
Risk Management Services

Katie Krupa
Director, Risk Management and Analysis

Price Risk Management

Key Component of a Successful 
Business Plan

Manage a Margin

Protect Cash Flow



Basis
• What is it?

– The difference between the Class III price and 
the actual gross milk price

• Basis exists with or without contracting

• Why do we care?
– Need to compare apples to apples

– Cost of production to milk price

Forward Contract
• A contract between the Coop and the 
member

– Traded by Coop on the CME

– 20,000 lbs per month minimum

– Up to 80% of historic production

– Monthly or multi‐month contract



Minimum Price 
Forward Contract

$14.00 Class III Minimum Price
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Floor  Class III 

$0.40 Premium

Minimum Price Protected



October Risk Management Contract Options
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Actual Minimum Price

From 1/1/06 - 12/1/09
Contract Type   
Minimum           $49,160.00 

Fixed Price Forward 
Contract



Fixed Price Forward Contract
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Class III Settle Price Forward Contract Price

October Risk Management Contract Options
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Actual Fixed Price

From 1/1/06 - 12/1/09
Contract Type   
           
Fixed                  ($34,660.00)



Upside Rider

Upside Rider
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Class III Settle Price Forward Contract Price

Premium = $0.50



Upside Rider
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Class III Settle Price Forward Contract Price

Premium = $0.50

October Risk Management Contract Options
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Actual Fixed Price Fixed + Rider

From 1/1/06 - 12/1/09
Contract Type   
           
Fixed                  
Fixed w/ Rider $2,740.00 

($34,660.00)



Min/Max Forward Contract

Fence Contract
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Ceiling Floor

Min/Max ‐ $14.00 Floor / $17.00 Ceiling
Maximum Potential

Price Window

Minimum Price
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Ceiling Floor  Class III 

Fee = $0.15

Min/Max ‐ $14.00 Floor / $17.00 Ceiling

$12

$13

$14

$15

$16

$17

$18

$19

$20

$21

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

D
ol

la
rs

 p
er

 c
w

t.

Ceiling Floor  Class III 

Min/Max Fee = $0.15

Min/Max + $18.00 Upside Rider

Rider Fee = $0.55



October Risk Management Contract Options
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Actual Fence

From 1/1/06 - 12/1/09
Contract Type   

Min/Max              ($21,160.00)

October Risk Management Contract Options
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Actual Fence Fence + Rider

From 1/1/06 - 12/1/09
Contract Type   

Min/Max              
Min/Max w/ Rider $16,240.00 

($21,160.00)



October Risk Management Contract Options
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Actual Minimum Price Fixed Price Fixed + Rider Fence Fence + Rider

From 1/1/06 - 12/1/09
Contract Type   
Minimum           
Fixed                  
Fixed w/ Rider
Min/Max              
Min/Max w/ Rider

$49,160.00 

$16,240.00 
($21,160.00)

$2,740.00 
($34,660.00)

What Else?

• LGM for Dairy

• Feed Hedges
– Looking at ways to hedge purchased corn and 
soybean meal 

– Minimum and Maximum opportunities

• Cost of Production Contract 
– Class III contract adjusted for certain farm 
production costs



What Else?

• Education
– Seminars

– Webinars

– Your suggestions welcome

Risk Management

An Essential Tool for 

any Business in 

any Industry



Risk Management Services

Beth Dahl
Risk Management

Beth.dahl@dairylea.com
1‐800‐654‐8838 Ext. 5481

Katie Krupa
Director, Risk Management and Analysis

Katie.krupa@dairylea.com
1‐800‐654‐8838  Ext. 5581


