
Sections 25 & 26



Why use contracts?

Farmers
• Manage risks

• Compensation for quality

• Outlet for products

• Assurance for financing

Processors
• Timely flow

• Control over attributes

• Consistency





Source: USDA, Economic Research Service and USDA, National Agricultural Statistics 
Service, 2020 Agricultural Resource Management Survey (data as of December 2021).



Marketing vs. Production Contracts

• Marketing Contracts identify an outlet for a commodity and set 
pricing and delivery specifications. 
• Producer owns the commodity
• Payment is like a “Price”, because commodity changes hands

• Production Contracts specify responsibilities for the provision of 
inputs, payment of expenses, production practices, compensation, 
and removal 
• Producer does NOT own the commodity.  They provide a service.
• Payment is a “Fee for service”
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Marketing Contract 
undelivered, still on-hand

Production Contract still 
not delivered, but inputs 
used

“Delivered in 2022”
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“Delivered in 2022”

Marketing Contract from 
prior year crop, delivered in 
2022

Inputs for Production 
Contract started in prior year













Calves 933 1 80 11 160 00 64 000 1st Attempt

EXAMPLE:  The producer sold 80 calves under a marketing contract for $160 per hundredweight, and 
was paid-in-full ($64,000 total). The calves weighed 500 pounds each on average (40,000 pounds total).



2nd Attempt

EXAMPLE:  The producer sold 80 calves under a marketing contract for $160 per hundredweight, and 
was paid-in-full ($64,000 total). The calves weighed 500 pounds each on average (40,000 pounds total).

Calves 933 1 40 000 1 160 00 64 000



3rd Attempt

EXAMPLE:  The producer sold 80 calves under a marketing contract for $160 per hundredweight, and 
was paid-in-full ($64,000 total). The calves weighed 500 pounds each on average (40,000 pounds total).

Calves 933 1 400 2 160 00 64 000



4th Attempt

EXAMPLE:  The producer sold 80 calves under a marketing contract for $160 per hundredweight, and 
was paid-in-full ($64,000 total). The calves weighed 500 pounds each on average (40,000 pounds total).

Calves 933 1 80 11 800 00 64 000



Accounts Receivable

• Deferred payments across calendar years
• NOT the same as unsold crops

• Unsold vs. Money owed (do not duplicate)
• Unsold commodities belong in E.O.Y. inventory (Assets Section), because 

they have not been sold yet

• Accounts Receivable is what is owed for commodities that have already 
been sold (delivered), but not paid yet



EXAMPLE:

The producer delivered 1,000 cwt of milk @ $17/cwt in December last year, 
and was paid in the first week of January.

At the end of this year, he delivered 1,000 cwt of milk @ $20/cwt, and was 
paid the first week of next year.

17 000

17 000

20 000



17 000

17 000

20 000

Milk 909 1 52 000 2 20 00 1 020 000

(52,000 cwt) x ($20/cwt) = $1,040,000 
($1,040,000 – $20,000) = $1,020,000 received



21 000

Processed Cherries 6156 1 100 000 1 0 42 21 000

(100,000 lbs) x (42 cents/lb) = $42,000



Conclusion

This Photo by Unknown Author is licensed under CC BY-NC

https://www.flickr.com/photos/destinysagent/755127899
https://creativecommons.org/licenses/by-nc/3.0/

