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Executive Summary

Ireland/EU

IDB July index down slightly

Reflects weakening EU powder returns (nearly 200,000t SM P stocks unsold as Commission rejected
all bids)

All EU butter intervention stock sold out, but not all disposed of yet.

APS stock much lower than last year

EU butter prices remain strong, and likely shortages at year end

EU milk production on seasonally falling trend

Production was strong after April, but heat wave on Continent limited it relatively.
EU Cheese production was good in Spring, then slowed down, now gearing up again.
EU Butter and powder manufacture well down

Cheddar cheese prices holding at historically high level (£2850/t spot quoted for Irish white mild
cheddar)

Exchange rate has improved cheddar cheese returns by over 3c/l since March 2010
World

Most sale activity is within EU — more limited exports

L ast three Fonterra auctions have recorded price fallsfor al products. BMP now also traded, and
auctionsto take place twice per month in future.

Big production expansion expected in NZ this season, high moisture winter and strong prices means
good start expected in NZ and Oz

Stocksdepleted all around for short term, so fresh production from S. Hemisphere awaited by buyers
to fulfil 2009/10 needs



|DB prices/returns



talth
' g ¢ o

;}rﬂ‘s

IDB SMP/butter index - Dec 2002 todate

8,
7] .n‘ﬂ"&-

53

Equivalent to 34.5¢/I

for 3.3%yp 3.6%f for butter
and powder traded through
the IDB during July. 43

/_/  33.
T N 2

23

- 48

cE@ 3.55%f 3.220f

o

Q' O Q NN
S O X A A © R R A SO AR
WA 0 QP QL0 W (P WAl o 0 @ W S WY F A
LAY QY QY Y D O D N D XN O N O7 N §
LPTRHHOE PO VL LLL YOO LEL P R S0
ISR S NGNS NN RN NN N N P




Irish 2010 manufacture of dairy
products



Irish butter manufacture in '000t
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| ntervention stock rel eases

* Intervention stock releases — managed very prudently by EU
Commission at first three tenders in June/early July:

— All but 1,700t butter sold at mini 3450 1% tender, 3550 2" tender and
> 3600 39 and 4 tenders — as market prices continued to rise

— All SMP tenders regjected due price out of line with market average. Last
tender saw little interest.

— SMP — market has weakened in anticipation of tenders, but rejection sends
clear message: no cheap SMP out of intervention. The Commission “isin
no rush” to destock SMP intervention. However, SMP prices weakening
somewhat still

* Next tender: end August.

e Concernre. scheme for deprived personsfor 2011, which would by
law have to include SMP from intervention.



L atest Developments— EU (1)

EU butter prices stopped rising in second week of July — though still at
70% above intv, while SMP prices have been weakening somewhat
but remain 25% to 30% above intv.

Milk suppliesin EU have started to rise since April, with April to June
production in France, Germany and the Netherlands up 2 to 3%,
Ireland up 7% in response to higher prices and better weather. Some
additional scope to manufacture SM P/bultter.

Recent wave of hot weather over Europe has slowed down production
just after peak

Butter availability still tight re normal EU demand — little going to
APS and only 1,700 or less |eft in intervention. Intv product appearing
on mkt at discount to fresh (freshup to 3,850, while intv

3,500/ 3,600) — belief that butter prices may have peaked — not
necessarily a bad thing re. demand burn-off and substitution concerns

Butter and SMP manufacture well down in first quarter of 2010



EU SMP production down
17.6%, and butter down 9.5% In
first quarter of 2010



L atest Developments — EU (2)

Sizeable SMP intervention stock - 192,000t available from
Inintv is 20% of EU normal annual production, making
some nervous. Commission to hold until bids reach
market prices, but those are weakening.

Export product competitive with weak Euro, but fall in
Fonterra prices + additional quantities expected from NZ
after the Summer is affecting international buyers.

Whey powder prices starting to pick up.
UK Cheddar cheese prices holding firm at around £2,850/t

(spot). Weak Euro also helpful for cheese exporters —
worth over 3c/l sincelast May.

Casein pricesrelatively strong in US currently, and in
Germany as of |ast May.
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Current returns — main products
Mid August 2010

« |DB SMP/butter (July)* 34.5¢/1
 SMP feed grade/butter —avg EU spot 34.6¢/I
« SMP food grade/butter — Dutch DB 35.1c/l
« WMP - avg EU spot 35.1c/l
e WMP -Dutch DB 33.8c/l
e UK Cheddar alone** 34.4c/l
e UK Cheddar** + whey spot 37.9¢/I
 UScasein (Aug) + IDB butter (July) 34.9¢/|

o German casein (May)*** + IDB butter (July)  34.4¢/

* Above @ 3.3%p, 3.6% f — quoted 33.74c/l @ 3.2% p 3.55% f
** white mild, private label, English or Irish, at 0.82788 exch rate
*** German casein price info: most recent availableis for May 2010



NI milk auction — July 2010

United Dairy Farmers auction prices -
2009 - 2010

38.52
27.72

/ \ 6.53
637 538 _
24.0

\Q\w‘o/ e
4.
/ 239 23.32
/0/21.54
):‘49-54
Wlb.bd
17.82

—

= >

o
Z

c
©
-

0
o
LL

(@]
(]

(@]

= | > S o
o 5 ~/- S0 kS o

<=5 <ln O zla

CCCCC S | o
mmmmmmmmm

—_ Q_H
S iL=2 <=5 <E$O

source: UDF



Sterling Ex Rate

NB — value of weaker Euro: From peak of 10" March to current
13™ August, the loss of Euro value against Sterling was worth over
3c/l on atonne of cheddar cheese.



Price of Cheddar cheese on UK market -
May 07 to Early August 2010

—e— English cheddar —=— NI cheddar < German cheddar Rol cheddar




World market developments

Main event: Fonterra auction price fall and volume increase (57,000t of AMF, WMP
and SMP sold in July auction for shipment Sept 2010 to March 2011, compared with
35,600t in June auction). August auction saw further price cuts and Auctions now to
take place twice per month.

Expected large increase in NZ production for 2010/11 due strong prices and good early
season weather conditions.

— NZ payouts being reviewed upwards again by 40% to NZ$6.1/kg, with forecasts of NZ$7 to 8
being mentioned by Fonterrafor next year or two

Australia recovering from drought, though from v low base

While the auction is relevant to trade from Sept 2010, almost nothing is available for
immediate spot sales out of Australaia

Demand holding quite firm on world market although buyers will now await NZ product
in expectation of better (lower) prices and higher quantities.

Chinacrucial: imported 137,000t WMP to May 2010 v. 81,000t last year. Further
melamine scares mean Chinalikely to remain reliant on imports.

EU and US SMP prices dlipping in reaction to NZ auction and expectation of
intervention stock release in EU

Milk production up in the US, SMP prices competitive re. EU prices. Butter and cheese
markets remain firm in both countries

FAQO expects global milk production increases — due to higher milk prices and better
profitability.



Global Dairy Trade Auction
(Fonterra)



Fonterra Price History - Powders




Fonterra Price History — AMF
(Butteroil)




US market



US milk production



US milk prices (Class|il)
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World market prices



US$/t

World prices
Oceania

World prices for New Zealand products
2007 to 2010 todate
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US$/it

World prices
Western Europe

World dairy market prices - Western European products
2007 to 2010 todate
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US $ Exchange Rate



Outlook for Autumn?

Production has been increasing April-June all over Europe, dueto
Improved milk prices, but hot weather has slowed it down past peak

Significant production increase upwards of 9% forecast for NZ in
10/11

Butter prices expected to stay firm due relative shortagesin EU, but
may not rise further

Weakening of SMP and WMP — concern over possible use of intv
stocks for Deprived Persons scheme, and impact of same

Whey powder price picking up

Huge advantage of weak Euro/strong US$/Sterling on export — but EU
product prices rising when Oceanian prices falling — competitiveness?
Demand remains strong, heavily reliant on Chinaand Asia, but beware
of price burn-off and substitution

June/July returns would have justified a small price increase to 30c/| +
VAT —thereafter scope for further increases appear limited, but should
be sustainable for some time.



Milk prices



July milk prices

 Most co-ops have held 28.5¢/l + VAT (=
30c/l incl. VAT) for June and July

* Prospects for coming months — could prices
be sustained at current level till year end?

* Prospectsfor review of 2010 prices at year
end, with aview to top-up?



Source:
LTO

INTERNATIONAL MILK PRICE REVIEW for June 2010 deliveries
(for standardized (1) milk and based on payment systems of the companies)

All prices expressed in euro/100 kg

. . MILK .

Quality; Quantityy  Seasonal PRICE Mostrecent] Rolling av|

Company adjustment| adjustment| adjustment]this month|supplementary last 12

payment| months (4)
Milcobel BE 0,73 1.37 32,18 0.67| 28.95
Alois Miller DE 0.51 31.56 0.46 27.3
Humana Milch Union eG DE 29.81 -0.16| 26.35
Nordmilch DE 0.15 29.81 0| 26.06
Arla Foods DK 0.59 30.07 2.04| 28.66
Hameenlinnan Osuusmeijeri |FI 2.14 -1.62| 31.84 1.17| 36.45

Bongrain CLE (Basse

Normandie) FR 0.74 30.54 none| 29.41
Danone (Pas de Calais) FR 321 none| 30.09
Lactalis (Pays de la Loire) FR 31.38 none| 29.18
Sodiaal FR 0.58 32.47 none| 30.15
Dairy Crest (Davidstow) GB -0.23 0.35 -2.64| 26.48 0| 27.34
First Milk GB 0.59 2.2 24.83 0| 23.68
Glanbia IE 29.95 0 26.2
Kerry IE 30.77 none| 25.49
DOC Kaas NL 0.05 0.34 30.09 153| 26.86
Friesland Campina NL 0.05 0.75 -2.3| 30.23 0.86| 28.21

AVERAGE MILK PRICE THIS MONTH (2) 30.23 28.15
Granarolo (North) IT 1.15 342 33.98 none| 34.21
Fonterra (5) Nz 30.14 0| 24.19
United States of America (3) |US 0.12 27.87 none| 23.45

Remarks:

-2

-4
5

All prices are VAT excluded, paid to producers and assuming milk collected every other day

Price per 100 kg standard milk with 4.2% fat, 3.4% (crude) protein, 500,000 kg per year, total

bacterial count 24,999 and somatic cell count 249,999

Arithmic average

Based on USDA announcement, adjusted for 4.2% fat, 3.4% protein percentages and somatic
cell count 249,999

Including most recent supplementary payments

Based on payout forecast, adjusted for 4.2% fat and 3.4% protein
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