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Farm Legal Series from the University of Minnesota 

The University of Minnesota Extension Service has contracted out the development of a 15-part series on agricultural legal 
issues. Dale Nordquist, Department of Applied Economics and Associate Director of the Center for Farm Financial 
Management, at the University of Minnesota suggested that other state Outreach and Extension services might find these 
manuscripts useful. Note, some information contained in the Extension publications refer to Minnesota law, but the general 
information is applicable across state borders. For instance, the Extension bulletin on contracting provides an overview of 
different types of contracts and advantages and disadvantages of contracts. Below are brief abstracts of a sub-set of the 15-
part series. The titles are hot-linked to the full document on the Internet. 

Agricultural Production Contracts 

This guide provides information about the legal considerations involved in agricultural production contracts, including risks, 
regulations, alternative legal relationships and parent company liability. 

Bankruptcy: Chapter 7 Liquidations 

Describes and explains what is often the most logical liquidation choice for a farmer who must terminate a farming operation. 

Bankruptcy: Chapter 11 Reorganizations 

Explains how this form of bankruptcy allows the debtor to continue business operations and may provide an option for farm 
operators whose businesses are too large for Chapter 12 bankruptcy. 

Bankruptcy: Chapter 12 Reorganizations 

Describes Chapter 12 protection, outlines requirements, and discuses issues like the discharge of debts and tax provisions. 

Bankruptcy: The Last Resort 

Discusses ways a farmer can respond to the pressure of creditors by seeking the protection of the Bankruptcy Code. Describes 
bankruptcy alternatives of Chapters 7, 11, and 12. Covers rights and privileges including special treatment of farmers, 
automatic stay, and discharge of debts. 

Tax Considerations in Liquidations and Reorganizations 

Describes options for financially distressed farmers dealing with income tax problems and provides information needed to 
consider the tax effects of financial decisions. 

 
 
Marketing Alternatives for 1998 Corn Crop in Storage 

file:///C|/Documents%20and%20Settings/witzmans/Deskto...space%20pdf's%20in%20progress/082099_files/082099.htm (1 of 4) [1/30/2009 2:20:30 PM]

http://www.extension.umn.edu/Documents/D/F/DF7291.html
http://www.extension.umn.edu/Documents/D/F/DF7302.html
http://www.extension.umn.edu/Documents/D/F/DF7295.html
http://www.extension.umn.edu/Documents/D/F/DF7296.html
http://www.extension.umn.edu/Documents/D/F/DF7301.html
http://www.extension.umn.edu/Documents/D/F/DF2598.html
http://www.extension.umn.edu/Documents/D/F/DF7300.html


Agricultural Update

This summary also appears in a forthcoming IPCM newsletter. 

Are you still storing the 1998 corn crop? If you have been storing the crop in commercial storage since last Fall, you may 
have accumulated per bushel storage costs of between 15% and 20% of the current corn price ($1.80/bushel, north-central 
Missouri quote). Storing on-farm may have accumulated per bushel storage costs of between 10% and 15% of the current 
corn price. Unfortunately, prices have not sufficiently increased to cover accumulated storage costs from holding the 1998 
corn crop. As the 1999 harvest approaches, farmers still storing will be faced with a decision of what to do with the 1998 
crop. Indications are that given carry-over from last year and normal corn production this Fall commercial and on-farm 
storage will be in short supply. Many producers will choose to sell the 1998 crop prior to the 1999 harvest. Two marketing 
strategies that may accompany this decision are to buy in the futures or purchase a call option in anticipation of an increase in 
corn price. 

These marketing strategies are used in conjunction with selling stored grain to continue to own, on paper, the 1998 crop in 
anticipation that prices will rise over the months following selling the corn. If the futures price or call option premium 
increases, the farmer can sell back in the futures or sell the call option and profit from an increase in futures contract price or 
call premium. However, the price might not increase or could even decrease, which would cause the farmer to lose money. 
For more information on futures/options see the Risk Management Series on AgEBB ( http://agebb.missouri.edu/mgt/risk/
index.htm). Historical returns from buying in the futures market or purchasing an at-the-money call option the last week of 
August and holding the position until the last week of April for the May and July corn futures and options market were 
researched (see tables below). Evaluation of these strategies indicated there have been small average returns to going long in 
the futures market or purchasing an at-the-money call option. Returns from buying in the futures in either the May or July 
contract months has averaged a $0.09/bushel return the last five years, and returns from purchasing an at-the-money call 
option for these contract months averaged a $0.06/bushel the last 5 years. However, removing the 1995 market year would 
yield a negative 5-year average return. Hedging or purchasing options is an individual decision; however, when hedging, 
persons need to be aware of their cash-flow position because when the market moves against you funds are required to cover 
losses. 

If production is down this Fall, producers may have the opportunity to continue storing the 1998 corn crop. Because Missouri 
corn production accounts for a small percentage of domestic production, domestic prices are unlikely to respond to low 
production in Missouri. However, producers may have the opportunity to profit in the cash market through a stronger basis 
(the price difference between cash and futures price becomes less negative where basis is defined as cash minus futures). 
Over the past year Missouri cash corn prices have been substantially under futures price quotes due to large local supplies. 
However, a poor 1999 regional harvest could push up local cash bids to lure in corn to meet local demand. What to do with 
the 1998 crop will need to be made on a case-by-case situation as cash-flow decisions may come into play as some producers 
will have operating notes coming due this Fall. 

Historical returns for corn by hedging in either the  
May of July futures

           Last week of August        Last week of April for              Change in
             for listed year         Spring after listed year
        -------------------------    -------------------------    -------------------------
        May futures  July futures    May futures  July futures    May futures  July futures
           price        price           price        price           price        price
        -------------------------    -------------------------    -------------------------
1983       3.81*         3.79            3.53         3.49           -0.27        -0.30
1984       2.97          3.00            2.79         2.80           -0.18        -0.20
1985       2.34          2.36            2.33         2.28           -0.01        -0.09
1986       1.84          1.87            1.64         1.66           -0.20        -0.21
1987       1.84          1.86            2.80         2.13            0.96         0.27
1988       2.93          2.89            2.70         2.73           -0.23        -0.16
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1989       2.50          2.51            2.61         2.63            0.11         0.12
1990       2.54          2.58            2.52         2.58           -0.02         0.00
1991       2.67          2.69            2.71         2.76            0.04         0.07
1992       2.36          2.41            2.28         2.34           -0.09        -0.07
1993       2.56          2.58            2.83         2.87            0.27         0.29
1994       2.38          2.43            2.49         2.55            0.11         0.12
1995       2.94          2.95            4.00         3.85            1.05         0.90
1996       3.58          3.57            3.04         3.05           -0.54        -0.52
1997       2.84          2.95            2.64         2.71           -0.20        -0.17
1998       2.29          2.34            2.30         2.36            0.01         0.02
        -------------------------    -------------------------    -------------------------
Average    2.57          2.60            2.64         2.62            0.07         0.03
10-yr avg. 2.67          2.70            2.74         2.77            0.07         0.08
5-yr avg   2.77          2.80            2.88         2.90            0.12         0.11

*Example:  May futures price quote for 1983 is for the May 1984
           corn futures contract the last week of August 1983.

 
 

Historical returns for corn by purchasing either a  
May or July at-the-money call option

           Last week of August        Last week of April for              Change in
             for listed year         Spring after listed year
        -------------------------    -------------------------    -------------------------
            May at      July at          May          July            May          July
          the money    the money         call         call            call         call
        call premium call premium      premium      premium         premium      premium
        -------------------------    -------------------------    -------------------------
1989       0.16*         0.18            0.11         0.18           -0.06        -0.01
1990       0.15          0.13            0.05         0.10           -0.11        -0.03
1991       0.15          0.18            0.05         0.13           -0.10        -0.05
1992       0.13          0.13            0.01         0.07           -0.12        -0.06
1993       0.11          0.15            0.26         0.19            0.15         0.04
1994       0.09          0.14            0.10         0.18            0.02         0.04
1995       0.21          0.19            1.10         0.84            0.90         0.65
1996       0.26          0.16            0.00         0.05           -0.25        -0.11
1997       0.20          0.17            0.02         0.06           -0.18        -0.11
1998       0.15          0.18            0.07         0.16           -0.08        -0.02
        -------------------------    -------------------------    -------------------------
Average    0.16          0.16            0.18         0.19            0.02         0.03
5-yr avg   0.17          0.16            0.26         0.25            0.09         0.08

*Example:  May call premium quote for 1989 is for the May 1999
           corn futures contract the last week of August 1989.
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Web Sites to Check

●     AgMAS Consensus View from The University of Illinois. Provides a survey of market analysts 
who indicate bullishness or bearishness in the markets. A value larger than 50 indicates 
bullishness and value less than 50 indicates bearishness. Information is easy to follow figures. 

●     FAPRI Analysis of the Net Farm Income Impact of Alternative Risk Management Bills 

Prepared by Joe Parcell, Extension Economist, Department of Agricultural Economics, University of Missouri. To 
contact Joe, call 573-882-6533, or e-mail parcellj@missouri.edu. All copies of this publication are accessible through 
AgEBB. 

University Outreach and 
Extension | AgEBB | 

College of Agriculture, Food, 
and Natural Resources
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