
Structuring Minimum Price Contracts 
with Short-Dated New Crop Options

Once the Chicago Board of Trade introduced options on grain futures in 1984, grain elevators 

and merchandisers quickly began using corn, wheat and soybean options to offer agricultural 

producers what has become one of the most popular grain marketing innovations since 

forward contracting: Minimum Price Contracts (MPCs). An MPC provides producers with the 

ability to lock in a minimum price for the production they commit to deliver while still being 

able to benefit from higher prices that could occur subsequent to the sale. 

To structure an MPC, a grain merchandiser buys an option and incorporates the option 

premium into the producer’s minimum selling price. This allows producers the opportunity to 

experience the benefits of hedging with options without opening a futures account. 

The primary barrier to wider producer usage of MPCs has been the cost of the option that is 

passed on to the producer, much of which is the time value cost for longer expiration options. 

This highlights the main advantage of CME Group’s Short-Dated New Crop (SDNC) options 

for structuring MPCs compared to standard options: lower time value, and consequently, 

lower premiums. For producers seeking protection for specific portions of the growing 

season, for example, through planting or pollination, SDNC options may provide a hedge 

during the life of the option as effective as one with standard options, but at a more 

attractive price.
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MINIMUM PRICE CONTRACT BASICS

There are two ways that grain merchandisers can 

structure and hedge MPCs: a priced Forward Contract 

+ Call, or an unpriced Basis Contract + Put. While both 

methods achieve similar economic outcomes for the 

producer, one approach may work better for accounting  

or position management reasons for the merchandiser.

Under both models, the producer commits to deliver a 

specific quantity of grain to a specific delivery location 

during a specific delivery period. The basis for the grain 

is established and a minimum price that the producer 

can receive for the grain is established. Both also define 

a specific pricing window in which a producer would be 

required to reprice the sale should any price improvement 

occur.

HOW DO SDNC OPTIONS WORK?

Short-Dated New Crop Options expire earlier than 

standard options, but in all other ways are identical to 

standard options. They are offered on December Corn, 

July Wheat and November Soybeans contracts. Three 

SDNC options with varying expirations are listed on each 

of these contracts. Chart 2 outlines the expirations offered 

on each contract.  

Because of the lower premium, SDNC options allow 

merchandisers to offer MPCs at a reduced cost compared 

to MPCs structured with standard options. The trade off 

in using an SDNC option is the shorter length of protection 

(time value) provided by the contract for a lower premium 

cost, as demonstrated with the hypothetical data in Chart 1.

Chart 2: SDNC Corn, Wheat and Soybean Options Expirations

Corn Underlying Futures: December

Wheat Underlying Futures: July

Soybean Underlying Futures: November

Chart 1: Comparing MPCs with SDNC vs. Standard Corn Options*

Standard Short-Dated New Crop

*Based on implied volatility of approximately 30 percent in May 2012.
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FORWARD CONTRACT + CALL

Using this model, the producer enters into a forward 

contract with the elevator and the elevator purchases a 

call option. The forward price is reduced by the premium 

price of the call, establishing the minimum price the 

producer will be paid. 

If futures prices increase, the producer has until a 

specific date to reprice the forward contract at a higher 

price. Should the producer elect to do this, the elevator 

sells the call and adds the sale price of the call to the 

minimum price. In many cases the call has remaining 

time value and depending on how the contract is 

structured, the merchandiser may either retain the time 

value or he may return it to the producer. 

BASIS CONTRACT + PUT

Using this model, the producer enters into an unpriced 

basis contract and the elevator purchases a put option. 

The basic contract is reduced by the premium price of 

the option. The put and the basis establish the minimum 

price to be paid to the producer. 

Should the futures price increase, the producer has 

until a specific date to reprice the basis contract at the 

higher price. If they elect to do this, the elevator sells 

futures at the higher price and then liquidates the put 

option. Sometimes the put will still have some residual 

value and depending on how the contract is written, the 

merchandiser can either retain this value or return it to 

the producer.

For more information on Short-Dated New Crop Options  
visit cmegroup.com/sdnc or contact:

CZ decreases to $6.00

•  Exercise put 
(short CZ @ $7.00)

• No futures hedge 

  $7.00

  -.30

  $6.70 MPC

 Market @ $5.90

CZ increases to $8.00

•  Put expires worthless

• Sell CZ @ $8.00

• Short futures @ 
  $8.00

  -.30

  $7.70 Net

 Market @ $7.90

EXAMPLE:  
Basis Contract + Put with SDNC Corn Options

Assumption:  
Corn futures (CZ) = $7.00, Basis = -.10

 Merchandiser Initial Transactions:

•  Purchase basis contract from producer  
@ -.30CZ

•  Buy a $7.00 SDNC put @ .20

•  No initial futures hedge

CZ decreases to $6.00

• Call expires worthless

  $7.00
  -.30
  $6.70 MPC
  Market @ $5.90

CZ increases to $8.00

• Sell call @ $1.00

  $8.00
  -.30

  $7.70 Net
 Market @ $7.90

EXAMPLE:  
Forward Contract + Call with SDNC Corn Options

Assumption:  
Corn futures (CZ) = $7.00, Basis = -.10

Merchandiser Initial Transactions:

•  Purchase forward contract from producer @ $6.70

•  Buy a $7.00 SDNC call @ .20

•  Sell CZ @ $7.00
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Short-Dated New Crop Corn, Wheat and Soybean options are listed with and subject to the rules and regulations of the CBOT.

CME Group is a trademark of CME Group Inc. The Globe logo, CME, Chicago Mercantile Exchange, Globex, and CME Direct are trademarks of Chicago Mercantile Exchange Inc. ClearPort, New 
York Mercantile Exchange and NYMEX are registered trademarks of New York Mercantile Exchange, Inc.

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.

The information within this brochure has been compiled by CME Group for general purposes only and has not taken into account the specific situations of any recipients of this brochure. CME 
Group assumes no responsibility for any errors or omissions. Additionally, all examples in this brochure 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 NYMEX rules. Current rules should be consulted in all cases concerning 
contract specifications.
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