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Take this marketing test

To make sure youre making smart marketing decisions, you need to honestly answer a few questions

DAVID DERWIN
Hedgi bet 'H
edging your bets i‘ =i

president of the United States

from 1961 to 1963, had some
unique insights and understand-
ing of farming finances and
€CoNnomics.

During a 1960 speech in South
Dakota at a National Plowing
Contest, then senator Kennedy
shared some thoughts that still
hold true today:

“The farmer is the only man
in our economy who buys eve-
rything at retail, sells everything
at wholesale and pays the freight
both ways.”

This does seem to be a rather
skewed situation doesn't it? What
can producers do to level this
playing field? How can you bal-
ance your role and increase your
pricing power within the global
grain industry?

Actually, farm businesses have
an advantage that many busi-
nesses don’t. Their flexibility
in marketing and sales comes
from having access to exchange-
traded pricing tools like options
and futures. This is what sets
them apart from many other
businesses.

With only between five and
10 per cent of Canadian farmers
using all the selling and hedging
tools available to them, it shows
not enough effort and attention
is focused on marketing. Self-
admittedly, Canadian farmers
can grow some of the best crops
in the world, but many agree that
their marketing and financial
strategies need fine tuning.

Instead of exploring the techni-
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cal details of options and futures,
let’s first take a step back to look
at the bigger picture of farm
marketing.

When I'm on the road across
the Prairies speaking about hedg-
ing and risk management, I start
my presentations by asking some
fundamental farm marketing
questions.

Taken from self-assessment
and business development
guides, one by the Government
of Manitoba called Gaining
Ground — Agribusiness Assessment
and the other, Taking Stock —
Farm Business Development
Initiative from the Government
of Saskatchewan, they ask a
series of self-assessment ques-
tions related to labour, produc-
tion, environmental, safety and,
of course, marketing.

Here are five key market-
ing questions from these two
publications:

1) Do you set marketing goals
that can be measured and
have a written marketing
plan?

Maybe you protect or price
one-third of expected produc-
tion in the spring, another
one-third throughout the sum-
mer once production is more
certain and then one-third
at harvest in the fall? Do you
know your break-even levels
and costs of production? Do
you know what you will do
if prices get to that level? Or
more importantly, what is your
backup plan if the price never
gets up there? Are these mar-
keting procedures and pro-
cesses written down? What type
of spreadsheets or reports do
you use to manage all these
issues? Take some time before

Farm businesses have an advantage that many
businesses don't. Their flexibility in marketing
and sales comes from having access to exchange-

traded pricing tools.

spring to think about and plan
for these items.

2) Do you monitor and revise
your marketing goals and
plan?

Once your initial marketing
plan is in place, it’s not just some-
thing you keep in your drawer
and forget about. It’s a living doc-
ument that evolves as the crop
year progresses. Many factors
will affect your marketing plan
throughout the year: What are
your yields looking like? What are
futures prices doing? Are basis
levels getting better or worse?
What are the emerging price
trends you can benefit from?
What about next year’s crop? Are
there good prices for new crop?
Make sure to update and revise
your plan at least monthly or as
conditions change.

3) Do you have the interest and
skills to make good market-
ing decisions?

Who within the farming opera-
tion has or will develop the inter-
est and skills to implement and
monitor the marketing plan? If
it's not you, will it be your part-
ner? Your spouse? Or is your son
or daughter in charge of mar-
keting? With marketing courses,
hedging workshops, webinars
and material available online,
you have access to plenty of
resources to make this happen.
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4) Do you understand and use
option hedging strategies?
Forget the dog. Exchange-

traded commodity options are

a farmer’s best friend since they

address the three main reasons

why producers have not used
hedging tools fully. Options
offer these main benefits:

e No production commitment
or delivery risk;

* Downside protection you
need; upside potential you
want;

¢ Minimal capital requirements
with no futures contract mar-
gin calls.

Options are available on
numerous farm commodi-
ties including wheat, canola,
soybeans, corn, oats, fats and
feeder cattle, hogs and the
Canadian dollar. The nice
thing about options is they
really are like a Swiss Army
knife of marketing tools. This
one tool has so many attach-
ments that an option-based
strategy can be the perfect fit
for almost any market envi-
ronment or scenario.

5) Do you have an overall
revenue management
strategy for marketing your
products?

Hedging with options is
just one piece of the revenue
management puzzle. The
overall picture also includes

storage and carrying oppor-
tunities, what basis levels are
doing, delivery constraints,
local cash market conditions
and contingency plans should
prices move higher or lower.
Processing this information
and then acting on it is cru-
cial; that’s the value of having a
marketing plan.

Bottom line, the one factor
that changes constantly and
affects all these five market-
ing issues is the price of your
farm commodity you sell.
Flexible option revenue man-
agement strategies can help
make these Top 5 marketing
decisions and planning steps
easier to implement and more
manageable. Think of option-
based revenue protection as
insurance on prices since they
are similar to the insurance
on your truck, equipment and
buildings.

So, while JFK may have been
right, incorporating exchange-
traded commodity options into
your marketing plan gives you
advanced sales strategies to tilt
the playing field back in your
favour. Be part of that five to
10 per cent of top farmers who
have all the tools in their mar-
keting tool box.

David Derwin is a portfolio manager and
investment adviser with Pl Financial,
which is a member of the Canadian
Investor Protection Fund. The risk of
loss in trading commodity interests can
be substantial. You should therefore
carefully consider whether such trading
is suitable for you in light of your
financial condition. This is intended for
distribution in those jurisdictions where
PI Financial Corp. is registered as an
adviser or a dealer in securities and/or
futures and options.

Canola Growers
accepting cash
advanceapplications

A total of 45 different agricultural commodities

qualify for the program

STAFF

he Canadian Canola

I Growers Association

(CCGA) is now accept-

ing applications for the

2017-18 Advance Payments
Program (APP).

There are three changes to
the program this year that will
affect farmers.

The options for secu-
rity have been expanded. In
addition to crop insurance
and AgriStability, Global Ag
Risk Solutions’ production
cost insurance will also be
accepted this year.

There will be one common
application form, replacing
the previous province-specific
forms.

Quinoa has been added as a
commodity elegible for a cash
advance.

Through CCGA, farmers
can apply for a cash advance
on 45 different crop and live-

stock commodities, includ-
ing oilseeds, cereal grains,
pulse crops, specialty crops,
grass seed, cattle, hogs, honey
and more. Farmers are eli-
gible for a cash advance of
up to $400,000, with the first
$100,000 being interest free
and an additional $300,000 at
prime rate.

“The spring cash advance
program provides farmers
with access to cash flow on
their unharvested crops and
newly born livestock,” said
Rick White, CCGA CEO.

Farmers wanting to apply
for a cash advance can call
CCGA’s Winnipeg office at
1-866-745-2256 to apply, or
complete an application
online or download an appli-
cation form at www.ccga.ca.

The early applications are
to allow farmers to apply
before heading into the field
in the spring. Funds will still
be issued beginning Apr. 3,
2017.
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