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	DELIVERY OF WHEAT IN COMPLETION OF THE SAFEX WHEAT FUTURES CONTRACT

Notice A529 dated 21 January 2005 and Notice A536 dated 1 February 2005 have reference.

Introduction

The fundamental basis on which commodity futures contracts are traded is the standardization of all variables to the contract other than the price.  An important element when trading commodity futures contracts is the standardization of the quality of the product. When specifying what product may be delivered in completion of a futures contract, it is imperative that the long position holder is confident that the product delivered will be of a standard and consistent quality and that processing the product down the line will not result in any difficulties or differences in the end product.

On 21 January 2005 the following proposal regarding the specification of wheat for delivery in completion of a Safex wheat futures contract was circulated to the market for comment:
Wheat: 
means bread milling wheat originating in South Africa and any other origin of sound, fair and merchantable quality which is fit for human consumption and which complies with the listed criteria and the requirements and methodology as contained in the SOUTH AFRICAN RULES FOR THE CLASSIFICATION AND GRADING OF WHEAT for the grades B1, B2 and B3 and which falls within the agreed tolerances as contained in the Release Criteria, as determined from time to time by the Technical Working Group of the South African Winter Cereals Trust for the primary quality attributes of flour extraction, water absorption, mixing times and dough strength.

Although the proposal received in principle support from across the industry, the general view was that it would be extremely difficult to implement and to police.  The proposal did serve a purpose to make the entire industry aware of the challenges of the present situation

 It was agreed that the introduction of the Sept05 and Dec05 Wheat contracts should be delayed to enable the matter to again be discussed at the Agricultural Products Division Advisory Committee (APDAC) scheduled for 17 February 2005.

The matter was discussed at length at the meeting of APDAC held on 17 February 2005.  It should be noted that all the sectors of the industry are represented on APDAC.

It was unanimously agreed that the status quo could not continue and it was recognised that the quality of South African wheat and imported wheat are substantially different.  The following alternatives were discussed:

1. Remove all imported origin wheat from delivery on the contract.

2. Remove Argentina as a deliverable option.

3. Allow imported wheat from the presently specified origins, but subject that wheat to an “import discount”.  This would be an interim measure for one wheat marketing season and the Technical Committee of the Winter Cereals Trust would be asked to determine a quality standard to be implemented from the Dec06 contract onwards.

It was agreed that (1) above was not a recommended way forward as it would adversely affect the liquidity of the contract and could result in squeezes on the contract that would be to the detriment of the market.

It was agreed that there was no objective reason to remove Argentina as a deliverable origin.  Argentinean wheat was of a similar quality to all other imported wheat, it was not subsidized and the present low prices of Argentinean wheat were as a result of over supply in Argentina. It was not reasonable to remove Argentina from the list of deliverable origins and keep the other imported origins.

Although it was agreed that (3) above was not the ideal solution, it was agreed that it did present the best way forward as an interim solution.  It addressed both the liquidity and “squeeze” problem and the comparable quality issue.  It was agreed that an “origin discount of R125/t would be levied on imported wheat delivered as from the 1 Sept05 to the 30 Sept06 on the Wheat contract. 

The matter was discussed at the JSE Executive on 21 February 2005 and it was agreed to proceed on the basis of the interim solution agreed to at the meeting of the Agricultural Products Division Advisory Committee.

The specification for wheat accepted for delivery in completion of a Safex wheat futures contract would be amended to read as follows:

Wheat: 
bread milling wheat originating in South Africa, Argentina, No 2 US Dark Northern Spring wheat, No 2 Hard Red Winter wheat, No 3 Canadian Red Western Spring wheat, Australian Hard wheat, Australian Prime Hard wheat and Australian Premium White wheat of sound, fair and merchantable quality which is fit for human consumption and which complies with the listed criteria and the requirements and methodology as contained in the SOUTH AFRICAN RULES FOR THE CLASSIFICATION AND GRADING OF WHEAT.  Discounts will apply to grades B2 and B3 and an additional discount will apply to all wheat of imported origin.

As indicated above, the above specification will apply from the Sept05 wheat futures contract through to the Sept06. The Technical Committee of the Winter Cereal Trust will be requested to determine a workable specification in time to implement the same for the introduction of the Dec 06 contract.

It should be noted that Safex silo receipts must clearly indicate the origin of wheat on the face of the receipt and a single receipt CANNOT in any way combine origins. Any deviation from this principle will be treated as a deliberate attempt to defraud and deceive and will be dealt with in terms of Section 16 of the Rules of the JSE Securities Exchange.

The grading discounts, location differentials and standard storage rate applicable for the new season commencing with the Dec05 contract will be announced shortly.

The Sept05 and Dec05 contracts will be introduced on the 24 February 2005 (Please note that the Dec05 contract will be subject to revised grading discounts, location differentials and standard storage rate.)
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