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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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Monthly Class Il Announced Price Monthly Nearby Corn Futures Prices
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SBM prices also increased sharply...
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It's not just grain prices...
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] Kansas Monthly Hay Prices
Monthly Nearby Soybean Meal Futures Price Source: Kansas Agricultural Statistics
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Ethanol has increased the demand for corn... %) Existing and new ethanol plants %)
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% of Acres Needed for Ethanol Production*
Source: USDA NASS and KSU

ey

= DAIRY TEAM

KANSAS STATE UNIVERSITY

Pt of s

T
e ow
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Ethanol expansion is going to create some interesting dynamics...
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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 11/02/2007
07-10 average is 72% above 82-06 average
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Feed prices will be high for awhile... EDAIRY 1EAM
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Harvest (KBT-N) futures for hard red winter wheat, 1982-2009
harvest in June; 07-09 based on futures prices 11/02/2007
07-09 average is 85% above 82-06 average
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Feed prices will be high for awhile... Rﬁ(\";;;mm
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Feed prices will be high for awhile... _ s
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Harvest (CBT-X) futures for soybeans, 1982-2009 Harvest (CBT-Z) futures for soybean meal, 1982-2009
harvest in October; 07-09 based on futures prices 11/02/2007 harvest in November; 07-09 based on futures prices 11/02/2007
07-09 average is 65% above 82-06 average 07-09 average is 38% above 82-06 average
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Outlook for 2008 assumptions... _Lhsf Milk prices expected to soften... _ (s

ZDAIRY TEAM

KANSAS STATE UNIVERSIT

* Milk prices based on futures market adjusted for
basis (plus assumed a premium of ~$0.50/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 2006 average for WA of
23,270 pounds and 2008 projected value of 23,770

* Interest rate of 8.25%, 50% equity (total investment in
buidlings and equipment of $3,750/lactating cow)
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Forecast is 11/02/07 closing futures prices
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Monthly Class lll Announced Price
22

—e—Actual —o—Forecast

: ()
m A
Wop [

$lewt
—\\1
— Y
e ¥

14

AL
v

10

e

8 T T TT T TTTTTTPTPTTTTTTT TTTTTT  TT

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

114




Milk prices still strong historically... _( 534

Forecast is 11/02/07 closing futures prices
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Historical basis is highly variable... _( 534
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NW States Basis (Class Ill price less Mailbox price) Average Annual Basis (2007 is Jan-Jul)
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Basis forecast using 3-year average... sy Forecasted cash price for NW States... _(s3
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Futures is 11/02/07 closing futures prices

= DAIRY TEAM

BANSAS STATE UNIVERSITY

2008 Futures Price and Predicted Cash Price
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Feed prices not backing down...

Forecast is 11/02/07 closing futures prices
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Corn prices expected to strengthen...

Forecast is 11/02/07 closing futures prices
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Monthly Nearby Corn Futures Prices
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Average Nearby Corn Futures Price
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Feed prices not backing down...

Forecast is 11/02/07 closing futures prices
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SBM prices expected to strengthen...

Forecast is 11/02/07 closing futures prices
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Monthly Nearby Soybean Meal Futures Price
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Average Nearby Soybean Meal Futures Price
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Feed costs per cwt of milk...

Based on 11/02/07 closing futures prices for corn and SBM and adjusting for basis BL,‘I..);’\‘\!!'\K,“.\I,‘],,{\,“
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In spite of high feed costs, 2008 has potential... .,,.ﬁ(“,wmm
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7.60 PRODUCTION LEVEL 2006 2008 2006 2008
Total pounds milk sold/cow/year 23,270 23,770 23,270 23,770
755 T Daily milk production, Ibs. 745 76.1 745 76.1

7.50 1 RETURNS $ Per Cow $ Per Cwt
Milk Sales $3,889 $3,972 $16.71 $16.71
7.45 - Other Income 498 498 $2.14 $2.09
A. GROSS RETURNS $4,386 $4,470 $18.85 $18.80

7.40 VARIABLE COSTS
- Feed $1,726 $1,749 $7.42 $7.36
5 7.35 + Other operating 907 914 3.90 3.84
A Labor 318 318 1.37 1.34
7.30 Replacements and breeding char¢ 989 989 4.25 4.16
Facilties and equipment 380 380 1.63 1.60
7.25 1 TOTAL COSTS $4,321 $4,351 $18.57 $18.30
RETURNS OVER TOTAL COSTS $65 $119 $0.28 $0.50
7207 BREAKEVEN MILK PRICE, $/cwt $16.43 $16.21 $16.43 $16.21
715 | ASSET TURNOVER 80.0% 81.5% 80.0% 81.5%
NET RETURN ON ASSETS 9.15% 10.15% 9.15% 10.15%
7.10 RETURN ON EQUITY 10.33% 12.32% 10.33% 12.32%
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 123 124
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2008 has potential, but... DAY M Production and milk price risk... Enti
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* Margins are positive, but they arerelatively tight
so it is important to recognize where your major

risks are
* Risk of market prices is always important
— Milk price

— Feed costs

e Production risk
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Figure 1. Sensitivity of Return on Assets to Milk Production & Milk Price

Region/year => ID/WA (2008)

Milk Average Milk Price, $/cwt

production $14.70 $15.20 $15.70 $16.20 $16.70 $17.20 $17.70
68.6 -0.42% 1.53% 3.49% 5.44% 7.40% 9.35% 11.30%
711 0.94% 2.96% 4.99% 7.01% 9.04% 11.06% 13.08%
73.6 2.29% 4.39% 6.48% 8.58% 10.68% 12.77% 14.87%
76.1 3.65% 5.82% 7.98% 10.15% 12.32% 14.48% 16.65%
78.6 5.01% 7.24% 9.48% 11.72% 13.96% 16.20% 18.43%
81.1 6.36% 8.67% 10.98% 13.29% 15.60% 17.91% 20.22%
83.6 7.72% 10.10% 12.48% 14.86% 17.24% 19.62% 22.00%

ROA is positive almost 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...
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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 Figure 2. Sensitivity of Return over Total Cost/Cow to Milk Production & Milk Price
Region/year => ID/WA (2008) 0
Milk Average Milk Price, $/cwt ‘ —4—$1520 =0—$16.20 -E—3$17.20 ‘
production $14.70 $15.20 $15.70 $16.20 $16.70 $17.20 $17.70 600
68.6 -$456.22 -$349.08 -$241.94 -$134.80 -$27.66 $79.48 $186.62 3
71.1 -$383.33 -$272.28 -$161.24 -$50.19 $60.85 $171.90 $282.94 % 400 -
73.6 -$310.43 -$195.48 -$80.53 $34.41 $149.36 $264.31 $379.26 g
76.1 -$237.53 -$118.68 $0.17 $119.02 $237.87 $356.72 $475.57 % 200 4
78.6 -$164.63 -$41.88 $80.88 $203.63 $326.38 $449.14 $571.89 s
81.1 -$91.73 $34.93 $161.58 $288.24 $414.89 $541.55 $668.21 §
83.6 -$18.83 $111.73 $242.29 $372.85 $503.40 $633.96 $764.52 ; 0 ‘
j7)
24
Returns per cow start going negative with fairly small drops in 200 | szs”ggjgg'if ;chus
prices, or as production declines. your efforts on what
you can best manage.
-400 J
66 68 70 72 74 76 78 80 82 84 86
Daily Bulk Tank Average, pounds/cow
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A Input and output price relationships... _{ e

Production and feed cost risk...
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Figure 3. Sensitivity of Return over Total Cost/Cow to Milk Production & Feed Price

Region/year => ID/WA (2008)

Milk Average Lactating Cow Feed Price, $/cwt*
production $9.56 $9.81 $10.06 $10.31 $10.56 $10.81 $11.06

68.6 -$10.42 -$51.88 -$93.34 -$134.80 -$176.26 -$217.72 -$259.18
71.1 $76.90 $34.53 -$7.83 -$50.19 -$92.56 -$134.92 -$177.28
73.6 $164.21 $120.95 $77.68 $34.41 -$8.85 -$52.12 -$95.38
76.1 $251.53 $207.36 $163.19 $119.02 $74.85 $30.68 -$13.49
78.6 $338.85 $293.78 $248.70 $203.63 $158.56 $113.49 $68.41
81.1 $426.16 $380.19 $334.21 $288.24 $242.26 $196.29 $150.31
83.6 $513.48 $466.60 $419.72 $372.85 $325.97 $279.09 $232.21

* 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.
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Monthly Class Il Milk and Nearby Corn Futures Prices Monthly Class Il Milk and Nearby Soybean Meal Futures Prices

!
!

5 A AN § i
H HIE
2 16 ) 2 T35 g @ 16 e 2
- 14 41 A £, o)
5w 2 3 5[5 w4
g JIDITRiDV EEN E
= 12 i’ F—+1 25 O = 12

10 L2 10 <Y

8 15 8

6 1 6

PP I PSP RS RPSDI®PEE @ SHIFT PP L HEN LD OPP S P
D DY O O O O & O” L & S & O B 937 7 O & L” K & S L
FFFFT S FLEETE T TS FFFFSFFEFFE LTI

B oe N oM™ oW ow

5 &5 B8 B 8 8

8 8 8 & 8 8
SBM price, $iton

a
3

o

Correlation between:
Corn & milk prices =0.317; SBM & milk prices =0.317; Corn & SBM prices = 0.622

While these relationships are positive (i.e., prices tend to move in the
same direction), it is not a particularly strong relationship. Thus, be
careful locking in one price and not the other...
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Location of world’s dairy cows... Rﬁ(‘m\,,‘mm
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Location of world’s milk production...
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World Dairy Cow Inventory World Milk Production
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Based on current futures market prices
— Milk prices in 2008 will be lower than last year
— Feed prices in 2008 will be higher than last year

» Profit outlook is positive assuming you are getting

» Price risk will likely be a major factor in 2008,

average or better production and capturing
economies of size regarding overhead costs

especially on the feed price side

134




(= hgManager: Crops, Livestock, Marketing, Farm Management, Agribusiness, News, Outlook, Tax Law, - Windows Internet Explorer.
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Grain Outlook Radio Program
MNovember 2, 2007 by Mike Woolverton
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MNovember 1, 2007 by Daniel OBrien
Updated Crop Basis Tool
MNovember 1, 2007 by Kevin Dhuyvatter
In The Cattle Markets

Ociober 25, 2007 by Jim MinieryLMIC

Livestock Outlook Radio Program
Ociober 25, 2007 by Jim Minier/LMIC

KFMA Monthly Newsletter
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Octaber 2, 2007 by Kevin Dhuyvetter
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