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Where Do You Have Risk?

@ Protect Against @ Protect Against
Higher Prices Lower Prices
» Un-priced physical * Priced physical
« Contracted to deliver  Inventories

» Un-priced production

G:[::l www.cihedging.com
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Market Sentiment & Related Strategies

When the Protect Against @ Protect Against
Market Is... Higher Prices Lower Prices
Bearish Buy Call Spread Sell Futures
Buy Call (OTM)* Buy Put & Sell Call
Negative
Sell Put Buy Put (ATM or ITM)*
Neutral Buy Call Spread & Sell Put Buy Put Spread & Sell Call
Buy Call (ATM or ITM)* Sell Call
Friendly
Buy Call & Sell Put Buy Put (OTM)*
Bullish Buy Futures Buy Put Spread

* OTM: Out of the Money
* |TM: In the Money

m:] * ATM: At the Money
www.cihedging.com
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@ Protect Against
Higher Corn Prices

e Long Futures

» Long Call & Short Put

e Long Call

* Long Call Spread & Short Put
* Long Call Spread

G:[::l www.cihedging.com
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Market Sentiment & Related Strategies

When the Protect Against
Market Is... Higher Prices
Bearish Buy Call Spread
Buy Call (OTM)*
Negative
Sell Put
Neutral Buy Call Spread & Sell Put
Buy Call (ATM or ITM)*
Friendly

Buy Call & Sell Put
* OTM: Out of the Money

Bullish ( Buy Futures >
* * |TM: In the Money
m:] * ATM: At the Money
www.cihedging.com
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Position: Buy Futures

Margin Requirement: Yes, variable margin required as market
moves lower

Advantages:  Futures price risk is eliminated (unlimited
protection to higher price levels)

* No premium expense, only transaction costs

* Flexible, offset at any time

Disadvantages: » Lower futures price does not improve buying
price
» Capital expense of potential margin exposure

G:[::l www.cihedging.com
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Long Futures

$7
8 $6 Fixed Price Set
= ~ 1 ~
o
=
o
> %5
$4

Futures Price  $4.00 $4.50
Buy Futures at $5.50 +1.50 +1.00
Your Price  $5.50 $5.50

CIH

Commodity & Ingredient Hedging

$5.00 $5.50 $6.00 $6.50 $7.00
+0.50 0.00 -050 -1.00 -1.50
$5.50 $5.50 $5.50 $5.50 $5.50

www.cihedging.com



Long Futures — $5.50

B8 CZ8 - Corn-Day Pit, Dec 08, Daily (=13
T [ =
L= 5390 1
L= 5450
A= -104 | 1 =ooo
.MWE 1 7500
0wnér5hip Level - Long Fuﬁures Price N 'm ]
: | . 1 7ooo
ﬁl H Mi {1 6500
| Mﬂ“[w | -
.MM w— i | ﬁ 1 a000
,qﬂ“w ' _
T il Ill[l f
|l} lVL}"TII . . ]
fh I 1 5000
o _
mﬁmi : 1 4500
1 :
ﬁh | ol Hf”’mwﬁw : i
N LT TR B PO . g 4000
W
| ' December Oﬁtion Expirétion ]
1 =s00
EEDDB ' |
| [Jul [oct Jan [apr [Jul oot BEHEE ¢

& :‘ Source; TG, Inc, @ 2008 Al rights reserved worldwide, www,cog.com

Commaodity & Ingredient Hedging

Tue Aug 09 2008 21:28:95

www.cihedging.com



Position: Buy Futures

When to Apply: o If futures price level fits into budget or
operating margin (no flexibility is needed
to participate in lower prices)

* If price outlook is bullish

 Lack of liquidity in option market to
execute a flexible price strategy

G:[::l www.cihedging.com
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Market Sentiment & Related Strategies

When the Protect Against
Market Is... Higher Prices
Bearish Buy Call Spread
Buy Call (OTM)*
Negative
Sell Put
Neutral Buy Call Spread & Sell Put
Buy Call (ATM or ITM)*
Friendly
@y Call & Sell PUD
Bullish Buy Futures

CIH

Commodity & Ingredient Hedging

* OTM: Out of the Money
* |TM: In the Money
* ATM: At the Money

www.cihedging.com



Position: Sell a Put Option, Buy a Call Option
(Bullish Collar)

Margin Requirement: Yes, pay the difference in premiums and post
variable margin on the put similar to futures in a
falling market

Advantages: » Establishes a Maximum futures price
» Cost of Call is reduced by selling the Put
* Flexible, offset at any time

Disadvantages:  Limited benefit from lower futures price

« Capital expense of potential margin exposure

» Offsetting before expiration will change the cost
& P/L (advantage in higher market, disadvantage
in lower market)

G:[::l www.cihedging.com
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Short Put & Long Call (Collar)

Your Price

Futures Price

Buy 5.50 CALL for $0.45
Sell 4.50 PUT for $0.10
Your Price

CIH

Commodity & Ingredient Hedging

$7
Opportunity Zone

$6 (to participate in lower prices)

Min Price

Zone
$5 —r
$4
$4.00 $4.50 $5.00
+0.45 +0.45 +0.45
+0.40 -0.10 -0.10
$4.85 $4.85 $5.35

<&

Max Price Zone

A

$5.50
+0.45
-0.10
$5.85

$6.00
-0.05
-0.10
$5.85

$6.50 $7.00
-0.55 -1.05
-0.10 -0.10
$5.85 $5.85

www.cihedging.com



Short Put & Long Call (Collar) — Net cost 35 cents
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Position: | Sell a Put Option, Buy a Call Option
(Bullish Collar)

When to Apply: | e If market outlook is bullish, but flexibility to
benefit from partial decline in prices is necessary
or desirable

o If upside risk is undefined or hard to define

* In a neutral implied volatility environment

* To adjust a long call or call spread after a
decline in price

G:[::l www.cihedging.com

Commodity & Ingredient Hedging



Market Sentiment & Related Strategies

When the @ Protect Against
Market Is... Higher Prices
Bearish Buy Call Spread
Guy Call (OTM)* >
Negative
Sell Put
Neutral Buy Call Spread & Sell Put
Buy Call (ATM or I@
Friendly
Buy Call & Sell Put
Bullish Buy Futures

* OTM: Out of the Money
* |TM: In the Money

m:] * ATM: At the Money
www.cihedging.com
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Position:
Margin Requirement:

Advantages:

Disadvantages:

CIH

Commodity & Ingredient Hedging

Buy a Call Option
No, pay premium

« Maximum futures price is established

« Lower futures price may improve your
buying price

* Flexible, offset at any time, receive
remaining value

 Maximum flexibility for adjustments to both
higher & lower prices

* Premium paid in full at time of purchase.
Can be substantial for ATM or ITM call
option

* Most expensive option strategy alternative

www.cihedging.com



Long Call

Your Price

Futures Price
Buy 5.50 CALL for $0.45
Your Price

CIH

Commodity & Ingredient Hedging

$7
Max Price Zone
%6 Opportunity Zone it 2 \
(to participate in lower prices)
$5
$4

$4.00 $4.50 $5.00 $550 $6.00 $6.50 $7.00
+0.45 +045 +0.45 +045 -0.05 -055 -1.05
$4.45 $495 $545 $595 $595 $5.95 $5.95

www.cihedging.com



Long Call — Cost of 45 cents
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Position: | Buy a Call Option

When to Apply: | e If upside risk is undefined or hard to define

o If flexibility to participate in all lower prices is
necessary

o If capital constraints require maximum pre-
defined margin exposure

« If low implied volatility environment
historically and/or seasonally

G:[::l www.cihedging.com
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Market Sentiment & Related Strategies

When the Protect Against
Market Is... Higher Prices
Bearish Buy Call Spread
Buy Call (OTM)*
Negative
Sell Put
Neutral @ Call Spread & Sell Put
Buy Call (ATM or ITM)*
Friendly
Buy Call & Sell Put
Bullish Buy Futures

* OTM: Out of the Money
* |TM: In the Money

m:] * ATM: At the Money
www.cihedging.com
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Position:

Margin Requirement:

Advantages:

Disadvantages:

CIH

Commodity & Ingredient Hedging

Buy a Call Option Spread & Sell a Put Option

Yes, pay the difference in premiums and post
variable margin on the put similar to futures in a
falling market

» Establishes a Range of Protection from higher
prices

« Some benefit to lower prices

» Cost is reduced by selling both call & put

 Flexible, offset at any time

» Least expensive option strategy alternative

 Limited benefit from lower futures price (to put’s
strike price)

 Protection limited to the higher call strike less
the net cost

 Offsetting before expiration will change the cost
& P/L (disadvantage in both a higher and lower
market)

www.cihedging.com



Long Call Spread & Short Put ﬁ

$7
Exposure Zone

(to higher prices)

Opportunity Zone Max Price Zone /
$6 (to participate in lower prices) I
\

Min Price
Zone
$5 —r =

$4

Futures Price  $4.00 $4.50 $5.00 $550 $6.00 $6.50 $7.00

Buy 5.50 CALL for $0.45 +0.45 +0.45 +0.45 +045 -0.05 -0.55 -1.05
Sell 6.50 CALL for $0.16  -0.16 -0.16 -0.16 -0.16 -0.16 -0.16 +0.34
Sell 4.50 PUT for $0.10 +0.40 -0.20 -0.10 -0.10 -0.10 -0.10 -0.10
Your Price $4.79 $4.79 $5.19 $5.69 $5.69 $5.69 $6.19

G:[::l www.cihedging.com
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Your Price




Long Call Spread & Short Put — Net cost of 19 cents
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Position: | Buy a Call Option Spread & Sell a Put Option

When to Apply:| e If market outlook is neutral or perceived risk to
higher and lower prices is balanced

o If minimum cost in strategy selection is a priority

o If unlimited protection from higher prices is
unnecessary AND potential long futures position
below the market is acceptable

* In a high volatility environment historically and/or
seasonally

G:[::l www.cihedging.com
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Market Sentiment & Related Strategies

When the Protect Against
Market Is... Higher Prices

Bearish <Buy Call Spread)

Buy Call (OTM)*

Negative
Sell Put
Neutral Buy Call Spread & Sell Put
Buy Call (ATM or ITM)*
Friendly
Buy Call & Sell Put
Bullish Buy Futures

* OTM: Out of the Money
* |TM: In the Money

m:] * ATM: At the Money
www.cihedging.com
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Position:
Margin Requirement:

Advantages:

Disadvantages:

CIH

Commodity & Ingredient Hedging

Buy a Call Option, Sell a Higher Strike Call Option
No, pay the difference in premiums

» Establishes a Range of Protection from higher
prices

» Cost is reduced by selling higher strike call

» Lower futures price may improve your buying
price

 Flexible, offset at any time, receive remaining
value

* Premium paid in full at time of purchase

» Protection limited to the higher call strike less the
cost

» Offsetting before expiration will change the cost &
P/L (advantage in lower market, disadvantage in
higher market)

www.cihedging.com



Long Call Spread

Your Price

Futures Price

Buy 5.50 CALL for $0.45
Sell 6.50 CALL for $0.16
Your Price

CIH

Commodity & Ingredient Hedging

$7
Exposure Zone

(to higher prices)

) Max Price Zone
Opportunity Zone N
$6 r N

(to participate in lower prices)

$5

$4

$4.00 $4.50 $5.00 $550 $6.00 $6.50 $7.00
+0.45 +045 +0.45 +045 -0.05 -055 -1.05
-0.16 -0.16 -0.16 -0.16 -0.16 -0.16 +0.34
$4.29 $4.79 $529 $5.79 $5.79 $5.79 $6.16

www.cihedging.com



Long Call Spread — Net cost of 29 cents
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Position: | Buy a Call Option, Sell a Higher Strike Call Option

When to Apply: | « If market outlook is bearish

If unlimited protection to higher prices is not necessary
or if upside risk can be better defined or measured

If flexibility is needed to participate in all lower prices

If capital constraints require maximum pre-defined
margin exposure

As an adjustment to a long future, long call or long
collar position after an increase in price

If in a neutral implied volatility environment

G:[::l www.cihedging.com
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@ Protect Against
Higher Meal Prices

Long Futures
Long Call & Short Put

Long Call
Long Call Spread & Short Put

Long Call Spread

G:[::l www.cihedging.com
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Long Futures — $340.00
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Long Call & Short Put — Net cost of $19.30
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Long Call- Cost of $27.40
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Long Call Spread & Short Put — Net cost of $7.45
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Long Call Spread — Net cost of $15.55
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Commodity & Ingredient Hedging, LLC.

Hedge Design and Management
Hedge Policy & Reporting Procedures
Pricing Decision Guidance Models
Risk Assessment
www.hogmargin.com

There is a risk of loss in futures trading. The information contained in this publication is taken from sources believed to be
reliable, but is not guaranteed by Commaodity & Ingredient Hedging, LLC as to accuracy or completeness, and is intended for
purposes of information and education only. Nothing therein should be considered as a trading recommendation by Commaodity
& Ingredient Hedging, LLC. The rules and regulations of the individual exchanges should be consulted as the authoritative
source on all contract specifications and regulations. There is a risk of loss in all futures and options trading.

www.cihedging.com 1-800-241-5498



CME Group Website

Visit CME Group website: www.cmegroup.com

Types of information:

= Current market and exchange Information

= Contract information

= Educational material: publications, tutorials, webinars

» Rules and regulations
» Trading information: margin, fees, price limits, position limits etc.

= Statistical reports

A CME/Chicago Board of Trade Company
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Contral States Commedities, “It's n bulish
sifuation; we have produced a secord com
crop and camot rebrild com wocks
Demand is outstipping supply.” said Brit
Speculnive buying pushed prices higher
with unfiled by crders in electionic ta
ing at 139,000 contiacts at the close. March
com seiled 20 cents highes at $1.95 per
buael & aew kib-ofconmut g ad
12-year igh. December, w enls
i cxop that il b cvested i L.l
rese 20 cent 1o $3.13 174 per bushel

ETHANOL: Ethanol ftures settled
mcdarately higher Februsry sthanc! gained
9 ceats 105231 per gallon”
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g e ife-of.contract hight b
e o corn i fumd bying pis
Pices highet § conaussion hov Ayt
Saidl Minch oats jusiped 9 ceas 10 §3 3
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e ending siocks b 500,000 et
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in ot e fubares, saic Jobry Kleist of
Kleist Ag Conslting. The USDA report
ostned thr e e fox ping cege wil
New-crop A
nemby coneracts Bigher. with the man acsive
March fi

mo Tuary soybenns senled 42 cents s bigh-
a1 $12.86, Maseh soybeans euded 3

phes 3¢ $12 98 V4, znd Now ki
s ended 50 cents higher 1t $12.45
SOYBEAN MEAL/OIL: Soy product
e catapalted 1o pew contract bighs.
will price gaiis i uoy-

v g fucled

The new corn ending stocks fore-
castof 1 438 balio busbel i e
third decrense in thres months, down
ﬁom 1797 l\xllvon bushels in
dber, 1 597 billien i Neveniber

d 1997 unm:u in October
S com ending stocks for
2007.08 aee seduced 139 nullion
bushels this wmonth based en lowe:
estimated production and incressed
feed and residual wse,” USDA fore
casters said in the sepor

The USDAloered e produc
tion frecast to 13,074

doke
13.168 bitfion. The *
e forecast wa

bushels, up

= Commodity
News for
- Tomorrow

. However prices began to rally after out.of "
the-money put selling i March by o ety \mq uu\p Aundamaneats and troad
[ ] mencials sparked based speculative buyiag in ag commods i \
et s et the 100 10 kit soyoil prices o bis-

Fundamentals

additionn] selling irerest, a trader saud.

®cMEG:

tenc levels, snalysts 8 —
fures carved onst new contract bughs as

et MARKETS on page 2

Coyright auue & Dow Jonce & Company, s Avl Nam Ressived
mey

by CME Grou | www.

www.dallylivestockreport.com

/DN
Iy

A 74

CME Group

A CME/Chicago Board of Trade Company



http://www.dailylivestockreport.com/

2008 Moore Historical )
Reports & CME Group

A CME/Chicago Board of Trade Company

COMMODITY PRODUCTS

- Historical daily charts Welcome to the

2008 Edition of the
Moore Historial Reports

« Cash and basis charts
- Seasonal strategies S =

« And other research data to
help you trade

Now all In
one CD
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Further Information

CME Web site: www.cmeqgroup.com

CME commodities Web site: www.cmeqgroup.com/commodities

USDA reports: www.nass.usda.gov, www.usda.gov

CME contact information:

« Commodity Products 312-338-2080
« Customer Service and Publications 800-331-3332
« Thomas Clark, Associate Director 312-930-4595

Thomas.clark@cmegroup.com
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Disclaimer

Futures trading is not suitable for all investors, and involves the risk of loss. Futures are a
leveraged investment, and because only a percentage of a contract’s value is required to trade,
it is possible to lose more than the amount of money deposited for a futures position. Therefore,
traders should only use funds that they can afford to lose without affecting their lifestyles. And
only a portion of those funds should be devoted to any one trade because they cannot expect to
profit on every trade.

All references to options refer to options on futures.

The Globe logo, CME® and CME Group™ are trademarks of Chicago Mercantile Exchange
Inc. CBOT® and Chicago Board of Trade® are trademarks of The Board of Trade of the City of
Chicago, Inc. All other trademarks are the property of their respective owners.

The information within this presentation has been compiled by CME Group for general purposes
only. Although every attempt has been made to ensure the accuracy of the information within
this presentation, CME Group assumes no responsibility for any errors or omissions.
Additionally, all examples in this presentation are hypothetical situations, used for explanation
purposes only, and should not be considered investment advice or the results of actual market
experience.

All matters pertaining to rules and specifications herein are made subject to and are superseded
by official CME, CBOT and CME Group rules. Current rules should be consulted in all cases
concerning contract specifications.
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