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Milk market has been on a wild ride... EDAIRY 1AM Corn prices on the same wild ride... EDAIRY TEAM
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SBM prices also increased sharply...
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It's not just grain prices...
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Ethanol has increased the demand for corn...
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Annual Ethanol Production and Corn Used for Ethanol
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Existing and new ethanol plants

Source: Renewable Fuels Association (RFA)
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Kansas Monthly Hay Prices
Monthly Nearby Soybean Meal Futures Price Source: Kansas Agricultural Statistics
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10/9/07 — 202 plants / capacity of 13.45 bgy

Current ethanol plant capacity: 132 plants, 6.93 billion gallons/year

Expansion and new construction plant capacity, 80 plants, 6.48 billion gallons/year

SLabe capacity. mgpy
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% of Acres Needed for Ethanol Production*

Source: USDA NASS and KSU
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*Based on 2002-06 avg yield and 2007 acres

Ethanol expansion is going to create some interesting dynamics...

Ethanol Profitability...
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Feed prices will be high for awhile...
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Harvest (CBT-Z) futures for corn, 1982-2010
harvest in October; 07-10 based on futures prices 11/09/2007
07-10 average is 75% above 82-06 average
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Feed prices will be high for awhile...
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Harvest (KBT-N) futures for hard red winter wheat, 1982-2009
harvest in June; 07-09 based on futures prices 11/09/2007
07-09 average is 85% above 82-06 average
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Feed prices will be high for awhile... _ s
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Feed prices will be high for awhile...
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Harvest (CBT-X) futures for soybeans, 1982-2009 Harvest (CBT-Z) futures for soybean meal, 1982-2009
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Outlook for 2008 assumptions... (st Milk prices expected to soften...
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Milk prices based on futures market adjusted for
basis (plus assumed a premium of ~$1.10/cwt)

Feed prices based on corn and SBM futures
adjusted for basis

Costs based on KSU budgets and adjusted where
appropriate (based on economic costs not cash flow)

Production based on 2008 projected value of
22,500 (2006 values range considerably for IA,MN,SD)

Interest rate of 8.25%, 50% equity (total investment in
buildings and equipment of $3,750/lactating cow)
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Forecast is 11/09/07 closing futures prices
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Milk prices still strong historically...
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2008 price seasonality...
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Historical Milk Prices in Kansas vs. 2008 Futures
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Historical basis is highly variable... 3y Basis forecast using 3-year average... 3y
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IA/MN/KS/NE Basis (Class il price less Mailbox price) Average Annual Basis (2007 is Jan-Jul)
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Forecasted cash price for NW States... _(5q)
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Feed prices not backing down... _( et

Forecast is 11/09/07 closing futures prices
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2008 Futures Price and Predicted Cash Price Monthly Nearby Corn Futures Prices
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Corn prices expected to strengthen... (s Feed prices not backing down... (W=
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Forecast is 11/09/07 closing futures prices
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SBM price, $/ton

Monthly Nearby Soybean Meal Futures Price
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SBM prices expected to strengthen... (W

Forecast is 11/09/07 closing futures prices
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Average Nearby Soybean Meal Futures Price

Feed costs per cwt of milk...

Based on 11/09/07 closing futures prices for corn and SBM and adjusting for basis a:,!?;’\‘\!!f,\,)l,\l"],,{m

Feed Cost per Cwt of Milk Produced
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Projected Costs and Returns for Midwest Dairy in 2008

PRODUCTION LEVEL Cashflow Economic Cashflow Economic
Total pounds milk sold/cow/year 22,500 22,500 22,500 22,500
Daily milk production, Ibs. 72.1 72.1 72.1 721

RETURNS $ per cow $ per cwt
Milk Sales $3,983 $3,983 $17.70 $17.70
Other Income 519 519 $2.30 $2.30

A. GROSS RETURNS $4,501 $4,501 $20.00 $20.00

VARIABLE COSTS
Feed $1,703 $1,703 $7.57 $7.57
Other operating 805 885 3.58 3.93
Labor 348 348 1.54 1.54
Replacements and breeding charge 755 989 3.36 4.40
Facilties and equipment 221 390 0.98 1.73

TOTAL COSTS $w $17.03 $19.18

RETURNS OVER TOTAL COSTS $669 $186 $2.97 $0.83

BREAKEVEN MILK PRICE, $/cwt $14.73 $16.87 $14.73 $16.87

ASSET TURNOVER 80.7% 80.7%

NET RETURN ON ASSETS 11.29% 11.29%

RETURN ON EQUITY 14.62% 14.62%

27

* Margins are positive, but they are relatively tight
so it is important to recognize where your major
risks are

* Risk of market prices is always important
— Milk price

— Feed costs

* Production risk
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Production and milk price risk... a.ﬁ(\,,w‘:‘,mm
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Figure 1. Sensitivity of Return on Assets to Milk Production & Milk Price

Region/year => Midwest (2008)

Milk Average Milk Price, $/cwt

production $15.07 $15.57 $16.07 $16.57 $17.07 $17.57 $18.07
64.6 0.75% 2.56% 4.36% 6.17% 7.98% 9.78% 11.59%
67.1 2.25% 4.12% 6.00% 7.88% 9.75% 11.63% 13.51%
69.6 3.74% 5.69% 7.63% 9.58% 11.53% 13.48% 15.42%
72.1 5.24% 7.25% 9.27% 11.29% 13.30% 15.32% 17.34%
74.6 6.73% 8.82% 10.91% 12.99% 15.08% 17.17% 19.25%
77.1 8.23% 10.38% 12.54% 14.70% 16.85% 19.01% 21.17%
79.6 9.72% 11.95% 14.18% 16.40% 18.63% 20.86% 23.08%

ROA is positive everywhere, but anytime it is below the interest
rate this could lead to cashflow concerns (depending on equity
position).
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Production and milk price risk... (s
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Figure 2. Sensitivity of Return over Total Cost/Cow to Milk Production & Milk Price

Region/year => Midwest (2008)

Milk Average Milk Price, $/cwt

production $15.07 $15.57 $16.07 $16.57 $17.07 $17.57 $18.07
64.6 -$397.44 -$296.64 -$195.85 -$95.06 $5.73 $106.52 $207.31
67.1 -$315.51 -$210.82 -$106.12 -$1.43 $103.27 $207.96 $312.65
69.6 -$233.59 -$124.99 -$16.39 $92.20 $200.80 $309.40 $418.00
72.1 -$151.66 -$39.16 $73.34 $185.84 $298.34 $410.84 $523.34
74.6 -$69.74 $46.66 $163.07 $279.47 $395.87 $512.28 $628.68
77.1 $12.19 $132.49 $252.80 $373.10 $493.41 $613.71 $734.02
79.6 $94.11 $218.32 $342.53 $466.74 $590.95 $715.15 $839.36

Economic returns per cow start going negative with fairly small
drops in prices, or as production declines.
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Production and milk price risk... a.ﬁ(\,,w‘:‘,mm
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Figure 2. Sensitivity of Return over Total Cost/Cow to Milk Production & Milk Price
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Production and feed cost risk... (g
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Figure 3. Sensitivity of Return over Total Cost/Cow to Milk Production & Feed Price

Region/year => Midwest (2008)

Milk Average Lactating Cow Feed Price, $/cwt*

production $9.63 $9.88 $10.13 $10.38 $10.63 $10.88 $11.13
64.6 $24.91 -$15.08 -$55.07 -$95.06 -$135.05 -$175.04 -$215.03
67.1 $121.25 $80.36 $39.47 -$1.43 -$42.32 -$83.22 -$124.11
69.6 $217.60 $175.80 $134.00 $92.20 $50.41 $8.61 -$33.19
72.1 $313.94 $271.24 $228.54 $185.84 $143.14 $100.44 $57.74
74.6 $410.28 $366.68 $323.07 $279.47 $235.87 $192.26 $148.66
77.1 $506.62 $462.12 $417.61 $373.10 $328.60 $284.09 $239.58
79.6 $602.96 $557.55 $512.15 $466.74 $421.33 $375.92 $330.51

* Feed prices for dry cow diets and heifer pre-calving diets change proprionately.

Higher feed prices are not devastating so long as production
remains high.

32




Input and output price relationships...
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Location of world’s dairy cows...
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[ EU dairy producers lay out sector reforms
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