Ag Decision Maker Activity
File A2-68

Options Tools to Enhance Price

Name ________________________

Using File A2-68, answer the questions below.

1) Selling (writing) call options allows you the opportunity to __________ the price of your grain.

2) Selling (writing) call options places a __________ price on your grain.

3) If the futures price rises above the call option strike price, the __________ on the call option is offset by the __________ in the value of the grain.

4) If the futures price drops below the call option strike price, the __________ on the value of your grain __________ your net selling price.

5) If you sell (write) a call option and prices rises, you are subject to __________.

6) Farmer Jones has 10,000 bushels of corn in storage.  He/she believes that corn price will remain in a narrow trading range for the next several months and is looking for opportunities to increase sale price.  It is December and May corn futures are trading at $2.50 per bushel.  A May call option has a premium of 22 cents.  Expected basis in April is 18 cents.  Don’t consider transactions costs or interest on margin money in answering the questions below.

a) If Jones buys two 5,000 bu. call options, what is the estimated ceiling or maximum price per bushels established for the corn?

b) What is the estimated net price if May futures price rises to $2.90 in April?
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c) What would Jones have received if he/she had stored the corn but not written the option?

d) What is the actual net selling price in April if May futures is $2.90, actual basis is 18 cents, the option position is closed out two weeks before option expiration, and the option is trading for 44 cents (40 cents intrinsic value and 4 cents extrinsic value)?

e) What is the actual net selling price in April if May futures is $2.30, actual basis is 18 cents, the option position is closed out two weeks before option expiration, and the option is trading for 4 cents (extrinsic value)?

f) What would Jones have received if he/she had stored the corn but not written the option (“e” above)?

7) In the previous question, assume that farmer Jones believes that corn price will increase, but not over $2.70 per bushel.  A $2.70 strike price option has a premium of 10 cents.  Basis is expected to be 18 cents.

a) What is the estimated ceiling price?
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b) What is the estimated net selling price if May futures price rises to $2.90 in April?

c) What is the actual net selling price in April if May futures is $2.70, actual basis is 18 cents, the option is closed out two weeks before expiration, and the option is trading for 4 cents (extrinsic value)?

d) What is the actual net selling price in April if May futures is $2.90, actual basis is 18 cents, the option position is closed out two weeks before option expiration, and the option is trading for 24 cents (20 cents intrinsic value and 4 cents extrinsic value)?

e) What is the actual net selling price in April if May futures is $2.30, actual basis is 18 cents, the option position is closed out two weeks before option expiration, and the option is trading for 4 cents (extrinsic value)?

8) It is fall and I just harvested my soybean crop.  I believe that prices will stay within a narrow trading range until spring.  I want to increase my net selling price by using a covered call strategy.  May futures are trading at $6.50.  An at-the-money May call option has a premium of 30 cents.  The expected basis in April is 25 cents.

a) What is my projected "maximum selling price"?
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b) What is my projected net selling price in April if May futures price stays at $6.50?

c) What is my projected net selling price in April if May futures price rises to $8.50?

d) What is my projected net selling price in April if May futures price drops to $5.50? 

e) What is my actual selling price in April if May futures price is $6.70, the May option premium is 25 cents, and actual April basis is 20 cents?

f) What is my actual selling price in April if May futures price is $6.00, the May option premium is 5 cents, and actual April basis is 20 cents?

. . . and justice for all            
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