1/00)

\

KCBT t Options (12/1/00)

Strike [MarC [MarP [May€& [MayP [aulC [P

300 [275 |15 [36.75 [2% [45.125[3.75

310 |20 3.875 [29.375[4.875N 6.25

320 [14.125(8 23.125(8.375 \ 9.625

330 (975 [135 |18 13.125 26\ 19

340 6.625 (20.25 |14.125]18.75 21.375\24.75

Contract KCBT

Mar-01 326.25 331 \

May-01 335 339 \ N
Jul-01 3425 346

Sep-01 350 353.25 \
Dec-01 359 \

350 [4.625 [28.125[105 175 [\
360 [3.125 7.875 \
370 [2.25 6 11625[ \
380 [15 4.5 9.5 \
30 [1.125 3.375 7875 | |

mptions (12/1/00)

Strike [MarC [MarP [MayS |MayP [aulC  [JulP

300 [305 |05 N

310 [225 |2 375 N

320 [155 |5 255 |7 \

330 [925 [875 [195 (11 25 \| [9.
340 |7 15.75 (145 |16 20 \145

350 4.5 24 11.25 |22.75 |16.25 XO.?S

360 3 325 (875 [30.25 |13 Z'X‘S

370 |2 7 105 \
380 [1.125 5.5 8.25 \
30 [075 4.5 |

e Short Position— “selling” the m
e Put Option
— Long pays premium to the short
— Long hasright to sell at strike price.
— Short has obligation to buy at strike price.
— Useto establish price floor
e Call Option
— Long pays premium to the short
— Long hasright to buy at strike price.
— Short has obligation to sell at strike price.

— Useto establish upside price potential on forward
contract or sell cash/reown in futures market.
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Buy a P

e Long May KC Wheat
330 Put @ 14
— Long the premium
— NoMargin
— Premium increases as
pricefalls

— Premium decreases as
priceincreases

pricefalls

— Premium increases
price increases

Profit/Loss on S 360 Call at Expiration

Cents/Bu.
10 ~
51 |
o Maximum ‘profit of 8 cent premium
-5 Breakeven of

368 (360+8)

-20 4

Larger Losses as
-25 4 Prices Increase
-30 4
-35

240 260 280 300 320 340 360 380 40
May Futures at Option Expiration

Short a May 360 Put at 8

Profit/Loss:
Long 330 Put
Cents/Bu.
50
40 A
30 1
20 1 Net-Premium=Put Bought - CalNSold
10 A
0
-10 A
-20
-30
-40

280 290 300 310 320 330 340 350 360 370 380 390 40

May Futures at Option Expiration

Profit/Loss on L 330 Put at Expiration

Cents/Bu.
90
80 Higher Profit

70 4 as Prices Fall
60

50
40 4
30
20
10 4
0 T T T T i T T
-10 4
-20

Breakeven of
316 (330-14)
Maximum loss
of 14 cent

240 260 280 300 320 340 360 380 40!

May Futures at Option Expiration

Long a May 330 Put for 14

Profit/Loss on

330 Put and Short 360
Call at i

iration
Cents/Bu.
Zg ] \—Long 330P
50 [\ short 360C
40
30
20

107 —— - \

0t+——T—— —
-10 \ BN \
-20 1 So
-30
-40

260 270 280 290 300 310 320 330 340 350 360 370 380 390 40

May Futures at Option Expiration

Long a May 330 Put for 14, Short a May 360 Call at 8

Long a May 330 Put for 14, Short a May 360 Call at 8

Cents/Bu.
400

380

360 1 Cash Price = May Futures + Basis
340 \
320

300

280

260 +F¥—T——--T—--—-T—-T—v—T—TT
280 290 300 310 320 330 340 350 360 370 380 390 40

May Futures at Option Expiration
Basis is assumed to be —20 when the May options expire.
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-Price on Grain:
Long Cash+Lo

Cents/Bu.
350

340

330

320

310
304=330-20-6

300
Floor PriLe = Put Strike + Basis - Net Prem

290

280 290 300 310 320 330 340 350 360 370 380 390 40
May Futures at Option Expiration

Long 330P at 14, Short 360C at 8, basis is assumed to

be 20 when the Mav ootions exnire.

e Limited Upside Potentia (Price Ceiliqg
e Price Floor = Put Strike + Basis— Net Fxem
e Price Ceiling = Call Strike + Basis— Net Rrem
e Net Prem = Put Premium — Call Premium
e Ceiling — Floor = Call Strike —Put Strike

es of Long May Put
& Sh ay Call

Put/Call Position Price Floor Price Ceiling

310P/330C 303

310P/350C 296 336

310P/No Call 285 No Ceinng\ N
330P/370C 303 343 \
330P/No Call 297 No Ceiling \
340P/370C 307 337 \
340P/No Call 301 No Ceiling \

e | ong May KC Wheat
340 Put @ 19
— Long the premium
— NoMargin
— Premium increases as
pricefalls pricefalls

— Premium decreases as
priceincreases

— Premium decreases
priceincreases

Profit/Loss on L0

Cents/Bu.
80
70 4
60 1
50 4
40 4
30 4
20 4
104

0 T T T T T
-10 4
-20

340 Put at Expiration

Higher Profit
as Prices Fall

Breakeven of

321 (340-19)

Maximum lo\s

of 19 cent
T

260 270 280 290 300 310 320 330 340 350 36

May Futures at Option Expiration

Long a May 340 Put for 19

Profit/Loss on S 310 Put at Expiration

Cents/Bu.
10
0 T T 4
-10 4
20 4 Breakeven of
305 (310-5)
-30 4
-40 4
-50 1 Larger Losses as
.60 4 Prices Decline
-70

240 260 280 300 320 340 360 380 40
May Futures at Option Expiration

Short a May 310 Put at 5
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Profit/Lo Long 340 Put and

Cents/Bu.
40

\ —Long 330P
301 .- Short 310P
20
10 4

0 yAIRN N\

-10 {
-20
-30 4

-40 /

260 270 280 20 300 310 320 30 340 30 3\ 30 3 390
May Futures at Option Expiration
Long a May 340 Put for 19, Short a May 310 Put at 5

Profit/Lo Long 340 Put and
Short 310 Potat Expiration

Cents/Bu.
20

Max Profit = Strike Spread - Net Premi
{716 = (340-310)-(19-5)

Max Loss = Net Premium

-20

260 270 280 290 300 310 320 330 340 30 360 370 30 390
May Futures at Option Expiration
Long a May 340 Put for 19, Short a May 310 Put at 5

-Price on Grain:
Long Cash+Lo| 40P+Short 310P

Cents/Bu.
350

340
330
320
310 + 306=340-20-14

300

Floor Price = Put Strike Bought + Basis - Net Prem

290

280 290 300 310 320 330 340 350 360 370 380 390 40
May Futures at Option Expiration

Long 340P at 19, Short 310P at 5, basis is assumed to be
=20 when the May options expire.

e Limited Downside Price Pro
(Price Floor)

® Price Floor in effect until Strike Prige of
Short Put

® Price Floor = Put Strike Bought + Basi§—
Net Prem

® No Price Ceiling

e Used in conjunction with Fo
Contract or for Re-Ownership

e Example: Long 320 Call @ 23/ S
360 Cdll @8

e Limited Upside Potential

® Upside potential = Strike Sold— Net
Prem = 360-15 = 345

Protectin e LDP

e The Loan Deficiency Paymen
programisaput option

e LDP Priceisyour put option premiung,

e LDP hasbasis, putsand calsdon’'t

Strategies

Wait to take LDP => Holding your put optiol

Takethe LDP => Sdlling your put option
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1) TakeLDP/Buy aPut 2) Don't T. DP/Buy a Call

Example: (8/30/00) Example: (8/3
LDP=+0.60 LDP =+0.60
Dec 300P = 0.20 Dec 310C = 0.09

8/30/00": Basis =-40; LDP = 60;Sep Fut
Fut=306; 300 Put = 20; Cash Price = 2

. Dec

11/15/00: Basis = -20; LDP =10;Dec Fut =320; Y00
Put = 0; Cash Price = 300

Net-Price = Cash Pricein Nov + LDPin Aug +
Option Profit— Storage Cost
=300 + 60— 20— (5¢/mon)*3 =325

*would have gotten 310 selling grain at harvest and collecting the LDP

e Put provides downside price protectio

o If futures priceralies, will only lose put
premium, not LDP

o If basis strengthens, won’'t lose LDP

2) Don’t Takex.DP/Buy a Call
Example;
8/30/00": Basis =-40; LDP = 60;Sep Fut . Dec

Fut=306; 310 Call = 9; Cash Price = 250

11/15/00: Basis = -20; LDP =10;Dec Fut =320; 10
Call = 10; Cash Price = 300;

Net-Price = Cash Pricein Nov + LDPin Nov +
Option Profit— Storage Cost
=300 + 10 + 1 — (5¢/mon)* 3 = 296

*would have gotten 310 selling grain at harvest and collecting the LDP

2) Don’t Tak P/Buy a Call

e Retaining LDP still gives
protection.

o Call givesupside price potential (asL
erodes).

e If futurespriceralies, call option gain
offsetsLDPloss

o If basisstrengthens, will lose LDP but no
corresponding increasein call.

Comp

e Take LDP/Buy aPut
— Use when you expect Good Basis |
and/or Lower Futures Prices
e Don't Take LDP/Buy aCall

— Use when you expect Little Basis Improv
and/or Higher Futures Prices
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ProbabiTi Out-of-the Money Options Being

The-Mon ey WeeksUntil | 10 [ 20 [ 30 | D] 50 | &
Expiration |Cents|Cents [Cents| Cents ents | Cents

e Example 1 (7/1/00) 10 95% | 75% | 35% | 20% | 5 5%

—You'vegot a310 Sep Put that is 6y 9 9% | 70% [35% | 20% | 5% Y\ D%
futuresare 350. The March optionspir 8 | oov | TO% |3O% | 20% | %% \f;:\ \
; 7 90% | 60% [30% | 20% | 5% | 59

?
in about 7 weeks. Hold or Sell” 5 s oo oo T e T o T

e Example 2 (2/1/00) 5 90% | 40% |15% | 5% | 0% | 0%

- You'vegot a360 Mar Call thatis2. Mar 4 65% | 30% [10% | 5% | 0% | O%
futuresare 330. TheMarch optionsexpire 3 SS% | 150 | 10% | 9% | O% | 0%
in about 3 weeks. Hold or Sell? 2 oo [T O ] OW | O | O%

) ' 1 40% | 0% | 0% | 0% | 0% 0%
of yearsout of 20(1980 jasoutd -themoney
bec r example, 60%of thetime (1 outd-the

money optionwith 7

Probabili Qut-of-the Money Options Being
In-The-Mo Before Expiration:

WeeksUntil 10 20 30 %\ 50 60
Expiration |Cents|Cents [Cents| Cents ents | Cents
10 100% | 85% |65% | 40% | 3 20% and data

100% | 75% | 60% | 35% [ 15% Y\ Tohg to predict pricesor pricedirecth
100% [ 75% [60% | 35% [ 10% [ “gw
100% | 75% | 60% | 35% | 10% 0‘%\ \
100% | 70% | 55% | 20% 5% 0%

95% | 60% | 40% 0% 0% 0%
85% | 30% | 5% 0% 0% 0%
70% | 25% | 5% 0% 0% 0%
60% | 15% | 0% 0% 0% 0%
35% [ 0% | 0% 0% 0% 0%

rINv|w|s|o|lo|N]|eo]o

of yearsout of 20(1980 he
becamein-themoney beforeexpiration. For example, 5%of thetime (L out of 20years) a30 cent outof-themoney

u. eat Supply and u.

De

1999-00
Beg. Stocks (mb) 946
Planted Acres(mil) 62.7
Harv. Acres (mil) 53.8
Yield (bu/acre) 42.7

Total Supply (mb) 3,339

eat Supply and

Beg. Stocks (mb)

Planted Acres (mil)
Harv. Acres (mil) 53.8
Yield (bu/acre) 42.7 42.1
Total Supply (mb) 3,339 3,289

Food (mb) 1,017 Food (mb) 1,017 1,026
Feed (mb) 284 Feed (mb) 284 250
Exports (mb) 1,090 Exports (mb) 1,090 1,125
Total Use (mb) 2,390 Total Use (mb) 2,390 2,401

Ending Stocks (mb) 950
Stocks-to-Use Ratio  39.7%

Ending Stocks (mb) 950 888
Stocks-to-Use Ratio  39.7%  37.0%




U.

1999-00

eat
De

Supply and

Beg. Stocks (mb) 946 950
Planted Acres (mil) 62.7 62.5
Harv. Acres (mil) 53.8 53.2
Yield (bu/acre) 42.7 42.1
Total Supply (mb) 3,339 3,289
Food (mb) 1,017 1,026
Feed (mb) 284 250
Exports (mb) 1,090 1,125
Total Use(mb) 2,390 2,401
Ending Stocks (mb) 950 888
Stocks-to-Use Ratio  39.7%  37.0% 37.5%

Million Bushels

10

47 mb behind page

6/3 7/1 7/29 826 9/23 10/21 1118 12/16 1/13 2/10 3/9 4/6 5/4) 6/1

Weeks

560

Mar

KCBT Wheat Futures and SUR in February

520

500

At

u.

Beg. Stocks (mb)
Planted Acres (mil)
Harv. Acres (mil)
Yield (bu/acre)
Total Supply (mb)
Food (mb)

Feed (mb)

Exports (mb)
Total Use (mb)
Ending Stocks (mb)
Stocks-to-Use Ratio

3,268
1,026
250
1,100
2,376
892
37.5%

eat Supply and

741
29.8%

0 10 2 30Currem USDA éstale 37.5% 50
SUR (%)
500 Sep KC‘BTV.\IheaI Futures and SURin August
240 T
0 5 10 15 20 25 30 35 40 45 50

SUR (%)

160%
140% /‘\ \\
120% / \
100% -4
0% '/\‘/ JANY HRS
et d—md \N__4 ALL
40% 1
20% o
0% T T T T T T T T T T T T T T T 1T
X 8 8 5 8 3 & & 5
2488344 4 3 4
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U.S: eat Supply and
Demand: Al gat and HRS
2000-01(All
Beg. Stocks (mb) 950 218
Production (mb) 2,239 498
Total Supply (mb) 3,268 775
DomesticUse(mb) 1,276 297
Exports (mb) 1,100 235
Total Use (mb) 2,376 532
Ending Stocks (mb) 892 243

Stocks-to-Use Ratio 37.5%

45.7%

Cents/Bu

Mar MGE Wheat Futures and SUR in February

560

520

540
AV

500

480

260

0 10 20 30
Hard Red Spring Wheat SUR (%)

40 / 50
Currerft USDA Estimate 45.7%

60

\

Sep MGE Wheat Futures and SUR in August

Cents/Bu.

N
TiNGe N

Hard Red Spring Wheat SUR (%)

Technica

Use of price patternsto predict
pricedirection.

o Trendlines
e Gaps
e |ndicators

001 KCBT Wheat
250 ures

3404

f.fl“

3304
L k NG
3204 F [’
1 m{
300 1 1 t t t t
6/1 n 8/1 on 101 111 1‘2/1

e DowntrendLine — A decreasing
intersects significant market highs

e Use Lows or Highs that are outside theor
range of trading.

e These Lows and Highs represent the market
failed attempt to reach new price territory.

e Can have multiple trendlines signifying short
long-term trends.

e Uptrend lines act as price support and downtren

lines act as market resistance.

e When trendlines are broken, this signals a change

in trend.
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Mar 2 CBT Wheat Futures

Mar 2 CBT Wheat Futures
350
H Intermediate Resistance
340 + \
rhf Hﬂf
330 4
Lk
3204 Jr J:
310 4+ j r Intermediate Supfjort
300 + + + + t
6/1 71 8/1 9/1 10/1 111

1&/1

Long-Term
ﬂ Resistam%\
340 4 i L
330 4 _
1NN

320 +
310 4+
300 + + + t + u

6/1 71 8/1 9/1 10/1 11/1 l*/l
Mar 2 CBT Wheat Futures
350

Short-Term Resistance
340 + |-
330 4 hF

320 + I

310 4+ f

300

6/1 711 8/1 91 10/1 1111 1*/1

e Gaps signify an abrupt chang
between two days of trading.
e May bedriven by speculative enthud
e Liquidation of positions

e Gap theory statesthat Gaps will eventua\y
befilled.

e Market will return to the price where the
gap was created.

Mar 2

350

340

330

320

310

300

CBT Wheat Futures

_fnf JM*

Gap Gap Filled

Gap Gap Filled— Hﬂf

WW

6/1

10/1

11/1

1&/1
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Technica

e Indicesor indicators that are used tSNdentify price
trends.

o Examples: Moving Averages, RSI (Relative
Strength Index), Stochastics

e RS| — Index value from O to 100. Measures price
strength (100 Up Market; 0 Down Market)

e RS| — Identify markets that are overbought
(RSI>80) or oversold (RSI<20).

Technical Indicator —
Divergence fro rice Behavior

Bullish Divergence Bear™Q Divergence

Prices \/\/ Prices

«—New low in prices,

indicator low is

by
igher.
Indicator Indicator

Prices make new lows, but Prices make new high, but

indicator trending higher. indicator trending lower.
Market losing momentum to the Market losing momentum to th
downside upside

Sign that prices will move higher Sign that priceswill move lower

Mar 2 CBT Wheat Futures

Yol |

AP
me%ﬁ ’f”‘%{

6L n &

un\ 1

B overvougnt |

10 oversold |

a1 ™ a1 a1 P P =

e What can you use with confid

e Use multiple sources of analysis
independent.

e Know thelimits of your analysis and male
back-up decisionsin caseyou arewrong.

Mar 2 CBT Wheat Futures

B L‘m F
ulish ivergensS
+ h

a1 7n B o

Bullish Divergence

@ ™ @ a P m |
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