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Gontract Highlights

E;ive Caﬁtﬁe Fiﬁtums

Ticker Symbol
Trading Unit*

Price Quote
Minimum Price
Fluctuation {Tick]
Daily Price Limit

Contract Mounths

Trading Hours?
{Chicago Time)

. Last Day of Trading

Delivery System®
Delivery Days’

LC
40,000 Ibs. of 55% choice, 45%
select USDA grade live steers

cents per pound

025 cents per pound =
$10.00/contract

1.50 cents per p(y)und':
$600.00/contract

Feb, Apr, Jun, Aug, Oct, Dec

9:05 a.m. - 1:00 p.m.
Last day: 9:05 a.m. - 12:00 p.m.

The business day prior to the last
five business days of the contract
month

Certificate of Delivery

Any business day of the contract
month (stockyard delivery) and any
slaughter day of the contract month
{approved packing plant delivery)
plus the first two business days of
the next calendar month, except
that deliveries may not be made
prior to the seventh business day
(stockyard delivery) and the fourth
business day (approved slaughter
plant delivery) following the first
Friday of the contract month.

FConsult CME Rudes for a more detailed definition of delivery standards

and procedures.

“Trading will end ar 12:00 noon on the business day before a CME holiday

and on any ULS. hank holiday that the CM

- is opern.

?Consule CME Rules for a more detailed description of tender, demand,

retender, reclaim and

gnment of Certificates of Delivery.

*Norte that long positions outstanding during the contract month may be

assigned to take delivery.

@

Options on Live Cattle Futures

Ticker Symbols
Underlying Contract

Strike Prices?

Premium
Quotation

Minimum Price
Fluctuation {Tick)

Daily Price Limit
Contract Months
Trading Hoﬁﬁs“

{Chicago Time]
Last Day of Trading

Minimum
Performance Bond

Exercise Procedure?

Calls: CK Puts: PK

One Live Cattle futures contract

Even mtervals of 2 cents per pound, e.g.,
68¢, 70¢, 72¢; front 2 option months
and serial months are at 1-cent-per-
pound intervals, e.g., 68¢, 69¢, 70¢

cents per pound,
e.g., 2.00 premium = $800.00

.025 cents per pound =
$10.00/contract (cabinet = $5.00)

None

Feb, Apr, Jun, Aug, Oct, Dec and
serial months?

9:05 a.m. - 1:00 p.m.

Non-serial options: The first Friday
of the delivery month of the underly-
ing futures contract. If that Friday is
not a business day, then trading
shall terminate on the preceding
business day. Serial options: The
first Friday of the contract month
which is also a business day.

No performance bond required for put
or call option buyers, but the premium
must be paid in full; option sellers
must meet additional performance
bond requirements as determined by
the Standard Portfolio Analysis of Risk
(SPAN”) performance bond system.

An option may be exercised by the
buyer up to and including the last day
of trading. To exercise, the clearing
member representing the buyer submits
an exercise notice to the Clearing House
by 7:00 p.m. on the day of exercise.
Any long in-the-money option position
not liquidated or exercised prior to
termination of trading will be auto-
matically exercised unless the clearing
firm submits contrary instructions.

‘Consult your broker for additional information or specific requirements,

policies and procedures.

* A trade may occur ar a nominal price—cabinet—whether or not it results
in liquidation of positions for both parties to the trade.

“Serial option months are Jan, Mar, May, Jul, Sep, Nov. They arc listed
only one at a time. As the current listed serial option expires, the next

serial month is added.

*Trading will end at 12:00 noon on the business day before a CME
holiday and on any U.S. bank holiday that the CME is open.




Live Hog Futures®

Ticker Symbol
Trading Unit?

Minimum Préce
Fluctuation {Tick)
Daily Price Limit
Contract Momnths
Trading Hours®
{Chicago Time]
Last Day of Trading

ﬁéfivei'y Days*

LH
40,000 Ibs. of U.S. No. 1,2,3

barrows and gilts

cents per pound

023 cents per pound =
$10.00/contract

1.50 cents per pou nd =
$600.00/contract

Feb, Apr, Jun, Jul, Aug, Oct, Dec
9:10 a.m.-1:00 p.m.

Last Day: 9:10 a.m.-12:00 p.m.

The business day preceding the last

five business days of the contract
month, unless there are two or fewer
delivery days remaining, in which
case trading shall terminate on the
business day preceding the final three

delivery days of the contract month.

Any business day of the contract
month, except Fridays, the day
preceding a holiday, or prior to the
second business day following the
expiration of live hog options of the
contract month.

' Effective with the February 1997 contracr, Lean Hog futures replace Live

Hog futures.

*Consult the CME rules for a more detailed definition of delivery standards

and procedures.

*Trading will end at 12:00 noon on the business day before a CME holiday
and on any US bank holiday that the CME is open.

*Norte that long positions outstanding during the contract delivery month may
be assigned ro take delivery.

Options on Live Hog Futures®

Ticker Symbols
Underiying Contract

Strike Prices?

Premium
Quotation

Minimum Price
Fluctuation {Tick)

Daily Price Limit
Contract Months

Trading Hours® '
{Chicago Time)

E.ést Day of Trading

Minimwum
Performance
Bond

Exercise Procedure?

Calls: CH Puts: PH

One Live Hog futures contract

Even intervals of 2 cents per pound,
e.g., 54¢, 56¢, 58¢; the front 2
option months are at T-cent-per-
pound intervals, e.g., S4¢, 55¢, 56¢

cents per pound,
e.g., 2.00 premium = $800.00

.0235 cents per pound =
$10.00/contract (cabinet = $5.00)°

None

Feb, Apr, Jun, Jul, Aug, Oct, Dec

9:10 a.m.-1:00 p.m.

Option trading shall rerminate on the
first Friday of the delivery month of
the underlying futures contract. If that
Friday is not a business day, trading
shall terminate on the immediately
preceding business day.

No performance bond required for put
or call option buyers, but the premium
must be paid in full; option sellers
must meet additional performance
bond requirements as determined by the
Standard Portfolio Analysis of Risk
(SPAN®} performance bond system.

An option may be exercised by the
buyer up to and including the last day
of trading. To exercise, the clearing
member representing the buyer submits
an Exercise Notice to the Clearing
House by 7:00 p.m. on the day of
exercise. Any long in-the-money option
position not liquidated or exercised
prior to termination of trading will be
automatically exercised unless the
clearing firm submits contrary
Instructions.

' Effective with the February 1997 contract, Lean Hog options replace

Live Hog options.

*Consule vour broker for additional information or specific requirements,

polices and procedures.

’ A trade may oceur at a nominal price—cabinet—whether or not it
results in liguidation of positions for both parties to the trade.

Trading will end at 12:00 noon on the business day before a CME holiday
and o any US bank holiday thar the CME is open.



Lean Hog F utures’

Tcker Symbo!
Trading Unit?

Price Quote
Minimum Price
Fluctuation {Tick)
Daily Price

Limit

‘Contract Months

Trading Hours®
{Chicago Time)

Last Day
of Trading

Settlement’

IH

40,000 Ibs. of 170-191 pound
dressed hogs; 51-52% lean;
.80-.99 inches of backfat to last
rib (or equivalent)

cents per pound

025 cents per pound =
$10.00/contract

2.00 cents per pound = $800/contract;
none on last 2 days of trading

‘ 1eb Apr, Jun, Jul Aug, Oct, Dec

9:10 a.m. - 1:00 p.m.
Last day: 9:10 a.m. - 12:00 p.m.

10th business day of the
contract month

Cash-settled to the CME Lean Hog
Index)™ a two-day weighted average
of USDA Lean Value Direct Hog
Trade prices from the Western Corn
Belt, Eastern Corn Belt, and Mid-
South regions. The settlement index
is calculared on the business day
following the last day of trading.

" Effective with the February 1997 contract, Lean Hog futures replace Live

Hog futures.

Ggititms on Lean Hog Fa,sturesl

Ticker Symbols

Underlying Contract

Calls: CH Puts: PH

One Lean Hog futures contract

Strike Prices? Even intervals of 2 cents per pound,
e.g., 62¢, 64¢, 66¢; the front 2
option months are at 1-cent-per-
pound intervals, e.g., 62¢, 63¢, 64¢

Premium Quotation cents per pound,

Minimum Price
Fluctuation {Tick)

e.g., 2.00 premium = $800.00

.025 cents per pound =
$10.00/contract {cabinet = $5.00)*

Daily Price Limit None

Contract Months® Feb, Apr, Jun, Jul, Aug, Oct, Dec
and serial months

Trading Hours®

{Chicago Time) 9:10 a.m. - 1:00 p.m.

Last Day of Non-serial options: 10th business

Trading day of the contract month; serial
options: 10th business day of the
month prior to the underlying
futures contract month.

Minimum No performance bond required

Performance for put or call option buyers, but the

Bond premium must be paid in full; option

sellers must meet additional performance
bond requirenients as determined by

2 Consiilt your broker for addition al information or specific re qummonrs,
policies and procedures.

*Trading will end at 12:00 noon on the business day before a C ML holiday
and on any US bank holiday that the CME is open.

the Standard Portfolio Analysis of Risk
(SPAN®) performance bond system.

Exercise Procedure®  An option may be exercised by the
buyer up to and including the last day
of trading. To exercise, the clearing
member representing the buyer
submits an Exercise Notice to the
Clearing House by 7:00 p.m. on the
day of exercise. Any long in-the-
money option position not liquidated
or exercised prior to termination of
trading will be automatically exer-
cised unless the clearing firm submits
contrary instructions.

"Effective with the February 1997 contraci, Lean Hog options replace
Live Hog opuons.

* Consult your broker for additional information or specific requirements,
policies and procedures.

* A trade may oceur at a nominal price—cabinet—whether or not it results
in liguidation of positions for both parties to the trade.

“Serial option months are January, March and November, They are listed
only one at a time. As the current listed serial option expires, the next serial
month is added.

*Trading will end at 12:00 noon on the business day before a CME holiday
and on any US bank holiday that the CME is open. 7




Feeder Cattle Fakg'tureis“

Ticker Symbol
Trading Unit!

Price Quote

Mininuan Price
Fluctuation (Tick)

Dasily Price Limit
Contract Months
Trading Hourg?

{Chicago Tine}

Last Day of Trading

Settlement®

FC
50,0()0 Ibs. of 700 to 799 pound
feeder steers

cents per pound

025 cents per pound =
$12.50/contract

1.50 cents per pound =
$750/contract

Jan, Mar, Apr, May, Aug, Sep,
Oct, Nov

9:05 am. - 1:00 p.m.
Last day: 9:05 a.m. - 12:00 p.m.

The last Thursday of the contract
month, except that trading in the
November contract shall terminate on
the Thursday prior to Thanksgiving
Day, unless a holiday falls on that
Th ;u'sda\; or on any of the four week-
days pj*ié;t to that Thursday, in wh.ich
case trading shall terminate on th(. first
prior Thursday that is not a hohday
and is not so preceded by a holiday.

Cash settled to the CME (?J(n‘npos.i,tc
Weighted Average Price for fegdcfr
steers calculated from published USDA
data using a simple public formula.

‘C‘O‘mult riyxe brochure, CME Connnodity Insights: Understanding The New

Volume-Weighted Feeder Cattle Cash Settlomont Index. for more‘dletznl.
o-Weigh ¢ » T or e |
‘Trading will end ar 12:00 noon on the business day before a CMFE
rading

holiday

and on any US bank holiday that the CME is open,

Options on F, eeder Cattle F utures
Ticker Symbols Calls: KF Pues: JF

Underlying Contract Ope Feeder Cartle fy tures contract

Strike Prices! Even intervals of 2 cents per pound,
€.g., 78¢, 80¢, 82¢, except when an
option contract becomes the nearby,
then L-cent-per-pound intervals, e.g.,
78¢,79¢, 80¢

Premium cents per pound

Quotation €.2., 2.00 premium = $1,000.00
Minimum Price -025 cents per pound =

Fluctuation {Tick) $12.50/contract (cabinet = $6.25 )
Daily Price Limiz None

Contract Months Jan, Mar, Apr, May, Aug, Sep, Oct, Nov
Trading Hours®

{Chicago Time) 9:05 a.m. - 1:00 p.m.

Last Day of Trading  The last Thy rsday of the contract
month, except thar trading in the
November contract shall terminate on
the Thursday prior to Thanksgiving
Day, unless 2 holiday falls on that
Thursday or on any of the four week-
days prior to that Th ursday, in which
case trading shall terminage on the first
prior Thursday that js not a holiday
and is nor so preceded by a holiday.

Miniomm No performance bond required for
Performance butor call option by vers, but the
Bond premium must he paid in full; option

sellers must meet additional performance
bond requirements as determined by
the Standard Portfolio Analysis of Risk
(SPAN®) performance bond system.

Exercise Procedure! An option may be exercised by the
buyer up to and including the fast day
of trading. To exercise, the clearing
member representing the buyer submits
an Exercise Notice to the Clearing
House by 7.00 p-m. on the day of
exercise. Any long in~rhe—m<,)ney option
position not liquidated or exercised
prior to termination of trading will be
automatically exercised unless the
clearing firm submits contrary
instructions.

FConsult your broker for additional informartion of specific requirements,

policies and procedures.

“A trade may occur ar a nominal pz’ic@-w{abinet»«»whcther Or not it

results in liquidation of pusitions for both parties to the trade.

Trading will end at 12:00 noon on the business day before o CME g

holiday and on any US bank holiday thar the CME is open,




Fluid Milk Futures

Ticker Symbol
Trading Unit*

Price Quote

Minimum Price
Fluctuation (Tick)

Daily Price Limit
Contract Months

Trading Hours®
{Chicago Time]}

Last Day
of Trading

Belivery Days

DA

50,000 Ibs. of Grade A cow’s milk,
3.5% butterfat.

cents per pound

.025 cents per pound =
$12.50/contract

1.50 cents per pound = $750/contract
Feb, Apr, Jun, Jul, Sep, and Nov
3:00 am. to 1:10 p.m.

Last day: 8:00 a.m. to 12:10 p.m.
Business day immediately preceding
the last 7 business days of the contract
maonth

Any calendar day of the contract
month beginning one business

day after notice day

“Consule vour broker for additional information or specific requirements,
pobicies and procedores.

rading will end at 12:00 noon on the business day before a CME holiday
amd on any US bank holiday that the CME is open.

Opticns on Fluid Milk Futures

Ticker Symbol

Underlying Contract

Strike Prices’

Premium
Quotation

Minimum Price
Fluctuation {Tick)

Calls: OA Puts: QA
One Fluid Milk futures contract

Intervals of 50 cents per pound,
e.g., $11.50, $12.00, $12.50
cents per pound

¢.g., .20 premium = $80.00

.025 cents per pound =
$12.50/contract (cabinet = $6.25)

Daily Price Limit None

Contract Months Feb, Apr, Jun, Jul, Sep, and Nov

Trading Hours

{Chicago Time) $:00 a.m. to 1:10 p.m.

Last Day Option trading shall terminate

of Trading’ on the Friday that is at least two
business days before the last day of
futures trading

Minimum No performance bond required

Performance for put or call option buyers, but

Bond the premium must be paid in fully

10

option sellers must meet additional
performance bond requirements as
determined by the Standard
Portfolio Analysis of Risk (SPAN?)
performance bond system.

Exercise Procedure’ - An option may be exercised by
the buyer up to and including the
last day of trading. To exercise, the
clearing member representing the
buyer submits an Exercise Notice to
the Clearing House by 7:00 p.m. on
the day of exercise. Any long in-the-
morney option position not liquidared
or exercised prior to termination of
trading will be auromatically exer-
cised unless the clearing firm submirs
contrary instructions.

' Consult your broker for additional information or specific requirements,
policies and procedures.

* A wrade may occur at a nominal price—cabinet—whether or not it results in
liquidation of positions for both parties to the trade.

*Trading will end at 12:00 noon on the business day before a CME holiday
and on any US bank holiday that the CME is open.
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szen Pork Bellies Futures

Ticker Symbel PB
Trading Unit* 40,000 lbs. of USDA-inspected
’ Pork Bellies
Price’Quote ’ cents per pound
Minimum Price 025 cents per pound =
Fluctuation {Tick) $10.00/contract
Daily Price Limit 2.00 cents per pound = $800/contract
ﬁontrg(:t Months Feb, Mar, May, Jul, Aug
Trading Hours? 9:10 a.m. - 1:00 p.m.
(Chicagq Time) Last day: 9:10 a.m. - 12:00 p.m.
Last Day The business day im mediately
of Trading preceding the last 3 business days

of the contract month.

Delivery Days® Any business day of the contract
month, except that delivery may not
be made prior to the second business
day following the first Friday of the
contract month.

Consult vour broker for a more derailed definition of delivery standards

and procedures.

*Trading will end at 12:00 noon on the business day before a CME holiday

and on any US bank holiday that the CME is apen. }

“Note that long positions outstanding during the contract delivery month
may be assigned to take delivery.

12

Options on Frozen Pork Bellies Futures
Ticker Symbols Calls: KP Puts: JP

Underlying Contract  One Pork Bellies furures contract

Strike Prices’ tven intervals of 2 cents per pound,
e.g., 60¢, 62¢, 64¢

Premium cents per pound,

Quotation e.g., 2.00 premium = $800.00

Minimum Price .025 cents per pound =

Fluctuation {Tick) $10.00/contract (cabinet = $5.00)

Daily Price Limit None

Contract Months Feb, Mar, May, Jul, Aug, Nov?

Trading Hours*

{Chicago Time} 9:10 a.m. - 1:00 p.m.

Last Day of The first Friday of the delivery

Trading month of the underlying futures con-

tract, except for the November
option on February futures, which
expires on the third Friday of the
preceding November. If those
Fridays are not business days then
trading shall terminate on the imme-
diately preceding business day.

Minimam No performance bond required
Performance for put or call option buyers, but the
Bond premium must be paid in full; option

sellers must meet additional performance
bond requirements as determined by
the Standard Portfolio Analysis of Risk
(SPAN®) performance bond system.

Exercise Procedure’  An option may be exercised by the
buyer up to and including the last day
of trading. To exercise, the clearing
member representing the buyer
submits an Exercise Notice to the
Clearing House by 7:00 p.m. on the
day of exercise. Any long in-the-
money option position not liquidated
or exercised prior to termination of
rrading will be automatically exer-
cised unless the clearing firm submits
contrary instructions,

"Consult your broker for additional information or specific requirements,

policies and procedures.

* A trade may occur at a nominal price—cabiner—whether or not it results

in hiquidation of positions for both parties to the frade.

*The underlying contract for the November option is the February futures,

“Trading will end at 12:00 noon on the business day before a CME holiday

and on any US bank holiday that the CME is open.
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Random Length Lumber Futures

Ticker Symbol
Trading Unit*

Price Quate

anmum Price
Fluctuation {Tick)

Daily Price Limit

Contract Months

Tradmg Hours?
{Chicago Time)

Last Day of Trading

Delivery Days

LB

SVO,OOO board feet of nominal 2x4s in

random lengths from 8 to 20 ft.

$ per MBF (Thousand Board Feet)
$.10 per MBF = $8.00/contract

$10.00 per MBF = $800/contract;
$15.00 per MBF = $1,200/contract
after 2 successive limit bid or limit offer
closes in the lead (non-spot) month
contract. Limits revert to $10.00 if the

lead month does not close limit bid or

limit offer. (No limit in spot month.)

‘]ah, Mar, May, Jul, Sep, Nov

9:00 a.m. - 1:05 p.m.
Last day: 9:00 a.m. - 12:05 p.m.

Business day immediately preceding
the 16th calendar day of the
contract month.

Nortice of Intent to Deliver may be
given on any business day of the
contract month after the last day of
rmding

'Consult your broker for 1ddlrmna Linformation or specific requirements,

policies and procedures.

*Trading will end-ar 12:00 noon on the business day before a CME holiday
and on any US bank holiday that the CME is open.
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Options Qn”Ragndébm E;.engthj Lumbes' Fulures

Ticker Symbols

Underlying Contract‘

Strike Prices*

Premium
Quotations

M:mmum Pnce
Fluctuation {Tick)

Baily Price Limit
Contract Months

Trading Hours®
{Chicago Time)

Last Day of Trading

Minimum
Performance
Bond

Exercise Procedure!

Calls: KL Puts: JL.
One l umbur futures contract

Intervals of $5/MBF (Thousand
Board Feet) e.g., $160, $165, $170

dollars per MBF,
e.g., 5.00 premium = $400.00

$.10/MBF = $8.00/contract
(cabinet = $4.00 )

None
Jan, Mar, May, Jul, Sep, Nov

9:00 a.m. - 1:05 p.m.

Last Friday which does not immedi-
ately precede a holiday in the month
prior to the delivery month of the
underlying futures contract. If that
Friday is not a business day, then
trading shall terminate on the imme-
diately preceding business day, unless
that Friday is Christmas Day, in which
case trading shall terminate on the last
busmess day of the preceding week.

No performance bond required for
put or call option buyers, burt the
premium must be paid in full; option
sellers must meet additional perfor-
mance bond requirements as
determined by the Standard
Portfolio Analysis of Risk (SPAN?)
perfol mance bond system.

An optmn may be exercised by the
buyer up to and including the last
day of trading. To exercise, the
clearing member representing the
buyer submits an Exercise Notice to
the Clearing House by 7:00 p.m. on
the day of exercise. Any long in-the-
money option position not liquidated
or exercised prior to termination of
trading will be automatically exercised
unless the clearing firm submits con-
trary imtrmtions

"Consult your broker for uldmoml nformation or specific requirements,

policies and procedures.

*A trade may occur at a nominal price—cabinec—whether or not it results
in liquidation of positions for both partics to the trade.

*Trading will end at 12:00 noon on the business day before a CME holiday
and on any US bank holiday that the CME is open.
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For Traders

How to Get Started Trading CME Commodities
Livestock, Meat and Lumber Futures & Options
Calendar Card

CME Agricultural Report Card

CME Agricultural Spread Charts

Historical Live Cattle/Feeder Cartle Report
Historical Live Hog/Pork Belly Report
Historical Lumber Report

For Hedgers

Live Cartle Futures & Options Facts

Frozen Pork Bellies Futures & Options Facts
Random Length Lumber Futures & Options Facts
Live Hog Futures & Options Facts

Feeder Cattle Futures & Options Facts

Risk Management Guide For Ag Lenders

A Self-Study Guide to Hedging with

Livestock Futures

An Introductory Hedge Guide to Random Length
Lumber Futures

Lean Hog Futures & Oprions Facts

Fluid Milk Futures & Options Facts

Ten Strategies for Forward Pricing Livestock
An Introduction to Lumber Options
Managing Purchase Prices

A Self-Study Guide to Forward Pricing with
Livestock Options

The Agricultural Marketplace

Intended for all segments of the ag marketplace, this overview
video shows the link between individual producers and
CME operations. It illustrates the benefits of livestock furures
and options for producers. (19:16) (AY135) $25.00

Pit Talk: CME Floor Traders Answer Your Questions

In this video you'll meet three Exchange members who fill
orders in the agricultural quadrant. They take you onto the
trading floor and answer many of the most commonly asked
questions about life on the CME trading floor. (24:50)
(AV137) $25.00

Power, Performance, Possibilities

See how “ordinary” people have “pumped up” their ‘
investment possibilities with commodity futures and options.
Find out how making commodirty futures and options part
of your investment strategy can give your money some
muscle. (7:50) (AV138)} $15.00

Please note: Videotapes are available in VHS only.

Fundamental Factors at Work in the Meat Market

The CME presents this intensive, introductory homestudy
course covering the fundamentals affecting today’s meat
markets. Divided into five modules, the 200-page manual
contains exercises, case studies, price charts, graphs and
more. Supplementing the workbook is a 4-hour videotape
that leads the viewer through each module. (AV28) $65.00

17



For your convenience, following are some of the most
frequently called CME numbers,

Contract Design
(Research Department) . .. ... . . .312/930-4590
Seminars (Marketing Division) . . . . . . .312/930-4597

Publications .. ... ... .. .. . . co 0 312/930-8210
Clearing House
Deliveries .. ... ... . .. .. oo 312/930-3185

Options & Performance Bonds . . . . .312/648-388¢8

Complete Contract Rules . . . ... .. .312/930-3170

o

The informarion within this brochure has been compiled by the
Chicago Mercantile Exchange for general information purposes
only. Although every attempt has been made to ensure the accuracy
of the information within this brochure, the Chicago Mercantile
Exchange assumes no responsibility for any errors or omissions.
Additionally, all examples in this brochure are hypothetical fact
situations, used for explanation purposes only, and should not be
considered investment advice or the results of market experience.

All marters pertaining ro rules and specifications herein are made
subject to and are superseded by official Chicago Mercantile
Exchange rules. Consult your broker or the CME Clearing House
for delivery or exercise procedures. Current Chicago Mercantile
Exchange rules should be consulted in all cases concerning
contract specifications.

Copyright 1996, Chicago Mercanrile Fxchange
A Federally Licensed Contract Market
OA20/15M/596
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Now, what is the secret to trading? “Buy low, sell high,” is the answer
you'll get from a crusty veteran. If you buy something at one price and sell it
at a higher price, you make money. If you buy something at one price and
sell it at a lower price, you lose money. But remember, in futures and options
you can buy and sell in whatever order you want; it's just as easy to “sell
high, buy back low,” as it is to buy low, sell high. If you think prices are
going up, establish a “long” (buy) position, and if you think prices are

going down, initiate a “short” (sell) position.

In the CME agricultural markets, leverage means that you need only commit
a little money to control a lot of product—in other words, when you initiate
a futures position, you usually only put up an initial margin (also known as
“performance bond”) of about 5% to 10% of the value of the position.
Here’s how quickly a substantial move can occur: In April and May
of 1994, June live cattle futures plunged $11 per hundredweight (cwt.) over

32 trading days as the number and weight of cattle on feed increased. A

o
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trader who sold a June cattle contract at $74/cwt. on a margin of $700
earned close to $4,400 as prices fell to $63/cwt. ($11 gainfcwt. x 400 cwt.)
for a return of 628% on the initial investment in little more than a month.
Conversely, when supermarkets featured more beef just prior to the
July 4th holiday, a trader could have bought an August live cartle contract
at $62/cwt. and sold that contract back in mid-July for $69/cwt., for a gain
of close to $2,800 on an initial margin of $700, or a 400% return. (Of
course, remember that it’s just as easy to sustain a loss as it is to realize a gain

in these markets.)

Agricultural futures contracts are seldom held very long. Usually, they are
offset by an equal, but opposite, futures transaction that takes you out of the
market. Because most commodity markets can move significantly from one
trading day to the next, futures traders often get in and out of the market in
a single trading day. However, if you hold your position until the contract
deiyivery month, you can choose to make delivery (if you had sold a con-

tract) or take delivery (if you had bought one) of the underlying commodity. *

The initial margin requirement is relatively small compared to the value of
the contract, and the resulting leverage can lead to quick and substantial
profits (or losses. In fact, it’s possible to lose more than the amount of
money you've deposited.) A good rule of thumb is to use only funds that you
can afford to lose without affecting your lifestyle. And, only a portion of
these should be devoted to any one trade. Remember, not every trade will
be a “winner.” Some very successful traders may only “win” on 30-40% of
their trades. The key is to cut your losses short, and to let your profits run.

# Except for the CMEDs feeder cartle and Jean hog contracts, which are cash-sertled.




Trading Styles

Trading decisions typically are based on the opinion that a commodity’s fun-
damental or technical outlook is going to change. Fundamentals include
the product’s supply and demand forces; technicals encompass a wide range
of charting techniques involving a commodity’s price, scasonals, cycles or
volatility. Most traders define their approach as primarily fundamental or
technical, but often use elements of the other approach to reach a well-
grounded trading decision. Your commodity broker is probably well-versed
in either fundamental and/or technical analysis, and can help guide you in

developing your trading strategies and decisions.

Live Cattle and Feeder Cattle

The supply of beef cattle is a main fundamental focus for both live cattle
and fecder cattle markets. (Feeder cattle are young animals sent to feedlots
for finishing into “fed” cattle, the basis of the CME’s Live Cattle contracts.)
Beef cattle supplies are largely influenced by weather conditions, profitabili-
ty and the price of feed. The major U.S. Department of Agriculture

(USDA) report that traders watch is Cattle on Feed, released monthly.

W



Hogs and Pork Bellies

As in the cattle markets, weather conditions and the price of feed play

major roles in determining producer profitability and, thus, the supply of
hogs. However, hogs operate on a much shorter maturation cycle. A hog is
marketed about six months after birth, compared to a beef animal that is
marketed about 18 months after birth. Traders pay close attention to the
USDA’s Hogs and Pigs report, released quarterly.

Once a hog has been slaughtered, the excess pork bellies that are
made into bacon are often frozen during fall, winter and spring in order to
meet summer’s seasonal demand increase. These frozen stocks are reported

in the USDA’ Cold Storage report, which is released monthly.

Random Length Lumber and Oriented Strand Board (OSB)

Lumber prices are very sensitive to demand, which is influenced by general
economic conditions affecting the building industry, such as employment
levels, interest rates and inflation. The major government report that lum-

ber traders watch is Housing Starts, released monthly.




Fluid Milk and Butter

Weather conditions and the price of feed also greatly influence the supply of

fluid milk. To keep up on the supply and demand situation for this commodity,
traders tend to depend on the USDA’s Dairy Products production report,
released monthly. |

| Demand tor milk and milk products such as butter is cyclical. Butter
sales are at their highest annual levels from October through December. To

track stocks, traders follow the USDA's Cold Storage report.

Technicals
The theory behind technical analysis is that all known fundamental infor-
mation is reflected in the current futures price. The most common starting
point for technical analysis is the bar chart that plots a trading period’s
opening, high, low and closing prices. Traders watch for new highs and lows,
broken trendlines and patterns that are thought to predict price targets.
Seasonal patterns are particularly strong in the cattle, hog, lumber
and dairy markets as annual supply and demand forces repeat themselves.

Cycle analysis looks at longer-term price trends.




How an order is executed
Once you've made your trading decision, you would then contact your
commodity broker. After you give the broker the buy or sell order, it is
transmitted directly to the CME floor via telephone or data transmission
lines. Upon receipt, the order is time-stamped and delivered to the trading
area, or pit, by an order clerk or runner, or it may be flashed directly into
the pit via hand signals.

The trading pits are each divided into a number of sections desig-
nated for trading in particular contract months. No trading may occur out-
side a contract’s assiened pit, nor is trading permitted at any time other than

during those hours which have been designated by the Exchange.

Floor broker responsibilities
An individual floor broker is responsible for executing your order. Floor
brokers are licensed by the federal government to execute trades for the

public.

Order types

There’s lots of variety in the instructions you can give to the floor broker
that will help you get exactly the type of order execution you want. Rely on
your broker for expert advice as to which instructions you should use in a

particular market situation.

Market (MKT) An order tc be
executed immediately at the cur-
rent. market price.

Limit An order that can be exe-
cuted only at a specified price or
hetter.

Day An order that automatically
expires if it is not executed on
the day it is entered.

Open An order that remains in
force until canceled or until the
contract expires. This is also called
a "good-tikcanceled” order.

Spread An order to simultane-
ously buy and sell at least two
different contracts at a guoted
differential.

Stop An order that becomes a
market order only when the mar-
ket trades at a specified price;
also called a "stop-loss™ order.




How a Trade is Made

' BROKER ENDORSES ORDER
AND RETURNS TO FIRM

(VH14 01 SNHNLIY ONY
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TRADE SUBMISSION i : - TRADE S‘UBM!SSI‘ON‘

Price limits

CME agricultural markets have daily price limits, which means that prices
can move only a certain amount in any trading day. These limits are deter-
mined by the Exchange Clearing House [with Commodity Futures Trading
Commission (CFTC) approval] on the basis of variations experienced in
the underlying cash markets, and are adjusted from time to time as price
volatility changes. In some commodities, the contract month trades without
limits for a short period before its expiration. Your commodity broker can

provide the most current information on these limits.
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Tracking your trades
“What's the current price!” is the first and most important question you
need to answer when you're r.rading. Price information is available from:

e Brokers

e Quote vendors

o Major daily and weekly newspapers

e On-line computer information services

e Private advisory services

o Financial programs on television and radio

Abbreviations

You'll have to become familiar with the abbreviations used to identify the

CME agricultural markets and contract months if you get your information
from a hroker’s ticker; also, you may want to use them as a type of shorthand
when writing down prices as you hear them on radio, television or from

your broker. Following are the symbols you'll need to know:

Products
Live cattle LC Lean hogs LH Lumber LB
Feeder cattle  FC Pork bellies B Oriented Strand
Butter DB Fluid milk DA Board (OSR) BD
Contract Month Symbols

January F ~July N

February G August a

March “H September u

April J o October v
May K November X
~June M December Z

10



How to read commodity prices

As you can see, finding futures and options prices is fairly easy. But how do

you decipher what you see or hear? Although the amount of information

published by a source

like Tables 1 and 2.

often differs, most information will

| look something

Table 1 Table 2

Futures Optiens
CATTLE-LIVE (CIME) 40,000 Ibs.; cents per Ib. CATTLE - LIVE {CME) 40,000 Ibs.; cents per I,

Open High . Low Settle Change Lifetime Open : < ' Puts:

: f’ Y | | g High Low Imerest Strke Calls Seﬁ?e Puts-Settle
Aug G185 6850 6765 6842 +25 7387 6165 22025 | |Price Aug Oct Dec ~ Aug Oct Dec
Oct 7085 7157 7085 7152 +27 7410 6570 25030 | |66 252 582 (010035 065
Dec 7070 7105 7035 7100 +20 7430 6720 1260 | |67 162 49T . 0w om0 ..
PS5 6985 7020 638 7010 +12 7525 61900 9909 gg | gz; ;‘;: 45 ?gg g: L
Apr 7107 714D 7080 7135 +10 7510 6940 5287 | | S B L e
i s iy +02 ns s 1| | D220 20 1w uo‘
June 6800 6800 6780 B7.92 02 7250 6650 1233 (1 o5 o %
’Aug 6735 6750 6135 67.50 6800 6645 121 Estvol {316 s it o
Estvol 12,657; vol Tuesﬂ,lﬁz; openint 76,299, —178. Op int Tues 21,347 calls 29,721 puts

In the daily newspaper

listings, the tables reflect the previous day’s

trading information. Open interest listed is for the previous trading day.

Here are some of the terms you'll need to know to read the rables:

“Open The average price at which
the first bids and offers were
made or the first transactions:
were completed.

‘High Top hid or top price at
which a contract was traded dur-
ing the trading period.

Low Lowest offer or the lowest
price at which a contract was
“traded during the trading period.

Settlement price The official
daily closing price, typically set at
the midpoint of the closing range:

Net change The amount of
increase or decrease from 1he

previous trading penods SET‘H@
ment price,

the lifetime of ‘a futures contract
or-a speciticdelivery month:;

Volume The number of contracts

traded (one side of each trade
only). for each delivery month dur-,

ing the trading period:

Open interest The accumulated

totai of all currently outstanding
contracts {one side only). Refers

10 unimufdaied purchases and
sales. ‘

Strike price The-price at which
the buyer of a call I {puth-option

k - : : ~may: choose 1o exercise the right
Life-of-contract highs and fows
The highest price or bid and the
lowest price or-offer reached in’

to purchase (sell) the underlying

futures contract. Also known as

exercise price.

“Put The right; but not the obiiga—

tion, to- sell a futures contract at
the option’s strike price on or
before the expiration date.

Call The right, but not the obliga-
tion, to buy a futures contract at
the option's strike price on or

‘before the expiration date.

Settle Same as settlement price.




Futures and options contracts are bought and sold through brokerage firms,
just like stocks. You may want to talk to several commodity brokers before
making your selection; you wouldn’t want to enter the market until you feel
comfortable with your choice. Your broker represents YOU—he or she
will enter your order as you instruct and report the execution price back to
you promptly. In addition, you may wish your broker to give you advice and
help on various aspects of the market, and to simply “be there” when you
have questions.

All brokers in the U.S. must pass qualifying examinations and
receive a government license before they are permitted to handle customer
orders. You can check on the registration status of your broker, or “associat-

ed person,” by calling the National Futures Association at 312-781-1410.

Once you've found a broker who meets your needs, you would then open a
trading account. Opening an account can involve several steps. After

you've met the financial requirements set by your particular broker, you




must sign a risk disclosure statement. You cannot open an account until
you've read and signed this document, indicating that you understand the
risks involved in futures and options trading. Other documents that you
may need to sign are a margin agreement (a statement that binds you to pay
for any losses incurred during the course of trading) and a commodity

account agreement outlining how the account is to be handled by the broker.

Before you open an account to trade CME agricultural futures or options,

ou must deposit marein—either a cash deposit or another form of collater-
&

al

nance margin levels for all products traded at the Exchange; your broker’s

with your broker. The CME establishes minimum initial and mainte-

requirements may be higher.

At the end of each trading day and all following days that your position
remains open, the contract value is “marked-to-the-market”; your account is
credited or debited based on the settlement price on that day’s trading session.

If your account falls below the maintenance level (a set minimum
margin per outstanding futures trade), your broker will contact you for addi-

tional funds to replenish it to the initial level. Of course, if your position

generates a gain, you can withdraw any excess funds from your account.

&

Commission costs vary according to the services provided by a brokerage

firm, and are negotiable. For futures and options contracts, the commission
4

is normally a “roundturn” fee charged to cover the trades you make to open

and close each position. This is payable when you exit the position.




The Chicago Mercantile Exchange uses sophisticated risk management and
financial surveillance techniques to protect Exchange members and cus-
tomers from default on futures and options contracts. The Exchange
Clearing House guarantees contract performance. The Clearing House is
made up of more than 100 large, nationally known, financially sound bro-
kerage firms: All floor traders must be affiliated with one of these firms and
all trades sent to the floor must arrive at the desk of one of these same firms.
After each trade is verified, the Clearing House acts as the third party to
every trade (the seller to every buyer and the buyer to every seller), thus
ensuring the integrity of all trades. The CME is financially backed by its
clearing members as well as a special Trust Fund. This combination provides
unparalleled safeguards for the protection and benefit of all CME market
users. In the entire history of the Chicago Mercantile Exchange, there

never has been a default or failure resulting in a loss of customer funds.

Are you a decision-maker?

Do you like a good, intellectual challenge?

Are you independent-minded?

Can you afford to take risk?
It you answered “yes” to these questions, then check out agricultural futures
and options at the CME—where leveraged contracts can increase che

power, performance and possibilities of every trade you make.

15




A well-organized trading plan—and the discipline to follow it—are essen-
tial elements of a successful trading program. That’s because futures and
options on futures are not long-term investments that you can just buy and
forget. They may require monitoring on a daily (or even an hourly) basis
hecause of the large impact a small price move can have on your account.
Your commodity broker is key in helping you develop your plan and stay
alert to important market changes.

A ool that can help with developing the discipline to follow the
plan is a simple sheet (see next page) to record your trades and the reason
they were placed. The tracker sheet also serves as a double-check against
your brokerage statements.

The following example illustrates two perfect trades—which means
that you shouldn’t expect to ever have things work out quite this well when
you're trading with real money. They are based on a June hog trade placed
after a bullish USDA Hogs and Pigs report in December 1993 and reversed
at the height of the Midwest’s deep freeze in January 1994.

The first trade was to buy June hogs at 52 cents following the bull-
ish Hogs and P‘igs i'ep(_)rt. The initial margin for the trade was $700. Willing
to risk $400, the trader placed the stop-loss order at 51 cents. Prices rallied
throughout January’s deep freeze and heavy snowstorms in the Midwest.
The trade was exited on January 31 when prices reached 56 cents, for a 400-
point, or $1,600, profit per contract. In just over a month, the initial margin
investment of $700 had returned 229 percent!

The second trade, a short position established on January 31 at 56
cents (with a stop-loss order at 56.5 cents), was liquidated on April 8 at 52
cents, for another 229-percent-return on initial margin of $700.

Following is a sample sheet for monitoring your trading activity. You

may wish to modify it according to your special requirements.

16




Trade Tracker

Date Commodity Delivery Number of Position Price Why? Target Stop Date Exit Why? Total
Month contracts price profit or
foss
12/27/93 LH M 1 Buy 5200 Bullish hogs Higher 5100 1/31/94 5600 Weather +400
and pigs conditions points
report ($1,600)
1/31/94 LH M 1 Sell 5600 Cold weather 5200 5650 4/8/94 5200 Hit target +400
ending points

($1.600)




Controversial exchange to close;

move may not stabilize prices

By AMY RINARD
of the Journal Sentinel staff

Madison — Green Bay’s em-
vattled National Cheese Ex-
hange will shut down at the end
f April and the trading of
heese will move to the Chicago
Aercantile Exchange in May, of-
icials said Thursday. |
_ The move ends a long period
f controversy for the cheese ex-
hange, during which questions
rere raised about its traders ma-
ipulating national milk Pprices,
ffice was blockaded by trac-
riving farmers, and legisla-
nposing state regulations
ese trading was approved
e state Senate. -
heese exchange President
rd Gould attributed the

closing to a growing belief by
traders — including some of the
nation’s largest cheese manufac-
turers, processors and distribu-
tors, such as Kraft Foods — that
Wisconsin had become a hostile
business climate. |

Although only 2% of all
cheese bought and sold in the
nation is traded on the Green
Bay exchange, its weekly price
for cheddar is a key component
of the formula now used by the
U.S. Department of Agriculture
to set the minimum price farm-

erSaCi"OSs the COuntry are pald
- for milk.

Because of its role in setting
what is known as the basic for-

| mula price for milk, the tiny ex-

Pleasé see CHEESE pageAi 4






-3/21-

ASSEMBLY REPUBLICANS ARE APPLAUDING THE ANNOUNCEMENT OF PLANS TO CLOSE THE NATIONAL
CHEESE EXCHANGE IN GREEN BAY AND MOVE THE CASH MARKET TO THE CHICAGO MERCANTILE.
REPRESENTATIVE AL OTT SAYS THE NEW CASH MARKET SHOULD RESTORE PUBLIC CONFIDENCE.
REPRESENTATIVE DAVID WARD.. HIMSELF OWNER OF A DAIRY FARM.. SAYS REPUBLICANS WILL
CONTINUE TO PRESSURE FEDERAL AG OFFICIALS TO REPLACE THE EXCHANGE AS R WAY OF SETTING
MILK PRICES.

(END)
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December 30, 1996

Rep. Al Ott
P. O. Box 8953
Madison, WI 53708

Dear Rep. Ott:

I am writing to encourage your support for and co-sponsorship of a bill draft (LRB-1 552/2) being
circulated by Senator Alice Clausing. The bill concerns the National Cheese Exchange and milk
prices in Wisconsin. This bill focuses on two of the principal issues of most concern to dairy
farmers: 1) the possibility of manipulating the price of milk and cheese; and 2) the practice of
trading against interest on the National Cheese Exchange.

The members of the Wisconsin Farmers Union believe that this bill is an integral part of the effort
needed to reform the trading practices on the National Cheese Exchange and to allow dairy
farmers to receive a fair and reasonable price for their milk. Our members also believe this bill is
one example of actions that can be taken on the state level to address problems involving the
National Cheese Exchange and falling milk prices. ‘

This bill will be a priority for the Wisconsin Farmers Union during the 1997-1998 legislative
session. We would greatly appreciate your co-sponsorship of this very important bill.

Thank you.

Sincerely,

| )
Q) =0 HY WZ/

David H. Nispel
Assistant to the President

DHN/dn

117 West Spring Street, Chippewa Falls, Wisconsin 54729
Phone (715) 723-5561 « (800) 272-5531 Fax (715) 723-7011



