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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
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http://www.cmegroup.com/

CME Group Website

Product Education

Industry Links

AGEBB Farm Marketing Reportz
American Meat Instiute

k-State Livestock Marketing Reports
Livestock Marketing Information Center
MASS Manthly Cold Storage Report
Mational Pork Producers Council

MASS Quarterly Hogs and Pigs Reports
Mational Livestock Producers Association
=0 Livestock and Grain Market Newes Reports
=D& wanthly Outlook

Yirtual Livestock Library

Fublications

EBrochures
Pork F&Q Fact Card (PDF)
Guide to Hedging with Livestock Productz (PDF)

Contract Related

Cazsh-Settled Index Commodity Reports
Lean Hog Basiz Reports

- Product resources page

Learning Links

Draily Livestock Report

Electronic Trading of Livestock with Wen "Woodig"
Wiood

Real-Time Guotes
Free Lean Hog Futures Guotes

Subscriptions

Email Subscription Certer
Commodity Manthly Meswsletter
Commodity Monthly Update

www.cmegroup.com/commodities
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CME Group Brochure —
“ Self study guide to Hedging with Livestock F & O”

IN THIS GUIDE

UNIT 1 THE CONCEFT OF FUTURES
UNIT 2 WHO'S WHO IN THE FUTURES MARKETS
UNIT 3 THE DEVELOPMENT OF CONTRACT SPECIFICATIONS
UNIT 4 THE IMPORTANCE OF BASIS
UNIT &5 THE SHORT HEDGE
UNIT & LOCKING IN A SELLING PRICE — SELLING FUTURES CONTRACTS
UNIT 7 THE LONG HEDGE
UNIT 8 LOCKING IN A PURCHASE PRICE - BUYING FUTURES CONTRACTS
UNIT ©@ HOW A HEDGING ACCOUNT WORKS
UNIT 10 OFTIONS ON LIVESTOCK FUTURES
UNIT 11 HOW OPTIOMNS WORK
UNIT12 WHICH OFTION TO BLY?
UNMIT13 ESTABLISHING A MINIMUM SALE PRICE
FOR LIVESTOCK - BUYING PUT OFTIONS
UNIT 14 ESTABLISHING A MAXIMUM PURCHASE PRICE
FOR LIWVESTOCHK - BUYING CALL OFTIONS
UMIT1S OPENING A HEDGING ACCOUNT
UNIT16 TYPES OF FUTURES ORDERS
UNITIY POINTS FOR SUCCESSFUL HEDGING
GETTING STARTED

CME GROUP COMMODITY PRODUCTS 2 g85R CM E G Ffou p

A CME/Chicago Board of Trade Company




eal Time Electronic Quotes

Microsoft Internet Explorer pro

ed by Chicago Mercantile Exchange Inc.

NT=)

B s [unks >

Wiood Pul

Questions about E-Livestock?
Plezse cortact: Anme Carrara

(NI N R N N )

th th oo

-

Select & Product | Commodities

=l

Trade Date: Tuesday, April 29, 2008
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The Electronic Quote Page

eThe “book”

HEMS
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The Electronic Quote Page

*Options
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Commodity News For Tomorrow

January 11, 2008 3 pm, CT
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2008 Moore Historical )
Reports £ CME Group
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- Historical daily charts Welcome to the

2008 Edition of the
Moore Historial Reports

« Cash and basis charts

° SeaS O n al Strateg i eS Seasonals = Charts - Strategies

« And other research data to
help you trade

Now all In
one CD

Contact: thomas.clark@cmegroup.com & CME Group

A CME/Chicago Board of Trade Company
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Other Web Resources

USDA — www.usda.qgov

NASS — www.nass.usda.qov

LMIC —www.Imic.info

NPB Pork Checkoff- www.pork.org

NFA - www.nfa.futures.orq

€2 CME Group
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How to find a Broker

1. Referrals
2. Specialization & Background
3. Connection
4. Services
A. Information resources
B. Market Guidance
C. Hedging Strategies/Advice
D. Systems/models/programs

5. Check them out! www.nfa.futures.org

A CME/Chicago Board of Trade Company
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Futures and Options:
The Basics

Tom Clark
Associate Director
CME Group Commodity Products May 19, 2008



What are Futures & Options?

 Futures contracts are standardized, legally binding agreements to buy or
sell a specific product or financial instrument in the future. The buyer and
seller of a futures contract agree on a price today for a product to be delivered
or settled in cash at a future date. Each contract specifies the quantity, quality
and the time and location of delivery and payment.

 Options can be thought of as insurance policies. The option buyer pays a
price for the right — but not the obligation — to buy or sell a futures contract
within a stated period of time at a predetermined price.

€2 CME Group
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Contract Trade Positions

Futures Contract:

« An obligation to buy or sell a commodity that meets set grades and
standards on some future date.

Deliver/Offset
Cash Settle

Terminology Price Advantage

Prices down

Sell Short \ Long

Prices up

Buy Long / Short

A CME/Chicago Board of Trade Company



How Are Prices Determined?

Actions of hedgers and speculators looking at:
« Supply
« Demand
« Political factors

« Psychological factors

« And coping with price volatility

€2 CME Group
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Options Terms: Puts and Calls

Put Option: A right to SELL.:

« a futures contract
- at a fixed price

 before an expiration date

Call Option: A right to BUY:
- a futures contract
- at a fixed price
« before an expiration date
Note: The opposite of a put.

Does not offset a put.

A CME/Chicago Board of Trade Company



Put Option
Buyers and Sellers

Put Buyer Put Seller

Pays premium Collects premium
Has right to exercise into a short Has obligation to accept long
futures position futures position if assigned

Insures put buyer by paying

Pays no Performance Bond Performance Bond

€2 CME Group

A CME/Chicago Board of Trade Company
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Introduction to Hedging

Tom Clark
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CME Group Commodity Products May 20, 2008



Hedging (Risk Shifting)

Definition of Hedging:

- Taking an opposite position in futures from your present cash position.

Cash Futures

Owner of inventory Seller of contracts (Short)
* Risk in down markets * Gain in down markets
User of inventory Buyer of contracts (Long)
* Risk in up markets e Gain in up markets
¢ CME Group
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Hedging with Futures and Options

 Hedging consists of defining:
« Your open cash pricing risk,
« The corresponding futures contract to offset the risk,

« The futures contract month closest to cash risk production/procure period in
guestion,

« An estimated basis in the marketing/ procure month in order to project a
hedged price.

« Plus, firm’s hedge policy plans; such as price objectives, percentages to
hedge, and the offset policy to meet overall risk management objectives.

Basic approaches to hedging price risk:

Buy (long) hedging — Procurement
Sell (short) hedging — Production

A CME/Chicago Board of Trade Company



Steps to Hedging Summary

Know costs

Contract specifications

Basis

Performance bond requirements

Hedging costs
« Commission

« Interest

Knowledgeable

« Broker

- Lender

Marketing plan

A CME/Chicago Board of Trade Company
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Developing a Marketing Plan
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Marketing Alternatives

Marketing Alternative Advantages

Cash sales .
L
L
Forward contract .
L
L
L
Futures contract .
L
L
Optlons contract .

Easy to transact
Immediate payment
No set quantity

Easy to understand
Flexible quantity
Locked-in price
Minimize risk

Easy to enter/exit
Minimize risk

Often better prices than
forward contracts

Price protection
Minimize risk
Benefit If prices rise
Easy to enter/exit

Disadvantages

s Maximize risk

* No price protection
s |oss flexlble

*  Must deliver In full
*  Opportunity loss If prices rise

*  Opportunity loss If prices rise
+  Commission cost

+ Performance bond calls

+  Setquantities

*  Premlum cost
+  Set quantities
+  Commisslon cost

€2 CME Group
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Marketing Plans Are Critical To Success
A Seven-Step Marketing Plan

1. lKnO}N your costs of production and determine your break-even
evels

Utilize sound market information
Know your product

Set target price(s)

a M W Db

Evaluate pricing alternatives
1. Forward contract

2. Auction

3. Futures/Options Hedging

6. Execute when target prices are hit.
7. Review results to determine what works best for your operation

€2 CME Group
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Further Information

CME Web site: www.cmegroup.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

€2 CME Group
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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.

€2 CME Group
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