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The KDM Dairy Report - September 2"

On the bright side:

Futures | Friday | Friday | Change | Avg Top Top
August Class III settled at $13.60, below last year’s | Month | 09/02 | 08/26 Since | 3rd 5th
$14.04, but still well higher than its historical Close | Close 1995 | Price | Price

average of $13.28. Sep-05 | $14.26 | $14.20 | $0.06 | $13.72 | $14.66 | $15.58

Cash cheese continued to struggle higher, with 0Ct-05 | $14.28 | $14.08 $0.20 | $13.10 | $13.91 | $14.71

blocks increasing 3¢ for the week to close at $1.50 Nov-05 | $13.57 | $13.42 $0.15 | $12.22 | $13.09 | $14.34

today, while barrels moved a penny higher to
$1.49. Dec-05 | $13.26 | $13.18 $0.08 $12.34 | $13.49 | $14.61

Weekly cold storage holdings showing a continued | Jan-06 | $12.60 | $12.56 | $0.04 | $12.10 | $12.93 | $13.74
draw-down on the nation’s butter and cheese | Feb-06 | $12.38 | $12.28 $0.10 | $11.64 | $12.33 | $13.00

supplies. For the period August 01-29, butter | Mar-06 | $12.35 | $12.40 | ($0.05) | $11.88 | $12.60 | $13.30

stocks are down 12% and cheese stocks are down | Apr-06 | $12.33 | $12.30 $0.03 | $12.31 | $13.52 | $14.71

3%. May-06 | $12.45 | $12.42 | $0.03 | $12.35 | $13.69 | $15.01

For the week ending August 27", 6.2 million Ibs of Jun-06 | $12.72 | $12.62 $0.10 | $12.41 | $13.50 | $14.56

butter left CME-approved warehouses, and only 3.8 5,1 06 $13.13 | $13.16 | ($0.03) | $12.85 | $13.75 | $14.64

million Ibs came in, for a net drawdown of 2.4 AUG-06 | $13.27 | $13.24 | $0.03 | $13.28 | $14.19 | $15.09

- . o
million Ibs. Ending stocks are 12.6% below last Sep-06 | $13.54 | $13.50 $0.04 | $13.72 | $14.66 | $15.58

year’s levels.

Florida 255 tankers of Grade A milk last week, 29 |-0Ct-06 | $13.00 | $12.95 | $0.05 | $13.10 | $13.91 | $14.71
more than last week and 73 more than last year. | Nov-06 | $12.80 | $12.75 | $0.05 | $12.22 | $13.29 | $14.34

Also of note, much disruption has occurred in farm [ Dec-06 | $12.77 | $12.77 $0.00 | $12.34 | $13.49 | $14.61

pickups and deliveries of finished product in areas affected by Hurricane Katrina.

Hot weather in Southern California had cheese producers scrambling for more milk, according to Fluid Milk & Cream
Review. School milk programs are competing with plants for available supplies. Rain, heat and humidity have also
returned to Arizona and New Mexico, with 110 degree highs and warmer than normal nights.

The barrel supply remains tight, according to Dairy Market News. Some operations are moving milk out of block
production and into barrels to meet the demand. They also note that Mozzarella demand is picking up and Swiss
sales are strong.

Dairy Market News report the market for dry whey remains firm, with some plants sold out for the month of
September.

Weekly NASS numbers started moving higher, following recent cash increases. Blocks improved 1.9¢ to average
$1.41/Ib and barrels increased 4.9¢ to $1.43/Ib. Butter also moved higher, up 2.4¢ to $1.67/Ib.

Economy: Unemployment dropped to a four-year low of 4.9%, according to the Labor Department.

however....
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Higher prices at the pump appear to
be impacting consumer restaurant
spending. A recent survey by $22.00
restaurant industry research firm

—
Technomic  showed 18% of ™ /,r \

consumers had reduced spending at $15.00

fast-food outlets and 19% were / \

cutting back at full-service $16.00
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higher gas prices.
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according to Dairy Market News, with a projected 4-5% increase over last season.
e Cheese plants we work with indicate orders are lightening up, which is unusual for this time of year.
e Economy: The economic impact of Katrina could hurt the economy as energy prices remain high, and the nation faces

the largest insured loss in U.S. history of over $25 billion. Total economic losses could exceed $100 billion, according
to an article today in MarketWatch.com.

Recommendation: CME Milk Futures
$16.00

Month | Strike | Premium

Oct 14.00 .25

Nov 13.25 .25

Dec 12.75 .25

Jan 12.00 .25

Feb 11.75 .25

Mar 11.75 .25

Apr 11.50 .25

May 11.75 .30

Jun 12.00 .35
Our recommendation from last
week is virtually unchanged.
Seasonal buying and continued  $11.00

tight current cheddar supplies =
look to support the market in T
the short term, but long-term
prospects look negative. Enter | 1 Tap Bth Price =4 Tap 2rd Frice == Avg Sinee 1995 —dr— Fridap 09/02 Claze |
orders to buy the put options
listed in the table above. If filled, they would give you protection now, and buy you time to sell in to the market later or

buy higher levels of put options should the market rally longer than expected. It also leaves 100% of your production
open to the upside.
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Note: Our offices will be closed on Monday in observance of Labor Day.

Trading futures and commodities involves substantial risk and may not be suitable for all investors. You should carefully consider whether the risks involved in trading in
commodities is suitable for you or your organization in light of your financial condition. While the information we gather and present is deemed to be reliable, it is in no way
guaranteed. Neither the opinions expressed on this website nor in "The KDM Dairy Report", shall be construed as an offer to buy or sell any futures or options on futures
contracts. In addition, past performance is not necessarily indicative of future results.
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