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What's in your milk check? Extreme volatility has hampered dairy farmers
across the nation for over a year and a half. However, that volatility has de-
creased in recent months and Class I and IV milk prices are trading in more
normal ranges. This means that the Class I milk price change implemented
in May 2019 will be a net benefit to milk checks across the country, including
Pennsylvania, because the average of Class Ill and IV plus 74 cents is more than
the higher of Class Il or IV if they continue to trade within $1.48 per cwt. With
milk futures trading within a more normal range, it is important to understand
how Class prices and class utilization work to determine your milk check and
how this knowledge can be used to manage risk.

The USDA calculates and tracks the class utilization of pooled milk each
month. In general, the blend price seen on a milk check is the weighted average
of what class of products were made and sold in a specific Order that month.
The USDA, through the Federal Milk Marketing Orders, tracks the product pro-
duction from each Order and uses this to calculate an average utilization for
each class of milk. Two Orders cover Pennsylvania, the Northeast (FO1) and the
Mideast (FO33). For purpose of this article, I compared the average utilization
of FO1 and FO33 to make my observations. Year-to-date (YID), ending in Sep-
tember, average class utilization is as follows: Class I = 33%, Class I = 24%,
Class I = 25%, and Class IV = 18%. When compared to the five-year average,
the current YTD utilization shows some slight trends. The average five-year
utilization of Class I, II, III, and IV are 33%, 22%, 27%, and 18%, respectively.
The largest differences are seen when comparing Class I and Il utilization. The
general trend is a production shift from Class III to Class I products.

Why is understanding utilization important? The simple answer is to un-
derstand the blend price, which is the base price, prior to deductions on your
milk check. Knowing how your milk check is generated makes you better pre-
pared to develop an effective risk management plan. Only Class IIl and Class IV
futures are traded on the Chicago Mercantile Exchange (CME). Knowing how
much each of these prices affect your milk check helps you know how to pro-
tect your Class Il and IV risk. The weight of Class IIl and IV contributing to the
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of milk is determined. Class III
makes up 50% of the Class I price
and 100% of the Class III price.
Class IV contributes the other 50% of the Class I final price, Class II is directly
related to Class IV price, so Class IV contributes 100% to the final Class II price
and 100% of the Class IV price. Using the relationship between utilization and
weight, the contribution to your milk check by Class III and IV can be calcu-
lated. For YTD, Class III contributed to 41.5% to your milk check, and Class IV
contributed 58.5%. Comparing this to the five-year average (Class III, 44% and
Class IV, 56%) shows that the weight of Class II is shifting to Class IV as butter
and powder products become more important to FO1 and FO33. Historically,
a lot of risk management plans were developed to protect Class III because,
during the “higher of” milk pricing system, it generally contributed more to
the blend price than did Class IV. This is because most of the time Class III
was higher than Class IV. However, since the Class I price formula changed a
couple years ago and Class IV and III more frequently inverse, it is no longer
adequate to protect just Class III. Currently; if you design a risk management
plan to protect Class III price only, you are basically leaving 60% of your milk
check unprotected.
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FO#1
Average Class Utilization, &33% chedk
FO#1 & 33 of milk  from:
Class Class Class | Class | Class
| Il [} v 1 Class IV
YTD 2021 32.5% 23.8% 25.2% 18.4% | 41.5% 58.5%
5-¥r
t Average 32.9% 22.0%  274% | 17.5% | 43.9% 26.0%

CME DAILY FUTURES & OPTIONS TRADING — OCT. 20, 2021 AT THE CLOSE
0CT-21 NOV-21 DEC-21 JAN-22 FEB-22 MAR-22 APR-22 MAY-22 JUN-22 JUL-22 AUG-22 SEP-22 a\[y

CLASS 11l MILK FUTURES ($/CWT) vs. wk ago: Current month up $0.10 ; Nov. up $0.60; Dec-Aprup $0.20-0.40; May-Sept. up $0.05-0.15 12-Month Avg. 18.3511T

1796 19.32  19.05 18.33 1811 1815 18.18 1817 1817 18.24 18.25 18.22 il
Avera =e CLASS IV MILK FUTURES ($/CWT) vs. wk ago: Generally steady to $0.15 higher, mostly $0.05-0.10 higher 12-Month Avg. 18.0211
bas,-s,%, 17.05 18.05 18.25 1815 18.09 1823 1813 1811 18.09 18.06 18.02 18.00 m
[N e — HIGHEST & LOWEST DAILY SETTLE PRICE FOR CL. lll OVER LIFE OF CONTRACT & MONTH / YEAR IT OCCURRED-----------r-ennr-en
Eastand ~ 19.97 0521 19.66 0521 19.2905/21 18.95 0521 18.42 04/21 18.21 05/21 18.16 0521 18.2105/21 18.19 05/21 18.2505/21 17.9505/21 17.98 09/21
Mid-East ~ 14.5003/20 14.2103/20 14.1903/20 14.50 03/20 14.25 03/20 14.70 03/20 14.85 03/20 14.7503/20 14.7103/20 14.62 03/20 14.69 03/20 14.92 03/21
“ MILK BASIS ($/CWT) — PA BASIS & 2016-19 AVG OF PA/NY/VT/OH — YOUR INDIVIDUAL BASIS WILL VARY (MAILBOX - CLASS 3)
WRSN PA 060 079 117 062 153 229 182 158 099 103 095 079
pice 'AVG 0.74 1.38 0.85 1.67 2.55 2.15 1.66 1.45 1.25 1.31 1.15 0.67
over  DMC OFFICIAL GROSS MARGINS per cwt.(USDA All-Milk, com/ alfalfa hay & lllinois soybean prices, feed for all classes of dairy cattle on the farm)
Feed DMC JUNE-20 JULY-20 AUG-20 SEP-20 O0CT-20 NOV-20 DEC-20 JAN-21 FEB-21 MAR-21 APR-21 MAY-21 JUN-21 JUL-21 *AUG-21
Cost 9.99 1241 1083 940 1113 1187 878 714 6.22 646 694 689 6.24 568 *525 1l
percwt.  U.S, AVG MILK MARGIN per 100 Ibs milk based on 75-Ib herd avg & USDA’s All-Milk price, USDA-reported com & alfalfa hay & Ill. soybean prices (lactating feed only)
YELLOW  May.20 JUN-20 JUL-20 AUG-20 SEP-20 OCT-20 NOV-20 DEC-20 JAN-21 FEB-21 MAR-21 APR-21 MAY-21 JUN-21 JUL-21 *AUG-21
payment 8.06 1259 15.04 1343 1233 1444 1547 1251 1125 1051 1066 11.31 11.53 10.77 10.09 *9.68 1l
triggered PA AVG MILK MARGIN per 100 Ibs milk based on 75-Ib herd average and USDA's PA All-Milk price, USDA com & alfalfa hay & Buff., NY soybean prices (lactating feed only)
6.79 944 1267 1110 1091 1131 1236 1053 856 815 924 937 976 10.20 979 *040 U
CLASS Il MILK ($/CWT) OPTIONS — PUTS — Daily Strike Price / Premium
18.07 0.07 19.250.28 19.250.83 18.500.92 18.250.92 18.251.01 18.251.04 18.251.09 18.251.10 18.251.09 18.25 1.12 18.251.17
DEC-21 MAR-22 JUL-22 Example DEC-21 MAR-22 MAY-22
CORN ($/BU) OPTIONS — CALLS Daily Strike SOYMEAL ($/TON) OPTIONS — CALLS
4853270 5.003740 5.5032.20 Price / Premium 280 3220 280 3825 290 35.10
i 5700230 6.8002.00 7.5004.00 325 0345 350 0450 380 0345
CORN FUTURES ($/BU)
DEC-21 MAR-22 MAY-22 JUL-22 SEP-22 DEC-22 MAR-23 MAY-23 JUL-23 SEP-23 DEC-23 JUL-24 REND
5.390 5.474 5,514 5514 5356 5.344 5.406 5.430 5.422 5.064 4.954 5.042 il
WEEKAGO
5122 5.220 5280 5302 5176 5146 5212 5230 5222 4906 4.814 4.900
SOYMEAL FUTURES ($/TON)
A | DEC-21 JAN-22 MAR-22 MAY-22 JUL-22 AUG-22 SEP-22 O0CT-22 DEC-22 JAN-23 MAR-23 REND
5‘ 328.8 3273 3274 329.3 3322 333.0 3328 331.0 3324 331.8 3273 3264 il
WEEKAGO
311.7 3138 316.6 320.2 3240 3248 3256 3249 326.8 327.1 3250 326.2
*=yEw PAMILK MARGIN & IOFC-LATEST PSU VALUES - *AUG 2021 CME DAIRY CASH-SETTLED FUTURES ($/LB) 10/20/21  SPOT CASH TREND
FEED COST 10FC ($/COW  PA MILK MARGIN OCT NOV DEC JAN FEB MAR APR 10/20/21
FEED = ($/CWT milk) @ 75 Ibs milk) ($/CWT milk) NFDM 1.365 1.450 1482 1.481 1473 1460 1446 1T 1.5200 11
SIOWT. sAUG estimateq) *9.3311 *7 0511 *9 4011 WHEY 0548 0592 0610 0.607 0600 0595 0585 1T 0.6000 NC
I0FC =  PREV MO 903 734 979 BUTTER 1.780 1.825 1.807 1.790 1.790 1.845 1.867 11 1.8000 Il
$COW YR AGO 700 832 110 CHEESE 1.783 1.889 1.853 1.782 1.761 1766 1.777 11 See Below

CME SPOT CHEESE: BARRELS 1.8100/ 40 LB BLOCKS 1.7500 1T /1l

bk B maisoc *=NEW ANNOUNCED FEDERAL ORDER PRICES (s/cwn) CURRENT FEDERAL ORDER VALUES ($/L8) * = *NEW
SE 210387 1938 *CL 1 ADVTT CLIITT  CLNTT  CL VT ALLMILK-US ALL-MILK-PA | WEIGHTED AVG. 4-WK *SEPT. 1-25,2021 *SEPT. 2021
NENG $19.20 3.90 loss *17.98nov) 16.89ser) 16.53(sep) 16.36(ser) 17.70(auc)ll 18.40(auc)LL| PRODUCT  VALUE MAKEALLOW NET COMPONENTS
o $1730 504 S18.41 MONTHAGO 3.88F 384F CHEESE 16411 02003 1.4408 11 PROT 2.6010 11
Wi s1630 356 1830 17.08 16.51 1595 1592  17.90 18.50 BUTTER 1.7725 0.1715 1.6010 1T B.FAT 1.9388 Tt
ML AT HE YEARAGO NFDM  1.2816 0.1678 1.1138 1T N.FAT 1.1027 11
NY $18.30 386 $17.17 18 ()4 13.16 1643 1275 18.60 18.60 DRYWHEY 0.5336 0.1991 0.3345 1l OTHER 0.3445 1l
PAwestern PAonly ~ $17.75
::CJNAS ﬁzgggi 1723 CATTLE - DAIRY PURPOSES ($/HD) NORTHEAST (Avg. OCT. 13, 2021 sale New Holland, PA)
MN $18.10 4.04 $17.30 res red Springing re pringing Beefx pen: s Bee - S - S (1100-1300 Ib)
N COWS: Fresh Bred S HEIFERS: Bred S Beefx  Open: 300-600 Ibs BeefX 600-900 Ibs 900-1000 Ibs BULLS
[ $15.00 403 41706 1050 1025 1000 700 1000 N/A 400 300 575 600 10000
ioxse1690 595 $1550 IS ADE COMARIEO
"NM $15.80 3.67 $14.84 1125 N/A 1030 800 1100 700 460 N/A 750 830 600LTD
pice  Avg. of prices reported by USDA Market News for FED HOLSTEIN STEERS ($/CWT LIVEWEIGHT) CURRENT BeefX WEEKAGO YRAGO
averages do PA Auction Markets Oct. 14-19, 2021 Choice & Prime 1250-1550 Ibs light test 98.25 94.10 82.00 11
ctreis. CULL MARKET COWS (5/CWT LIVEWEIGHT BULL CALVES: No. 1 & 2, 90-130 Ibs 7500 21500 9500  100.00 U
‘common’  Premium White Breakers Boners Lean 70-85 Ibs 55.00 215.00 80.00 N/A 1
N/A 70.8510 555011 46.60l!
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