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One way to handle risk – just sit it out!



Why is milk marketing so 
complicated?

• In times past, the dairyman received whatever the 
local creamery was paying 

• Virtually every aspect of farming has changed



Basis

Sample milk check from a Skim/Fat Federal Order, 
“southern” Missouri



Sample milk check from a multiple component 
Federal Order, “northern” Missouri
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S Missouri Mailbox Price
Compared to Class III

Class III S Missouri Mailbox

.94 



Volatility!
A 30 Year Class III History
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Why volatility may be here to stay
BY Jurrien Timmer, Director of Global Macro and Co-Manager of 
Fidelity® Global Strategies Fund, Fidelity Viewpoints — 10/24/11



. . . So Why Forward Contract?
1.To decrease price volatility
2.To aid in cash flow, to make your 

debt obligations
3.To create a price floor                    

(Min Price Contract)
4.To shift price risk 

to somebody else
IT’S NOT TO BEAT THE 
MARKET!



What is “Beating the Market”?

• Forward contracting is NOT being
“smart enough” to consistently out
guess the market and thereby
get a higher price –

• It’s about transferring risk and/or 
decreasing volatility of prices. 

KEY POINT!



This is NOT forward contracting!

Wise Guy Placing Order With
Earl in KC Hit the Jackpot



“Basis” 
an important 

concept even if you 
never contract



Your Farm Gross Milk Price =

Announced Class III

+/- your actual test %

+/- bacteria quality (SPC, PI, LPC, etc)

+/- your SCC

+/- any other premium (rBST, vol, etc)

+/- the value brought by Cl I,Cl II, & Cl IV sales 

= Your farm’s specific, gross pay price

Class III
BASIS



Sample Basis Report

Your Basis Report is 
available on your home
page on the MyDFA 
Website and at 
dfariskmanagement.com
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S Missouri Mailbox Price
Compared to Class III

Class III S Missouri Mailbox

.94 



Contracting Tools



Two Main Distinctions:

Other forward contracts act like a

safety net:
• Min Price (buying a “put”)
• Min/Max Price forward contract
• Upside Rider (buying a “call”)

There are forward contracts 

that are fixed:
• Fixed Class III
• Fixed Class IV
• Target Blend



Fixed Price, Class III* Example

$15.60

$15.80

$16.00

$16.20

$16.40

$16.60

$16.80

$17.00

$17.20

$17.40

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

12 Month, Average Price, Fixed Forward Contract

USDA Announced Class III

Example IF
Class III then 

Averaged
$16.76

$16.85 Contracted
For 2014 on 
11/21/2013

*  Class IV works 
the same way



How fixed contracts 
work over time
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How do you measure success?
 Weighted Average Contract Price

Announced Class III Price

Right choice?
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How do you measure success?
 Weighted Average Contract Price

Announced Class III Price

Wrong Choice?
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How do you measure success?
 Weighted Average Contract Price

Announced Class III Price

The objective is this!



16 Month Price History for July 2012



Target Blend, Another Fixed Price Example

• Uses a combination of Class III and Class IV

• Creates opportunities to contract prices that 
are closer to actual farm price than Class III 
alone

• Reduces price swings traditionally associated 
with major changes in “Blend Basis”

• Protects from significant declines in both 
Class III and Class IV

• 6 month minimum



Fixed Target Blend Price

$20.75

Target Blend for All 2014 (as of 11/21/2013): $20.75 
compared to the historic S Missouri mailbox price



Target Blend Contract Availability

• Class IV futures volume is limited

• May be opportunities to contract Class IV with 
processor customers

– processor offers now include calculation for 
Target Blends

• Ability to write Blend Contract will depend on 
availability of Class IV contract interest

• DFA Risk Management can also do just a mix 
of Class III & IV too



Two Main Distinctions:

Other forward contracts act like a

safety net:
• Min Price (buying a “put”)
• Min/Max Price forward contract
• Upside Rider (buying a “call”)

There are forward contracts 

that are fixed:
• Fixed Class III
• Fixed Class IV
• Target Blend



Minimum Price Forward Contract
example
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Minimum Price Announced Class III Price Member Realized Minimum Price

Minimum Price Protection Level $15.50/cwt.

Less Cost .34/cwt

Actual Minimum Price Protected 15.16/cwt.

Safety Net Example; Minimum Price
Forward Contract (buying a “put”)

30



Minimum Price
Contract (buying a put)

• Protects against a declining market

• Sets a floor for Class III (or IV) price

– You set the floor price (.25 increments)

• Market prices higher than floor are paid

• Monthly premium per cwt contracted

– Premium cost fluctuates daily on the CME

– Through the co-op, no “up front” charges



Min/Max Forward Contract

• Set a floor and ceiling for Class III price

– The “ceiling” helps lower the cost

• Creates a price window (collar, fence)

• Can be a lower cost alternative to Minimum Contract

• You “give up” any prices above the Maximum 

• Can consider using an Upside Rider with this program



Safety Net Example: Min/Max
Forward Contract
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JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC

Min Stk Min Realized Settlement Max Stk Max Realized

Example:
$15.50/$19 Min/Max
Costing $.15 for CY 2014



Safety Net Example: Min/Max Forward Contract

Example:
$15.50/$19 Min/Max
Costing $.15 for
Jan 14 – Dec 14



“Safety valve”: Upside Rider
(buying a call)

• Generally used as an amendment to an 
existing contract

– For example, you have a $17 Fixed Contract for 
2014 and then you could have bought a $19 
Upside Rider (call) for an additional $.31 (as of 
11/21/2013)

– Can also be used with Min/Max

– Rising prices increases cost



Other Risk Management Tools . . .



DFA Risk Management Feed Riders 

GROWN
• Crop Insurance
• Pre-purchase      

inputs

PURCHASED
• Contract with suppliers
• Hedge with DFA/RM 

or

Your Feed Source will Impact your Milk Hedging Strategy



Milk-Feed Margin Program
• Secure the margin between a Class III 

milk price and primary feed costs

• Done as single months only

• Shown daily in DFA Today and on the 
MyDFA website

• It’s like selling your 

milk today and buying

the feed today



Your Source for Watching Margins



How do I get started?
• DFA members can call DFA/RM and we will send you 

a Master Agreement (or you can establish a 
relationship with a broker)

• Return signed Master Agreement to DFA/RM

• Once you’re in the system, just call DFA/RM to place 
and order 

• Orders can be revised/cancelled as long as they have 
not been “filled”



Milk Contracting Details
• Forward contracts can be for Class III, Class IV, options, 

and a variety of combinations

• Can be for one month or up to 24 months*

• Can place multiple, single month orders – or - groups of 
months, done as an average

• Some producers have several contracts in any given 
month, resulting is several different prices
– A CME contract is 200,000 pounds

– DFA/RM Minimum = 20,000 pounds and in 5,000 pound increments

* More distant months may have limited activity



Your Obligation

• Your forward contract is an agreement 
to deliver a stated volume of milk for 
the agreed upon month(s) at the agreed 
upon price plus applicable basis and 
agreement by your coop to market your 
milk, provided it meets the required 
quality and delivery requirements.



Information Sources:
• www.dfariskmanagement.com,

your basis report, links to the 
CME, cool tools, and more!

• DFA Today:  free, daily e-mail or 
fax

• DFA/RM Pricing Update:  free, 
weekly summary e-mail or fax

• Twitter feed for daily cheese 
market results to your cell. 

• Mobile website too
• CME has an extensive website



Additional thoughts:

• Don’t need to do all at once, you can have multiple 
contracts for any given month; “The only way any of us 
will ever be 100% right or wrong is to sell everything in 
one day.  Don’t do it!”  The Brock Report, 1/6/2012

• In my opinion, forward contracting 
should be an on-going activity; stay 
informed on current market 
conditions



Questions?

• Why don’t my target orders fill?

– Offering above current levels?

• What is a margin account?

• Why can’t I get high of the day?

• What’s the difference between doing months 
individually or as an average?



Thanks!

Any Questions?
ebiggers@dfamilk.com

DFA Risk Management 877-424-3343
www.dfariskmanagement.com

mailto:ebiggers@dfamilk.com
http://www.dfariskmanagement.com/


• Following slides are just additional material



Feed Rider Forward Contracts
• Done as single months only

• Members can select corn and/or soybean meal 
quantities to hedge
– There are quantity limits though (1,100 bu corn or 10 tons 

soybean meal per 100,000# milk)

• DFA/RM now offers price protection on corn and 
soybean meal
– Fixed Price 

– Maximum Price



2005



Understanding Basis Variability

• It’s not Basis Variation that will hurt you but 
it’s the lack of understanding and an 
unrealistic expectation of what your basis 
will be: 

• $19 contracted + $4 expected basis = $23

. . . however . . .

• $19 contracted +$2 actual basis = $21!


