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41%

===Blocks Barrels 30-Day; Blimling Calculations; 2020 Through November 13

« CME blocks from $2 to $1 to $3 to $2...and not done yet

* Cheese and butter have been among the most volatile commodities in
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numerous “achievements”

CME Block Cheddar Dally Change CME Barrel Cheddar Daily Change

Five Biggest Declines Five Biggest Declines Five Biggest Gains

12/13/2004  -28.00 9/18/2020  +22.75 11/13/2020  -29.00 3/12/2004 +16.75
5/14/2020 +17.25 7/30/2008  -28.00
10/23/2014  -21.25 6/1/2020  +17.00 12/18/2007  -22.75 5/24/2004  +16.00
12/6/2004  -20.25 12/11/2008  -22.50 7/31/2008  +15.00

5/21/2004 _ -20.00 6/19/2020  +15.00 5/21/2004  -22.00 11/17/2004 _ +13.50
CME Block Cheddar Weekly Change CME Barrel Cheddar Weekly Change

Five Biggest Declines Five Biggest Declines
8/7/2020 -54.75 8/7/2020 -71.75

5/15/2020 +47.50
9/18/2020  +46.25

5/15/2020 +45.00

11/6/2020  -44.00 6/5/2020 +33.75

11/13/2020  -70.75

4/3/2020  -44.00 6/5/2020  +32.25 12/13/2019  -53.25
11/13/2020  -42.50 9/4/2020  +29.75 6/25/2004  -30.50 10/2/2020  +29.50
6/25/2004  -35.00 5/29/2020  +29.25 3/18/2011  -26.50 9/4/2020  +27.00
Block Cheddar Friday Close Barrel Cheddar Friday Close
Five Lowest Five Highest Five Lowest Five Highest
2/28/2003 99.25 7/10/2020  291.50 11/3/2000  100.00 10/30/2020  253.00
11/3/2000  100.00 10/30/2020  278.25 10/20/2000  100.00 10/23/2020  245.50

4/17/2020 101.25 10/23/2020  277.25 10/27/2000  100.00 7/24/2020 245.00
2/21/2003 102.00 10/16/2020  272.00 10/13/2000  100.00 9/19/2014 243.00
10/20/2000  102.50 7/3/2020 267.50 4/10/2020 100.00 7/17/2020 243.00
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pre-pandemic: eat-out $ = eat-in $

Retail Sales: Grocery & Food Service
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Billion USD Monthly ===Food Service ~ e==Grocery
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lots of dairy in food service

* We estimate that restaurants accounted for nearly
50% of cheese and 45% of butter use pre-COVID-19

Assumed Share by Segment Pre-COVID-19 Assumed Share by Segment Pre-COVID-19
Domestic

Segment Retail Service Institutional
Fluid 66% 15% 19% Cream Cheese/Sour Cream _
Cheese 42% 48% 10% ]
Butter 45% 25% 10% e Cream M |
Ice Cream 70% 20% 10%
ice Cream Mix 10% 85% 5% ce cream |
Cream Cheese/Sour Cream 50% 35% 15%
Yogurt/Cottage Cheese 80% 5% 15% Butter _

0% 20% 40% 60% 80% 100%
Industry Sources, Various Data, Blimling Estimates m Retail m Food Service Institutional
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a lot more home cooking

Meals For Household Members Prepared @ Home
120%

100%
80%
60%
40%

20%

0%

Before COVID-19 After COVID-19
RI M 50% of Less ®51%-80% = 81%-100%

* In May, IRI reported that 73% of Americans were preparing more
than 80% of all meals at home for all household members
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Retail Sales: Grocery, Food Service
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the great rotation

US Grocery & Chain Restaurant Sales vs Last Year

+40%
+30%
+31%
+20%
10% e B
+ o 70
]
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)
109 -12%
10% -15%
-19%
-20%
-28%
-30%
-40%
-50% -55%
-60%
Mar Apr May Jun Jul Aug Sep Oct
IRI, Nielsen, Black Box Intelligence Same-Store Sales, Blimling ® Grocery ® Restaurant

* For October, chain restaurant sales down 7% with traffic down 10%,

» Grocery stores: +8%
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quick service restaurants faring well

Restaurant Sales Restaurant Service Offerings, October 2020
+20%
+10%
-20%
Qutdoor Seating 42%

-30%
-40% Delivery 34%
-50% Closed
-60%

0 Drive-thru m
-70%

Jan Feb Mar Apr May Jun Jul Aug Sep Oct 0% 10% 20% 30% 40% 50% 60% 70% 80%
Capital One, Sales Track, Blimling Calculations =0-QSR =0-Casual Dining Datassential

A lot of gsr business was already happening through the drive thru and
operators have added capacity

NCSU WEBINAR ¢ NOVEMBER 18, 2020



pickup/drive-thru/delivery surge

In or Out? Share of Restaurant Sales Pandemic Stock Performance
100% Chipotle
Dunkin |
Grub Hub ]
80% Papa John's ]
Brinker I
Starbucks I
60% S&P500
Wendy's I
Yum I
. Domino's |
40% Darden ]
McDonald's ||
Restaurant Brands |
20% Cheesecake Factory |
Bloomin' Brands |
Dine Brands I
0% Red Robin |
Jan  Feb  Mar  Apr  May  Jun  Jul  Aug  Sep -60% -40% -20% 0%  +20% +40% +60%  +80%
Black Box Intelligence, The Wall Street Journal u Off-Premises Dine-In November 13 vs Feb 28

* Between 45% and 50% of restaurant sales are for off-premises
consumption

* Big chains with off-premises angles are winning big
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pizza and ghost kitchens

Pizza Sales: YOY Change = ORDER NOW  MENU w"lﬁsés ABOUT US
+30% €
+25%
+20%
+15%
+10%

+5%
[
]
-10%
Domino's Pizza Hut Papa John's
Q1 mQ2 »Q3

* Pizza does well in this environment, with big chains outing up big
numbers. Frozen pizza sales are strong, too.

* Lots of new delivery/pickup concepts emerging
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will we continue to eat at home?

Anticipated Post-Covid Change in Restaurant Visits Do You Plan On Cooking At Home More?
60%

40%

Breakfast

20%

16% o
7% 7% 10% 14%
0%

80% 100% Yes No Same
Acosta ® More Often W Same Less Often mNot at All m Not Sure After restrictions are lifted do you plan on cooking at home more? Bank of America u May Jul

Dinner

» Several polls say we plan to eat at home more often... but will we?

* Fat, drunk and awake: Bank of America says 42% of Americans are
snacking more, 18% are drinking more and 29% are taking on more
caffeine
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changing retail landscape

Online Grocery Sales & Average Spend Number of Different Items at US Supermarkets
$8 $100 Produce
Pet Care
57 $90 Alcohol 5.0%
84 [62%
$6 $80 Dry Goods
Bakery 6206 |
$5 $70 Dairy
Healthy/Beauty
$4 $60 Seafood
Meat
$3 $50 Total Store
Deli
$2 $40 Household Care
Frozen Goods
$1 - $30 Tobacco
$1.2 $4.0 $5.3 $6.6 $7.2 $5.7
$0 $20 Baby Care
Aug 2019  Mar2020 Apr2020 May2020 Jun2020 Aug 2020 -14%  -12%  -10% -8% -6% -4% 2% 0%
Pickup + Delivery; Brick Meets Click, mercatus m Sales (Billion $, Left) © Average Spend (Right) Four-Weeks Ending June 13; Nielsen, The Wall Street Journal

* Pickup/delivery dollar volume is running 5x year-prior levels, with 29%
of US households active users, up from less than 15% last year

* Retailers cutting back on SKUs (how does dairy continue to stand out?)
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more people will work from home

e Surveys say many are okay working from home
* Employers will save money, too
 What does this mean for restaurants?

Americans That Prefer Working From Americans Comfortable With A Americans Believing That Remote
Home After Pandemic Permanent Work From Home Culture Work Will Create Great Opportunities

PIPLSAY Survey May 2020 PIPLSAY Survey May 2020
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urban retreat could hurt food service

Millennials Like|y to Flee Cities Cities Losing Most Movers Feb-July 2020
Over the Next Year Fort Myers, FL 41,900

are Feeling the are Already ) )
% ::f;.;ﬁ'—:iﬁ"éﬁes % Irrr:::::;fghe % on the Move Phlladelphla, PA P
Within the Year Employment

Downturn

Can't enjoy a sociallife in the city because # 7% got a temporary discount or credit

of COVID-19 regulations « 8% had their rent deferred a few months Chicago, IL -31,300
* Don't have to be in an office anymore
* Lost a job or saw a pay cut

» Don't want to use public transportation

Brooklyn, NY -43,000

* 17% lost their job * 7.4% moved 1o a less expensive ity Houston, TX -14,900
+ 16% within six months. + 10% were furloughed apartment
# 21% between six months and one year » 10% had their salary reduced * 2.4% moved in with city-based
family/friends and stopped paying rent A
Only 47% indicated a definitive plan to stay Of those who lost their job, only 25% » 5.5% left the city temporarily Washlngton, DC -15,500
(16% were unsure) have found new employment * 1.3% left the city permanently
Naples, FL -22,100
Los Angeles, CA -26,400
% of Those Received Rent
Considering Leaving 2::::' h_'r’:un'ffsu X
San Francisco, CA
« 4% saw their rent decrease

Manhattan, NY -110,000

-120,000 -100,000 -80,000 -60,000 -40,000 -20,000
MYMOVE Analysis of USPS Data; Both Permanent and Temporary Moves

o

Quicken Visit Quicken.com/blog

* More than one-in-three millennials say they are considering leaving their
cities within the next year

* More than 150,000 people out of Brooklyn and Manhattan
 Let's go to Texas: 7 of 10 cities with biggest net gains
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less travel

69% | 30%

Unlikely to travel for Unlikely to travel for Have taken an
Thanksgiving. Christmas. overnight vacation or
leisure trip since
March.

8% | 8% | 44%

Expect to travel for Have taken an Say next hotel stay for
business within the overnight business trip vacation or leisure will
next 6 months. since March. be a year or more

from now.

American Hotel & Lodging Association Survey November 2-4
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domestic demand is just okay

Retail Sales: Natural Cheese US Cheese: Domestic Implied Use
+35% +5.0%
+30% +4.0%
+25%
+3.0%
+20%
+15% +2.0%
+10%
+1.0%
+5%
0.0%
0% mmm T i
5% -1.0%
Jan Feb Mar Apr May Jun Jul Aug Sep Oct 2012 2013 2014 2015 2016 2017 2018 2019 2020
Year-over-Year Change; IRI, Blimling Estimates; October Through 10/4 2020 through Aug; USDA, Blimling Calculations and Estimates

 Retail demand still running well above year-prior levels

» But, gains in grocery are not outpacing losses in food service, institutions

» Total domestic use was down slightly year-to-date through August
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butter: strong retail, so-so overall

Retail Sales: Butter & Butter Blends US Butter: Domestic Implied Use
+60% +3.5%
+50% +3.0%
+40% +2.5%
+30% +2.0%
+20% +1.5%
+10% +1.0%
0% +0.5%
-10% 0.0%
Jan Feb Mar Apr May Jun Jul Aug Sep Oct 2012 2013 2014 2015 2016 2017 2018 2019 2020
Year-over-Year Change; IRI, Blimling Estimates 2020 through Aug; USDA, Blimling Calculations and Estimates

* Overall butter demand is up 3%, much less than retail demand growth -
about 25% on average since pandemic began
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school milk not adding up

School Milk Math

Annual Fluid Milk Sales (pounds) 43,000,000,000
Estimated % Into Schools 8%
Annual Milk Into Schools (pounds) 3,440,000,000

Number of School Weeks 40

School Milk Weekly (pounds) 86,000,000
@70%of @60%of @50%o0f @40% of

Per School Week Normal Normal Normal Normal
Pounds of Milk Lost -25,800,000 -34,400,000 -43,000,000 -51,600,000
Pounds of Powder = 2,367,743 3,156,991 3946,239 4735487
Truckloads of Powder = 54 72 90 108
Pounds of Cheese = 2,580,000 3,440,000 4,300,000 5,160,000
Truckloads of Cheese = 59 78 98 117

Retail Sales: Milk (Whole, Reduced Fat, Skim)
+20%

+15%
+10%
+5%
0%
-5%

-10%
Jan Feb Mar Apr May Jun Jul Aug Sep Oct

Year-over-Year Change; IR, Blimling Estimates

» Approximately 60% of K-12 students started the year virtually, so
schools are ordering less milk and other dairy products

 How much gets picked up in the home? IRI| data not showing much of a

POP.
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Cheese: Stores Running Promotions 8oz Shreds

<
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Average Weekly Store Count; USDA mm 2020 =0-2019 5YR Avg

« Grocery stores want to be “the one” for consumers

» Retailers may use dairy products as a way to drive traffic
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USDA Farmers -to-Families Food Box Program

Round 1: May 15 to June 30

Delivered Value

Total USDA Spending $§ 9
Dairy Products Box $ 1
Fluid Milk Box $

Share of $ on Dairy

47,000,000

11,410,288

43,914,358
16%

Round 2: July 1 to August 31

Delivered Value

Total USDA Spending $ 14
Dairy Products Box $ 1
Fluid Milk Box $

Share of $ on Dairy

72,000,000
48,064,038
49478811

13%

Round 3: September 1 to October 31

Delivered Walue

Total USDA Spending *Estimated $1,0
Dairy Products Box (thru 9/18) $
Fluid Milk Box (thru 9/18) $

Share of $ on Dairy

00,000,000
925,258
166,948

 What happens now?

* Program is moving a lot of dairy

NCSU WEBINAR ¢ NOVEMBER 18, 2020




us cheese too expensive for the world
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Million Pounds; USDA mm2020 -0-2019 2018

« US spot and futures prices above levels necessary to be competitive in
export markets

* While up some versus 2019, September exports down from August and
June peak
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USDA DMC Program Margins
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USDA, Blimling Estimates

$7.63

2018

$9.63

2019

$9.63

2020E

$8.66
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farm finance: it depends

+$4.00
+$3.50
+$3.00
+$2.50
+$2.00
+$1.50
+$1.00
+$0.50

$0.00

2020 Regional Milk Margins

$3.58

$2.40 @
I
CA ID NM

Wi NY
Dollars Per Hundredweight; Blimling Estimate m 2020 OFive-Year Avg

 Overall margins seem reasonable for 2020 (especially with CFAP $$%)

» But: wide spreads, de-pooling and different milk utilization rates
dramatically skew performance across regions

« Still: we expect 2021 milk production to grow by 1.7%.
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class iii/class iv spread “issues” persist

Class Il vs Class IV: Annual Average Class | Mover: "Higher Of" vs "Average Of"
+$5 $26
+$4 $24
$22
+$3
$20
+$2
$18

- inn
-$1 l $12

$10

-$2 2019 2020

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020F . . .
System Debut: May 2019; Dec 2020 Estimated ==(0l|d Calculation ===New Calculation

 Class lll/Class IV spread remains wide

« Because we now use “average of +74” instead of “higher of” to calculate
Class | price, producer results uneven by region
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regional fmmo price disparity
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» With wide Class lll/Class IV spread, Federal Order minimums vary

widely by region
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history says more milk = less money

Dairy Slaughter Year-Over-Year

+15.0%

+10.0%

+5.0%

0

-5.0%

-10.0%

-15.0%

2018

2019 2020

4-Week Rolling Average; USDA

USDA

2002
2003

Change in 1H Milk Output and Milk Price

X8
o
[=]
(8]
|

2012
2013
2014
2015
2016

Change in All Milk Price: 1H vs. PY 2H (L) © 1H Change in Milk Production (R)

* Dairy cow slaughter is running consistently behind the year-prior pace

* In years with first half milk output up by more than 2% (our expectation
for 2021), All Milk price drops by about $2 per hundredweight versus
second-half year-prior
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drp: popular risk management tool

DRP Volume DRP Estimated Average Gross Indemnity

20 $2.50
18
16 $2.00 $1.95
14
12 $1.50
10

8 $1.00

6 $0.68

0.50
4 $0.50 l ¥
) $0.14 . $0.18 $0.12
$0.00
9 s000 NN B =
Q1 2020 Q2 Q3 Q4 Q12021 Q2 Q3 Q1 2020 Q2 Q3 Q4 Q1 2021 Q2 Q3

Billion Pounds Declared Volume As of 11/6/20; USDA/RMA Data $ Per Hundredweight; As of 9/4/20; USDA/RMA Data, UDM

» Dairy Revenue Protection program covered about 25% of US milk in
2020, with significant payouts for Q2 and some for Q3 and likely Q4

 Volatility is pushing up premium costs for 2021.
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feed costs rising

CBOT Corn Futures CBOT Soy Meal Futures
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Corn and soybeans are trading at multi-month highs on a smaller-than-
once-anticipated crop and good export demand

Dry conditions in many areas of the US
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ag sector optimistic

Farm Sector Cash Income Purdue/CME Ag Economy Barometer
$160 180
$140
$24 I $19 160
$17 $29
$20 140
$13 $17
$80 120
$60
100
$40
$20 80
$0
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2020 2021 60
USDA FAPRI FAPRI 2016 2017 2018 2019 2020
Billion USD; USDA Data B Net Cash Income ® Federal Support Purdue University for Commercial Agriculture

* This year was supposed to be about renewed traded and fewer
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government payments... turns out that has not been the case

Majority of farmers still see good/better times ahead -- 23% of farmers
expect higher land prices in 12 months, most since survey began (2016).



everything is just fine...really
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inflation: slow overall, food high

Inflation: Consumer Price Index

)

Year-over-Year/Source: BLS
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Food Inflation
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=Away From Home ===At Home

« With gasoline prices low, overall consumer price inflation has been

» But: food prices are up about 4% year-over-year
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inflation monitor

US Dollar Index WTI Crude Oil Futures
105 $80
103 $70
101
$60
99
97 $50
95 $40
93
$30
91
89 $20
87 $10
85 $0
2018 2019 2020 2018 2019 2020

« USDX is near two-year lows
* Fed seems to be okay with a little inflation

» Seems to be some speculative money flowing into commodities
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employment situation: better

Cumulative Job Gains/Losses Pandemic Era

|
-5,000,000 I
-10,000,000

-15,000,000
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-25,000,000
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US Department of Labor Data

US Unemployment Rate
16%

-

4%

-

2%

=

0%

8%

6%

4%

2%

0%
2018 2019 2020
Monthly Data, Nonfarm Payrolls/Source: Bureau of Labor Statistics

» September Employment Situation report showed payrolls expanding by

638,000, above expectations

* We've now regained about 45% of the jobs lost in March and Apiril

* Unemployment rate drops to 6.9%
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key indicator: gasoline demand

Unleaded Gasoline: Product Supplied
11,000

10,000

9,000

8,000
7,000
6,000
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2,000
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1,000 Barrels Per Day; DOE/EIA
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key indicator: retail sales

US Retail Sales: Annual Change YTD Sep 2020

Non-Store Retailers
Building Materials + Garden Equipment
Grocery
General Merchandise
Sports, Hobby, Books
Health + Personal Care
Total |

Furniture + Home Furnishings
Electronics + Appliances
Gasoline Stations
Food Service
Clothing

-40% -30% -20% -10% 0% +10% +20% +30%

US Census Bureau
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RV Industry Association

» RV sales up 24% year-over-year for June through September

US RV Shipments

sleeping in the new rv

2020 -0-2019
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US Hotel Occupancy Rate

Nov 30
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» Hotel occupancy having trouble getting beyond 50%
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key indicator: airline travel

US TSA Travel Checkpoint Throughput
0%
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US Transportation Security Administration; YOY
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assertions and opinions

The Only Certainty is Uncertainty

Lots of questions... with no way to predict the answers. There's no playbook.

Convenience & Cost Dominate
Companies that make it easy and make it cheap will stay in front.

We Are Pretty Resilient

“Normal” is a long way off, but America will figure out more ways to cope.

Uncle Sam May Be Less Accommodating
The election is over. But: food aid could remain a big deal.

“Too Much” Milk More Likely Than “Too Little”

We have a lot o supply side momentum. That could be a problem.

Be Proactive, Not Reactive!
Lots of convenient tools to manage price risk. Some easy. Use them!
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Phil Plourd is president of Blimling and Associates, Inc., a research and consulting firm
focused on the dairy markets. Phil has been involved in dairy market analysis, research,
forecasting and risk management activities for 20 years. He is based in Madison, Wisc.

KATHLEEN NOBLE WOLFLEY, HOST

Kathleen Noble Wolfley is senior economist and research specialist for Blimling and

Associates. Previously, she worked as a dairy economist for Leprino Foods, the world's

largest mozzarella cheese maker. She grew up on a dairy farm and today is based outside
of Buffalo, NY.

www.idfa.org/thedairydownload
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A better way of doing business.
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Dairy.com

3801 Parkwood Blvd
Suite 300

Frisco, TX 75034
214.442.5928
www.dairy.com

© 2020 Blimling and Associates, Inc. This report is prepared for the exclusive
use of Blimling and Associates’ clients. Reproduction in part or in whole
without permission is strictly prohibited. This information is carefully compiled,
but not guaranteed to be complete or free from error; nor does it constitute a
solicitation to buy or sell futures/options contracts. Futures and options
trading involves risk. Contact a licensed professional for more information.



