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Marketing Glossary

Actuals:
e The physica commodities.
Arbitrage:
¢ Simultaneous purchase and sale of the same quantity of the same commodity In two different
markets, either in the same country or in different countries. Used to take advantage of what is
believed to be atemporary disparity in prices.
Asked:

e The price a which sellers will trade. This is usually accompanied by a bid, the price which buyers
are willing to pay. The bid price is often a better indication of the true market level.

At-the-money option:

e Call and put options are at-the-money when the price of the underlying futuresis the same as the
strike price.

Basis:

¢ The difference between the quoted street or cash price of a particular commodity and a specified
futures contract price for the same commodity.

Basis contract:
* A contract where the basis but not the actual price is established at time of delivery. When the

producer decides to sell grain, the price is established by subtracting the agreed-upon basis from
the hedge month.

Basisrisk:

¢ Therisk associated with unexpected changes in the basis between the time a hedge is placed and
the time that it is lifted.

Bears:

e Those who believe prices will decline in the future.

Bear market:
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¢ One where large supplies and/or poor demand cause a decline in price.
Bid:

e An offer to purchase a commodity at a specified price.
Board Lot:

* Inthe Winnipeg Commodity Exchange, 100 tonnes (equaling five units of trade or afull futures
contract).

Break:

¢ A sharp price movement. A market may break upward or break downward. The term isreserved by
some for price declines.

Break-even point:

e The future price (or prices) at which a particular strategy neither makes nor loses money. A
dynamic break-even point is one that changes as time passes.

Bulge:
* A largepricerise.
Bulls:
¢ Those who believe that prices will rise in the future.
Bull market:
e One where small supplies and/or strong demand cause prices to rise.
Bull move:

¢ Theterm used by some chartists to indicate where daily highs, lows, and closes are higher than
previous indications.

Buy a contract:

¢ \When acontract is purchased on a futures market, the buyer is obligated to accept delivery of the
amount of canola specified in the contract during the designated delivery month for which the
contract was purchased. In hedging, a producer would buy a contract to "close out” his position in
the market. That is, a contract would be purchased to offset the previous sale of a contract and
thereby remove any obligation the producer has to the futures market.

Buy on close:
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e An order to buy within the closing price range at the end of aday's trading session.
Buy on opening:
e An order to buy within the opening price range at the beginning of a day's trading session.
C and F:
e Cost and freight paid to destination.
Call option:
¢ A contract that gives the call option purchaser the right, but not the obligation, to buy a futures
contract at a specific price during a specific time period. The call option seller is obligated to sell

futures to the call option purchaser if the call option purchaser exercises the option.

Canola cash call trading agr eement:

e Similar to an agreement entered into with a brokerage house to establish an account to trade in the
futures market. The canola cash call trading agreement sets out the terms and conditions under
which a grain company will act for you in securing an export sale for your canola through the
Canola Cash Call Market.

Carrying charges:

¢ The combined costs of interest, storage and insurance incurred in the storage of grain.
Carrying charge market:

e A futures market in which the nearby months are selling at a discount under the distant months.
Carryover stocks:

¢ The stocks of grainin all positions at the end of the crop year.

Cash:

¢ The actual physical product or commodity as distinguished from futures. Also known as "cash
commodity”, "spot commodity" or "actuals'.

Cash price:
e The price paid for immediate delivery at a port location.
Charting:

¢ The construction and use of charts or graphsin the technical analysis of futures markets. Price
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movements, average price movements, volume, and open interest are usually graphed.
ClF:
¢ Costs, insurance and freight to port of destination, paid or included in price.
Class:
* A termused to refer to all put and call contracts on the same underlying future.
Clearing house:
¢ A separate agency or corporation working in conjunction with the commodity exchange to match
up buy and sell orders and through which futures contracts are offset or fulfilled. The clearing
house also ensures that financial settlement is made through its facilities.
Closing price:
e The price a the end of the futures trading session.

Commission house:

¢ A concern that buys and sells actual commodities or futures contracts for the accounts of
customers.

Confirmation:

¢ A document sent by the brokerage firm to its client when a futures transaction is conducted, either
purchase or sale. It generally shows the date of the trade, delivery month, price and quantity.

Covered option:
¢ The seller of the option owns the underlying commodity itself or has a futures position.
Deferred delivery contract:

¢ A contract in which the grain is priced on the basis of the prevailing market in advance of the actual
delivery of the grain.

Deferred futures:

e The futures, relative to those currently traded, that expire during the most distant months. (See
Nearbys)

Deferred pricing contract:

¢ Délivery of canolato an elevator or crushing plant and deferral of the settlement price and payment
until some later date.
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Delivery month:
¢ The calendar month in which a futures contract matures and contract settlement is required.
Delivery points:

¢ Those points designated by futures exchanges at which commodities may be delivered to satisfy a
futures contract.

Discount:
* Indicating one price is below another price.
Early exercise (assignment):
¢ The exercise or assignment of an option contract before its expiration date.
Exercise price:
e Same as the strike price for listed options.
Expiration:

¢ Thetime at which an option no longer entitles its owner to purchase or sell a specific futures
contract.

Expiry date or expiry day:
¢ The day when the owner of the option loses the right to exercise the option.
Extrinsic value:
¢ Same astime value
Fill:
* To execute an order.
F.O.B.:

¢ Free on board; sales expression which places the obligation of arranging the freight on the buyer of
the goods.

Forward contract:

¢ An agreement between seller and buyer whereby the seller agrees to deliver a specific quantity and
quality of commodity to the buyer at a specific time and location. When the seller delivers, he or
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she will receive a previously agreed upon price.
Forward price:
¢ An agreement between a buyer and seller which establishes price prior to delivery.
Forward selling:
e Forward contracting in which the price is fixed at the time the contract is entered.
Full carrying charge:

* Infutures transaction, the cost (storage, interest, etc.) of taking actual delivery in a given month,
storing the commodity and redelivering against the next delivery month .

Fundamentals:

¢ Those factors which affect the price of a commodity such as supply and demand, weather, political
actions, etc.

Futures:

¢ A term used to designate the standardized contracts covering the purchase and sale of commodities
for future delivery on a commodity exchange.

Futures contract:

e A term used to designate the standardized contracts covering the purchase and sale of commodities
for future delivery on a commodity exchange. Also known as "futures’ .

Futures price:
e Anindicator of the approximate value of canolain a port position at some time in the future.
Hedging:
¢ A transaction to minimize the risk of loss due to adverse price fluctuations. Hedging involves the
temporary substitution of afuture market transaction for a cash transaction. This is accomplished
by holding equal and opposite positions in the cash and futures markets.

I n-the-money option:

e A call option is in-the-money when the price of the underlying futures contract is above the strike
price. A put option is in-the-money when the price of the underlying futures contract is below the
strike price.

Intrinsic value:
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¢ Thevaue of an option if it were to expire immediately with the underlying future at its current
price; the amount by which an option is in-the-money.

I nver se market:
e A futures market in which nearby months are selling at a premium over distant months. These price

relationships are characteristic of situations in which supplies are currently in shortage. Normally,
because of carrying charges (storage and interest), the highest prices are quoted for distant months.

Job lot:
¢ On the Winnipeg Commodity Exchange, 20 tonnes.
L everage:

* (1) The ability to control alarge amount of money with a small amount of funds. (2) In
investments, the attainment of greater percentage profit and risk potential. A call holder has
leverage with respect to afutures holder - the former can have greater percentage profits and losses
than the latter for the same movements in the underlying future.

Life of contracts:
* The entire time a contract is available for trade.

Limit move:

¢ A limit move is the maximum price movement allowed under the predetermined regulations of the
Exchange.

L ong:
¢ One whose net position shows an excess of open purchases and/or inventories over sales (opposite
to short). Example: If you hold more cash canola than the amount you have sold in futures
contracts, or you have sold no futures contracts, you are said to be long in cash canola.

Margin:

* A deposit made by a buyer or seller of a commodity futures contract to assure good faith and
fulfillment of the contract.

Margin call:

e A request to either deposit the original margin at the time of the transaction or restore the
guarantee to arequired minimum level.

M arket risk:

¢ The possibility of price decline for the owner of a commodity or producer and the possibility of
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price increase for a person who is required to purchase the commodity.
Near bys:
¢ The nearest active trading month of a futures market.
Net position:

¢ The difference between the open contracts long and the open contracts short held in any one
commodity.

Offer:
¢ |ndicates willingnessto sell at a given price. Opposite of bid.

Offset:

¢ Theliquidation of along or short futures (or option) position by an equal and opposite futures (or
option) transaction.

Opening price:
e Thefirst official traded price for a specific trading day
Opening range:

¢ On The Winnipeg Commodity Exchange the difference between the prices discovered from the first
trade of the day for a period of two minutes thereafter.

Option:

e A right (but not the obligation) to buy or sell a designated futures contract at a specific price during
the life of the option.

Option writer or grantor:

¢ A person who sells an option contract, receives the premium, and bears the obligation to buy or sell
the asset at the strike price.

Out-of-the-money option:
¢ A call option is out-of-the-money when the strike price is above the current price of the underlying

futures contract. A put option is out-of-the-money when the strike price is below the current price
of the underlying futures contract.

Over bought:

* A market situation in which prices are believed to have increased too far at too fast a pace.
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Oversold:
* A market situation in which prices are believed to have declined too far at too fast a pace.
Overvalued:
e A futuretrading at a higher price than it logically should. It is normally associated with the results
of option price predictions by mathematical models. If an option istrading in the market for a
higher price than the market indicates, the option is said to be overvaued.
Position:
¢ One takes a position in the futures market through the sale or purchase of a contract. A positionin
the market is "closed out” when an equal and opposite transaction is undertaken; i.e., a producer
closes out the hedge by buying a contract for the same delivery month and in the same quantity as
the contract that was previously sold.
Position limit:

e The maximum number of speculative futures contracts one can hold open under the rules of the
Exchange on which the contract is traded

Premium:

¢ The price an option buyer pays to an option seller for the right to buy or sell afutures contract at a
specific Price during the life of the option.

Pre-pricing:

e A producer establishes a price for canola prior to delivery. A producer can accomplish this by
hedging or by signing a deferred delivery contract

Producer car contract for canola:
¢ Thisisacontract between afarmer shipping canola by a producer car and the grain company
purchasing the canola for an export sale. The contract identifies the number of cars to be shipped,
the delivery period, price basis, shipping point and terminal elevator for delivery. It identifies the
regulations which apply to shipping the car and payment for the canola. The contract also serves as
notice to the Canadian Grain Commission to allocate the producer car(s).
Production contract:
e A contract established prior to harvest in which a producer agreesto provide a specified crop from
an agreed-upon acreage to a buyer and the buyer agrees to accept delivery. Price for the crop is
established at alater date.

Put option:
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e A contract that gives a put option buyer the right, but not the obligation, to sell a futures contract
at a specific price during a specified time period. The put option writer is obligated to buy futures
from the put option buyer if the put option buyer exercises his or her option.

Quotations:

e The prices of futures, options or cash contracts for any given commodity or time. They are usually
posted in daily newspapers, on TV, or on computer networks.

Rally:
¢ Anupward movement of prices following a decline; opposite of a Reaction.
Range:

¢ The difference between the highest and lowest prices recorded during a trading session, opening
period, week, month, life or contract, or any given period.

Resistance:

* A price zone above the current price level that has proven difficult for the market to penetrate. (See
also Support).

Sell a contract:
¢ \When acontract is sold on afutures market, the seller is obligated to deliver the amount of canola

specified in the contract during the delivery month for which the contract was sold. In hedging, a
producer would initially sell a contract or contracts for the amount of canolato be hedged.

Settlement price:

e The price per tonne for an option or futures contract established for the purpose of determining
margins and limits on price movements for the next trading session.

Short:
¢ One whose net position shows an excess of open sales over open purchases and/or inventory

(opposite to long); i.e., if you sell more futures contracts than you have cash canola, you have
taken a short position.

Speculator:

e Anyone who iswilling to invest money and assume the risk of a price change in the hope of
accurately predicting the direction prices will move, and thereby profit from the price move.

Spread or straddle:
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¢ A spread or straddle is the purchase of one futures delivery month against the sale of another
futures delivery month of the same commodity; the purchase of one delivery month of one
commodity against the sale of the same delivery month of a different commodity; or the purchase
of one commodity in one market against the sale of that commaodity in a different market. The
purpose of a spread transaction is to take advantage of distortions in normal price relationships.
There are severa different types.

Strike price:
* The price a which an option contract may be exercised.
Stocks/useratio:

¢ The carryover stocks divided by the annual usage or consumption. The ratio is a measure of the
relative tightness of the supply/demand balance. It is usualy expressed as a percentage.

Stor age ticket:

e A receipt given to afarmer by an elevator company which specifies the grade, weight, dockage and
moisture content at the time of delivery but does not establish the price of the canola. When the
farmer isready to sell, he or she agreesto the price offered at the time of sale and the graded
storage ticket is exchanged for a cash ticket.

Street price:
¢ The price you receive locally.

Support:

¢ A price zone below the current price level which has proven difficult for the market to penetrate.
(See dso Resistance).

Technical analysis:
¢ The prediction of future price levels based on the study of previous price and market behavior.
Thin market:
¢ A low volume market in which a large trade unduly affects the market price.
Tick:
e The price unit in which futures price movements (BID or ASKED) are expressed.
Time value:

¢ The amount by which an option's total premium exceeds its intrinsic value. If an option has no
intrinsic value, its premium is entirely time value.
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Under lying futures contract:
¢ The futures contract that may be purchased or sold upon the exercise of the option.
Volatility:

¢ A measure of the amount by which the underlying futures is expected to fluctuate in a given period
of time.

Window:

e A marketing alternative that establishes both price floor and price celling. A short position would
create awindow by purchasing a put and selling a call. A long position would create a window by
purchasing a call and selling a put.

Writing:

e The sale of an option in an opening transaction.
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