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Why Contract

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

¡ Link local markets to world markets
¡ Can lock in a price for a crop not 

yet produced to manage price risk
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Four Types of Production Contracts

¡ Market Specification Contract
l sets price, quality and quality

¡ Production-Management Contract
l directs control of production management 

practices

¡ Resource-Providing Contract
l processor provides inputs

¡ Vertical Integration Contract
l processor controls all aspects of production: 

inputs, production, price, quantity, quality
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Production by Contract

¡ Risk management for both the 
producer and buyer
l supply
l quality
l price
l market accessibility
l reduce transaction costs
l liability risk
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Contracting Implications to Buyers

¡ Advantages
l volume
l transportation efficiency
l stocks management
l contractor profits

¡ Disadvantages
l quality loss if crop is stored
l possibility of producer default
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Advantages of a contract to the grower

¡ Delivery guarantee
¡ Price guarantee
¡ Decide before delivery if conditions 

of sale are fair
l grading
l dockage
l method of payment
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Disadvantages of a
contract to a grower

¡ Gives up freedom to choose 
alternative markets

¡ Penalties or restrictions may be 
imposed if obligations cannot be 
met
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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

¡ 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

¡ Legal identification
l title of contract
l identification of parties
l date and place of contract formation
l legal description of land of which 

production is to take place
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Basics of Contracts

¡ State of Contract Purpose
l description of the crop
l production practices and deadlines
l duration of the contract
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Basics of Contracts

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

¡ Sale or payment terms
l terms
l quantity
l quality
l price
l payment time and method
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Basics of Contracts

¡ Delivery
l date and location
l responsibility for delivery costs
l risk of loss
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Basics of Contracts

¡ Acceptance
l grading and test results
l what happens to rejected products
l what about over-run, shortage
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Potential Penalties

¡ Buyers option to declare the contract null
¡ Buyer’s option to replace undelivered crop 

by purchase from a third party of claim 
liquidated damages

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

¡ Act-of-God clauses
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Example Contract #1
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Example Contract #2
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Example Contract #3


