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The KDM Dairy Report - June 2", 2006

On the bright side:

e This week’s NASS survey r(_aflects recent gains in the cash F,\ln]gr"rtis ':,ré?oazy ';rs'?;sy Change A;g;x;e ;?g
cheese market. Blocks gained 1.7¢ to average $1.17/lb, Close | Close Price
while barrels gained 2.5¢ to $1.18/Ib.

e Processors in the Midwest were able to handle the milk | Jun-06 | $11.32 | $11.45 | ($0.13) | $12.41 | $13.50
during the holiday weekend better than expected, according | Ju1-06 | $11.93 | $11.99 | ($0.06) | $12.85 | $13.75
to Fluid Milk & Cream Review. Plants did run on extended | aug-06 | $12.30 | $12.33 | ($0.03) | $13.28 | $14.19
schedules, but slowdowns were minimal. Sep-06 | $12.50 | $12.50 | $0.00 $13.78 | $14.67

e Fluid Milk & Cream Review reports the milk supply in 0ct-06 | $12.55 | $12.50 | $0.05 $13.21 | $14.00
California appears t(_) be in baIanc_e, and processors were Ty e o0 49 | $12.40 | $0.09 $12.32 | $13.34
able to handle the milk over the holiday weekend quite well.

In addition, lack of dairy quality hay continues to be an | 2€c-06|$12.25 | $12.18 | $0.07 | $12.44 | $13.53
ongoing concern for producers. Jan-07 | $12.40 | $12.27 $0.13 $12.27 | $13.08

e Dairy Market News reports less milk flowed into dryers than | Feb-07 | $12.25 | $12.10 | $0.15 | $11.68 | $12.34
was anticipated over the holiday weekend. As a result, | Mar-07 | $12.35 | $12.11 $0.24 $11.82 | $12.51
nonfat dry milk prices are steady to higher. No NDM was | Apr-07 | $12.43 | $12.23 | $0.20 $12.19 | $13.36
offered to the CCC from either the central or eastern | may-07 | $12.40 | $12.19 | $0.21 $12.22 | $13.51
regions. Jun-07 | $12.49 | $12.43 | $0.06 | $12.41 | $13.50

» The cheese market is surprisingly strong despite heavy | jy1-07 | $12.70 | $12.63 | $0.07 | $12.85 | $13.75
production, according to Dairy Market News. As a result, Aug-07 | $12.85 | $12.74 | $0.11 $13.28 | $14.19
bujersate acing new s, 1 0 eAt U TEXL M [ sep-o7 [ s1200 | 31202 | so4 | srams | sra
keeping inventories from building. oct-07 | $12.75 | $12.67 $0.08 $13.21 $14.00

e A recent article in Western Dairy Business suggests that the Nov-07 | $12.55 | $12.49 | $0.06 $12.32 | $13.34
cost of running a dairy has gone up by $1/cwt due to price | Dec-07 | $12.40 | $12.30 | $0.10 | $12.44 | $13.53

increases for feed, energy, environmental compliance and higher interest rates.

The author suggests $14/cwt is

needed to break even for the average dairy in the West, yet current fundamentals don't suggest we'll reach those
levels in 2006. The implication here, is that today’s lower prices may hasten a price recovery sooner rather than later

if some operations are forced to exit.
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was 9.2% higher. Finally, strong demand pushed dry whey production 10.3% higher than last April.

e Though NASS cheese numbers showed an increase, dry whey was on the decline again, losing 0.5¢ to 27.7¢/Ib.
Weekly cold storage numbers continue to reflect increases in inventory. Through 5/29, cheese stocks were up 2%

and butter stocks up 14%.

e Butter continues to pile up at CME warehouses. For the week ending 05/27, 2.6 million Ibs were added vs. only
933,000 Ibs during the same period a year ago.

¢ Alocal cheese plant we work with indicates sales are starting to slow down.

e Warm weather is slowing milk output in the Southeast, but with schools out, volumes remain excessive in all areas.
Fluid Milk & Cream Review reports plants in the Northeast continue to run at full capacity as well.
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recent commitment of

traders report shows that from 5/16 to 5/30, 1,285 non-commercial short positions were liquidated, vs. only 254 long
positions, putting the long-to-short ration at a much more even level. Continued strong production took its toll on the
front months this week as they all registered losses, but strong demand and higher operational costs for dairies are
starting to lend support to the 2007 contracts. The 2007 average increased another 12¢ this week to stand at $12.54,
while the first half of 2007 improved 17¢ to average $12.39. That's 29¢/cwt higher than the Jan-Jun 10-yr average of
$12.10. In particular, the Feb and Mar 2007 contracts are nearing their top-third historical averages of $12.34 and
$12.51 (see chart). You may want to consider hedging some of your 1% quarter production at these levels or defend
them with PUT options. For the balance of 2006 we would continue to use PUT options to place a floor under your
production. Call us for specific strike prices and targets!

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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