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One way to handle risk — just sit it out!

DFA Risk Management




Why is milk marketing so

complicated?

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

4 s \

LR,

* Virtually every aspect of farming has changed
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Sample milk check from a Skim/Fat Federal Order,
“southern” Missouri

Pay Period Totals: WEIGHT GROSS $38,474.90 DEDUCTION $§ 2,500.00 NET $ 35,974.90

TANK WEIGHTS COMPONENTS QUALITY TESTRESULTS

B.F. PROT SOMATIC CEL BACTERIA FRZPT INHIBITOR SED TEMP

01 thru 30
TOTAL 200,000 AVG 350 312 200,000

l"(I"'l""""l‘lwl'll""llil!'x"‘-'l"ll"'l""'l-I"lw“\l“("‘l"pRlclNG INFOR,\GATION"‘"“"‘"""""‘-".""“"“‘““"""‘"“""""""""“
PAYMENT WEIGHT PRICE AMOUNT
SKIM PAYMENT 193.000.00 0 /CWT ==31:20
BUTTERFAT PAYMENT 350 BF AVG 7.000.00 0 /LB 33.70
RBST FREE PREMIUM 200,000 0 /CWT 20.00
Pl QUALITY 200,000 0 /CWT 20.00
VOLUME 200,000 0 /CWT 20.00

7
38,474 90

GRADE A pAY pRlCE EAE S E A RS S AR AR Bt R R AT AR R R RS R R E R E SRR L E st s 19'23745

FORWARD CONTRACTING PRICING INFORMATION

WHEGHT MIN/STRIKE MAXISTRIK PREMILM CONTRACT PRICE ANNOUMNCED PRICE Al AMOUNT
MINM AL CLASS I 100,000 3 1400 5 1700 5 10 5 16.40 3 16.50 3 (010 5 (100.00)
FORWARD CONTRACT SUBTOTAL g  (100.00)
PAYPRICE ADJUSTED BY FORWARD CONTRACT PRICING 3 1918745
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Sample milk check from a multiple component
Federal Order, “northern” Missouri

Pay Period Totals: WEIGHT 1,603,200 GROSS 265,794.04 DEDUCTIONS
TANK WEIGHTS COMPONENTS QUALITY TEST RESULTS
B.F. PROT OTS  SOMATIC CELL BACTERIA FRZPT  INHIBITOR SED TEMP
01 thru 30
TOTAL 1,603,200 AVG 368 3.07 576 322,000
EEEAAN L LE sy whAA LT PRICING |NFORMAT|ON!RH whAA wAAE e LT
DUI IERFAT FATMENI 3.00 D AV DIUUT.T L I.bzn4g VVRVE T
PROTEIN PAYMENT 3.07 PROT AVG 49,183.22 27055 133,0685.20
OTHER SOLIDS PAYMENT 576 0S AVG 92,283.17 0.1020 9,412.858
PROD PRICE DIFF 1,603,200 0.0400 541.28
SOMCELL ADJ 322,000 SCC RATE .00280 1,603,200 0.0800 1,282.56
QUALITY 1,603,200 0.1000 1,603.20
VOLUME 1,603,200 1.2000 19,238.40
GRADE A PAY PRICE o o o e * 5 16.55028

FORWARD CONTRACTING PRICING INFORMATION

WEIGHT MIN PRICE PREMIUM CONTRACT PRICE ANNOUNCED PRICE ADJ AMOUNT
FIXED CLASS Il 200,000 $ 1250 5 12.29 5 021 § 42000
FIXED CLASS Il 200,000 ¥ 12.00 5 12.29 5 (029) 5 (580.00)
MINIMUM CLASS Il 200,000 5 1300 % 040 % 12.60 s 12.29 3 031 § 62000
FORWARD CONTRACT SUBTOTAL 5 46000
PAY PRICE ADJUSTED BY FORWARD CONTRACT PRICING $16.57897
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S Missouri Mailbox Price
Compared to Class lll

e C|3ss ||| S Missouri Mailbox
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Volatility!

A 30 Year Class lll History

$20.00

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

$16.00 -

$14.00 -

Dollars per cwt.
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. . . S0 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 g2t fde
(Min Price Contract) & ¥
4.To shift price risk
to somebody else
IT’S NOT TO BEAT THE
MARKET!
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What is “Beating the Market”?

KEY POINT!

/

* 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.
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This is NOT forward contracting!

Wise Guy Placing Order With

Earl in KC Hit the Jackpot
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“Basis”
an important
concept even if you
never contract
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Your Farm Gross Milk Price =

Announced Class lll

—+/- your actual test %
+/- bacteria quality (SPC, PI, LPC, etc)

Class il
[ BASIS ] +/- your SCC

+/- any other premium (rBST, vol, etc)
+/- the value brought by CI I,Cl I, & Cl IV sales

= Your farm’s specific, gross pay price
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Sample Basis Report

. -
Basis Report for Forward Contracting
Prices are based on per cwt
As of April 18,2011 Page 2 of 3
Division Member Name
) TARE RSN BICATEPR
Class Ill Basis Class IV Basis
Month (Pay Price - Class IIl) (Pay Price - Class IV) Total Weight
JUN-2007 0.18 858 102
JUL-2007 26 p R 0.62 840,784
AUG-2007 22,25 19.83 2187 2.42 0.38 857 742
SEP-2007 22.58 20.07 21.61 2.51 0.97 878 488
0CT-2007 2227 18.70 21.31 3.57 0.96 877.915
NOV-2007 22.49 19.22 20,40 327 2.08 815942
DEC-2007 2227 2080 19.18 167 3.09 865400
2007 ‘average 19.69 18.04 18.26 165 133 883,656
*average is based on 12 months 75% = 662,742
JAN-2008 21.35 19.32 16.29 2.03 5,08 971,693
FEB-2008 20.03 17.03 14.67 3.00 5.36 853,024 Y B . R or t . S
MAR-2008 18.21 18.00 1417 0.21 4,04 967,681
APR-2008 19.24 16.76 14.56 2.48 4.68 879,556 our asis ep I
MAY-2008 18.80 16,18 15.26 0.62 354 895,888 . o e
JUN-2008 20.11 2025 15.92 (0.14} 419 901,253 I bl h m
JUL-2008 2045 18.24 16.60 2.21 385 929,157 avalla eon yo ur
AUG-2008 19.39 17.32 16.64 2,07 276 881,289
SEP-2008 19.24 16.28 15.45 2.96 379 903,266 h IVI
OCT-2008 18.80 17.06 13.62 1.74 518 971,840 page on t e yDFA
NOV-2008 18.21 1551 12.25 2.70 5.96 886,147 o
DEC-2008 1666 1528 1035 3 8.31 907,371 We bSlte and at
2008 ‘“average 19.21 17.44 1465 4.56 912413
o
*average s based on 12 months 75% = 684,310 dfanskmanagement.com
JAN-2009 15.04 10.78 9.59 4.26 545 881,343
FEB-2009 12.69 2.31 944 338 324 834 981
MAR-2009 12.83 10.44 9.64 219 2909 895,609
APR-2009 12.86 10.78 9.82 2.08 3.04 502,169
MAY-2009 12.37 9.84 10.14 253 223 982,954
JUN-2009 12.01 997 1022 2.04 1.79 918,358
JUL-2009 11.80 9.97 1015 1.83 185 887,100
AUG-2009 12.64 11.20 1038 1.44 226 885,320
SEP-2009 13.73 1211 11,13 1.62 258 82429
QCT-2009 14.83 12.82 11.86 201 267 765,623
NOV-2008 16.44 14.08 1325 2.36 3.10 752,005
DEC-2008 17.48 14,68 15.01 2.50 247 833,988
2009 ‘*average 13.71 11.36 10.89 235 282 863,981

*average is based on 12 months 75% = 647,986




S Missouri Mailbox Price
Compared to Class lll
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Contracting Tools
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Two Main Distinctions:

There are forward contracts
that are fixed:

_ e Fixed Class IlI

* Fixed Class IV
* Target Blend

Other forward contracts act likea

safety net:
* Min Price (buying a “put”)
* Min/Max Price forward contract
oside Rider (buying a “cal

DFA Risk Management



Fixed Price, Class III* Example

$17.40

12 Month, Average Price, Fixed Forward Contract

$17.20

=4=USDA Announced Class Ill

$17.00 N

N

$16.80

$16.60

$16.40

$16.20

$16.00

$15.80

$15.60
Jan

Feb Mar Apr May

N———e

Example IF
Class lll then
Averaged
$16.76

&
~

Aug Sep Oct Nov Dec

$16.85 Contracted
For 2014 on
11/21/2013

* Class IV works
the same way
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How fixed contracts
work over time
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DFA Risk Management Weighted Average Contract Prices
vs. USDA Announced Class Il Prices thru Feb 2013

Weighted Average Value - $14.04 vs. Class Il Average - $14.14
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-a- Weighted Average Contract Price ===USDA Announced Class Il Price

Dollars per cwt.
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How do you measure success?
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16 Month Price History for July 2012

DCN12 ~ Daily TREECERE
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Target Blend, Another Fixed Price Example

Uses a combination of Class Ill and Class IV

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

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

Protects from significant declines in both
Class lll and Class IV

6 month minimum

m DFA Risk Management



Fixed Target Blend Price

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

S Missouri Mailbox Price

$25.00

$23.00
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Target Blend Contract Availability

e 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

S
* DFA Risk Management can also do just a mix — ./
of Class lll & IV too o~ —~
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Two Main Distinctions:

There are forward contracts

that are fixed:

e Fixed Class Ill
* Fixed Class IV
 Target Blend

Other forward contracts act like a

safety net:

* Min Price (buying a “put”)

* Min/Max Price forward contract

* Upside Rider (buying a “call”
DFA Risk Management




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

$24.00

$23.00 — — Minimum Price —&— Announced Class III Price =0 Member Realized Minimum Price ]

$22.00

- P —
7 —

£ $19.00
O
0]
S $18.00 //
S $17.00 /
$16.00
$15.00 ® Minimum Price Protection Level $15.50/cwt.

$14.00

$13.00

$12.00

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC
m DFA Risk Management
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Minimum Price
Contract (buying a put)

* Protects against a declining market
e Sets a floor for Class lll (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

m DFA Risk Management




Min/Max Forward Contract

* Set a floor and ceiling for Class Il 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

m DFA Risk Management




Safety Net Example: Min/Max
Forward Contract

e \in Stk e=» e Min Realized es=¢=Settlement e |\gx Stk == e Max Realized

$22

Pl
$21
2 /
519 fm—— 7//_ ______ S Example:

$18 $15.50/519 Min/Max
/ Costing $.15 for CY 2014

$17

$16

$15

S14

$13

$12

JAN FEB MAR APR MAY JUN JUL  AUG  SEP OCT NOV DEC
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$15.50/519 Min/Max

Costing $.15 for
Jan 14 — Dec 14

Example:

i
L

- Average

Min/Max Forward Contract

Upper 10%
Upper 30%

Lower 30%

f

~ Class 1l Milk Futures

f

CME Class Il Milk Futures with Percentiles

Lower 10%
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“Safety valve”: Upside Rider
(buying a call)

* Generally used as an amendment to an
existing contract

— For example, you have a $S17 Fixed Contract for
2014 and then you could have bought a $19
Upside Rider (call) for an additional S.31 (as of
11/21/2013)

— Can also be used with Min/Max
— Rising prices increases cost

m DFA Risk Management




Other Risk Management Tools . ..

m DFA Risk Management




DFA Risk Management Feed Riders

Your Feed Source will Impact your Milk Hedging Strategy

GROWN or PURCHASED

*  Crop Insurance * Contract with suppliers
o Pre_purchase * HEdge with DFA/RM




Milk-Feed Margin Program
* Secure the margin between a Class Il
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

m DFA Risk Management




Your Source for Watching Margins

DFA Today ..........

Dady Marke! Update

Oy

« Tho CME caeh ohease markst axparencad activay in
the barmess with six loods tradad with the price
maving ¥ cont lower. This & the sixth coneaoutve
day that the barrdl prica has beon uschanged or
lower

o CME Growp Class B milk Tuturss closod mixad with
Iittio froah news in tha market. The volume of barrel
ehoosa brought to the markat by saliors oddod o
wea by ome 1o the Class I mik Ftures maorket,

« The lack of deroction from the CME cash cheoso

markst has resuliod in the 2003 avecage Cliss Il milk

futures settling 10 cante lower since the beginning of

the yeur

CME whay futume provirded further dosmwaerd

pregsure to Class HEmilk futures, with the maoray of

montha sattling lower on the dey,

BNy

« USDA oficals will reloase the Januiry Crop Pradustion

roport at 11 a,m, CST1omomow varsus tho pravious

reloos tima of 730 am. CST.

Tha focad pont for todiry’s grain and ofesod complax

@Oty Wi Iha ockustmant of positions priof 1o

tomorow s USOA repost, The comphx closad mised on

tha day wieh lila movemont in ahar draction

o COIE corm futwes sottiod slightdy highar és tha market

pricod In an axpoctaton of skghtly lowor rvitioes 10 o

Ninal 2012 UE. corn producticon n 10mome's mpo.,

CAE sovbean and soybean mual funures closed mixed

within a relaively narrow enga. Tha merket waig et

axpactatioes of highar 2017 soybesn producton

ostmtos with cortnuously eteong intemational oxport

DES,

Oary bowers e

MILC program update

Tha recant axtanson of tha Farm Bl sgned by
Fromident Barack Obwrnu last ek, minatated tha Mik
Incoma Less Contract (MLC) program threugh August
31,2013, i & paymant rase of 45 pascent, coviring
2.965 mllion pounds of milk per yaarwith a food
adjustar of $7.36 par hundrodwaioht.

Tha provvdos for ron MLE paymems
for tho Septomber 2012-Decommbor 2012 imedeamo at
$a abovo stinod ve. Whilo detade and sign-up
smatines have not boen Snafised, an snccuncemant
mguring the 2012-2011 MLC sgn-up petiod »
expiciert soon USDA offcds have stated thay ww
cooreritiodd 1o making the process Grmer fraandly

To e projections for pocsdsio MILC payments, vist
waw.nmplorgmik_prcegimide peymonts.

Dary cow slaughter declines

Today, U.5. Doganmane of Agricubiamn {US0A) offioals
reloasod Cow Shaughtor Lindor Foderal (ngpecnion 8y
Rogion and U.S. Tota! repont. For tho wook onding
Docomber 23, thors weore 43,100 davy cows cullod
This 1= 8,800 hosd (16 3 parsent) loes compared o tho
provious yoar, macking tho fist trmo in 34 weoks thoe
cony shauchior has declimod from Lt year, Your to
Ane, 3.1 milicn dairy cows bava boen culed, o
177500 haad 181 pascant) fram the seve penod lew
yaar

For stanas oust of the Msssppt River, culling 10%alod
21,300 hoad, down 8,100422.3 porcont) fom tho
provious yoar. Tho 2atos wost of tho Mscisaipp: fvor
outhed 21,800 hoad for $ho weook ending Docombor 29
This 1 2.300 head (35 pocoont] loss oompared to $o

dumand samo pericd Lt yosr

oFaAR..

Tty
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MILK / FEED MARGIN SETTLEMENTS

CME Group Settiements as of
Thursday, lanuary 10, 2013

Soybean  So an Primary Noo Primar
CaaMCortrat  Class I Price Cam - YA Y

Coen teal Meal Pr d '
Month (S por cwt.) orn Mot b (6 per bu) e ‘ A ur‘ 'M“ e ced Magn
Momth (S per ton) (5 perowt)

D12 g 5 YT $

fan13 Mar13 $ 1250 5541
Feb13 Mar 11 s 1225 $5.54
Mar-13 May 13 $ 1218 5600
Ape-13 May 13 s 12.13 %09
May-11 k13 ) 12.0% .36
1) hal-1) $ 1103 S5A7
INEE) Aug-13 $ 1100 STA%
Auga3 Sop i3 $ 10.88 §7.45
Sep-13 O3 $ 0.7 783
Oct 13 Doct3 $ 1046 $755
Now 13 Decks3 s 10,46 6729
Dec-13 Bnla 4 1058 Sin
lan14 Ma-14 $ 10.62 703
Fob-14 Mar-14 $ 10.67 %43
Mar-14 May 14 $ wn ssa1
Apr-18 May 12 $ 10.72 5504
May 12 Jul3a $ 0.9 494
14 sl-14 s 10.79 sam
14 Aug-14 $ 10,54 18
Augaa Sep1t $ 10.5¢ i
Sep14 014 s 10.40 “an
Oct1d Docis 5 10.22 s
Now14 Dec-14 £3.820¢ Dec1e s wa 300

g on pubished CMVE pr % hsted nd @ not ac sl contract oMers, DFA
o slydisclaime, snyexpressor Impied guatasty, represectaton, Of warranty regarding
vy cpiinns o statemends sat forth herein. DFA 3 not ac9ng a5 your consultant or adwisor, or o a fiduciary
capacity, for aw por me tgrovding advite regardng the value or atvissbilty of trading & commod ity
intarests, Including swaps, futures contracts and commadity options or any other scovity which would tause DFA
or amy of its affikates 0 be considered 3 commadity trading advisar uncer Me Commnodity Sxchange Act. Nome of
the information contaimad herein should be corstrued 2s ading of rizk menagement acvice. Sefore undertaking
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How do | 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”
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Milk Contracting Details

* Forward contracts can be for Class lll, Class IV, options,
and a variety of combinations

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

e 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
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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
qguality and delivery requirements.
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Information Sources:

DFA Today

Wednesday, May 25, 2011
Fuel Prices Decrease
Accordng to U S Enesgy Irformation

DF8

Ouiry Farmees of Amercs

Dairy Commodity Markets & Industry News

be—— RANy Cash Prises
Todey Pavous Chage Trivdes
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WEEKLY Fricing Update

DFAQI 3k Manage

Friday, April 27, 2012
Market Headlines

®  Spot blcks ended the week | cent higher whie the 0 —

cash barre! market decined 3.5 cents.

¢ Came futures scovernd te it the week as
concerns over e recent case of BSE begin o
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o Graing ralled this week supporied by the surge »
cash prices, cougied wih news of strong Chinese
pont cemand
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« 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
e 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
e should be an on-going activity; stay
S 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 | get high of the day?

 What'’s the difference between doing months
individually or as an average?
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Thanks!

Any Questions?
ebiggers@dfamilk.com

DFA Risk Management 877-424-3343
www.dfariskmanagement.com
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mailto:ebiggers@dfamilk.com
http://www.dfariskmanagement.com/

* Following slides are just additional material
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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
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Dairy Farmers of America

DFA's Risk Management Weighted Average Contract Prices QFA N
vs. USDA Announced Class Il Prices b R BN

January 2005 through February 2012 - Contract Ranges Reflected

Weighted Average Value - $13.78 vs. Class |l Average - $13.85
$24

523
522
$21
520
$19
$18
$17
S16
$15
S14
$13
$12
511
510
59
58
57
56
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Dollars per cwt.

=@= Weighted Average Contract Price = fnnounced Class Il Price

Contract Range (High & Low)

Jan-05
Apr-05
Jul-05
Oct-05
lan-06
Apr-06
Jul-06
Oct-06
Jan-07
Apr-07
Jul-07

Oct-07

Jul-08

lan-08
Oct-08

Apr-08

Jul-09

Jan-09
Oct-09

Apr-09
Jul-10

lan-10
Oct-10
Jan-11

Apr-10
Apr-11
Jul-11
Oet-11
lan-12




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! ==
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