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Why Contract

o No organized public markets or
future delivery market systems for
some crops

o Link local markets to world markets

o Can lock in a price for a crop not
yet produced to manage price risk




Four Types of Production Contracts

o Market Specification Contract
e sets price, quality and quality
o Production-Management Contract

e directs control of production management
practices

o Resource-Providing Contract
e processor provides inputs

o Vertical Integration Contract

e processor controls all aspects of production:
inputs, production, price, quantity, quality




Production by Contract

o Risk management for both the
producer and buyer
e supply
e quality
e price
e market accessibility
e reduce transaction costs
e liability risk




Contracting Implications to Buyers

o Advantages
e vVolume
e transportation efficiency
e stocks management
e contractor profits

o Disadvantages
e quality loss if crop iIs stored
e possibility of producer default




Advantages of a contract to the grower

o Delivery guarantee
o Price guarantee
o Decide before delivery if conditions
of sale are fair
e grading
e dockage
e method of payment




Disadvantages of a
contract to a grower

o Gives up freedom to choose
alternative markets

o Penalties or restrictions may be
Imposed if obligations cannot be
met




Contract Elements

Identification section

Production requirements

Delivery terms

Grading, dockage, weights and moisture
Responsibility for costs

Price terms and guarantees

Payment terms and discounts

Penalties and grower’s obligations
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Basic Rules of Contracting

o Read and understand the contract

Contract must be in writing (including any
changes)

Contract probably favors party who wrote it
Failure to perform likely will not be excused
Negotiate terms before signing

Keep detailed records

Stay in touch with other party

Know other party’s financial situation
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Basics of Contracts

o Legal identification
e title of contract
e identification of parties
e date and place of contract formation

e legal description of land of which
production is to take place
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Basics of Contracts

o State of Contract Purpose
e description of the crop
e production practices and deadlines
e duration of the contract

11



Basics of Contracts

o General Terms
e relationship of parties
e title to the crop
e encumbrances
e crop failure/nonperformance
e required notices
e field or facility inspections
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Basics of Contracts

o Sale or payment terms
e terms
e quantity
e quality
e price
e payment time and method
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Basics of Contracts

o Delivery
e date and location
e responsibility for delivery costs
e risk of loss
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Basics of Contracts

o Acceptance
e grading and test results
e What happens to rejected products
e What about over-run, shortage
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Potential Penalties

o Buyers option to declare the contract null

o Buyer’s option to replace undelivered crop
by purchase from a third party of claim
liquidated damages

o Avoid giving buyer the right to interfere
with production management decisions or
giving a security interest in the crop

o Act-of-God clauses
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Example Contract #1
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produce an estimated over-delivery ot more than tive hundred {SUU) bushels; but It Buyer does so, It must make setiement with Seller on the basis o the then under-aelivery. 1T tnere 1s an esumated
under-delivery of more than five hundred (500) bushels, Buyer may require Seller to apply another application, even if such application would result in an estimated over-delivery of more than five
hundred (500) bushels, and in such cases Buyer must accept whatever over-delivery if thereby produced. All over-deliveries and under-deliveries (unless otherwise agreed by the parties) shall be
settled at the closing market price on the next business day following the day on which the last deliveries were unloaded. Buyer reserves the right to reject any shipment of Commodities with
heating, sour, musty, garlicky, or COIO (commercially objectionable foreign odor) notations or otherwise of distinctly low quality. Buyer also has the right to (i) require Seller to repair or replace, at
Seller's expense, including the cost of transportation for reshipment, any and all rejected Commodities; (i) require Seller to refund the price of any or all rejected Commodities; (iii) a combination of
(i) and (ii); or (iv) itself repair or correct any rejected Commodities at Seller's expense. In addition, Buyer has the right to impose a reasonable service charge for handling, storing, and returning any
Commodities overshipped, rejected, or not included in this Contract.

12. 1f Seller fails to perform or comply with any provision of thia Contract, including a breach of any of thc warrantics sct forth in paragraph 4 hereof, or the occurrence of any of the grounds for
rejection listed in paragraph 10 hereof, Buyer may cancel this Contract in whole or in part, and any or all other contracts between Seller and Buyer, and Buyer may consider such failure or
noncompliance as a breach of this Contract. Buyer expressly retains all its rights and remedies provided by law and equity in the case of such breach. The waiver by Buyer of any breach of any
provision of this Contract by Seller shall not be deemed to be a waiver of the breach of any other provision or provisions hereof or of any subsequent or continuing breach of such provision or
Provisions

12, If Seller shall be adjudged bankrupt, become insolvent, make a veluntary assignment for the benefit of creditors, er if its business or affairs shall pass into the hands of a receiver, then Buyer
shall have the option of cancelling all or any portion of this Contract.

14. If the performance of this Contract by either party is delayed or hindered by strikes, labor disputes of any nature, unusual delay in transportation, embargoes, accidents, plant closings, war,
sabotage, riot, lockout, acts of God or of the public enemy, government regulations or restrictions, or any cause or causes unavoidable or beyond the reasonable control of the party unable to
perform, then the time of performance shall be extended until the cause of the delay or hindrance is removed and all other terms shall not be affected thereby.

15. The invalidity, in whole or in part, of any provision of this Contract shall not affect the validity or enforceability of any other of its provisions.

16. An unexpired Buyer Form EOA-9-Contract Clauses Covering Equa! Employment Opportunity, Certification of Nonsegregated Facilities, Written Affirmative Action Compliance Program, EEO1-1
Report, Employment uf e Handivapped, Employment of Veterans and Utilization of Minority Business Enterprises signed by Seller is on file with Buyer's Purchasing Department and is an integral
part of this Contract. Seller agrees to obtain a similar form from each subcontractor prior to award of a nonexempt subcontract.

17. Buyer hereby certifies that the Commodities are exempt from sales and use tax as a purchase for resale, or for use as an ingredient or component part of or for incorporation into a product
manufactured for resale.

18. Ihe undersigned states each and every article contained in and comprising each shipment or other delivery heretofore and hereafter made by Seller, and all information and ingredient lists
furnished by Seller for use by Buyer in labeling such articles for re-sale, is hereby guaranteed, as of the date of each shipment or delivery, to be (a) Not adulterated or misbranded (or, in the case of
labeling information and ingredient lists not a cause of misbranding when applied to such articles) within the meaning of the Federal Food, Drug and Cosmetic Act, as amended, and not an article
which may not, under the provisions of Section 404,505, or 512 of such act, be introduced into interstate commerce; (b) In compliance with the requirements of the Poultry Products Inspection Act,
the Meat Inspection Act and the Federal Food, Drug and Cosmetic Act, as amended, to the extent that said Acts are then effective and applicable; (c) Registered, if required, and not adulterated or
misbranded within the meaning of the terms of the Federal Insecticide, Fungicide and Rodenticide Act, the State Pure Food Act, or any other applicable Federal, State or local law; (d) Not banned
or misbranded within the meaning of the terms of the Federal Hazardous Substances Act; (e} Not an article which cannot be legally transported or sold under the provisions of any Federal, State or
local law; and, (f) If an article which is or which contains a color additive, such color additive is or will be from a batch certified by the Seller, its subsidiaries, if any, or its suppliers, in accordance with
the Federal Food, Drug and Cosmetic Act, as amended, and all regulations issued under the Act. In the event of complaints, claims or legal actions, alleging damage, death, illness, or injuries, in
any way resulting from any of such articles, Seller hereby agrees to indemnify and save Buyer harmless from any and all loss and liability in connection therewith, and Seller assumes full
responsibility and expense of investigations, litigation, judgment, and/or settlement of any such complaint, claim or legal action, upon the condition that the Seller be notified promptly of any such
complaints, claims, or legal actions. The Seller will maintain adequate insurance covering the liabilities assumed in this paragraph, including products liability insurance (and if the article is to be
resold without further processing by Buyer, including Vendor's Coverage). This Guarantee is in addition to, and not in lieu of, any and all other representations and warranties provided to Buyer by
agreement of the parties or otherwise.



Example Contract #2
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Example Contract #3
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