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The Basics – How SCS Works

• What exactly is a structured grain contract?

A structured grain contract works, looks, and 
feels exactly like a standard HTA, with the flexibility 
of adding features such as averaging, stop protect 
levels, resets, and additional quantities to the 
contract. 



The Basics – How SCS Works

The SCS Process
1. SCS provides the aggregator/consumer with a wide variety of structured 

grain solutions for marketing and hedging. They then originate/hedge 
grain using these solutions, according to their or their customer’s needs. 

2. SCS hedges the resultant exposure using futures and options inside of a 
segregated brokerage account, with a view to extracting the edge in the 
trade. 

3. When structures expire, the accummulated futures are transferred from 
the segregated brokerage account to the main brokerage account of the 
entity. 

4. Every six months, the profits in the SCS account* are divided between 
SCS and the aggregator/consumer, with SCS absorbing all losses, if any. 

* See next slide



The Basics – How SCS Works

The SCS Process
Note that the value of the SCS sub-account is defined as:

1. The marked-to-market value of all structures, plus…

2. The marked-to-market of the options and future hedges (valued using 
the same market data as the structures), which…

3. Include all cash transfers of any premiums and structure settlements 
between the sub-account and main account, minus…

4. Any trading commissions 

SCS Account Value = (structure Mk2Mkt) + (future and options 
Mk2Mkt) +/- (cash transfers) – (trading commissions)
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Cash – When it Moves

• Because the segregated brokerage account is cross margined 
with the entity’s main account, cash never has to move 
between accounts for margin purposes.

• When an elevator’s account is reconciled semi-annually, all 
cash owed between the segregated account and the main 
account is settled. If any profits are then simultaneously 
dispersed to the elevator and SCS, the Mk2Mkt of the account 
is reduced by the total amount of cash dispersed. 
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Commissions – Who Pays Them?

• There is no commission charged by SCS on OTC structures.

• Commissions are charged to the segregated account for 
futures and options used to hedge structures by executing 
brokerage (not by SCS).

*SCS has pre-negotiated rates for clearing that may be 
advantageous. For more details, talk to your SCS 

representative. 



Commissions – Who Pays Them?

• Commissions paid for futures and options therefore reduce 
the value of the entire SCS sub-account.

• Because SCS is compensated based on the value of the SCS 
sub-account (and any losses in the sub-account are covered 
by SCS), SCS is essence shares in the cost of those 
commissions.



Commissions – Who Pays Them?

• Because SCS does not benefit from commissions, and in fact 
ends up having its compensation reduced by any commissions 
paid…

…SCS is incentivized to keep transactions to a 
minimum!
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Mk2Mkt – What the SCS Account is 
Worth

• A key feature of the SCS Program is the daily computation of a 
marked-to-market (Mk2Mkt) value for each partner’s entire 
portfolio. 

• The Mk2Mkt value is intended to be an accurate, objective, and 
impartial reflection of the worth of each partner’s account.

• It is based as much as possible on prices readily observed on 
publicly traded exchanges. 
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Mk2Mkt – What the SCS Account is 
Worth

• The Mk2Mkt value of each partner’s portfolio is comprised 
of 3 components: 

1. Structured Products

2. Futures & Options
3. Cash



Mk2Mkt – What the SCS Account is 
Worth

• Structured Products are valued using proprietary models. Though 
proprietary, these models are fairly standard and commonplace 
within the industry. 

• These models assume a flat volatility (without skew). This is the 
conservative approach, as these models are more stable and 
consistent over time than equivalent skewed models. The 
volatility used is that of the ATM option of each expiry. 

Structured Products



Mk2Mkt – What the SCS Account is 
Worth

• Inputs to the models (such as commodity prices and volatilities) are 
based on the closing prices of Exchange-Traded Instruments 
extracted through automated market feeds. 

• Any values not available in the market are extrapolated from those 
which are readily available on the Board.

Structured Products



Mk2Mkt – What the SCS Account is 
Worth

• Futures and Options – the mk2mkt of the futures and options used 
to hedge Structured Products are determined by market data 
extracted from closing prices on the Chicago Board of Trade. This is 
the same market data used to compute the mk2mkt of the 
corresponding Structured Products. 

Futures and Options



Mk2Mkt – What the SCS Account is 
Worth

• Options used as hedges are also valued using a flat volatility, just 
like the Structured Products they hedge. This is the conservative 
approach (and often used within the industry) as it ensures 
structures and their option hedges are marked-to-market using the 
same market data, and under the same assumptions.

• Note that because options are being valued on a flat volatility, their 
valuations may not exactly match the closing price of options on the 
Exchange. 

Futures and Options



Mk2Mkt – What the SCS Account is 
Worth

• Cash has 4 components: 

1. Residual profit/loss from expired futures and options

2. Residual profit/loss from expired OTCs (this includes cash 
settlement of the difference between settlement futures price and 
accumulated futures price)

3. Premiums paid/received for Structured Products

4. Commission expenses

• Cash not yet collected or paid out is still accounted for in the 
mk2mkt value of the portfolio. 

Cash



Mk2Mkt – What the SCS Account is 
Worth

• SCS has every incentive to calculate accurate, objective, 
and impartial mk2mkt values under our Structured 
Products Program. Besides fostering the good working 
relations with our partners which is key to our business, 
accurate mk2mkt numbers help us avoid a loss in a 
partner’s account.



Mk2Mkt – What the SCS Account is 
Worth

… SCS is 100% responsible for any losses that occur at 
all – we can’t be more incentivized than that to ensure 

accurate mk2mkt evaluations! 
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Report – How to Read It

• The SCS Daily Statement shows the current mk2mkt value of the 
account for each commodity. It also shows a slide of the mk2mkt for a 
change in the commodity price. 

The SCS Statement 

Mk2mkt 



Report – How to Read It

• The daily report also shows the details of each structure, their average 
price, and their theoretical value (mk2mkt + cost). 

The SCS Statement 

Theoretical 
Value



Report – How to Read It

• Lastly, the SCS Statement shows the total amount of structures open 
per each commodity, as well as total bushels done, and the amount of 
bushels accumulated to date. 

The SCS Statement 



Questions? Comments? 

Contact the SCS Desk at:
structureddesk@structuredcommoditysolutions.com

The information and data contained herein have been obtained from sources believed to be reliable but Structured Commodity Solutions ("SCS") does not warrant their accuracy or completeness. Recommendations and opinions contained herein
reflect the judgment of SCS as of the date hereof, are subject to change, and are based on certain assumptions, only some of which are noted herein. Different assumptions could yield substantially different results. You are cautioned that there is no
universally accepted method for analyzing financial instruments. SCS does not guarantee any results and there is no guarantee as to the liquidity of the instruments involved in our analysis. SCS, its affiliates, and its and their officers, directors, and
employees may sell or purchase, for their own account or for customers, positions in futures, options or other instruments which may be similar or different from the positions referred to herein. Neither the information nor the recommendations
and opinions expressed herein constitutes an offer to sell or buy any security, futures or option contract, or other instrument. As a matter of policy, SCS does not give tax, accounting, regulatory or legal advice to clients. Clients therefore should
consult their own advisors regarding the tax, accounting and legal implications of the recommended strategies before transactions are affected. Information relating to past performance is not necessarily indicative of future results. Reproduction in
any form without SCS's express written consent is strictly forbidden. Copyright © 2014 Structured Commodity Solutions


