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Market Notice

	Number:
	A1080

	Date:
	22 July 2009


Wheat Grade Discount applicable to deliveries through the exchange

Following correspondence from Grain South Africa and National Chamber of Milling indicating they will no longer provide the relevant wheat grade discounts which are applied to contracts delivered in completion of a futures contract, the JSE in consultation with the Advisory Committee has agreed on new methodology to determine these discounts.
The methodology agreed is more simplified than the previous process however achieves the same objective with the only input required being the December wheat futures MTM data. Based on a detailed study undertaken by industry in 1996, it was accepted that a percentage, namely 4% and 8%, would be applied to the base grade to differentiate the protein and hectolitre mass qualities. 
The Advisory Committee did debate implementing a percentage discount instead of the usual absolute value, however the majority supported the fixed Rand amount per marketing season as this was more practical to administer. Since a percentage discount would result in the value of the commodity changing daily, the impact to industry was far reaching and so the status quo was supported.
The methodology agreed to and which will be implemented for the new marketing season commencing 1 October 2009 is as follows:
· A arithmetic average of the near dated December expiry daily mark-to-market (mtm) for the JSE wheat futures contract will be referenced

· The rate will be finalized including mtm data on the 15th September each year (if this is not a business day, the first business day prior), 

· 65 trading days data will be used, equivalent to 3 months 

· The December expiry is only expiry month considered in the methodology 

· Once the average futures price is calculated for the period, then 4% and 8% is applied to this value to determine the B2 and B3 wheat grade discount for the next marketing season.

· The final grade discount will be rounded off 

An example considering the previous marketing season’s data:

Using Dec08 mtm data from 17 Jun08 – 15 Sep08, the 65 data points resulted in an average price of R3616.05, applying a 4% and 8% discount would result in the B2 grade discount as R145 and B3 grade discount would be rounded off to R290. 

We trust the above methodology and the fact that it can easily be replicated will assist the market with forward planning. The JSE will strive to publish the grade discounts the same afternoon when finalized.

As a reminder regarding the wheat discounts, the JSE will ensure the standardized storage rate and location differentials are finalized by the last business day in August of each year, note that the PPI figure as published at the end of July will be referenced for storage rate adjustments. The origin discount will be finalized before the introduction of the Dec expiry of each marketing season.
Should there be any further questions contact Chris Sturgess on 011 5207299 or email chriss@jse.co.za .
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