An Overview of Disclaimer 1
General Risk
Management Tools

DFA and Dairylea do not make, and expressly disclaim, any express or implied
guaranty, representation, or warranty regarding any opinions or
statements set forth herein. DFA and Dairylea are not acting as your

. . consultant or advisor for any purpose, and is not providing advice

Ava I |a b l e to Da I ry regarding the value or advisability of trading in commodlity interests,

F armers including futures contracts and commodlity options or any other activity
which would cause DFA and Dairylea or any of its affiliates to be
considered a commodity trading advisor under the CEA. None of the
information contained herein should be construed as trading or risk

Edward Gallagher . ; .
X management advice. Before undertaking any trading strategy, you (and
President your customers or members) should consult your own independent

Dairy Risk Management advisors.

Services

Dairy Farmers of America, Inc.

Dairylea Cooperative Inc.

Disclaimer 2 Northeast Milk Prices at Record High

Central NY Annual Average Gross Milk Price 1996-2011E

Futures and options trading involve substantial risk. The valuation of futures $23
and options may fluctuate, and as a result, clients may lose more than 2011 estimated by Edward Gallagher, October 2011.
their original investment. In no event should the content of this $21
presentation be construed as an expression of an implied promise,
guarantee or implication that you will profit or that losses can or will be
limited in any manner whatsoever. Past performance is not necessarily
indicative of future results. Information provided in this presentation is
intended solely for informative purposes and is obtained from sources
believed to be reliable. Information is in no way guaranteed. No guarantee
of any kind is implied or possible where projections of future conditions are
attempted.
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Gallagher’s Profitability Barometer

US Dairy Farm Average Net Margins
Estimated, Jan 08 - Dec 11
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Forecast by Ed Gallagher, October 6, 2011
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Trade Surplus Remains Large

MONTHLY U.S. DAIRY TRADE BEALANCE, 2007-2011 YTD
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CNY, NPA, NVT Gross Milk Price Estimates,
2011 and by Three Pricing Levels for 2012

The High-12 and Reflect 23.5% Market Volatility
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Forecast by Ed Gallagher, October 6, 2011
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So What Does All of This Mean?? Milk Price Volatility is Significant
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On the Feed Side... Milk-Feed Margins Very Volatile
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*Non-feed Margin = Class Il price minus DRMS Feed Index
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Feed Sources Impact
Milk Hedging Strategies

Growing Feed Buying Feed

Class Il Highly Correlated to Gross
Farm Milk Prices

CNY Gross Milk Price vs Class Ill Price
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Weighted Average Contract Prices vs. Announced Class Il Prices
January 2005 through March 2011 - Contract Ranges Reflected
Weighted Average Value - $14.53 vs. Class Ill Average - $14.61

=w=eighted Average Contract Price

——Announced Class lll Price

DRMS Forward Contracting Program
Line-Up
Forward Contract
Type
Fixed
Minimum
Min/Max

Maximum

*Feed rider combined with a milk price forward contract
**Added to a milk price forward contract
***For contracts with feed riders




Target Blend Price Program Increasing Usage
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. Percentage of DFA Members With Forward
FMMO 1 Blend Prices, Boston Zone Contracts, by Production Quartile, 2008-2011
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There Are Many Choices

Very basic description of common milk
price and feed price forward contracts

Forward Contract Futures Position Milk Price Hedge

Volume 1 million Ibs/month 1 million Ibs/month

Term Calendar Year Monthly

No. Contracts One Twelve or more X .
) i . . Give Up 100% of Upside
Price One price for entire period Twelve or more
(Lose Money on Futures Trade)

Contract Facilitator Cooperative Employee For Profit Broker
Futures Positions Zero 60

Brokers Fees Zero $2,400
Initial Mardin Zero $108.000 Protected Against Lower Prices
" 9 ' (Profit on Futures Trade)

Margin Calls None Potentially

Hedge Line None $240,000 .
Time

End of Contract Fees No Forward Contract: Fixed Price
Futures Account: Sell Futures




Milk Price Hedge Milk Price Hedge

Time Time

Forward Contract: Minimum Price Forward Contract: Min/Max or Fence
Futures Account: Buy a Put | i Futures Account: Buy Put/Sell Call; Risk Reversal

Options to manage feed risk

* GROWN * PURCHASED
— Crop Insurance — Contract with suppliers

— Pre-purchase EXAM PLES
~ Inputs ) NO FEED COVERAGE




Daollars per bushe!

Dallars per bushel

Feed Hedging — Locking Board

Forward Contracting: Fixed
Price

Forward Contracting: Max/Min

-

Futures Account: Buy a Call/Sell a Put

Doaollars per bushel

Feed Hedging — Board Ceiling

Forward Contracting: Max Price
Futures Account: Buy a Call

—

LGM Margin Insurance
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Minimun] milk prige

Minimum milk/feed margin

Maximum feed price




Questions/Discussion

Thank You!!




