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_ A
Convergence ISSUes:

ALook back at t he -3fgamsagbe c

A Define the problem within our Ag futures contracts

A Impact on industry (Short term and long term)
A Discuss solution (VSR)

A Implementation into Ag contracts
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A
Basis Is Influenced by Many things¥ [ §

) ADVANC
A-utures prices 1A

AStorage availability
Alransportation supply and demand
AGrain quality

A-armer movement

Aolitics

A-oreign demand

ANeather

A-oreign Currency

Anterest rates

A-unds available for hedging

Bottom line:
Hedgers must have time, space, and money



US Dollar Index
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Basis Is influenced by many things:
2008/09 Stocks appear to be dropping

World Oil & Protein- All Sources
Historical Days of Use
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Basis iIs influenced by many things:

Foreign Demand i.e. India and China
2.6 billion people growing at avg of 8% per year

Gross Domestic Product
Annual Growth Rate
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Now this Is a trend!

NE

From 3mmt in 1993 to 35 this yr

China: Soybean Meal Consumptio
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Basis Is Iinfluenced by many things:
World Wheat Stocks Remain Precariously Tight

Wheat World Stocks Days of Use
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Basis Is Iinfluenced by many things:

Carryout smaller than fence row to fence row days

Days of Use Providgd by World Coarse Grain Stocks
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Basis Is Influenced by many thin s:

ADVANC

TRADING!

Capital flows - Press Release: 12/17/07
$250 bil California Public Employees
Retirement System

NWe have achieved stroa
yvearseée Our new emphasi
venture capitalcommoditiesreal estate, and

Il nfrastructure. o

The new allocation increases inflation sensitive
Investments from $1.9bil to $10.0 bil



Capital flows - Index Funds $168 billion
Hedge Funds i1 n 08 @il

Total Assets and Asset Growth/Decline from Q4 2003
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Capital flow:
Can Overwhelm crop values

Difficult to play poker when you have $100 and the other guy has $100,000 e

Corn, Soybeans, and Wheat Crop Vali
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$20,000,000

$10,000,000

® Wheat ®m Corn = Soybeans



Position for Index Fund, Commercials and Non-
Commercials vs. CBOT Corn Price
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Net Fund (1,000 Contracts)

Position for Index Fund, Commercials and Non-
Commercials vs. CBOT Soybean Price
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Net Fund (1,000 Contracts)

Position for Index Fund, Commercials and Non-

Commercials vs. CBOT Wheat Price IRAL
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Basis Is Influenced by many things:

PoliticS - Change in Mandated Ethanol Demand

ADINE

Needed: gallons, bushels, acres, yield

Ethanol Mandate Old vs. New

13.20

Billion gallons

2006 2007 2008 2009 2010 2011 2012

B New RFS EOId RFS (corn)




L . A
Basis Is Iinfluenced by many things:J1 %

-Politics

Sec of Ag to Dakota Farm Radio Network on Sat. Feb 9, 2008
NWe have seen the topping
more cropping and USDA folks are committed to CRP;
the early release of CRP, unless there is some extraordinar

clrcumstance, 1 S somet hing

This statement was made one day after Minneapolis wheat
contract traded at synthetically at $21/bu.

| canot | magine anyone sayilng



Corn Basis vs. Futures Spread

Ottawa, IL. Corn Basis vs. % Full Carry on First Notice C
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Soybean Basis vs. Futures Spread

Ottawa, IL. Soybean Basis vs. % Full Carry on First Notice [
March1998through January2009
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Wheat Basis vs. Futures Spread

Toledo, OH. Wheat Basis vs. % Full Carry on First Notice L
March1998through Decembef008
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Percent Full Carry on 15t Notice Day

% Full Carry on 1st Notice Day for CBT Corn Pre-Aug'05 Post-Aug'05
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Percent Full Carry on 15t Notice Day

% Full Carry on 1st Notice Day for CBT Soybeans
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Percent Full Carry on 15t Notice Day

% Full Carry on 1st Notice Day for CBT Wheat
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Spreads at nearly full carry for last 2.5 years
If spreads cannot widen what will slow the movement?



Basis Is influenced by many things:
Liquidity (money available to hedge)

Increasing daily price limits. National Grain and Feed Assn

Commodity Futures Trading Commissions Request for comment 0@\?

Al n this environment \l“ belleve t I
to i ncrease (dhae ‘\azledllnmlvlarsyoc
grain and oilseed hedgédrsarge a %ﬁ are facing severe

financial stressOperatin eds and margining requirements

(for commercial grw and processing companies that hedge
setting futures transactiansyxeveral

purchases\&
multlpgh| ormal level€Commercial grain and oilseed hedgers
ing up against borrowing limits, alethders are beginning to

estrictfinancingipar ti cul arly to hedge def e

Bottom Line:grain bins are being emptied due to lack of capital
And, foreword grain bids are disappearing in some locations



A

Do vou remember this environment .,

Basis Is influenced by many things:
Liquidity (money available to hedge)

Daily Price Limit on Wheat futures:

Normal 30c
_ast Monday 60c
_ast Wednesday in Mnpls 90c
| ast Friday in Mnpls $1.35

Margin reqguilrements have



Advance Trading Recommendation:

Add a new futures contract for corn, beans, and wheat
that doubles the storage charge from current 4.5c/month
to 9.0

AThis would increase the cost to the futures long if basis
levels were below delivery value

AThis would help balance the needs of the short (Country
Elev/Farmer) with the wants of the Long (Speculator)
and ensure convergence of cash and Futures over a wider
range of circumstances.

Alt would also give Lenders more comfort in loaning funds
to elevators to hedge. This would then allow elevators to
put out stronger basis bids to producers.
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How have the Exchanges been

doing? Dropped sharply recently.
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How have the Exchanges been doing? CME Group
Stock Price dn sharply

Price history - US:CME {2/14/2006 - 2/12/2009)
Feb 2006 Jul 2006 ot 2006 Jan 2007 Apr 2007 Jul 2007 Ot 2007 Jan 2008 Apr 2008 Jul 2008 Ot 2008 Feb 2009
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How have the Exchanges been doing?

Mnpls Grain Exchange dn sharply
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Will the exchanges widen storage charges? ¥ | \
ADVANC

TRADING!
A Exchanges believe the increase in storage could reduce the flov
of speculative money they are getting

A Exchanges will do everything they can to keep from making
changes that could reduce the flow of speculative money comin
from the funds.

A Only loss of volume or being forced to by the CFTC are likely to
make them change their practices.

A The natural short (country elevators and farmers) are beginning
to reduce the use of futures due to the lack of convergence
caused by the imbalance in the contract.



NGoose t hat | a1 d t h
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ERT Goose i Efficient
Risk Transferi s he 0 s
Dead if the situation
Stays imbalanced

Profitability



A

The Solution

|
- 1

A Senate investigation committee

o Ofthe CFTC as to their inaction/oversight
(April 24t 2009)



CME - Thr eat on t heilr

Press Release: April 24th, 2009

CFTC Announces Members of the Subcommittee on Convergence
Subcommittee Will Look Into Lack of Convergence in Agricultural Commodity

Markets and Advise on Potential Remedies

Washington, DC i The Commodity Futures Trading Commission (CFTC) has selected the

members of the Subcommittee on Convergence in Agricultural Commodity Markets

(Subcommi ttee), a new Subcommittee of the CFTCOSs
Subcommittee will identify the causes of poor cash-futures convergence in select agricultural

commodity markets and advise on actions to remedy the situation.

n would | i ke to thank those who were nominated
willingness to serve the Commission, o0 said CFTC
forward to the Subcommitteebds wor k, and am confi
the Agricultural Advisory Committee and Commi ssi

convergence. 0

The Commission received 36 highly qualified nominees in response to its Federal Register Notice
of March 9, 2009. Of the 36 nominees, the CFTC Nominating Committee selected the following18
members representing a broad and diverse spectrum of agricultural markets and interests: Kyle P.
Baltz (Agricultural Retailers Association, Arkansas Farm Bureau, USA Rice Federation); Matt
Bruns (National Grain and Feed Association); Ric
James D. Facente (Minneapolis Grain Exchange); Tom Farley (Intercontinental Exchange); Jeff
Hainline (Missouri Agribusiness Association); Matthew Jansen (ADM Group, Commodity Markets
Council); Thomas J. Kersting (South Dakota Soybean Processors); Dave Lehman (CME Group);
Kevin McNew (Montana Grain Growers Association); John H. Miller (BNSF Railway); Joseph T.
Nicosia (American Cotton Shippers Association); Vince Peterson (National Association of Wheat
Growers): Mike Ricks (CarailD): Michael D Walter (Commoditvy Markets Council): Aaron Weiagand



The Solution

A Continued bantering within our industry
about the Al ssueo, Wi

A CME group puts forth a solution to address
convergence issue

U Variable Storage Rates {V/SR)

(November 3@" 2009)
0 Creditto: David Lehman, FredSeamon



Chicago Board of Trade Wheat
Futures

Overview of Variable Storage Rates



Variable Storage Rates (VSR) - The Concept

Starting with the July 2010 CBOT Wheat Futures contract, CMEG will

I mpl ement Variable Storage Rates (AVSRO0). L
delivery elevators will charge to hold shipping certificates can change for

subsequent delivery periods based on the nearby wheat futures spread
relationship to Financi al Ful | Carry (AFFCCc

VSR will allow storage costs to increase when the spread is equal to or
greater than 80% of financial full carry and will lower storage costs when
spreads trade at 50% or less of financial full carry. The objective of
implementing VSR is to improve cash-futures convergence at futures
expiration

& CME Group

A CME/Chicago Board of Trade/NYMEX Company



Variable Storage Rates T Timeline and Calculation

18t calendar day
of delivery month

19t calendar day
T New Rate Takes

of previous Nearby Option : .
delivery month Expiration First Notice Day Last Trade Day Effect
l\ Observation Period | Delivery Period ‘ ‘

f

- For each day during the
observation period, a Daily % FFC is
calculated using the formula below

- At the end of the period the % FFC

—> is calculated to determine the change,

if any, in storage rates for the next
period

(2" Month Future i Nearby Future)

— - : o ec == [Daily % FFC]
ys * {(INT/360 * Nearby Future) + Daily Storage} # Days

Daily % FFC =

® This change, if any, takes effect

& CME Group

A7 4
A CME/Chicago Board of Trade/NYMEX Company



Variable Storage Rates i Adjustments

Based on the Percent of Financi al Ful | Carry (A% FFCo0)
will be adjusted

Storage Rate
Increases

(Previous Rate plus 3
cents /month)

If % FFC is = or >80%

Current Storage Rate If % FFC is <80% Same Storage Rate
but >50% (Previous Rate)

If % FFC is = or <50%

Storage Rate
Decrease
(Previous Rate minus
3 cents/month)

[ Storage rates will not be reduced }

below 5 cents per bushel per
moTTth

& CME Group

A CME /Chicago Board of Trade/NYMEX Company




The Solution

. l .
RADINE

A Cashis: NnNPri1 ce DI s cC

2

A Futures are: [ R| Sk Tr ans

We would like to see the VSR
applied to Corn and Beans
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The Solution

Country Elevators

A More consistent convergence

A Margin management

A Spread strategies against basis positions more dynamic.

Lenders
A Customers afforded better risk transfer tools and loans get paid off.

Farmers/end users
A More efficient markets/bids for their grain and tools that are efficient

Other market participants
A Derivatives/swaps/OTC markets based off dynamic contract.

Speculators
A Have at it, good luck!

CME group
A Golden goose lives

A Less regulation if we fAfixo underly



Thank you!

Ben Peters
Advance Trading, Inc
800-664-2312



Disclaimer o

/AL k‘['

This data is provided for information purposes only and is not
Intended to be used for specific trading strategies without
consulting Advance Trading, Inc.

Because trading futures and options normally involves risk,
determining the appropriateness of hedging with futures and
options can only be made on a cag®/-case basis.

All information is based upon data that is believed to be
reliable. However, we cannot guarantee the accuracy or
completeness of the data.



BASIS

Pekin, IL Corn Basi
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—Pekin, IL Corn Basi
Basis slightly weaker despite higher frt., some transportation snafus
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