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Update on Continued Progress of the California Dairy Future Task Force

This letter is to update you on the continued progress

of the California Dairy Future Task Force (DTF) and the
established working group’s progress at their last meeting
held on July 7,2014.

The DTF with the Dairy Advisory Committee invited, met
on July 7, to review presentations from the Class 4 Pricing
Reform Group (Pricing Group), Dr. Dan Sumner, the Quota
Working Group and a new pricing reform proposal from
the Dairy Institute of California (DIC Proposal)

The Pricing Group, as a result of the May 2, 2014 meeting,
was tasked with further exploration and evaluation of the
comprehensive hybrid milk pricing proposal proposed
by five dairymen (Producer Hybrid Proposal) with the
assistance of Dr. Sumner. In addition, they evaluated

the DIC Proposal. The Pricing Group evaluated both

the Producer Hybrid Proposal and the DIC Proposal
against their guiding principles and also focused on the
commonalities of the two proposals.

The Pricing Group:

The presentation focused on a comparison between the
Producer Hybrid Proposal and the DIC Proposal based on
nine guiding principles:

. Direct milk to the highest and best use

. Increase the value of milk for all stakeholders

. Incent innovation and new product development

. Appropriately share risk between processor and
producer

. Enhance risk management tools

. Reduce distortion of price signals

. Minimize regulatory uncertainty

. Promote competition

. Remove barriers to investment
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The Pricing Group found similarities in both proposals

in regards to indexing off of Federal Order prices and

the option for some form of de-pooling. With respect

to allocation of risk, risk management tools, and pricing
signals, the two proposals were found to perform similarly
where shares increased with decrease in regulation.

Michael Marsh, from the Quota Working Group
presented quota options that were generated by the
quota working group. Historically, the pool quota is
used to manage risk.

The following four options were presented:
Option 1: Status quo

Option 2: Equalization

Option 3: Bond

Option 4: Amortization

Dr. Daniel Sumner provided a presentation on the
economics of alternative hybrid, indexing and pooling
approaches to the California milk price policy.

A new pricing reform proposal was introduced by DIC
was based on the concept advanced by the Pricing
Group and the Producer Hybrid Proposal. The DIC
Proposal includes a 7-year transition from our current
pricing system to a system of competitive pay prices
and the pooling of Class 1, 2 and 3 differentials.

Their proposal:
+ Indexes Classes 4a and 4b to Federal Order Prices
« Allows milk to be de-pooled at increasing levels
« Allows for quota to remain or be eliminated
» Specifies contract enforcement provisions
+ Requires reporting of prices paid for milk that
is de-pooled

The next DTF meeting is tentatively scheduled

for August 13, 2014. Please use the email address
dairytaskforce@cdfa.ca.gov to ask questions to help
facilitate the level of understanding necessary for this
important dialog.

Yours truly,

AT

Karen Ross
Secretary



California Minimum Class Prices California Pool Prices

Hundredweight Prices Pool Price April May June
Class June July Aug. Quota $2404 $2277 $2275
1 No.Calif. ~ $25.10 $25.13 $25.28 Overbase $22.34  $21.07  $21.05
So. Calif $25.37 $25.40 $25.55
2 No. Calif. $23.27 $23.22 N/A o o . o
So.Calif.  $2350 52345 N/A California Milk Production
3 23.50 23.22 N/A . .
4a 223_1 9 ? N/A N/A Average Daily Basis: 2012, 2013, 2014
4b $19.07 N/A N/A
120 / \\
Quota Transfer Summary .
% 115 N
X
Quota Transfers May June July g \ . A
Number of Sellers 2 1 3 ém h“/\\/./;l(’ -
Pounds of SNF Quota = \b —e ~
Transferred 7,133 1,974 11,061 105 e
Average Price Per
Pound of SNF Quota $483 $525 $519
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February 2012 Milk Production included 29 days.

California Milk Production Cost Comparison, by Region, 2013-2014

North North South Southern Statewide
Qe Coast Valley Valley California Weighted Average
2013 | 2014 2013 | 2014 2013 | 2014 2013 | 2014 2013 | 2014
Dollars per Hundredweight
1st Quarter
Total Costs $24.44 $24.89 $17.64 $16.73 $17.57 $16.19 $16.96 $16.11 $17.69 $16.56
Total Costs & Allowances* $26.14 $26.92 $19.08 $18.38 $19.06 $17.84 $18.38 $17.76 $19.16 $18.22

*Includes an allowance for management and a return on investment.

California Alfalfa Hay Monthly Weighted Average Prices — Delivered

Week Ending June 27,2014 July 3,2014 July 11,2014 July 18,2014

Delivered Tons ‘ Price Range Tons ‘ Price Range Tons ‘ Price Range Tons ‘ Price Range

Tulare, Hanford Areas

Supreme 1,735 $345-$365 625 $350-$355 2,750 $350-$370 2,650 $350-$365
Premium 1,900 $340-$352 2,200 $340-$350 3,250 $335-$345 775 $345-$355
Good 10,100 $315-$330 1,250 $320-$330 4,900 $310-$330 2,925 $295-$320
Fair 3,325 $282-$310 2,050 $289-$300 8,175 $280-$300 2,450 $275-$290

Escalon, Modesto,
Turlock Areas

Supreme 2,525 $350-$375 2,655 $350-$368 4,775 $350-$375 5,300 $352-$375
Premium 1,890 $340-$365 4,700 $330-$350 825 $340-$350 1,325 $340-$357
Good 3,800 $315-$338 1,300 $320 150 $318-$330 2,360 $302-$325
Fair 1,575 $280-$300 1,400 $275-5290 4,150 $265-$305 1,925 $270-5280

Source: The Hoyt Report, Inc.
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Federal Order Minimum Class Prices

Hundredweight Prices

Class | June July Aug.
Phoenix, Arizona $25.21 $25.37 $26.22
Portland, Oregon $24.76 $24.92 $25.77
Boston (Northeast) $26.11 $26.27 $27.12
Class 1l $21.36 N/A N/A
USDA Dairy Cow Culling Activity
Region 9’ U.S. Dairy West Region 2
Week Dairy Cows Cows Price Range
Ending
Head Head S/cwt.
06/21/14 12,300 48,700 $89-5110
06/28/14 11,700 47,700 $86-5110
07/04/14 9,800 41,600 $94-$113
07/11/14 13,000 53,300 $89-$110

! Region 9 includes AZ, CA, Hl and NV
2 West region includes AZ, NV, UT, CA, ID, OR and WA

Source: USDA Market News: Report LM_CT168 and SJ_LS714

USDA Commercial Cold Storage Report

Butter American Cheese || Nonfat Dry Milk
Month 2013 | 2014 2013 | 2014 2013 | 2014
In Million Pounds
January 207 138 644 631 249 149
February 240 164 667 628 225 182
March 255 180 680 639 218 214
April 310 174 699 648 208 239
May 321 193 714 656 227 221
June 319 186 711 658 230
July 296 705 207
August 269 670 194
September 233 661 147
October 182 626 1m
November 121 616 114
December 112 618 133

Source: USDA, Farm Services Agency, NASS Cold Storage and Dairy Products.
(As published in the Dairy Market News)

USDA Milk-Feed Price Ratio

USDA reports that the milk-feed price ratio for June 2014
was 2.24 (Same price as May 2014). The current ratio of
2.24 means that a dairy producer can buy 2.24 pounds
of feed for every pound of milk sold. The prices used to
calculate the June 2014 milk-feed price ratio were: corn
$4.37/bushel; soybeans $14.10/bushel; baled alfalfa hay
$222/ton; all-milk price $23.30/cwt. (decreased from
$24.20 in May 2014).

Prices used to calculate the milk-feed price ratio are based on U.S.
prices and don't necessarily reflect California prices.

Califormia Dairy Review

National Dairy Situation & Outlook

USDA Estimates
Milk Production

Monthly: USDA estimates overall milk production
across the U.S. increased 1.9% in June 2014, compared
to June 2013. USDA reports that California milk
production increased 1.7% compared to June 2013.
Among other western states, compared to June

2013, Arizona was up 2.1%; New Mexico was up 1.3%;
and Washington was up 3.9%. All of the top 10 milk
producing states reported a production increase. The
largest increase was reported by Colorado at 9.7%
growth in milk production.

Quarterly: For the second quarter of 2014 compared
to the first quarter of 2014, U.S. milk cow numbers
increased to 9.250 million head, milk production per
cow increased to 5,700 pounds; the net effect was milk
production increased to 52.7 billion pounds. USDA
projects that for the third quarter of 2014 compared

to the second quarter of 2014, milk cow numbers will
increase to 9.275 million head, production per cow will
decrease to 5,490 pounds, the net effect would be a
decrease in milk production to 50.9 billion pounds.

Milk Prices

Comparing the second quarter of 2014 to the first
quarter of 2014, U.S. average all-milk prices decreased
to $24.27/cwt. USDA projects that for the third quarter
of 2014, U.S. average all-milk prices will be $22.80-
23.20/cwt.; Class Ill prices will be $20.20-20.60/cwt.;
and Class IV prices will be $22.00-$22.50/cwt.

Utility Cow Prices

Comparing the second quarter of 2014 to the first
quarter of 2014, average U.S. utility cow prices were up
$5.96/cwt. to a national average of $95.08/cwt. USDA
projects that utility cow prices will average $92-$98/
cwt. in the third quarter of 2014.

Top Ten Milk Production States - June 2014

(Percent Change from Same Month/Previous Year)

1. California +1.7% 6. Texas +8.3%
2. Wisconsin +0.6% 7. Michigan +3.2%
3.Idaho +2.1% 8. Minnesota +0.1%
4. New York +0.3% 9.New Mexico  +1.3%
5.Pennsylvania +0.5% 10.Washington ~ +3.9%

Information from the USDA-NASS publication “Milk Production” and
the USDA-ERS publication: “Livestock, Dairy, and Poultry Outlook.”
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Milk Mailbox Prices in Dollars per Hundredweight - 2014

2014 Mailbox Milk Prices

Dollars Per Hundredweight

California $22.04 $22.67 $23.36 $23.13
New England States $24.68 $25.94 $26.30 $26.41
New York $23.64 $25.06 $25.58 $25.66
Eastern Pennsylvania $23.75 $25.10 $25.48 $25.58
Appalachian States $2459 $2541 $25.96 $25.78
Southeast States $24.62 $25.69 $26.10 $25.83
Southern Missouri $23.69 $2457 $24.92 $24.64
Florida $25.33  $26.77 $27.27  $27.13
Western Pennsylvania $23.69 $25.20 $25.61  $25.77
Ohio $23.68 $24.92 $25.24 $25.38
Indiana $23.03 $24.22 $24.46 $24.51
Michigan $22.94  $24.28 $24.62 $24.66
Wisconsin $2351 $25.31 $25.34 $25.91
Minnesota $23.48 $25.48 $25.43  $26.06
lowa $23.84 $25.44 $25.75  $25.97
lllinois $23.75 $25.50 $25.61 $25.81
Corn Belt States $22.77  $24.24  $24.39  $24.51
Western Texas $22.73  $24.31 $24.32 $24.42
New Mexico $21.53 $2290 $22.96 $22.94
Northwest States $23.73  $24.63 $25.36  $24.97

All Federal Order Areas $23.47 $2491 $25.18 $25.33

California mailbox price calculated by CDFA Dairy Marketing Branch
All federal milk market order weighted average, as calculated by USDA.
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