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Land O'Lakes, Inc.

APATONGTON AVE N, ARDEN HILLS, bt 5124. 2998

Maieg sderass: PO Box 118, Mirasassg MN 8522000015 Land O'Lakes Dairy Eoody

Tasonana: (612 a51-2222

Mr. Myron R MeKinl

Chicage Regional Milk I‘ fareating Order

PO Bax 4489 ?
Lisle, IL &0:32-948%

Dear Mr. Meliniey,

This letzer presants the vizws of Land O’ Leakes,
formula price under Federal Mk Marketing Orders,

Aq eiternative approach o g2t
arguiments to support the dex
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aime resulis 13 the use of milk fureres prises. Hers are

1. Futures prices represant the valve of ik, not the products of milk and other ingredients.

2. Fuwres markets are competitive, Anvone and evervone can chooss o buy or sell milk on
futures markets base on his or her perwmlon of the value of milk. Anvene who believes
thar milk s undervaived can suy futures a prouwrom 1t it the oeltaris ¢ arrect. Anyone
who balleves thar r:*.f}k soovarvalued can sall futures and profit it this belielis
correct. Buyers and seflers ol milk futures will pursue such profi the process,
rove the price (oward competitive eqma:orxum.

3. Futures marke! prizes sutomatically and simultaneously take into aeelun: rdgments
abour the supgly of il the demand for milk. the composition o milk the costs of
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corverting mixn sroducts, and the value of procucts made rom mils. From all these
factors, opiriens 22 Zormed about the value of milk. These opimions are then expressed
oy ooowillingress oo twe orsell milk arihe prevating price
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4 There 15 no need to es:imatﬁ or calevizre all the forges em DQL. ed in the price of milk and
then s:wpress them in 2 product formula orice. At any point in time some or all of the
factors in the formulz wiil depart rom acual markst conditons, and e formula price will -
be wmng. '
5. Futures markets provids & measure of mii\;prices in advanca, For exzmple, milk that

wili be _c-roduced and r;iew.-‘ered i the month of August, October and Decemper, 1998
and February, Apriand June 9167 is being bought and sold tedav. Trereis g price at

r

which anvone czn buy or sell August (or any other futures contract momh) milk today

Ttis doubtful that futures market prices car be used dirsctly as the basic formule privce. We have
enough experience to kndw that they excesd the amount paid to Grade A produzers in the Upper
Midwest. They represent t=z value of milk soid from a plant in So"trﬂe“n Wisconsin and Northern
Illinois, so they take inic azzount the price pald to farmers, the cost of procur _.z anc assembling
the milk, ang the opponumiy value of spor sales Som the plant,

The difizrence between 2:7 [evel pav prices and Sutures orices s callad the “Zesis™. So far, only
three futuras contracts heve manurad, so w2 have oo littls sxseriencs 10 acouraisiy estimats the
basis. However, by the time 2 new basic formuiz price 5 adopted, we will havz five umes the
experience we have today. 175 likaly that at that time we forecas: the Dasis with reasonable
2CCUracy

To mzke the mtures price usatie a5 a basic formula pF'ICE it will be necessary to deduct the Upper
}vﬁdwest' As with» sl.g t" competitive A price survey, it also would bz wise 1o deduct a
factor represenung the vajue cfpe formanca premiums for quality, compositon and volume.

To summariza, futures prices represent a superior orm ofar' discovery for miik, They

h
pedtive inz=rest and Information, they arz simple to acquire
e, and they 0o nol require anv tzonnical juJ< 12NL5 a“\ ut 53[“;*.&5, survey

e 1 prices P DrOCessing costs
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Yz urgs vour consideraiion ol using either the competitive A/B survey price, o7 the futures price
= bt g
4 Federal Milk Grdars.
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Paul & Chrzst

Vooe President, Dairy Plarning & Analvsis



