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Co-op Fertilizer Hedging

Co-op
= Buys X tons of
fertilizer for future
delivery at Y

Broker
= Pairs swap buyer and
seller
= Buyer and seller know

Swap Buyer

» Purchases swap to
hedge own position

dollars/ton each other and agree to
= Sells swap to protect
from falling prices

be counter-parties

Settlement
= Prices move higher,
co-op pays swap buyer
the difference
= Prices move lower,
co-op gets paid
difference
= Co-op sells physical
commaodity at higher or
lower market price
which offsets the swap
and smooths volatility

Large inventories of fertilizer are necessary to provide farmers with timely service as fertilizer
is produced year round and there are only seasonal applications. Though there are no
centrally cleared tools, there is a growing OTC market that helps cooperatives hedge away
inventory/price risk during volatile times.



