
CME GROUP CLEARED FERTILIZER SWAPS 
 
Swaps  
 
A swap is a transaction where the parties agree to exchange payments based on the change in the price 
of a reference asset on a specific date or period in the future. A commodity swap is one in which the 
payments are based on the changes in price of a commodity, such as fertilizer. For example, suppose a 
fertilizer dealer is interested in managing the price risk of buying fertilizer while a fertilizer producer is also 
interested in managing the price risk of selling fertilizer. These two business operations could manage 
their respective risks by entering a commodity swap.  
 
The seller of the physical commodity, the fertilizer producer in this example, is the seller (short position) of 
the swap. The buyer of the physical commodity, the dealer, is the buyer (long position) of the swap. In 
other words, the position you plan to take in the physical market at a later date is the current position you 
take in the swap market. For example, the producer agrees to sell to the dealer a swap priced at $500 per 
ton, and the dealer agrees to buy a swap from the producer at that fixed price, using a monthly average of 
cash prices as the floating variable price.  
 
At the end of the agreed time period, the floating price is observed and a cash payment is made that 
depends upon whether the floating price is above or below the fixed price and by how much the prices 
differ. If the floating price is above the fixed price, then the seller will owe a payment to the buyer. Should 
the floating price be below the fixed at the end of the period, then the buyer will owe the seller. See the 
graph below. 
 
Commodity swaps, which are usually financially settled products, can be used to hedge the eventual 
physical (cash market) transactions. Therefore, the dealer in this example would still need to buy the 
physical fertilizer from a local seller and the fertilizer plant would still need to sell physical fertilizer.  
 

 
 
 
 
 
 



 Cleared Swaps versus OTC swaps 
 
Swaps originated in the over-the-counter (OTC) market where the parties can negotiate and customize 
almost any aspect of the swap. These aspects include the reference asset (commodity), methods of 
calculating floating prices, transaction quantity and time period. Although this ability to customize the 
swap terms has certain advantages there are several inherent limitations, as well. One limitation is that a 
business entity must find a counterparty willing and able to take the opposite side of the swap transaction. 
In the previous example, the fertilizer producer would have to locate a cash merchandiser who has the 
opposite price risk exposure. Due to this limitation, a significant industry has emerged of swap dealers 
(swap brokers), who help facilitate trade between potential counterparties. In fact, many counterparties of 
a swap transaction will not even know who takes the opposite position, as their interactions are usually 
with a swap dealer. Another major limitation of the current OTC swap market is the potential financial risk 
of counterparty default. OTC swaps typically don’t have a financial guarantor, such as a central clearing 
house, to ensure the financial integrity of the transaction. Additionally, many OTC swaps only have one 
settlement day, which is the last day in the life of a swap. These swaps may require a lump sum 
settlement payment, which is required in full on the swap expiration day. Depending on the market 
volatility, this lump sum payment may be significant, again leading to concerns about counterparty default 
risk. A further limitation is that a customized swap may not be able to be offset with a different 
counterparty should one party wish to terminate its exposure before the end of the agreed period. 
 
Cleared swaps have advantages over OTC swaps in that the clearing process substitutes the credit 
exposure to a counterparty with exposure to CME Clearing. CME guarantees the financial performance of 
contracts and removes the risk of default. Daily reporting of volume, open interest and settlement prices 
provides transparency in market information for cleared swaps that is difficult to find in the OTC market. 
Account documentation is simplified with cleared swaps because owners of existing futures accounts can 
register online to clear swaps. An OTC swap will typically trade under an agreement that can take months 
to put in place. Cleared swaps are open to any swap participant with a registered account while OTC 
swaps are limited to participants with matching agreements and credit lines. Because of this increased 
accessibility, cleared swaps can have greater exit liquidity since offsets in OTC swaps might be limited to 
the original counterparty. Lastly, the ability to offset cleared swaps can reduce capital requirements since 
the financial obligation of the original swap can be canceled. This contrasts with OTC swaps that might 
not be canceled but instead an equal and opposite swap with a different counterparty would be used to 
offset the original swap, thus adding to credit exposure and capital requirements. 
 



CME Group cleared fertilizer swaps specifications 
 
  Description  Urea (Granular) FOB US Gulf Coast swaps

UAN FOB NOLA swaps  

DAP FOB Tampa swaps 

DAP FOB NOLA swaps 

Symbols  Urea: UFN 

UAN: UFU 

DAP FOB Tampa: DFT 

DAP FOB NOLA:   DFL 

Contract Unit  100 tons:   

Short tons ‐ Urea, UAN, DAP NOLA  Metric tons ‐ DAP Tampa 

Price Quotation  US Dollars per ton 

Min. Fluctuation  $0.25 ($25 per contract)

Trading Hours  

(Central  Time/CT) 

CME ClearPort: SUN‐FRI 17:00‐16:15 with a 45‐minute break each day beginning at 16:15

Final Settlement  Based on the arithmetic average of midpoint price assessments published weekly by both 

ICIS and Profercy during the contract month. 

Termination of 

Trading 

Last Thursday of the contract month or if that day is not a business day, on the preceding 

business day 

Contract Months 12 consecutive calendar months 

Exchange Rule  These contracts are listed with and subject to the rules and regulations of CBOT.



Trading Swaps 
 
Swaps continue to trade as OTC products with private negotiations directly between two counterparties or 
via a swap dealer (broker) acting as an intermediary between the two counterparties. However, once an 
OTC swap agreement is reached between the two parties, the swap positions can be brought to CME 
ClearPort for clearing.  
 
Opening a Clearport Account 
 
End-users, swap dealers and Futures Commission Merchants (FCMs) can submit swaps transactions for 
clearing through CME ClearPort. Every entity that enters swaps through CME ClearPort must establish an 
account with a clearing member and complete the Exchange User License Agreement (EULA) available 
at cmegroup.com/clearport. Once you have received a username and password, contact your appropriate 
clearing member firm and request that your clearing account be added to the Risk Allocation Value (RAV) 
Manager. You will then give permission for any OTC broker who may be entering trades to clear on your 
behalf.  
 
Access to CME ClearPort is restricted to those firms that have established and funded clearing accounts 
at CME Clearing. In addition, only those market participants that meet the definition of “Eligible Contract 
Participants” (ECPs) as defined in Section 1a (12) of the Commodity Exchange Act are permitted to clear 
their trades. ECPs include various regulated entities, companies, natural persons and governmental 
entities, when acting for their own account. These include, among others, financial institutions, insurance 
companies, broker-dealers, FCMs and corporations with over $10 million in assets.  
 
ECPs generally include foreign equivalents of regulated entities in the above categories, if they are 
subject to comparable regulation in their home jurisdictions. The Commodity Futures Trading Commission 
also has authority to designate other parties as eligible contract participants based on their financial or 
other qualifications.  
 
Sending a Swap Through CME ClearPort  
 
Users of CME ClearPort can enter trades three ways:  

 Through a CME ClearPort web-based trade reporting application  
 Directly through an API that connects to CME ClearPort  
 Over the phone to the CME ClearPort facilitation desk in New York  

(1-866-246-9639 or 1-212-299-2457) 
 Directly reported from the FCM via front-end clearing (FEC) 

 
CME Clearing will act as the central counterparty for the swaps submitted for clearing. It will guarantee 
performance on cleared swap products by collecting and maintaining performance bond requirements 
(margin) and the mark-to-market clearing system. In particular, the mark-to-market process will eliminate 
the risks associated with the one-time lump sum settlement at the expiration of the swap. Cleared swaps 
also provide other benefits of central clearing, including multi-lateral netting (for swaps and other types of 
products), post-trade give-ups, real-time trade confirmation, and risk offsets (spread credits) against other 
highly correlated products. CME Group will not provide a market with bids and offers on these swaps, as 
they are cleared-only	products and not Exchange-traded products.  
 
 



Performance Bonds and Margining 
 
Performance bonds or margins are deposits required to ensure that a clearing member can cover 
potential losses with trading positions and help to ensure that clearing members can meet their 
obligations to their customers and to CME Clearing. As prices change throughout the life of a swap 
contract, the trading accounts where performance bonds are held are debited and credited accordingly - 
guaranteeing price performance and eliminating the risk of default on either side of the trade. After the 
swap transactions are posted on CME ClearPort, margin requirements are calculated and marked-to-
market daily by CME Clearing. 
 
Suppose a trader established a position to buy (go long) a September cleared swap contract when the 
contract was trading at $500 dollars per ton. Suppose also that CME at the time required an initial 
performance bond of $4,000 to trade that contract, with a maintenance bond of $3200.  
 
If the price variations of the contract bring the account balance under $3200, a speculative account will 
have to deposit additional funds to bring the account back up to $4,000. For hedging accounts, the 
account balance must be maintained at $3200. The trader’s potential gains and losses change each time 
the daily settlement price of the contract changes, with the final gain or loss determined when the trader 
either offsets the contract by selling it, or when the contract expires. 
 
The total notional – cash – value of the contract is determined by multiplying 100 tons times the daily 
settlement price. The account balance will vary at the end of each day based on the settlement price 
multiplied by 100. For example, if the price goes down by 10 dollars the next day, the account goes down 
by $10 x 100 or $1000.  

 
Final Settlement of Cleared Fertilizer Swaps 
 
There is no physical delivery for these contracts. The contracts are financially settled against price 
assessments compiled by ICIS and Profercy, two widely followed industry publications, enabling 
participants to separately manage price risk and physical supply concerns.  
 
The final settlement price for each contract is based on price assessments published weekly by ICIS and 
Profercy during the contract month. For each set of weekly data published by ICIS and Profercy, 
comprising both a high and a low price from each source, the highest overall price (or in the case of 
multiple prices, one of the highest prices) and the lowest overall price (or in the case of multiple prices, 
one of the lowest prices) shall be removed from the data set.  The arithmetic average of the remaining 
data points is calculated as the weekly average price.  
  
The final settlement price is the arithmetic average of the weekly average prices determined from price 
assessments published during the contract month. See the respective rules for trading in each contract at 
www.cmegroup.com/rulebook. 
 
 
 



Hedging examples 
 
Who uses cleared swaps? In general, swap buyers need to acquire the physical product at some distant 
time and seek financial protection or a hedge against upward price movement. Swap sellers have the 
physical product and will sell it at some distant point so seek a financial hedge against downward price 
movements. Financial hedging separates the pricing (value) risk from the physical (quantity) risk. Hedging 
can reduce the impact of price volatility and provide more stability in cash flows. Stable cash flows 
provide smoother earnings and can reduce debt costs. 
 
 Long Hedge 
 
Suppose in December a farm cooperative has committed to sell 5,000 tons of fertilizer to its members for 
spring delivery at $500 per ton. It plans to buy the fertilizer on the spot market in March. To minimize the 
risk of increased fertilizer prices, the co-op decides to buy 50 CME cleared swap fertilizer contracts (each 
contract covers 100 tons) for $500 per ton with a March expiration. 
 
In March, when the co-op purchases the fertilizer on the spot market for delivery, it will also sell or allow to 
expire the cleared swap contracts. The expectation is that any profit or loss from the cash purchase will 
be at least partially offset by any loss or profit in the swap. 
 
When March arrives, the price of the fertilizer has increased to $550 per ton. This leaves the co-op faced 
with a loss of $50 per ton (or $50 x 5,000 = $250,000) on the total value of its cash market commitment. 
This loss can be offset however by the increase in price of the fertilizer swap by $50 per ton (for purposes 
of this example). In this case, the increase in value of the swap to the co-op has exactly offset the loss in 
the cash market. 
 
Short Hedge 
 
Suppose in January a fertilizer manufacturer has committed to sell 50,000 tons of fertilizer to a customer 
for spring delivery. To minimize the risk of decreased fertilizer prices, the manufacturer decides to sell 500 
CME cleared swap fertilizer contracts (each contract covers 100 tons) for $600 per ton with an April 
expiration. 
 
In April, when the manufacturer sells the fertilizer to its customer, it will also sell or allow to expire the 
cleared swap contracts. The expectation is that any profit or loss from the cash purchase will be at least 
partially offset by any loss or profit in the swap. 
 
When March arrives, the spot price of the fertilizer has decreased to $550 per ton. This leaves the 
manufacturer with a loss of $50 per ton (or $50 x 50,000 = $2,500,000) on the total value of its cash 
market sale. This loss can be offset however by the increase in price of the fertilizer swap by $50 per ton 
(for purposes of this example). In this case, the increase in value of the swap to the manufacturer has 
exactly offset the loss in the cash market. 


