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Course Outline

* Types of hedges

« Tax and GAAP reporting differences
» Definitions

« Recommended accounts/centers

 Hand’s on case studies (using FBS software)
— Crop farm
— Livestock feeding

* |ncorporating cost analysis by period




Crop Case Study Assumptions

Use Division O
Record in 2022
Opening balances are already recorded

Cost/Profit Centers:
— 1X1 for Corn Year 1
— 1X2 for Corn Year 1
— 0 Unallocated for everything else

Manual WIP JEs at Accrual Level




Livestock Case Study Assumptions

* Use Division 1
* Record in 2022
* Opening balances are already recorded

» Cost/Profit Centers:
— HWF for W-F Hog Production
— HX21 for 2022 Q1 hedges, HX22 for Q2 hedges, etc.
— 0 Unallocated for everything else

Manual WIP JEs at Accrual Level



Accounts Required

Hedging Asset

— One account for each segregated brokerage account
Inventory Asset

— One account for crops; one for livestock

* Hedging Gain/Loss Income
— One account for each product or commodity

* Unrealized Gain/Loss Income
— One account for all products or commodities

* Inventory Market Value Gain/Loss Income
— One account for each product or commodity




Additional Cash Flow Hedge Accounts

* Other Comprehensive Income
— For recording unrecognized income
— One account for each product or commodity

* Accumulated Other Comprehensive Income
— Equity account for each product or commodity

— In farmer terms, “unrealized gain”
— Use Quantity field to track balance



Account Recap

Hedging Equity Asset One account for each trading fund

Inventory Asset Asset One account for crops/livestock
« Stored Crop Inventories
« Feeder Livestock Inventories

Hedging G/L Income  One account for each commodity
» Lean Hog G&L
* Corn G&L
» Soybean Meal G&L
Unrealized Hedging G/L Income  Only one account required
Inventory Market Value G/L Income  Only one account required

Commissions Expense Only one account required



Cash Flow Hedge Account Recap

|

Other Comprehensive Income Income  One account for each commodity
(OCI) » Lean Hog OCI
» Corn OCI
» Soybean Meal OCI

Accumulated Other One account for each commodity
Comprehensive Income

(AOCI) » Lean Hog AOCI
» Corn AOCI
» Soybean Meal AOCI




Centers Required

* Profit Center
— Type F/C
— Farm Financial Standards Managerial Accounting concept
— Used to post “final” G&L

— Alternative to allocating G&L to specific production centers or
groups

* Or Crop Marketing (M) Center for Crops

+ “Delivery Period” Centers for Livestock
— Type F
— By Year / Quarter or Month

— Used to segregate and “park” G&L on the balance sheet by
delivery period




Delivery Period Centers

* Fair Value Hedges
— Post directly to the product’s Profit or Marketing
Center
« Cash Flow Hedges
— Post to F Centers corresponding to delivery period

— Center can used for all commodities matched to
sales in delivery period

— Examples (single flow):
| DeliveryPeriod | Examples
By Year “HH14” for hog hedges in 2014
By Quarter “20141” for first quarter of 2014
By Month “201401” for January 2014




Delivery Period Centers

~f + Cash Flow Hedges
‘ — Examples (multiple flows):

Delivery Period | ______Examples ______

By Quarter (Cattle) “C141” for first quarter of 2014
By Quarter (Hogs) “H141” for first quarter of 2014
By Month (Cattle) “C1401” for January 2014

By Month (Hogs) “H1401” for January 2014



B

I Marked-To-Market ,

» Fair Value Hedges—Hedging Gains \
* (Auto-reversing) Accrual (or MV) journal entry

Fair Value Hedging Gains

catogory [ Dot | creat_____

Hedge Hedging Asset Unrealized Hedging G/L Income

Inventories  Inventory Market Value G/L Crop Inventory Asset
Income

—



Marked-To-Market

* Fair Value Hedges—Hedging Losses
* (Auto-reversing) Accrual (or MV) journal entry

Fair Value Hedging Losses
Catogory | Debit | Credt

Hedge Hedging Gain/Loss Income Hedging Asset

Inventories  Crop Inventory Asset Inventory Market Value G/L Income




Accruing Closed Cash Trades

Should be done monthly
 Management journal entries
* Reverse cash/tax entries for closed positions

* Record positive quantity in Other
Comprehensive Income account

__ Center | Debit | Credit

Delivery Hedging Gain Other Comprehensive Income
Period
Delivery Other Comprehensive Hedging Loss

Period Income



Ll |

__ Center | Debit | Credit

Matching Hedging Gain With
Animals Sold

« Should be done monthly
 Management journal entries

* Record negative quantity in “Accumulated
Other Comprehensive Income” account

Delivery Period Accumulated Other
Comprehensive Income
Pr

ofit Center Other Comprehensive Income



Ll |

__ Center | Debit | Credit

Matching Hedging Loss With
Animals Sold

« Should be done monthly
 Management journal entries

* Record negative quantity in “Accumulated
Other Comprehensive Income” account

Delivery Period Accumulated Other
Comprehensive Income
Pr

ofit Center Other Comprehensive Income



December 2013 July 2014

July 2014 Delivery Period Center

Accumulated Other Comprehehsive
Income Equity Accounts

Close Out to Other Comprehensive
Income Accounts




Analysis Alternatives

* By ledger account/delivery period center

. T
. T
. T
. T

nroug
nroug
nroug

nroug

DTN
* Flow feed hedges through cost of goods

* Flow feed hedges & livestock hedges through
closeouts

n contracts / delivery period center
n contracts / specific group/project
n contracts / specific ingredient/input

N contracts / specific ingredient / input /




Feed / Fuel Contracts

- Ignore center G

Active r
Mumber I
* Match on product --
Drescription ISn_l,lbean eal RY February 2011
Contract type |1 Hedge ;I
Product |.& Feed ;I Eiﬁt?;ct
DTN Contract [50YBEAN MEAL March 201 =] Types
Th+ Quantity |1 Quantity ;I

MNurnber of Contracts IW

Cluantity per Contract Iw LBS
Total Contract Quantity Iw LES
Conversion factor IW

Price/lnitial payment | 350,0000 I 0.00
Elevator/Vendor [RIVER VALLEY COOPERATIVE |
Feed IE Soybean Meal BY ;I

Froject IEI = Ma Project ;I

Drelivery date

Creation date Im

Quarter Uzed |1st Quarter ;I |2E|1‘| ;I

Quantity D elivered n.on LBS




Crop Hedges

* Placed through
crop marketing
center

« Can be matched
against crop
project

> (BFH12) Change Contract

B

Cancel |

Active r
Mumber [ 40548
Description |Soybean April 11
Contract type | 2 Contract =l
Product |2 Soybeans | Cier'n::?ci
DTN Contract [SOVBEANS May 2011 ] s
TA+ Quantity |1 Quantity ;I
Number of Contracts [W
Quantity per Contract IW BuU
Total Contract Quantity [W BU
Conversion factor [0
Price/Initial payment | 10.0800 | 0.00
Elevator/Vendor [GOLD STAR FS. INC. E
Crop center |2 Soybean Inventory El
I_Proiec! ID 10 Soybean Marketing (102_5I VI
Delivery date IW
Creation date [08718/2010
Quarter Used |2nd Quarter L] |2011 ;I
Quantity Delivered 0.00 Bu




Livestock Hedges

—

&5 (GSF12) Change Contract
° P I d t h g h Active v
a Ce ro u Number I—LHQ‘IZTUE
11 . t " Description g 12 LH contract
del |Ve ry Cen er Contract type [1 Hedge =
. Product 5 Hogs =~ I:go':::apct
or profit center et e g
TAs Quantity [2 weight =
Number of Contracts [~ 200
Quantity per Contract lw Pounds
Total Contract Quantity [~ 8000000  Pounds
Conversion factor [20000
Price/Iritisl payment [ 95.8250 | 0.00
Elevator/VVendor |4DM Investor Services =~
Livestock center m
Project I 0 =No Project ;]
Delivery date [oer14/2012
Creation date [o1/1372012
Quarter Used [3rd Quarter ~| Jem2z |
Quantity Delivered m Pounds
0K | Cancel |




Account Settings for Contracts

* Note Integration types

Number | Description

| Active | Type | Inc/Bal | Int Type |

J60171 | Gain/Losz Hedging-Lean Hogz
36012 | Gain/Loz: Hedqging-Corn-Hogs
36013 | Gain/Los: Hedaging-Corn-B asiz
A6 4 | Gan/Loss Hedging-5ovbean Meal
J6M5 | Gain/Loss Hedging-Other

A6 E | Gain/Loss Hedaging-Live Cattle
A601 Y | Gain/Loss Hedging-Corn-Cattle
J601 8 | Gain/Losz Hedging-Other-Cattle
J6019 | Gain/Losz Hedging-Fuel

36020 | Corn Marketing Contract

2

- - I
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Options
* On open or close of position?

* For long puts and calls use positive quantity
* For short puts and calls use negative quantity




Short Options Entry

157 (GSF12) Add Contract

[

Act v Active I~
clive
|| Number CHP13004 Number CHP13004
e
Description [Match 13 com 580 put C::z:li‘:i” . [March 13 com 580 put
Contract type 5 Shot Put = o v E Shart Put vl
Product A Feed = roduc A Feed ,I
|| DTN Contiact Emne;or\llact - I I 2012 Iﬁ DTN Coniract Corn Cantract vl
: TA+ Quantity 1 Quantity - : v/ed TA+ Quantiy 1 Quantity -]
Mumber of Contracts 5000
Il MNumber of Conlracts 60.00 i I .
I Quantity per Contract 5,000.00 BU : 'ﬁ'D M l rl"."EStDr S EMVICES Guantity per Contract 5.,000.00 Bu
: Total Contract Quantity -300,000.00 BU 1 Total Contract Quantity -300,000.00 Bu
: Conversion factor 56.00 : Conversion factor 56.00
|| Price/nitial paymert | 05800 | 0.00 I ||:||:||:|— Price/lniial payment | 05800 | 000
| Elevatouendar [8DM trvestor Services =] f Elevator/Vendor [SOM Investor Services
jj e - I Feed CORNLH HOG CORN HEDGES ~ |
i ; = ] = I o Project [[:r]_p-"t—;]
I Project 0= No Project I Amaunt | DESC[IFI'ZIEIFI ! o Projec
1l Delivery date 03/15/2013 il Delivery date 03/15/2013
s [T I 46,375.00 | 985814  puts 7/24 e [T
I Ouarter Used |15t Quartes = Jams ~] I Quatter Used [16t Quarter = fma +]
Quaniity Delivered 0.00 8U Quantity D elivered -300,000.00 Bu
oK | Cancel ‘ ak Cancel
Murnber | Date |"-.-‘en|:||:|r Contract |En:untran:t Desc. Amaurt | Balance | Unit Price
02/28/2012 ADM Investor Services CHF13001 Mar 12 corn 580 py -300,000.00  -50,000.00  -300,000.00 0.2000

1534 07242012 ADM Investor Services

CHP13001 Mar 12 corn 580 pu -300,000.00
Current Paosition

46,375.00
0.00

0.00




» Contract option
« Matching against feed

Description | value E
|
Current Row: 53 of 128

Print
Valid values: 5-Y/N [Default = N) Used by: TA+ Input
Desc: Yes = match contract on vendor only. 5 values: com/soybeans/wheat/cotton/hogs




Active v
Number IW'
Description |Apiil 13 Lean Hogs
Contract type [ Hedge =~
Product |5 Hogs = Cantit
DTN Contiact - [mes
TA+ Quantiy [2 weight =l
Number of Contracts [W
Quantity per Contract [~ 4000000 Pounds
Total Contract Quantity 32000000  Pounds
Conversion factor [ 20000
Price/Initial payment | 0.8850 | 0.00
Elevator/Vendor [FCStone =l
Livestock center [HH13 Hog Hedge 2013 |
Project [0=No Project =l
Delivery date [oa/mi7202
Creation date [oenzzoz
Quarter Used 15t Quarter > fams |
Quantity Delivered 000  Pounds

OK | Cancel |

0.885 0.8663

8/13/2012 FCStone LHJ13001 April 13 Lean Hogs 320,000.00 283,200.00 320,000.00

DTN with Market Position

277,216.00

432 784.00 HH13 Hog Hedge 2013



Cost Analysis with Hedging

ACTLAL Fof | ACTUAL ACTLAL
YALUE | TOTAL | PER CwT | PER HEAD

MET SALES

Market Hog Sales 2.869,173.56 94.60 Bh.24 18037
Carcaszz Premium 2hB,927 B0 g.54 h.7B 16.94
Sort Loss 8518329 -2.81 -1.90 5.4
Hedging Gain/Losz 2991250 0,93 067 1 ﬂ
Lo Yalue Hogs 32.376.33 1.07 BY.21 186.07
MoWalue Hogs 16,058 39 0.53 43.30 1071.00
Dead On Arrival 375.65 0.01 B7.32 187.83
Freight & Trucking -2 436,43 -1.40 -0.95 -2 61

M arketing Expenze -6 103,47 -1.52 -1.03 -2.84
Total MET SALES 203310084 10000 B7.65 186.74

DIRECT PRODUCTION Ex

Purchazed Pigs 893363817 4574 I7e8.14 4367

[, Adjustment 2RRER1.07 11.A 570 15,74
Feed 152823251 £3.99 34.09 94.05
Feed GRD g2.874.06 2.80 1.85 5.10

Feed adjustment 224 327 65 1030 5.02 -13.85

[Feed Hedge 499787 023 0.1 0.37]

Cont. Grower Direct 1.507 64 0oy 0.0z 003
Direct Wet, Services 271.64 0.m 0.m 002
Drugs/Medication 24.541.40 1.53 0.7 213
Crrug Adjustment 12.999.82 060 0239 0.80

Total DIRECT PRODUCTION Ex 2.183.534.44 10000 48.70 134.44



Feed OCI Entries

* Closing position
— Zeroes out hedged feed balance
— Realizes hedging G/L
— Parks G/L in Delivery Period Center

Select Macro
and/or Wendor

Entry Mumber | 112916

Date [06/27 s2m3 [T¥20
Wendor |.~'-\DM Ireeestor Services

Report type |2 = Acciual VI

[~ Save entry as macro

10410 Hedge Acct LW-0TE Ho 0 Unallocated /0 ffset 0 G5C Livestock

Amt. to Balance ID.DD
Line Acct.| Cen| Div] Amount | Description | Quantity | | | | | Ration| Locat|
1| 36012 HO1306 0| -157300.00 HOG CORMN HEDGES 370.000.000 Don't Feed CORMLH
10410 1] I8 [-157 900,00 0.000

Cahcel

Save |

Prirt

Ingert Line

Delete Line

F2 Add
Divizion

Delete Entire
Entry




Feed OCI Entries

* “Reversing” entry
— Management level (one level higher than last entry)

— Reverse Hedging Realized G/L account
— Record to OCI Unrealized G/L account

Repaort tupe |3=Management "'I

Reversing Entry [

E rtry Mumber | 11a722

Date szm 3 ITi20 [~ Save entry as macro
Wendar |.-’-\DM Ireeestar Services

At ta Balance IUUU—

Line Acct | Cen| Div| Amount | Description | Quantity | | | | | | | | | | | | |
1| 36023 HO1306 0 157,900.00 REVERSE -370,000.000
2| 3E112  HO1308 0 -157.900.00 REVERSE IBTDJDDD.DDD

36112 OCI-Com-Hogs HO1306 Hogs June 13 Hedges 0 GSC Livestack,




Cash Flow Hedge OCI Entries

* For trades to be recognized/allocated to
another time period
— User-Defined Accounting Report for G/L Account
— Recap by Center
— Accrual level

— Note balance for each combination of AOCI Account/
Delivery Period Center_not in the current month

Een.| Description | rit Price | Ave, Wt.l F"rin:e;"'-.n'-.-"t.l Lluantity | W eight | Arnout |
HO1306 Hogs June 135 Hedges 0.0000 0.00 0.000 0.000 0.000 -241.660.00
HOT1307 Hogs July 13 Hedges 0.0000 0.00 0.000 0.000 0.000° -313,820.00

0.0000 0.00 0.000 0.000 0.000 -555,480.00



Cash Flow Hedge OCI Entries

— Reverse to Accumulated OCI

« Management level

* Reverse accumulated amount original G/L Income account

to the Unrealized G/L Income account
* Use the Delivery Period Center from original entry
« Offset to AOCI Equity account

Reversing Entry [ Select Macro Repart type IW
Entr Mumber I 118723 ahdsor Wendar

Date IDE;,.’E? /203 i'ﬁ'n [~ Save entry as macro

Wendor I.t’-‘-.DM Investor Services

Amt. to Balance ID.DD

Line Aot | Cen| Div| Amount | Description | Quantity | | | | | | | | | | | | |
36023 | HO1307 0 3382000 REVERSE 0.000
HO1307

0 -313.820.00 REVERSE 0.000

28111 A0CI-Lean Hogs HO1307 Hogs July 13 Hedges 0 GSC Livestock

Cancel Print Inzert Line Delete Line Toggle
| | | | Scanner |




Cash Flow Hedge OCI Entries

— Allocate to Delivery Period
 Management level
 Reverse Accumulated OCI Equity Account
* Use the Delivery Period Center from original entry
* Post to OCI Income account

A X
Select Macmo Report type |3 = Managerment ;I
Entry Mumber o7 and/or Wendor
Date IEI?';’31 2013 h.'i"ﬂ [T Save entry a3 macro
Wendor |5DM Irvestor Services

Amt. to Balance IUUU—

| Project| Field| Method| scres | Howrs | Quantit

28111 | HO1307 0 3382000 APPLY 0.000

Lire Cen| Div| Amount | Description | Quantity | | | |
1
21 3111 HO1307 0 -33.82000 APPLY 0.000




Cash Flow Hedge OCI Entries

— Transaction Recap

Date | .&n:n:t.|.-“-‘u:|::t Desc. | Een.| Cen. Desc. | Dehbit f-‘-.mt.| Arnount | Credit r-‘-.mt.| Descrption | Entry Type
06272013 36011 Gaindlosz HedgingL HO1307 HogsJulw 13 Hedge: 31382000 -313.320.00 0.00 Jourmal - Financial
06/27/2013 36023 Unrealized GAL Hogs  HO1307 Haogs July 13 Hedges o0 31382000 21332000 REVERSE Jaurnal - Mgk,
0B/27/2M3 23111 AQ0CI-Lean Hogs HOM 307 HogsJulp 13 Hedges 31382000 -313.820.00 0.00 REVERSE Jourmal - kMngt,
073123 23111 AQCI-Lean Hogs HOM307 Hogs July 13 Hedoes o0 3382000 31382000 APPLY Joumal - kngt.
07312013 36111 0OCl-LeanHogs HOM 307 HogsJulp 13 Hedges 31382000 -313,820.00 000 APPLY Joumal - kgt

941,460.00 B27.640.00
-313,820.00




What’s Missing?
* Groups / Projects

* Automated managerial accounting/WIP
adjustments and overhead allocations

 Commissions
* Reversing MTM journal entries?
* Contract module

* Integrated inventories




