Ag Decision Maker Activity
File A2-66

Grain Price Options Basics
& A2-67

Options Tools to Reduce Price Risk

Name ________________________

Using File A2-66 and A2-67, answer the following questions about grain options using a land option as an example.

On June 1 farmer Jones approaches his neighbor about buying 100 acres of his neighbor’s land at $2,000 per acre.  Farmer Jones is pretty sure that he wants the land but is unable to arrange financing for six months.  The neighbor proposes to grant a six-month option on the property at $2,000 per acre in exchange for a $100 per acre fee.  With some exceptions, this option is similar to a commodity option with the following characteristics.  Assume there is no transaction fee for buying and selling land or land options.

1) Purchaser  _____________________

2) Seller (writer) ___________________

3) Type of option ___________________

4) Strike price _____________________

5) Expiration date __________________

6) Premium _______________________

On December 1 land values are $2,500 per acre.  Assume farmer Jones has retired from farming and is now a land speculator.  What should he do?

Net profit (loss) _________________________________________

On December 1 land values are $1,500 per acre.  What should Jones do?

Net profit (loss) _________________________________________

On December 1 land values are $2,050 per acre.  What should Jones do?

Net profit (loss) _________________________________________

On October 1 land values are $2,500 per acre.  Mr. Smith offers Jones $600 per acre for his option.  Should Jones exercise the option or sell it?

Net profit (loss) _________________________________________


. . . and justice for all            


The U.S. Department of Agriculture (USDA) prohibits discrimination in all its programs and activities on the basis of race, color, national origin, gender, religion, age, disability, political beliefs, sexual orientation, and marital or family status. (Not all prohibited bases apply to all programs.) Many materials can be made available in alternative formats for ADA clients. To file a complaint of discrimination, write USDA, Office of Civil Rights, Room 326-W, Whitten Building, 14th and Independence Avenue, SW, Washington, DC 20250-9410 or call 202-720-5964.
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