
By DAVID A. DOMINA

IF the early pains of the new eco-
nomic era teach producers nothing 
else, surely they have learned price 

protection means nothing if the buyer 
can’t pay!

Right now, only farmers sell, deliver 
and lose control of indistinguishable 
commodity products before they are 
paid. What could be more dangerous 
than to drop a load of dollar bills into 
a big pile and hope yours will reappear 
someday?

The pain is already an all-too-familiar 
refrain. Corn is forward contracted, and 
the buyer is in bankruptcy in Delaware. 
The farmer learns a Delaware judge can 
force him to deliver at market price, not 
the protected price. 

A cattle feeder hedges both corn and 
critters to protect price, but the banker 
is nervous when one moves against the 
other. Suddenly there is no money to 
meet a margin call. 

A hog producer contracts feeder pigs 
from Canada, and the packer refuses 
them because the country of origin is 
in doubt.

Now what? How can the pain be 
avoided the next time? These are the 
questions that usher in the lawyers.  
So what can a producer do to provide 
some protection? 

How to protect your forward price
Assure payment?
Let’s start with grain. Forward con-
tracting or selling on the Chicago Board 
of Trade are classic hedges. Sell less 
than you have but sell enough to be 
sure you can pay the bills and feed the 
family. Sounds sensible. It takes care of 
the cash market’s uncertainty. But what 
about the new risk of delayed sale — a 
risk absent from cash market transac-
tions? Will the grain buyer be able to 
pay at delivery time?

Recent events brought reality to pro-
ducers holding stamped out hedge po-
sitions. “Price protection” sales ignored 
the risk that the buyer would be insol-
vent and not perform. The producer 
suddenly realizes his “sale” was really 
an unsecured loan to the failed buyer. 
Unsecured loans are seldom worth 
much in bankruptcy.

Every farmer knows bankers won’t 
make huge unsecured loans. Grain 
buyers know this, too. So, why not take 
a play from the banker’s book? Why not 
make the buyer collateralize the promise 
to pay for the producer’s grain?

Collateralize the promise
Every responsible purchaser of grain 
sold forward sells the grain on the board 
the same day it is purchased from the 
producer. This is the grain buyer’s price 
protection strategy — to buy from the 

producer and immediately sell on the 
board. Simple.

So, why doesn’t the producer require 
the grain buyer to post collateral for 
the promise to pay?  Doing so would be 
simple. The buyer can pledge proceeds 
of the board position to the producer. 
The grain buyer’s position remains 
intact, its performance is assured and 
the producer is protected by collateral 
and knowledge that cash is coming to 
pay for the hedged crop.

Is there an impediment? The buyer’s 
bank shouldn’t object. It will know its 
customer’s position is safe. The grain 
buyer isn’t harmed since the profi ts 
(or losses) still come to pass from the 
transaction. Lenders for both producer 
and buyer avoid potential disaster if 
either the buyer or seller fail. Crop pro-
duction is the risk; this is how it should 
be. The transaction does not have to 
involve the board  beyond collateral 
notifi cation. This occurs commonly 
between the grain buyer and the board 
now. Securities are routinely pledged as 
collateral. Why not commodities con-
tracts?

Initially, grain buyers might resist. 
They may say, “We have a strong fi nan-
cial statement and are trustworthy. This 
is not necessary.” But it is necessary. 
Not too long ago, similar words would 
have been expected from AIG, Farmer 

Mac or Fannie May. The days of “trust 
me, I am rich and will be kind to you” 
are surely over!

Steps to protection?
The steps required to protect the sale 
price of grain and assure the buyer will 
pay the price upon delivery will vary. 
Generally, they will include:

■ a written contract to deliver a 
quantity of grain, at a delivery time and 
price, with payment due on delivery

■ a contract to sell the grain on the 
board by the grain buyer

■ a security agreement, accompa-
nied by confi rmation of the grain buyer’s 
sale order, containing an assignment of 
the sale position for collateral purposes 
and an agreement that the grain buyer 
will retain all benefi ts or detriments of 
margin requirements but keep the pro-
ducer informed of compliance

■ Uniform Commercial Code fi ling 
to protect the producer’s rights, just as 
any creditor protects its rights where 
credit is extended through advances 
of funds or other value, including grain 
sale commitments

Producers who forward sell grain 
“loan” its value to the buyer. They must 
lock in price and protect the right to be 
paid. Bankers do. So must farmers.

Domina is an Omaha attorney who fo-
cuses his practice on agricultural issues.

Select Sprayers & Equipment, LLC

Meet Your Productivity Partners

Maximize yields with FULL season corn applications.
The Nitro 4000 Series boasts 6 foot 
crop clearance, & 9’8” boom height, 
giving you FULL season protection 
for fungicide & insecticide spraying - 
maximizing your yields for a superior 
return on investment.

• Product tanks to 1600 gallons, booms to 120’

• HydraLink™ suspension - the smoothest ride

• Ideal weight balance and maneuverability

• Air-ride Ultra-Quiet cab for superior comfort

Full visibility front booms - no looking back•

www.millerstn.com  800-247-5557

The leader in high clearance, 
front mount boom technology

SELECT SPRAYERS & EQUIPMENT, INC.

Over 20 years - ag fertilizer & chem application•

Servicing all makes of sprayers & fertilizer equip.•

Huge selection of used equipment•

One of the oldest & largest Nitro dealers•

Call Denny Jorgensen at:
4319 Imperial Ave (E. Hwy 30), Kearney, NE

308-338-8006
www.selectsprayers.com

Massey Ferguson GC2300 Series sub-compact tractors offer you surprising power, precision and comfort to tackle the toughest chores. 
Big tractor features include a 22.5 horsepower liquid-cooled diesel engine, a 2-speed hydrostatic transmission, hydrostatic power steering, 
Category I three-point hitch, 540 rpm independent rear PTO and 2000 rpm mid-PTO. All packed into a sub-compact tractor that’s nimble 
enough to navigate in the tightest places, and with a wide open platform for the most comfortable ride

Test drive the little tractor that can handle the biggest jobs at your local Massey Ferguson dealer today or visit www.masseyferguson.com for 
more details.

Massey Ferguson® GC2300 Series Sub-Compact Tractors 

The little tractor that could.
And more.  

* With approved credit from AGCO Finance LLC. Down Payment may be required. Available for equal monthly payments only. Leases and balloon payments available at slightly higher rates. 
Contact your participating dealer for detail, other financing options and eligibility requirements. Offers subject to change.
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Kearney Equipment
6020 N. Highway 10, Kearney, NE 68847 

Toll-Free 888-234-2485
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