Ag Decision Maker Activity







File A1-34

Marketing Loans and Loan Deficiency Payments
File A1-38 

Name:______________________________________



Complete the following activity using information from Files A1-34 and A1-38.

It is harvest and the cash soybean market is not favorable.  Rather than taking a low market price now, you plan to store the soybeans on your farm until later in the marketing year in anticipation of higher prices.  You are considering using one of these government programs (the marketing loan program or the loan deficiency payment (LDP's) program).  Using the Files A1-34 and A1-38, calculate the net price per bushel that you would expect under the following circumstances.  

Enter the soybean loan rate for your county  $_____________.

Marketing Loans

You can borrow money from the government (Commodity Credit Corporation or CCC) for a period of nine months on soybeans you are storing.  The amount you can borrow (per bushel) is equal to the loan rate (per bushel) for your county. 

You have three options for closing out your loans:

1. You can repay the loan principal (county loan rate) plus accrued interest anytime during the nine-month period -- at which time you can sell the grain, hold it for later sale, feed it, or otherwise dispose of it.

2. You can repay the loan principal (county loan rate) at the posted county price * (PCP) anytime during the nine month period (accrued interest is forgiven) -- at which time you can sell the grain, hold it for later sale, feed it, or otherwise dispose of it.

3. You can forfeit the grain to CCC at the end of the nine month period, keep the amount of money borrowed (regardless of cash selling price), and the accrued interest on the loan is forgiven.

* The posted county price (PCP) is a rough estimate of local market price calculated by adjusting Kansas City and Louisiana Gulf markets by local differentials.


Ag Decision Maker Activity Continued…
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Marketing Loans and Loan Deficiency Payments 
File A1-38

1) It is May and prices have gone up so you decide to sell your soybeans and repay the loan.  The cash sale price is $6.00.  Accrued interest is $.15 per bushel.


Loan Rate (borrowed)
$__________


Loan Rate (repaid)
- __________


Accrued Interest
- __________


Cost
$__________


Cash Sale Price
$__________


Cost (above)
- __________


Net Price
$__________

2) It is May and soybean prices are still low (cash price is $4.50), but you don't expect prices to improve.  So you decide to repay the loan at the PCP ($4.50) and sell the soybeans.


Loan Rate (borrowed)
$__________


PCP (repaid)
- __________ 



Benefit
$__________






  


Cash Sale Price
$__________





Benefit (above)
+ __________



Net Price
$__________






3) Nine months have passed since you borrowed the money and soybean prices are still low, so you decide to forfeit the grain.  Interest on the loan is forgiven.


Loan Rate (borrowed)
$__________


Accrued Interest
- __________


Net Price
$__________
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Loan Deficiency Payments (LDPs)

You decide not to place your soybeans in the government loan program.  However, you expect prices to improve by spring so you store your soybeans on your farm.  You are eligible for loan deficiency payments when the posted county price is below the loan rate.

1) It is May and soybean prices are still low (cash price is $4.50) and you don't expect prices to improve.  So you decide to LDP your soybeans (PCP is $4.50) and sell them.


Loan Rate
$__________


Posted County Price
- __________


LDP
$__________


Sale Price
$__________


LDP (above)
+ __________


Net Price
$__________

2) It is May and soybean prices are still low (cash price is $4.50).  You don't expect prices to improve.  So you decide to LDP your soybeans and sell them.  However, the PCP is $4.40 (10 cents below the cash price).


Loan Rate
$__________


Posted County Price
- __________


LDP
$__________


Sale Price
$__________


LDP (above)
+ __________


Net Price
$__________
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3) It is harvest and soybean prices are low (cash price is $4.00), but you expect prices to improve by spring.  The PCP is $4.00.  So you decide to LDP your soybeans and store them until spring


Loan Rate
$__________


Posted County Price
- __________


LDP 
$__________

It is now spring.  As you expected cash prices have risen to $6.00.  So you decide to sell your soybeans.  What is your net price.


Cash Sale Price
$__________


LDP (above)
+ __________


Net Price
$__________

It is now spring.  However, cash prices have fallen to $3.50 and you don't expect them to improve.  So you decide to sell your soybeans.  What is your net price.


Cash Sale Price
$__________


LDP (above)
+ __________


Net Price
$__________

List and Explain the Four Types of Loan Deficiency Payments
2) 

4) 

Explain Beneficial Interest 
. . . 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.


Issued in furtherance of Cooperative Extension work, Acts of May 8 and June 30, 1914, in cooperation with the U.S. Department of Agriculture. Jack M. Payne, director, Cooperative Extension Service, Iowa State University of Science and Technology, Ames, Iowa.
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