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NATIONAL DAIRY MARKET AT A GLANCE

CHICAGOMERCANTILEEXCHANGE (CME) CASH MARKET S(9/24)
BUTTER: GradeAA closed at $1.7500. Theweekly averagefor GradeAA is
$1.7800 (+.0008).

CHEESE: Barrels closed at $1.5025 and blocks at $1.5675. The weekly
average for barrels is $1.5095 (-.0050) and blocks, $1.5675 (N.C.).
NONFAT DRY MILK: ExtraGradeclosed at $0.8500and GradeA at $0.8500.
The weekly average for both Extra Grade and Grade A is $0.8500 (N.C.).

BUTTER: Thebutter marketisunsettled. After increasing ten of eleven
sessions(8/23 - 9/17) the CME cash pricefor butter decreased each sessionthis
week. Churning activity across the country ranges from lighter in the East to
heavier intheWest wheremilk and cream suppliesarereported asheavy. Butter
inventories lag year-ago levels, but they are more than sufficient to meet
current needs. Most retailers are preparing for Thanksgiving and year-end
holidays. Packagersareincreasing schedul esto meet these expected increases.

CHEESE: Thecheesemarketisunsettled. A larger volume of cheese (62
loads) was cleared on the Chicago Mercantile Exchange this week as sellers
balance supplies with orders. Milk supplies tightened with the reopening of
schoolsandlarger seasonal milk shipmentstothe Southeast. However, thetight
milk volumes have been far too short a duration (less than the 30 days
maximum) for current cheddar sold on the Chicago Mercantile Exchange.
Natural interest is typically moderate. Process is steady to often slower
seasonally. Holiday products are being prepared and shipped.

FLUIDMILK: Milk productionismostly steady with someincreasesnoted
in Californiaand the Southeast and some decreases noted in New Mexico and
parts of the Northeast. Shipments of fluid milk to Florida are declining,
encouraging fluid milk intakesat some manufacturing plantsoutsidetheregion
toincrease. Fluidmilk movementinto Class| isunchangedfor thegood demand
from retailers and schools. Cream supplies are more available than the week
prior. Demand for cream is most evident from cream cheese producers as
handlers gear up for the holidays. Cream is also steadily moving into churns
and someice cream operations. Although the CME AA butter average moved
higher, multiplesaretrending somewhat lower, demonstrating reduced strength
inthecream market compared to butter. Condensed skimmarketsaregenerally
steady.

DRY PRODUCTS: Movement of dry products during the current week
isgenerally light. NDM demand domestically ishampered by excessivesupplies
of CCC exchange NDM traded on the resale market. Export demand for U.S.
NDM is improving yet whether this outlet will continue to be available is
questionable. NDM production is steady to higher. Buttermilk prices are
unchanged for the lackluster interest. Supplies of NDM are often more price
attractive, displacing dry buttermilk demand. Whey prices are higher in the
West and unchanged elsewhere. Whey production istrending steady to higher
asmoremilk flowsinto the cheesevat. WPC prices are unchanged with resale
trades noted below the average. Offerings of Canadian WPC intothe U.S. are

alsonoted. Thelactose market isweak with light trading asbuyers and sellers
commence negotiations for the fourth quarter.

CCC: For theweek of September 20 - 24, CCC purchasestotal 3,370,755
pounds of Western NDM; 2,778,987 pounds of NDM were purchased under
price support with 591,768 pounds purchased under Invitation 080 to
Announcement FMPL.

ERRATUM: Inthe Report 37 National Dairy Market at a Glance, CCC
purchases were listed for the week of September 13 — 17 but incorrectly dated
as the week of September 6 — 10.

AUGUST MILK PRODUCTION (NASS): Milk production in the 20
major states during August totaled 12.4 billion pounds, up 1.5% from August
2003. July revised production, at 12.5 billion pounds, was up 1.0% from July
2003. TheJuly revision represented an increase of 36 million poundsor 0.3%
from last month’s preliminary production estimate. Production per cow
averaged 1,595 poundsfor August, 24 pounds (1.5%) above August 2003. The
number of cows on farmswas 7.77 million head, 5,000 head |ess than August
2003, but 7,000 head more than July 2004.

DAIRY OUTLOOK (ERS): Milk productionisexpectedtoexpandduring
the second half of 2004, but large increases are not anticipated until next year.
Although only moderateerosioninmilk pricesisforeseen by late 2004, farmers
will likely find clear signs of lower pricesahead. Milk pricesare projected to
decrease $2 to $3 per hundredweight in 2005 compared to a $16 projected
average in 2004. Lower milk prices are areflection of higher milk volumes
anticipated. Milk per cow in 2005 is projected to rise with significant gains
(~3%) anticipated when normal production schedules resume for bovine
somatropin. International butter and NDM markets in 2005 are expected to
remain firm.

COLD STORAGE (NASS): DuringAugust, U.S. cold storagehol dingsof
butter totaled 162.9 million pounds, 15.8% lower than July and 35.8% lessthan
August 2003. Natural American cheese holdings total 572.8 million pounds,
7.0% less than last month but 4.8% more than August of last year. Nonfat dry
milk holdings for the end of July total are presently unavailable.

AUGUST FEDERAL MILK ORDER PRICE & POOL SUMMARY
(DAIRY PROGRAMYS): During August, about 9.6 billion poundsof milk were
received from producers. Thisvolumeof milk is45.6% higher thanthe August
2003 volume on acomparable market basis. (Taking into account the volume
of milk not pooled due to intraorder disadvantageous price relationships, the
year-to-year changeis+3.3%) About 3.7 billion poundsof producer milk were
used in Class | products, 0.9% higher than the previous year on a comparable
market basis. Calendar composition had virtually no impact on milk used in
Class| in 2004 ascompared to 2003. Theall-market average Classutilizations
were; Class| = 38%, Class|| = 13%, Class|11 =39%, and Class|V =10%. The
weighted average statistical uniform price was $14.99, $1.85 lower than last
month, and $1.95 higher than last year.

****SPECIAL THIS ISSUE****

MONTHLY COLD STORAGE (PAGES 7 - 8)
OCTOBER FEDERAL MILK ORDER ADVANCE PRICES (PAGE 9)
AUGUST MILK PRODUCTION (PAGE 10)

DAIRY OUTLOOK (PAGES 11 -12)
DEIP ALLOCATION ANNOUNCEMENT (PAGE 12)
AUGUST FEDERAL MILK ORDER PRICE & POOL SUMMARY (PAGE 13)

CHICAGO MERCANTILE EXCHANGE
CASH TRADING

PRODUCT MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY WEEKLY | WEEKLY
SEPTEMBER 20| SEPTEMBER 21 |SEPTEMBER 22 | SEPTEMBER 23| SEPTEMBER 24 CHANGE* AVERAGE#

CHEESE

BARRELS $1.5200 $1.5200 $1.5025 $1.5025 $1.5025 $1.5095
(-.0100) (N.C.) (-.0175) (N.C.) (N.C) (-.0275) (-.0050)

40# BLOCKS $1.5675 $1.5675 $1.5675 $1.5675 $1.5675 $1.5675
(N.C) (N.C.) (N.C.) (N.C.) (N.C) (N.C) (N.C)

NONFAT DRY MILK

EXTRA GRADE $.8500 $.8500 $.8500 $.8500 $.8500 $.8500
(N.C) (N.C.) (N.C.) (N.C) (N.C) (N.C) (N.C)

GRADE A $.8500 $.8500 $.8500 $.8500 $.8500 $.8500
(N.C) (N.C.) (N.C.) (N.C) (N.C) (N.C) (N.C)

BUTTER

GRADE AA $1.8300 $1.7600 $1.7500 $1.7800
(-.0025) (-.0700) (-.0100) (-.0825) (+.0008)

CHEESE: carload = 40,000-44,000 Ibs.,, NONFAT DRY MILK: carlot = 42,000-45,000 |bs., BUTTER: carlot = 40,000-43,000 Ibs. *Sum of daily changes. # Weekly averages are simple averages of the daily closing prices

for the calendar week. Computed by Dairy Market News for informational purposes. This data is available on the Internet at WWW.AMS.USDA.GOV/MARKETNEWSHTM



DAIRY MARKET NEWS, SEPTEMBER 20- 24, 2004

-2

VOLUME 71, REPORT 38

CHICAGO MERCANTILE EXCHANGE

MONDAY, SEPTEMBER 20, 2004

CHEESE — SALES: 20 CARS 40# BLOCKS: 5 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650,
1@ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675; BIDS UNFILLED: NONE; OFFERS UNCOVERED: 10 CARS BARRELS:

5@ $1.5200, 5 @ $1.5300

NONFAT DRY MILK — SALES: NONE; BIDS UNFILLED: NONE; OFFERS UNCOVERED: NONE
BUTTER — SALES: 5 CARS: 1 @ $1.8300, 2 @ $1.8325, 2 @ $1.8350; BIDS UNFILLED: NONE; OFFERS UNCOVERED: 7 CARS: 1 @ $1.8300, 1 @ $1.8325, 1 @ $1.8350,

1 @ $1.8375, 3 @ $1.8400

TUESDAY, SEPTEMBER 21, 2004

CHEESE — SALES: NONE; BIDS UNFILLED: NONE; OFFERS UNCOVERED: NONE
NONFAT DRY MILK — SALES: NONE; BIDS UNFILLED: NONE; OFFERS UNCOVERED: NONE

WEDNESDAY, SEPTEMBER 22, 2004

CHEESE —SALES: 7 CARSBARRELS: 1 @ $1.4625,1 @ $1.4700, 2 @ $1.5050, 1@ $1.5150, 2 @ $1.5100; 21 CARS 40#BLOCKS: 1 @ $1.5625, 1 @ $1.5650, 1 @ $1.5675,
1@ $1.5650,1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675,1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650,
1@ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675; BIDS UNFILLED: NONE; OFFERS UNCOVERED: 3 CARS BARRELS: 1 @ $1.5025, 1 @ $1.5125,

1@ $1.5200

NONFAT DRY MILK — SALES: NONE; BIDS UNFILLED: NONE; OFFERS UNCOVERED: NONE
BUTTER — SALES: 28 CARS: 2 @ $1.7700, 1 @ $1.7800, 1 @ $1.7500, 2 @ $1.7450, 2 @ $1.7400, 2 @ $1.7350, 1 @ $1.7300, 1 @ $1.7325, 1 @ $1.7300, 1 @ $1.7250,
1@ $1.7350,2 @ $1.7300, 3 @ $1.7500,1 @ $1.7525, 1 @ $1.7550, 1 @ $1.7425, 1 @ $1.7400, 1 @ $1.7425,1 @ $1.7450, 1 @ $1.7550, 1 @ $1.7600; BIDS UNFILLED: 2 CARS:

1@ $1.7375, 1 @ $1.7300; OFFERS UNCOVERED: 2 CARS @ $1.8300

THURSDAY, SEPTEMBER 23, 2004

CHEESE — SALES: 12 CARS 40# BLOCKS: 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650, 1 @ $1.5675, 1 @ $1.5650,
1@ $1.5675, 1 @ $1.5650, 1 @ $1.5675; BIDS UNFILLED: NONE; OFFERS UNCOVERED: 1 CAR BARRELS @ $1.5300
NONFAT DRY MILK — SALES: NONE; BIDS UNFILLED: NONE; OFFERS UNCOVERED: NONE

FRIDAY, SEPTEMBER 24, 2004

CHEESE — SALES: 2 CARS 40# BLOCKS: 1 @ $1.5650, 1 @ $1.5675; BIDS UNFILLED: NONE; OFFERS UNCOVERED: 5 CARS 40# BLOCKS @ $1.5675
NONFAT DRY MILK — SALES: NONE; BIDS UNFILLED: NONE; OFFERS UNCOVERED: NONE
BUTTER — SALES: NONE; BIDS UNFILLED: 4 CARS @ $1.7000; OFFERS UNCOVERED: 5 CARS: 1 @ $1.7500, 4 @ $1.7600

BUTTER MARKETS

AUGUST COLDSTORAGE

Accordingto NASS, August month-ending cold storagefiguresfor butter total
162.9 million pounds, 33.8% less than last August and 15.8% less than July
2004.

NORTHEAST

Themarket toneremainsfirm. Atthe CME, thebuitter pricejumped above $1.80
on Friday (9/17), the first time above that figure since mid-July. Churning
activity was lighter in the Northeast as milk and cream supplies tightened
significantly last week. With all the milk moving into the Southeast from the
Northeast and other areas, cream suppliesweretight. Butter demand isfairly
steady, but morecontactscomment that holiday needsarebeing ordered. Retail
salesremain relatively steady, best when featured. Food service orders have
settled into typical school-year patterns. Sales of bulk butter f.0.b. East, are
reported in arange of flat market to 5.5 cents over the CME price/average.

CENTRAL

Butter pricesare mixed. After increasing inten of the eleven sessionsleading
uptothisweek, thebutter pricehasdeclined during both of thisweek’ ssessions.
Wednesday’ s decline of seven cents came during active (28 sales) trading.
Churning schedules are steady to occasionaly lighter as surplus milk and
creamsupplies were reported as alittle tighter this week. Contacts note that

butter suppliesarereadily avail ablefor current needsand many packagersare
busy putting up anticipated, holiday needs. Bulk butter for spot saleisbeing
reported in the 2 - 4 cents per pound range over various pricing basis.

WEST

Butter prices at the CME moved to as high as $1.8325 last week before
declining 7.25 centsthisweek to closeon Wednesday at $1.7600. Bulk butter
demandisfair togood. Buyersaregoing tothe CME tofind butter and have
bought 33 truckloadsin 2 daysthisweek. Those buying spot butter on date
of ship are cautious about putting in orders with current price volatility.
Butter productionisadvancingintheregionasprintersaremaking stocksfor
current salesand future orders. Several contacts are meeting with customer
in advance of holiday orders and ad placements. The butter price volatility
makesit hardtoestablishpricinglevelsfor holiday specials. Creamofferings
aredevelopingintofall patternsand reflect thegrowing milk supply. Buitter,
cream cheese, and sour cream outputs are trending higher and using more
cream. |cecream productionismoving lower seasonally. U.S. cold storage
holdingsof butter at theend of August total 162.9 million pounds, down 16%
or 30.6 million poundsfrom July and 36% or 91.0 million pounds|ower than
last year. Weekly butter stocks at CME approved warehouses were drawvn
down by 9.0 million poundsthispast week to 71.8 million pounds. Thetotal
comparesto 150.8 million poundsin2003, 132.4 million poundsin 2002, and
50.8 million pounds in 2001. Bulk butter prices range from 1 to 4.5 cents
under, based on the CME with various time frames and averages.

NASSDAIRY PRODUCT PRICES

U.S. AVERAGES AND TOTAL POUNDS

CHEESE
40#BLOCKS BARRELS
WEEK ENDING 38% MOISTURE
SEPTEMBER 18 1.5684 1.5648
8,773,835 11,302,079

NDM BUTTER DRY WHEY
0.8647 1.7650 0.2161
21,343,590 2,799,332 11,569,710

Further data and revisions may be found on the internet at: http://jan.mannlib.cornell.edu/reports/nassr/price/dairy
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CHEESE MARKETS

NORTHEAST

Prices are unchanged to lower and the market toneis mixed. At the
CME, the 40# block price has held at $1.5675 for ten consecutive
sessions, while barrels have moved higher and lower during those
same sessions.  Cheese output in the Northeast is lighter as milk
suppliestightenedlastweek. A lot of milk wasmovingtothe Southeast
to help supplement shortagesthere. Thisleft the Northeast with less
milk for manufacturing. Demand for cheese is about steady in both
retail and food service channels.

WHOLESALE SELLING PRICES: DELIVERED,
DOLLARS PER POUND (1000 - 5000 POUNDS MIXED LOTS)

Cheddar 10#Prints 1.6375-2.1525
Cheddar SingleDaisies 1.5950-2.0700
Cheddar 40#Block 1.7100-1.9700
Process5# L oaf 1.7250-1.9325
Process5#Sliced 1.7450-1.9850
Muenster 1.8100-2.0125
Grade A SwissCuts 10 - 14# 2.4500-2.6500

MIDWEST

The cheese market is cautiously steady. Recent larger volumes of
cheese offerings on the Chicago Mercantile Exchange cash market
along with higher August milk production estimateshave buyersless
concerned about short term cheese availability. However, good milk
import volumesinto the Southeast and good local bottler interest are
reducing current cheese production levels. Processinterest issteady
to frequently slower seasonally asmajor grilling season winds down
and demandturnsmoretoward natural cutsand shreds. Natural orders
aregeneraly moderate. The process of setting up committed cheese
suppliesfor next yearisunderway. Aged cheddar offeringsarelimited
andbuyersarebalking at purchasing volumesput away at high, spring
prices. Local milkintakeshaveal sorecededinrecent weeksaswarmer
weather continues in many major Midwest areas. Cheese yields
continueto remain higher than normal for September.

WISCONSIN WHOLESALE SELLING PRICES: DELIVERED,
DOLLARS PER POUND (1000 - 5000 POUNDS MIXED LOTS)

ProcessAmerican5#L oaf 1.6950-2.0000
Brick And/Or Muenster 5# 1.9800-2.2250
Cheddar 40#Block 1.8800-2.2650
Monterey Jack 10# 1.8600-2.2650
Blue5# 2.3200-2.7000
Mozzarella5 - 6# (Low Moisture, Part Skim) 1.8675-2.3650
Grade A SwissCuts6 - 9% 2.4475-2.9500

WEEKLY COLD STORAGE HOLDINGS-SELECTED STORAGE CENTERS
IN THOUSAND POUNDS- INCLUDING GOVERNMENT STOCKS

BUTTER : CHEESE

: 135,298

09/20/04 41,275
09/01/04 51,130 : 138,355
CHANGE -9,855 : -3,057

% CHANGE -19 -2

WEST

Pricesfor reported Westerntypesarelower for processbut unchanged
for natural items. Productionisbuildingintheregionin responseto
higher milk output. The block cheese price has held steady in daily
trading at the CM E for the past two weeksand received heavy buying
support thisweek (4110ads) tohold at $1.5675. Availability of cheese
variesdepending onageandvariety. Thetradereportscurrent cheese
in balance with aged cheddar varieties short because of high price
issues. Mozzarellasuppliesarecloser tobalancefor current, but older,
frozen mozzarellais available and being discounted to move. Swiss
salesarevariablecurrently and are expected to pick up soon ahead of
holiday needs. U.S. stocks of American cheese at the end of August
total 572.8 million pounds, down 7% or 43.2million poundsfromJduly.
Stocksareup 5% or 26.1 million poundsfrom last year. Swissstocks
total 26.1 million pounds, up 18%from last year.

WHOLESALE SELLING PRICES: DELIVERED, DOLLARS PER POUND
(1000 - 5000 POUNDS MIXED LOTS)

Process5# L oaf 1.6675-1.9275
Cheddar 40#Block 1.6875-2.0400
Cheddar 10# Cuts 1.8675-2.0875
Monterey Jack 10# 1.8775-2.0575
Grade A Swiss Cuts 6 - 9# 2.2500-2.8000

FOREIGN

Prices and the market tone are unchanged. Stocks of most types of
imported and domestically madeforeign-typecheesesareadequateto
cover the steady, fair demand.

WHOLESALE SELLING PRICES: FOB DISTRIBUTORS DOCK
DOLLARS PER POUND (1000 - 5000 POUNDS, MIXED LOTS)

NEW YORK

VARIETY IMPORTED DOMESTIC
Roquefort TFEWR -0-

Blue 1 2.6400-4.2500 : 1.9325-3.4225
Gorgonzola 1 3.6900-5.9400 : 2.4375-2.4900
Parmesan (Italy) TFEWR : 3.3425-3.4525
Romano (Italy) . 2.1000-3.1500 -0-
Provolone (Italy) : 3.4400-5.5500 : 1.9450-2.1675
Romano (Cows Milk) : -0- 1 3.1275-5.3025
Sardo Romano (Argentine) : 2.8500-3.2900 : -0-
Reggianito (Argentine) 1 2.6900-3.2900 -0-
Jarlsberg-(Brand) : 2.9500-4.0000 -0-
Swiss Cuts Switzerland : -0- : 2.4500-2.6500
Swiss Cuts Finnish : 2.5900-2.8500 -0-
Swiss Cuts Austrian TFEWR -0-

Edam

2 Pound TFEWR -0-

4 Pound : 2.1900-3.4500 -0-
Gouda, Large TFEWR -0-
Gouda, Baby ($/Dozen) : :

10 Ounce 1 27.8000-31.7000 : -0-

* = Price change.
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FLUID MILK AND CREAM

EAST

Spot shipments of Grade A milk into or out of Florida and other Southeastern states

THIS WEEK LAST WEEK LAST YEAR
IN ouT IN ouT IN ouT
FLORIDA 213 0 309 0 204 0
SOUTHEAST STATES 74 0 55 0 40 0

During August, milk productioninthe20 major statestotaled 12.39 billion
pounds, up 1.5%fromAugust 2003. Thefollowingarethe August-to-August
changesfor selected states: Texas+11.9%, Florida+7.6%, Kentucky +5.5%,
Virginia+5.3%, Vermont +0.5%, New 'Y ork -0.9%, and Pennsylvania-2.2%.
Milk productionismixed; lighterintheNortheast, occasional ly heavierinthe
Southeast. Most of theincreaseswerenotedinhurricaneravaged areasthat
areseeing milkingsandfarm pick-upsgetting back tomorenormal schedules.
However, contactsfear that al| therecent disruptionsto milking patternsmay
havelongtermeffectsonthecows. Hurricanel vandidcausebuilding damage,
flooding, and power outages, but theoverall impact onthedairy industry was
not asgreat asCharley and Frances. Florida smilk needslessened thisweek
ashottlersaregetting caught up with back orders. Thesuddendropinneed,
didcatchsomemilk"ontheroad,” butthey wereeasily divertedtoother plants
inthe Southeast. Trucksand peopletodrivethetruckscontinuetobeinshort
supply. Clean up efforts in Florida and other states are creating some
temporary, good-payingjobsfor truckers, whichishurting milk and cream
hauling companies’ ability to scheduleor keepdrivers. Bottlersoutsidethe
region that were shipping packaged milk into the Southeast have cut back
operating schedulesnow that theneedshavebeenfilled. Surplusmilk volumes,
thoughoccasionally heavier, aretill relativel y tight and easily cleared. Reports
of plantrenovations'remodeling havemilk and creamlookingfor other outl ets.
Thecondensed skimmarketisunchanged. Spotdemandfor Classl |1 condensed
remainsslow and Classl|| salesareslowtofair. Thefluidcreammarketisnot
asfirmasitwaslast week. Contactsreportsthat suppliesearly thisweek were
tight (muchlikelast week), but by midweek, they had many loadstosell. Spot
pricesaregenerally higher. Multiplesseemedtobeinanarrower range, but
the CME butter average did increase more than three cents. Cream cheese
producersarereportedtaking morecreamasthey packagefor anticipatedfall/
winter holiday needs. | cecreamproductionisseasonally lightand many cream
suppliersconti nuetocomment that thecool/rainy summer weather conditions
hampered consumptionand curtail productionof icecream. Churningactivity
islighter thisweek. Reportedly, oneoperationisreplacingthefloor intheir
butter room and thisis putting more cream on the market

FLUID CREAM AND CONDENSED SKIM PRICESIN TANKLOT QUANTITIES

SPOT PRICESOF CLASSII CREAM, $ PER LB BUTTERFAT

F.O.B. ProbuciNg PLANTS. NORTHEAST 2.3485-2.5265

DELIVERED EQUIVALENT ATLANTA - 2.3663-2.5265 M 2.3663-2.4553

F.O.B. Probucing PLANTS. UPPER MIDWEST - 2.2863-2.4553

PRICES OF CONDENSED SKIM, $ PER LB SOLIDS

F.O.B. PRODUCING PLANTS:

NORTHEAST- CLASS || - INCLUDES MONTHLY FORMULA PRICES - .9150- .9600

NorTHEAST- CLASs |1 - sPOT PRICES - 1.0000-1.0500
MIDWEST

Class| demand wassteadier at good level sintheupper Midwest asbottlers
startedtoget abetter handleon actual school milk needs. Cottagecheeseand
sour cream|evel sareabout normal though cream cheeseproductionisactive
seasonally. Theunsettled situation in Floridaand the Southeast dueto the
hurricaneshashadinterstatemilk shipmentsand|ocal milk availability more
inastateof flux thanusual . Milk shipmentsintothe Southeast areoftenheavier,
and reportedly include a new upper Midwest shipper or two from recent
weeks. Milk suppliesaretightlocally. Trucking issuesremain but seemto
beeasingfromrecentweeks. Manufacturingmilk demandremainsfairly strong
with premiumspaid steady to higher, inthe$2.00- $3.20 over classarea, net

of thehaul. Milkintakesaresteady tomostly lower seasonally. Creamdemand
remainsfairly goodoverall; dower fromicecreamaccountsbut stronger from
other users. |cecreammanufacturersarestill workingdowninventory built
earlier intheyear and are typically operating on reduced schedules. Until
recently, thecool summer weather didlittletostimul ateicecreamsalesinparts
of thecountry. Weather concernscontinuein someupper tier states. Some
cornisbeingchoppedfor morethanjust openingthefieldand afew handlers
areattributingaslight riseinmilk componentstothefeed. Soybeansarealso
being combinedin moresouthern sectionsbut cornisoftenstill beingleft to
field dry. Theinitial August 2004 estimated milk production in selected
Midwestern statescompared with August 2003is. Wisconsin 1.854 billion
pounds, down 21 millionpounds(-1.1%); Minnesota670million pounds, up
3millionpounds(0.4%); Michigan532 million pounds, off 17 million pounds
(-3.1%); lowa 294 million pounds, down 14 million pounds (-4.5%); and
Indiana240 million poundsoff 5million pounds(-2.0%).

WISCONSIN LIVESTOCK AUCTIONS (PER CWT.)
SEPT 16 - 22 PREVIOUS YEAR
SLAUGHTER COWS $54.00- 58.00  $ 48.00- 53.50
REPLACEMENT HEIFER CALVES  $440.00-620.00 $400.00-600.00

SOUTH ST. PAUL TERMINAL AUCTION MARKET (PER CWT.)

SEPT 16 - 22 PREVIOUS YEAR
SLAUGHTER COWS $52.00- 60.00  $ 47.00- 54.25
WEST

August milk productioninthe20 surveyed statestotal ed 12.4 billion pounds,
1.5%higher than August 2003. Milk cowstotaled 7.766 million head, down
5,000 head fromJuly 2003. August 2004 output changesfor selected Western
statescompared tolast year are: Arizona+13.6%, California+3.5%, |daho
+5.0%, New M exico +3.4%, and Washington-4.6%. ThefiveWesternstates
account for 2,894,000 head (37.3% of the 20 statestotal) and 5.192 hillion
pounds of milk (41.9% of the 20 states total) in August 2004. Weather
conditionshavebeenfavorablefor milk output growthacrossCALIFORNIA
duringthepasttwoweeks. Milkintakesaresteady tohigher andareat levels
abovelast year, when there was weather stress. Fat and protein levelsare
beginningtoincrease. Plantshavecapacity totakeadditional milk supplies
and somecheeseplantswant moremilk. Bottled milk needsaresteady with
good, consistent ordersfrom schoolsandretailers. Rainsacrossmuch of the
milk producingareasof ARIZONA didnotimpact milk productionmuch. The
cooler conditionsthat followed may haveoffset any negativeeffectsof therain.
Total volumesaretrendingupwardsat |evel sabovelast year. Class| demand
issteady. NEW MEXICO milk production is steady to slightly lower and
reflectstheimpact of recent heat and humidity. Milk supplies continueto
movetothe Southeast tofill local shortages, but thevolumesaredownfrom
last week. Alfalfapricesare steady with production now between thefifth
and sixth cuttings. CREAM pricesaretrending slightly higher asthe CME
butter averageincreased. Butter pricesmoved higher last week, but retreated
thisweek and closed at $1.7600 on Wednesday, September 23, only ahalf cent
higher thanlastweek. Creamdemandisgood early intheweek, but fadeson
theweekend. Butter productionandthemaking of creamcheeseand sour cream
aretakingthebulk of cream. Creammultiplesareslightly lower intherange
from118to134, FOB andvary depending onclassusageandbasingpoint. Milk
productionisholding steady acrossmost of WASHINGTON and OREGON
withsomeareasseeingdightincreasesinmilkintakes. Thetrendinmilk solids
ismoving marginally higher. Plantshave capacity and are welcoming any
additional milk supplies. Dairy producersintheregionarefindinggoodquality
dairy hay harder to find and hoping for decent quality inthelast cutting. In
UTAH and IDAHO producer milk receipts are mostly steady to slightly
higher. Weather conditions have cooled and milk cows are beginning to
respond. Fat and proteinarealsoincreasing. Salepricesfor dairy heifersin
theregionmoved higher, averaging over $1900withthetop at $2150.
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NDM, BUTTERMILK & WHOLEMILK

Prices represent carlot/trucklot quantities for domestic and export sales packaged in 25 kg. or 50 Ib. bags, or totes, spray process, dollars per pound.

NONFAT DRY MILK - CENTRAL AND EAST

CENTRAL: Prices continue unchanged on a steady to weak market. Increased
production of cheese is encouraging some spot movement of NDM into cheese
plants. Some seasonal interest for baking and blending is also noted. However,
supplies of CCC exchange NDM remain plentiful and competitive with the
Extra Grade market. Production is steady to lower as milk moves into bottling
or cheese plants instead of NDM operations in some areas. Overal production
continues to be higher than anticipated for this time of the year. The undertone
for the remainder of the year is steady at best unless significant clearance of
supplies can be made via export channels.

EAST: Prices are mostly steady and the market tone is unchanged. Production
levelsare up slightly from last week when surplus milk suppliesweretight. Last
week, heavy volumes of milk moved into Class | plants to satisfy the need for
bottled milk in the hurricane ravaged areas of the Southeast. This week less
milk is needed for Class |. This did ease the shortage of surplus milk in the
Northeast seen last week. Drying schedules are up slightly at some plants; steady
at others. Plant stocks are long, but the slowing output is helping some plants
lower their inventory levels. Demand for NDM is fair and mostly contractual.
Some commercia export sales have been reported, typically for medium heat
powder. Demand for high heat NDM is steady. Most spot sales of low heat
powder are being filled in the resale market and most of those sales continue
to be NDM that came onto the market via various government programs. This
powder is as much as two years old and priced in the $.70's, dependent on age.
The FAS announced this year's (July-June 2004/05) DEIP allocation for NDM
at 68,201 MT, unchanged from last year's program. Although the alocations
have been announced, exports under this program may not begin until FASissues
“Invitations for Offers.” (See page 12 of this report for press release)

F.O.B. CENTRAL/EAST: IncludesEXTRA GRADE and GRADE A
LOW/MEDIUM HEAT: .8000 - .9400 MOSTLY: .8100 - .8400
HIGHHEAT: .9225 - 1.0300

NONFAT DRY MILK - WEST

Low/medium heat prices moved both higher and lower this week. The higher
prices reflect contracted export accounts. The lower trend within the mostly
series is occurring because of additional support price purchases. The trade is
pleased to be moving NDM to export accounts with direct exporting, but is
unsure how long thiswill last. Some contacts feel that export accounts will slow
and then support purchases will grow. Domestic demand is limited and often
filled from the resale market with older and lower priced NDM. Current
production trends are higher as milk volumes are growing in the region.
Inventory positions at the producer level remain longer than needs. During
the week of September 13 - 17, 2,966,022 pounds of NDM were offered to the
CCC program from western producers. Prices for high heat NDM are slightly
higher on the bottom end of the range. The tone remains steady. Buyer demand
is fair for current market conditions with some seasonal interest developing.
Producers don’t express concern about making and having high heat in coming
months when milks supplies build and processing time is limited. Inventories
of high heat are mostly light and balanced with demand. DEIP: The USDA
announced new one-year allocations under the Dairy Export Incentive
Program (DEIP) for the July-June 2004/05 year. DEIP allocations of 68,201
metric tons of nonfat dry milk may be made available through future Invitations
for Offers. Because of current international and domestic market conditions,
Invitations for Offers will not immediately be made available. USDA will
continue to monitor market conditions closely to determine when invitations
on these allocations may be issued. Export sales of these products under DEIP
will be facilitated through the payment of bonuses by USDA’s Commodity
Credit Corporation.

F.O.B. WEST: IncludesEXTRA GRADE and GRADE A
LOW/MEDIUM HEAT: 7950 - .9000 MOSTLY:
HIGHHEAT: .8600 - .9125

.8000 - .8800

CALIFORNIA MANUFACTURING PLANTS-NDM

WEEK ENDING PRICE TOTAL SALES SALESTO CCC
September 17 $.8464 14,114,539 1,771,508
September 10 $.8469 13,811,112 2,245,860

Pricesarewe ghted averagesfor ExtraGradeand GradeA Nonfat Dry Milk, f.0.b. Cdifornia
manufacturingplants. Pricesfor bothperiodswereinfluencedby effectsof long-termcontract
sales. Total saes(pounds)includesaesto CCC. Compiledby Dairy Marketing Branch,
CaliforniaDepartment of Foodand Agriculture.

DRY BUTTERMILK -CENTRAL

Prices continue unchanged and nominal on aweak market. Production is steady
to dightly lower as some plants note renewed condensed buttermilk interest
from a few ice cream producers. Supplies and production are higher than
anticipated for this time of the year, especialy as some producers confidently
held stocks this summer in the event of tighter milk supplies/reduced buttermilk
production. Offerings are noted at the average or at a discount for the light
interest.

F.O.B. CENTRAL: .9500 - 1.0100

DRY BUTTERMILK - NORTHEAST AND SOUTHEAST

Prices and the market tone are unchanged. However, some producers are
indicating that buyers are showing more resistance to current prices. Production
levels in the East are lighter as some major butter producing plants are either
down or churning only a few days each week. Demand for dry buttermilk is
lackluster. With an abundance of NDM available in the $.80's many buttermilk
users are opting for the less expensive product. Eastern producers report stocks
as manageable, but heavier than desired. Eastern prices remain nomina and
may include some resale loads.

F.O.B. NORTHEAST:
DELVD SOUTHEAST:

1.0000 - 1.0600
1.0100 - 1.0700

DRY BUTTERMILK -WEST

Western buttermilk prices are holding mostly steady in light spot trading.
Despite some marginal price declines last week, buying interest is light.
Producers remain reluctant to move asking prices lower despite margins
between regions. This is in part due to the generaly favorable inventory
positions caused by low production and decent sales of condensed buttermilk.
Current production levels are mixed, but are generally steady. An upward trend
is expected as churning increases in the region.

F.O.B. WEST: 1.0200- 1.0700 MOSTLY: 1.0300 - 1.0500

DRY WHOLEMILK -NATIONAL

Pricesaresteady to higher. Themarket toneisunchanged. Therecent butter
price increases at the CME is contributing to price increases. Production
levels are light and plant stocks are closely balanced. Demand is mostly
contractual. Reports indicate that some imported dry whole milk is being
offered at prices below the bottom of the range.

F.O0.B. PRODUCING PLANT: 1.2400 - 1.3900

Million Pounds U.S. Nonfat Dry Milk Production, Human
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WHEY, CASEIN & EVAPORATEDMILK

Prices represent carlot/trucklot quantities for domestic and export sales packaged in 25 kg. or 50 Ib. bags, or totes, spray process, dollars per pound.

DRY WHEY -CENTRAL

Prices are generally unchanged on a steady market. Trade activity remains
very light. Movement is best into export markets and some food plants for
seasonal baking and blending demand. Feed interest is light and less than
anticipated. Traders suspect that many feed buyers stocked up on whey
prior to the priceincreases this spring and are now lessin need of spot loads.
Resale trades are reported at a premium to the market. Production is steady
to higher in response to increased cheese production in some areas.
Inventories are generaly reported as in balance.

F.O.B. CENTRAL:

.2100 - .2250 MOSTLY: .2100 -.2200

DRY WHEY - NORTHEAST AND SOUTHEAST

Prices are mostly steady and the market tone is unchanged. Northeastern
prices remain nominal. Production levels in the Northeast are steady at
lighter than desired levels. Fewer plantsare producing cheese and whey this
month. One operation is temporarily closed for renovations, but one plant
did cease cheese production and the al ready tight supply of liquid/condensed
whey istighter. Most Eastern producers are sold out for the balance of the
year. However, occasiona reports do note some plants offering current
production on the spot market at a slight premium to the market. Contacts
report that some of this product does not always have the most widely
accepted approvals, which tends to limit outlets. Demand for dry whey is
fair at best as spot buyersare still inawait and see posture. Most spot needs
are being filled in the resale side of the market.

F.0.B. NORTHEAST: EXTRA GRADE AND GRADEA: .2175 - .2600
DELVD SOUTHEAST: .2450 - .2550

DRY WHEY - WEST

Western whey prices are trending higher. The market toneistrying to gain
some firmness following recent lower prices negotiated for export contracts
and volume movements. Severa producers are attempting to reestablish
overages and premiums for their pricing programs. There are other
producers that have some product to move and are offering limited
discounts. Demand is fair to good for export accounts and moving fair at
best for domestic accounts. Drying schedules are starting to move higher
asmilk intakesincreases. Many producersarein better inventory shapethan
at the start of the month. Plant level inventories are light to moderate.

NONHY GROSCOPIC:

.1900-.2450 MOSTLY: .2150 - .2300

ANIMAL FEEDWHEY —CENTRAL

Prices continue unchanged and nominal on a steady market. Supplies are
light with some renewed interest noted as buyers perceive higher pricesin
the ExtraGrademarket. Veal and early weaned pig pricesaretrending higher
for the fair interest.

F.O.B. CENTRAL:

MILK REPLACER: .1750 - .1950

WHEY PROTEIN CONCENTRATE - CENTRAL AND WEST

Prices are unchanged on a steady to weak market. Trade activity is light.
Some renewed spot interest for process cheese and export markets is noted.
Feed buyer interest is less than anticipated for this time of year, especially
with the increasing supplies of off grade reportedly available. Resale trade
is being reported at a discount to the current market. Canadian supplies are
being offered into the U.S. at prices near the bottom end of the range.
Production is mostly steady.

F.O0.B. EXTRA GRADE 34% PROTEIN: .5675-.6300 MOSTLY: .5975 - .6225

LACTOSE - CENTRAL AND WEST

Prices are unchanged on a weak market. Many producer contacts are
unavailable as they competitively seek the buying interest of importersin
Asia for the fourth quarter. Contracts for the fourth quarter are slow to
evolve. Spot offers are noted at the average or at a discount for the light
interest. Third quarter contractual prices continueto bereflected onthe high
side of therange. Some Western manufacturers are diverting their interests
to the domestic market to avert building stocks in light of reduced export
demands. Production is mostly steady.

Including spot sales and up to 3 month contracts. Mesh size 30 - 100.
F.O.B. EDIBLE: .1700-.2700 MOSTLY: .1800 - .2200

CASEIN - NATIONAL

Prices for both casein types are unchanged and the market tone is firm.
Demandisgood for thelimited availability of rennet and acid casein. Supply
situationsin producing countriesare limited and product is often unavailable
beyond contracted amounts. The question on additional supplies will be
dependent on the upcoming season in Oceania. The CCC announced
invitation #027, the sale of 1,999,362 pounds of government owned nonfat
dry milk to the trade at $0.4330 per pound for the manufacture of casein/
caseinate. Subsequently, invitation #028 was issued and amended late last
week to buy from CCC approximately 4 million pounds of nonfat dry milk
for this purpose. The volume was double recent invitations. Bidswere due
on Tuesday, September 21 with results released publicly on Thursday,
September 23.

SPOT SALES AND UP TO 3 MONTH CONTRACTS. PRICES ARE F.O.B., U.S.
WAREHOUSE FOR EDIBLE NONRESTRICTED AND VARY ACCORDING TO
MESH SIZE AND QUALITY.

RENNET:
ACID:

2.7500 - 3.0000
2.8000 - 3.0000

EVAPORATED MILK —NATIONAL

Prices and the market tone are unchanged. Production levels are mostly
steady. In some parts of the country, surplus milk volumes are tighter than
anticipated and producers are adjusting output accordingly, particularly if
they have to buy premium-priced milk on the spot market. Demand is
starting to show alittle more seasonal improvement as retail stores prepare
for the holiday, baking season. Producing plant inventories are adequate to
meet current needs.

DOLLARSPER48-12 FLUID OUNCE CANSPER CASE DELIVERED MAJOR
U.S. CITIES $22.00 - 30.00

Excluding promotional and other sales allowances. Included new price announcements.
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MONTHLY COLD STORAGE REPORT —TOTAL U.S.STOCKS

NOTE: Datafor thisreport is collected from public, private and semiprivate warehouses, apple houses, and meat packing plants where food products
are generally stored for 30 days or more. Commoditiesin space owned or leased and operated by the armed services are not reported. Food stocks
held under bond are included in the storage data.

All stocks in thousand pounds except where otherwise indicated

US. HOLDINGSOF DAIRY PRODUCTS
COMMODITY JULY 31, JULY 31, REVISED AUG 31, AUG 31, AUG 31,
2002 2003 JULY 31, 2004 2002 2003 2004
Butter 245,298 283,879 193,520 229,471 253,913 162,897
Cheese, Natural American 573,368 552,455 615,904 565,419 546,627 572,753
Cheese, Swiss 15,721 28,896 28,012 14,250 22,172 26,106
Cheese, Other Natural 244,489 227,612 225,686 221,829 225,416 220,178
U.S GOVERNMENT OWNED COLD STORAGEHOLDINGS
Butter 1,991 11,183 136 2,449 9,567 35
Natural American Cheese 572 6,141 7,077 420 8,807 7,076
AUGUST STORAGE HOLDINGS BY REGION
REGION Natural American Cheese Butter * Other Natural Cheese
2002 | 2003 [ 2004 2002 [ 2003 [ 2004 2002 [ 2003 [ 2004
New England 20,603 22,064 25,121 443 234 318
Middle Atlantic 69,202 53,684 61,301 36,927 17,607 20,134
East North Central 224,461 217,648 221,492 112,520 130,396 121,839
West North Central 142,206 131,169 127,240 56,006 57,392 56,203
South Atlantic 186 140 4,198 1,919 1,938 101
East South Central 271 213 45 178 1,903 2,448
West South Central 2,244 4,431 4,563 284 147 77
Mountain 9,351 20,515 30,349 1,226 2,910 5,267
Pacific 96,895 96,763 98,444 12,326 12,889 13,791
TOTAL 565,419 | 546,627 | 572,753 229,471 | 253913 | 162,897 221,829 | 225416 | 220,178
*Regional breakdowns are not reported to avoid possible disclosure of individual operations.
Million Pounds Butter Cold Storage Holdings
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COMMERCIAL AND GOVERNMENT STORAGE HOLDINGS, JANUARY 2003 TO DATE

Butter Natural American Cheese Nonfat Dry Milk
Month Total 1/ Commercid Government Tota 1/ Commercid Government Tota 1/ 2/ Commercial Government 2/
2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 | 2003 | 2004 2003

Million Pounds Million Pounds Million Pounds
January 152 205 151 204 1 3 518 515 508 515 10 3 945 1,147 109 112 836 1,036
February 158 240 157 238 1 1 533 539 524 538 10 3 896 1,187 95 116 800 1,071
March 158 245 158 242 3 521 531 511 529 10 2 841 1,247 80 137 761 1,111
April 156 264 155 259 3 5 529 535 519 532 10 3 826 1,308 104 154 723 1,154
May 179 298 178 289 3 9 561 539 551 536 10 3 814 1,336 123 159 691 1,177
June 187 301 187 291 3 11 590 550 582 546 9 4 774 1,365 146 152 628 1,212
July 194 284 193 273 3 11 616 552 609 546 6 NA 1,308 NA 90 NA 1,219
August 163 254 163 244 3 10 573 547 566 538 7 9 1,245 75 1,170
September 207 197 10 517 508 9 1,207 69 1,138
October 170 159 11 491 482 9 1,128 69 1,059
November 123 114 9 467 460 7 1,062 87 975
December 100 93 6 491 482 10 978 108 870

NA = Not available.
1/ Total may not add due to rounding. 2/ Includes instant nonfat dry milk. 3/ Lessthan 500,000 Ibs.

COMMERCIALLY OWNED COLD STORAGE HOLDINGSFOR THE UNITED STATES Y/

Jul 31, Jul 31, Jul 31, Aug 31, Aug 31, Aug 31,
Commodity 2002 2003 2004 2002 2003 2004
Thousand Pounds
Butter 243,307 272,696 193,384 227,022 244,346 162,862
Natural American Cheese 572,796 546,314 608,827 564,999 537,820 565,677

1/ Total holdings minus Government owned holdings. For more information, see page 7 of this report.

SOURCE: "Cold Storage," Co St 1 (9-04) and "Dairy Products," Da2-6 (9-04), Agricultural Statistics Board, National Agricultural Statistics Service; and " Summary of Processed Commoditiesin Store,”
Farm Service Agency.
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FEDERAL MILK ORDER ADVANCE PRICES, OCTOBER

Class| Base Price - Under the Federal milk order pricing system, the Class | base price for October 2004 is $14.78 per cwt. Thispriceis
derived from the advanced Class |11 skim milk pricing factor of $8.53 and the advanced butterfat pricing factor of $1.8715. A Class| differential
for each order's principal pricing point (county) is added to the base price to determine the Class | price. Class || Price Information - The
advanced Class 1V skim milk pricing factor is $6.44. Thus, the Class Il skim milk price for October is $7.14 per cwt., and the Class || nonfat
solids price is $0.7933. Product Price Averages - The two-week product price averages for October are: butter $.1.6746, nonfat dry milk
$0.8622, cheese $1.5958, and dry whey $0.2155.

FEDERAL MILK ORDER CLASS| PRICE INFORMATION 1/ 2/

October 2004

. . Class| Class|

Federal Milk Order Marketing Area3/ Order Number Class| Price (35 %) Skim Milk Butterfat
Price Price

$ per cwt. $ per cwt. $ per pound

Northeast (Boston) 4/ 001 18.03 11.78 1.9040
Appalachian (Charlotte) 5/ 005 17.88 11.63 1.9025
Southeast (Atlanta) 6/ 007 17.88 11.63 1.9025
Florida (Tampa) 7/ 006 18.78 12.53 1.9115
Mideast (Cleveland) 8/ 033 16.78 10.53 1.8915
Upper Midwest (Chicago) 9/ 030 16.58 10.33 1.8895
Central (Kansas City) 10/ 032 16.78 10.53 1.8915
Southwest (Dallas) 11/ 126 17.78 11.53 1.9015
Arizona-Las Vegas (Phoenix) 12/ 131 17.13 10.88 1.8950
Pacific Northwest (Seattle) 13/ 124 16.68 10.43 1.8905
All-Market Average 17.43 11.18 1.8980

1/ To convert the Class | price per 100 poundsto the Class | price per gallon, divide by 11.63--the approximate number of gallonsin 100
pounds of milk. 2/ Note: The mandatory $0.20 per cwt. processor assessment under the Fluid Milk Promotion Order is not included in
the Class | prices shown on thistable. 3/ Namesin parentheses are the major city in the principal pricing point of the markets.

4/ Class | prices at other citiesare: New Y ork City, minus $0.10; Philadel phia, minus $0.20; Baltimore, minus $0.25, and Washington, DC,
minus $0.25. 5/ Class| prices at other citiesare: Knoxville, minus $0.30 and Louisville, minus $0.90. 5/ Class | prices at other cities are:
New Orleans; plus $0.50; Memphis, minus $0.30; Nashville, minus $0.50; and Springfield, MO., minus $0.90. 6/ Class| prices at other cities
are: Orlando, same; Miami, plus $0.30; and Jacksonville, minus).30. 7/ Class| prices at other citiesare: Indianapolis minus $0.30.

8/ Class| prices at other citiesare: Indianapolis, same; Cincinnati, plus $0.20; Pittsburgh, plus $0.10; and Detroit, minus $0.20.

9/ Class| prices at other citiesare: Milwaukee, minus $0.05; and Minneapolis, minus $0.10. 10/ Class | prices at other cities are:

Des Moines, minus $0.20; Omaha, minus $0.15; Oklahoma City, plus $0.60; St. Louis, same; and Denver plus $0.55. 11/ Class | prices at
other citiesare: Houston, plus $0.60; San Antonio, plus $0.45; Albuquerque, minus $0.65; and El Paso, minus $0.75. 12/ Class | prices at
LasVegasis minus $0.35. 13/ Class| prices at other citiesare: Portland, same; and Spokane, same.
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AUGUST MILK PRODUCTION
Milk production in the 20 major states during August totaled 12.4 billion pounds, up 1.5 percent from August 2003. July revised production, at
12.5 billion pounds, was up 1.0 percent from July 2003. The July revision represented an increase of 36 million pounds or 0.3 percent from last
month’s preliminary production estimate.
Production per cow in the 20 mgjor states averaged 1,595 pounds for August, 24 pounds above August 2003.
The number of cows on farmsin the 20 major stateswas 7.77 million head, 5,000 head less than August 2003, but 7,000 head more than July
2004,

AUGUST 2004 MILK COWSAND MILK PRODUCTION, BY STATES

MILK COWS 1/ MILK PER COW 2/ MILK PRODUCTION 2/
% CHANGE
STATE 2003 2004 2003 2004 2003 2004 EROM 2003
THOUSANDS POUNDS MILLION POUNDS PERCENT
AZ 155 163 1,610 1,740 250 284 13.6
CA 1,693 1,733 1,755 1,775 2,971 3,076 35
FL 140 138 1,120 1,225 157 169 7.6
ID 411 431 1,860 1,860 764 802 50
IL 110 107 1,480 1,490 163 159 -2.5
IN 152 149 1,610 1,610 245 240 -2.0
1A 200 190 1,540 1,545 308 294 -4.5
KY 112 110 975 1,045 109 115 55
Ml 304 303 1,805 1,755 549 532 -3.1
MN 470 465 1,420 1,440 667 670 0.4
MO 128 121 1,125 1,210 144 146 14
NM 317 330 1,750 1,740 555 574 3.4
NY 671 654 1,475 1,500 990 981 -0.9
OH 260 266 1,420 1,440 369 383 38
PA 571 560 1,480 1,475 845 826 -2.2
TX 320 320 1,310 1,465 419 469 11.9
VT 147 145 1,470 1,495 216 217 05
VA 112 104 1,190 1,350 133 140 53
WA 244 237 1,960 1,925 478 456 -4.6
Wi 1,254 1,240 1,495 1,495 1,875 1,854 -1.1
20
STATE 7,771 7,766 1571 1,595 12,207 12,387 15
TOTAL

1/ Includes dry cows. Excludes heifers not yet fresh.
2/ Excludes milk sucked by calves.

SOURCE: "Milk Production,” Da 1-1 (9-04), Agricultural Statistics Board, National Agricultural Statistics Service, U.S. Department of
Agriculture.
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THE DAIRY OUTLOOK*

MoreMilk EasesDairy Markets- Dairy market fundamentals changed in early summer as milk production began to expand. Additional
milk in the monthsto come should ease dairy markets during the remainder of 2004. Even so, sometightnesslikely will continue. Demand
isexpected to stay fairly good, and the growth in supplies probably will be gradual. Dairy product prices remain unsettled and probably will
remain so until yearend. The aftermath of the surge and subsequent collapse of prices continues to confuse the underlying supply-demand
balance. However, most adjustments probably have been made, and prices may steady abit if no new surprises emerge. Milk production
rose above ayear earlier in July for the first time since last autumn. The recovery was the result of quite favorable summer weather and
expedient adjustmentsto record milk prices. Milk production is expected to expand during the second half of 2004, but largeincreasesare
not projected until next year. Milk cow numbersin the 20 major stateswerealittle higher in June and July after holding fairly steady since
last November. Compared with ayear earlier, milk cow numbers have gone from adecrease of more than 1 percent early in 2004 to barely
lower in July. Between high milk prices and the lack of any summer heat stress, cows probably stayed profitable longer—enough so that
any producer capable of stretching capacity probably wastempted. High milk prices probably have had relatively small effect on addition of
new capacity because many of the causes of the price jumps were obviously temporary. However, prices have stayed relatively high for
long enough that they may be lessening the exit of dairy farmers. Milk cow numbers are projected to resume declines by this autumn.
Although only moderate erosion in milk pricesisexpected by late 2004, farmers probably will see clear signs of lower prices ahead. For the
year, milk cow numbers are projected to average about 1 percent below ayear earlier. In 2005, expected much lower milk priceswill work
to weaken milk cow numbers.

Milk Per Cow Coming Back - Milk per cow continuesitsgradual recovery from late winter weakness. In the 20 major states, July milk per
cow rose at an annua rate of more than 1 percent from the average of the preceding 5 years, still relatively weak but twice the rate of late
winter. The pickup reflected the rises in milk prices and milk-feed price ratios and particularly favorable summer weather. Heat stress,
normally amajor cause of seasonal declinesin milk per cow, was almost absent from many important dairy areas this year. Concentrate
feed prices have eased under pressure from generally large projected 2004 crops. Dropsin milk priceswill mean that milk-feed priceratios
will not stay at the very high second-quarter readings, but second-half rati os probably will be moderately favorableto increased feeding and
further recovery in milk per cow. Hay suppliesthisyear arerelatively ample in much of the country but quality isquite suspect. In addition,
corn silage prospects are quite good in most areas. Recovery in milk per cow is expected to continue, although sizable increases are not
projected until normal availability of bovine somatotropin (BST), expected in 2005, resumes. The 2004 milk per cow isprojected toriseless
than 1 percent from ayear earlier (on adaily average basis), the second straight such minimal gain. Evenif normal BST and heavier feeding
bring about the expected 3-percent growth in 2005, milk per cow would remain significantly below the earlier trend line. Modest second-
half increases are projected to about offset first-half declines and leave 2004 milk production very closeto the 170.3 billion pounds of 2003.
Next year’s projected recovery in milk per cow would generate a 2005 increase of just less than 2 percent on a daily average basis.

Cheese Gives Up Milk - Thelate spring diversion of milk away from cheese and into butter-nonfat dry milk output continued into early
summer. In fact, the diversion in July was stronger than it had been in May and June. As cheese prices fell from their very high spring
peaks, buyers started working off their pipeline stocks by purchasing lessthan normal. Asmovement fell, warehouse cheese stocks mounted
even with the diversion of milk to butter-powder operations. By July, total cheese production was below ayear earlier even though supplies
of milk for manufacturing werelarger. Output of both butter and nonfat dry milk went from being down sharply from ayear earlier in April
to posting sizable increases by July. The swing was particularly abrupt for butter, in part because the diversion of milk probably was
augmented by milkfat users making their own pipeline stock adjustments. Commercial warehouse stocks of American cheeseon August 1
werethelargest since 2000 and significantly larger than the preceding 2 years. Meanwhile, manufacturers’ stocks of nonfat dry milk were
somewhat higher than the last 2 years. Powder stocks probably have grown to accommodate this year’'s commercial export business.

Sales Decr ease - June' s decrease in commercial disappearance sharpened in July, mostly because of large declinesfrom ayear earlier in
cheese movement. June-July cheese salesfell about 4 percent, in part counterbal ancing the very large increases of February-April. Buyers
reduced purchases to use up pipeline holdings built during the earlier panic. There is no reason to think that final use has weakened,
particularly since restaurant sales reportedly have been robust. For thefirst 7 months of 2004, cheese salesrose 4 percent. Butter movement
dipped in July after extraordinary gains in May-June. Like cheese, this slippage probably was a technical correction after this year's
tumultuous markets. On the other hand, sales of nonfat dry milk continued to post large increases. Powder movement reflected export
demand and some possibleimprovement in use of skim solids by food processors. Concentrated milk proteinsare less of afactor thisyear
because higher international prices have eliminated any cost advantage. July fluid milk sales evidently stayed weak, although not down as
sharply asin May and June. Milk sales have struggled throughout the year but seemed to be hurt considerably by high retail prices and the
resulting publicity. Most perishable manufactured products al so were sluggish this spring and early summer. In July-August, net removals
of butter and cheese were almost nonexistent while the nonfat dry milk surpluswas small. Net removals of powder in July-August wereless
than half the year-earlier level and only about a fourth of 2002. Despite the falling prices, milkfat markets remained tight this summer.
Commercial exports probably werethe major factor behind the declinesin nonfat dry milk purchases, but expanded domestic use of powder
may have also played arole. The surplus of skim solids may increase slightly during the rest of 2004 and 2005 asmilk production expands.
Even so, removals are expected to remain considerably below those of recent yearsif international markets stay firm as projected. Butter
and cheese removals are projected to remain very small.

Continued on page 12
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International MarketsHold - International dairy markets remain much the same. Milk production has been down in the European Union,
resulting in smaller intervention purchases and limited export supplies. Oceania s season is just beginning among potential production
concerns. Meanwhile, import demand has held firm at fairly good levels. In early September, both butter and nonfat dry milk prices were
more than $2,000 per metric ton with no significant signs of softening. Prices are expected to stay relatively strong during the next year.
Reported exports of nonfat dry milk during January-July were close to exports under the Dairy Export Incentive Program (DEIP) plus
shipments of Government-owned powder for food aid. Y et, commercia exportsare known to have been made. Commercial exportswill be
sizable this summer and autumn, with some agreements reportedly already made for winter shipment. Allocations under the DEIP have not
yet been announced for the commitment year that began July 1, although that action is largely academic in light of our current price
competitiveness. January-July 2004 imports of milkfat were considerably larger than a year earlier but skim solids imports were only
dightly larger. The boost in milkfat importswas mostly the result of high-tariff imports of butter in response to high domestic butter prices.
Even so, the 17 million pounds of high-tier butter was quite moderatein light of the nominal profitability. International butter marketswere
tight enough to make it difficult to obtain supplies quickly enough for over-TRQ imports. January-July cheese imports were somewhat
larger than ayear earlier.

PricesTrend L ower - Butter and cheese prices have continued to bounce this summer as traders attempted to sort out production, use, and
stock effects. In general, prices have exhibited considerableresiliency even though the general trend has been downward. Price movements
have been consistent with gradually changing market fundamentals rather than dramatically altered market conditions. Nonfat dry milk
prices have eased since their June peak. Production has increased and considerable old powder, swapped by USDA for pudding and
processed cheese, reportedly isavailable. With milk production expanding and ample stocks, wholesale dairy product priceswould seemto
have limited opportunity for rises by late 2004. Summer pricesreceived by farmers for milk have been dramatically lower than the spring
records but have stayed well above ayear earlier. Milk pricesare projected to stay above ayear earlier through the rest of the year, but the
autumn increase likely will be smaller than summer’s. For all of 2004, farm milk prices are expected to average arecord of almost $16 per
cwt, up morethan $3 from 2003. Larger milk output will pressure 2005 milk prices. Under the expected demand conditions, milk pricesare
projected to decrease $2 to $3 per cwt next year. Even so, priceswould remain well above the very low levels of 2000, 2002, or 2003. The
index of retail dairy prices stood at 187.7 (1982-84=100) in July, up 14 percent from ayear earlier but slightly below the June peak. The
largest rise was for fluid milk, up 25 percent from ayear earlier. Retail milk prices had been relatively low in the summer of 2003. July
prices for manufactured dairy products were significantly higher than ayear ago but rises were much more moderate than for fluid milk.

SOURCE: "Livestock, Dairy, and Poultry Outlook", LDP-M-123, September 16, 2004, Economic Research Service, USDA. Contact: James J. Miller, (202) 694-5184.
* This summary has been condensed by the Market Information Branch, Dairy Programs, AMS.

USDA ANNOUNCES DEI P ALLOCATI ONS FOR 2004/ 05

WASHI NGTON, Sept. 17, 2004 — The U.S. Departnent of Agriculture today announced new
one-year allocations under the Dairy Export Incentive Program (DElIP) for the July-
June 2004/05 year. DEIP allocations of 68,201 netric tons of nonfat dry mlk, 21,097
tons of butterfat and 3,030 tons of various cheeses may be nmade avail abl e through
future Invitations for Ofers. These allocations correspond to total Wrld Trade
Organi zation limts for this year’s DEIP.

Because of current international and donestic market conditions, Invitations for
Ofers will not imrediately be made available. USDA will continue to nonitor narket
conditions closely to deternine when invitations on these allocations nay be issued.
Export sales of these products under DEIP will be facilitated through the paynment of
bonuses by USDA's Commodity Credit Corporation. Sales of nonfat dry mlk, butterfat
and eligible cheeses will be made through normal comrercial channels at conpetitive
worl d prices. I ndi vi dual product/country allocations will be specified in the
Invitations for Ofers. Country/region quantities nmay be linited by the applicable
invitation.

Informati on about the DEIP, including Invitations for Offers when issued, can be
found on the Internet at http://ww.fas.usda. gov/excredits/deip.htm or by calling
the Operations Division, Export Credits, Foreign Agricultural Service, at (202) 720-
3224 or (202) 720-6211. FAS news releases are available on the Internet at
http://ww. fas. usda. gov. For additional information about Wb access, contact FAS
Public Affairs Division at (202) 720-7115.



DAIRY MARKET NEWS, SEPTEMBER 20 — 24, 2004 -13- VOLUME 71 REPORT 38

FEDERAL MILK ORDER PRICE AND POOL SUMMARY, AUGUST

HIGHLIGHTS - Handler reports of receipts and utilization under the Federal milk order system for August have been filed and tabulated. Combined totals for the 10 orders are being
released. During August, about 9.6 billion pounds of milk were received from producers. Thisvolume of milk is45.6 percent higher than the August 2003 volume on acomparable market
basis. (Takinginto account the volume of milk not pooled due to intraorder disadvantageous price relationships, the year-to-year changeis +3.3 percent.) About 3.7 billion pounds of
producer milk wereused in Class| products, 0.9 percent higher than the previous year on acomparable market basis. Calendar composition had virtually noimpact on milk usedin Class|
in 2004 as compared to 2003. The all-market average Class utilization percentages were; Class | = 38%, Class Il = 13%, Class 11 = 39%, and Class IV = 10%. The weighted average
statistical uniform price was $14.99 per cwt., $1.85 lower than last month, and $1.95 higher than last year.

PRICE AND POOL STATISTICSFOR FEDERAL MILK ORDER MARKETING AREASFOR THE MONTH OF AUGUST 2004
RECEIPTS OF UTILIZATION OF PRODUCER UTILIZATION OF PRODUCER
PRODUCER MILK MILK IN CLASSI MILK IN OTHER CLASSES UNIFORM
CHANGE CHANGE PRICE 2/
FEDERAL MILK ORDER MARKETING NOUT\LDBEER TOTAL FROM PREV. TOTAL FROM PREV. PERCENT CLﬁSS CLI'IA;SS CLI'\A/SS
AREA U YEAR 3/ YEAR 3/

MIL. MIL. $PER

LBS. PERCENT LBS. PERCENT PERCENT CWT.
Northeast (Boston) 001 1,890.5 -2.7 862.3 -11 46 20 24 10 15.57
Appaachian (Charlotte) 005 537.4 11.7 366.5 -2.6 68 15 7 10 16.16
Southeast (Atlanta) 007 593.6 23.0 401.1 5.0 67 13 11 9 16.17
Florida (Tampa) 006 219.9 35 189.8 1.8 86 10 4/ 4 17.49
Mideast (Cleveland) 033 1,546.1 53.4 584.0 -1.6 34 16 45 5 14.61
Upper Midwest (Chicago) 0305/ 2,001.5 210.7 360.7 10.6 18 7 68 7 14.26
Central (Kansas City) 032 1,230.8 88.4 367.3 -5.9 30 12 50 9 14.46
Southwest (Dallas) 126 5/ 777.9 39.2 354.9 4.1 46 14 26 14 15.49
Arizona-Las Vegas (Phoenix) 131 222.1 -0.5 82.3 6.2 37 11 34 18 14.56
Western (Salt Lake City) 1356/
Pacific Northwest (Seattle) 1245/ 619.8 49.3 176.3 4.5 29 7 34 30 14.15
ALL MARKET AVERAGE OR TOTAL 35/ 9,639.8 45.6 3,695.2 0.9 38 13 39 10 14.99

1/ Names in parentheses are the major city in the principal pricing point of the market.

2/ Statistical uniform price for component pricing orders (Class |11 price plus producer price differential). For other orders, uniform skim milk price times 0.965 plus uniform butterfat price times 3.5.

3/ Percent changes from the previous year are based on the same group of comparable markets—markets where the orders were in effect for both years. Excludes the Western Federal milk order; see 5/.

4/ Lessthan 0.5 percent

5/ Dueto adisadvantageous rel ationship between intraorder class prices and the location adjusted statistical uniform (blend) pricein these markets, handlers elected not to pool an estimated 240 million pounds
of milk that normally would have been associated with these markets. 1n August 2003, the estimated not-pooled volume of milk was 3.2 billion pounds, occurring in Order Nos. 005, 007, 030, 032, 033, 124,
126, and 135. After adjusting for these not-pooled volumes, the year-to-year percent changeis +3.3.

6/ Effective April 1, 2004, the Western Milk Marketing Order was terminated.
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CCC PURCHASES OF DAl RY PRODUCTS (POUNDS)

FOR THE WEEK OF SEPTEMBER 20 — 24, 2004 CUMULATI VE TOTALS UNCOWM TTED | NVENTORI ES
TOTAL CONTRACT ADJUSTED SI NCE SAME PERI OD WEEK ENDI NG SAME PERI OD
PURCHASES ADJUSTMENTS PURCHASES 10/ 01/ 03 LAST YEAR 09/ 17/ 04 LAST YEAR
BUTTER
Bul k -0- - 0- - 0- -42, 309 10, 133, 351 - 0- -0-
Packaged - 0- - 0- - 0- - 0- 1, 313, 280 - 0- - 0-
TOTAL - 0- - 0- - 0- -42, 309 11, 446, 631 - 0- - 0-
CHEESE
Bl ock - 0- - 0- - 0- - 0- 3, 840, 106 - 0- -0-
Barrel - 0- - 0- -0- -0- 5, 406, 631 -0- -0-
Process -0- -0- - 0- - 0- 31, 838, 400 - 0- - 0-
TOTAL - 0- - 0- - 0- - 0- 41, 085, 137 - 0- - 0-
NONFAT DRY M LK
Nonfortified 3,370, 755# - 0- 3, 370, 755 357, 203, 150#$% 620, 981, 106 575, 951, 000 1, 153, 392, 000
Fortified - 0- - 0- - 0- -119, 048 706, 989 46, 391, 000 46, 391, 000
TOTAL 3,370, 755 - 0- 3,370, 755 357,084, 102 621, 688, 095 622,342,000 1,199, 783, 000

# Export Donation Program under Invitation 080 to announcenent FMP1l. The estinmated cunul ative under Invitation 080 is
104,504, 297. $ Includes export donation deliveries under Invitation 070.

M LK EQUI VALENT, FAT SOLIDS BASI S, OF ADJUSTED PURCHASES (M LLI ON POUNDS)

M LKFAT*  SKI M * M LKFAT*  SKI M *
BASI S SOLI DS BASIS SOLI DS
WEEK OF SEPTEMBER 20 - 24, 2004 = 0.7 39.2 COWMPARABLE PERI OD | N 2003 = 0.9 45.5
CUMULATI VE SI NCE CCTOBER 1, 2003 = 77.6 4,156.5 CUMJLATI VE SAME PERI OD LAST YEAR = 765.5 7,644.6
CUMULATI VE JAN. 1 — SEPT. 24, 2004 = 52.1 2,807.2 COVPARABLE CALENDAR YEAR 2003 = 691.4 6,379.0
* Factors used for Fat Solids Basis - Butter tines 21.80; Cheese tines 9.23; and Nonfat Dry MIk tinmes 0.22
**Factors used for Skim Solids Basis - Butter times 0.12; Cheese tinmes 9.90; and Nonfat Dry M1k tinmes 11.64
CCC ADJUSTED PURCHASES FOR THE WEEK OF SEPTEMBER 20 — 24, 2004 ( POUNDS)
BUTTER CHEESE NONFAT DRY M LK
REG ON BULK PACKAGED UNSALTED BLOCK BARREL PROCESS NONFORTI FI ED FORTI FI ED
CENTRAL - 0- - 0- - 0- - 0- - 0- - 0- - 0- - 0-
VEST - 0- - 0- - 0- - 0- - 0- - 0- 3, 370, 755 - 0-
EAST - 0- - 0- - 0- - 0- - 0- - 0- - 0- - 0-
CCC ADJUSTED PURCHASES SI NCE 10/1/03 AND SAME PERI OD LAST YEAR (POUNDS) AND M LK EQUI VALENT AS A PERCENT OF TOTAL
BUTTER CHEESE NONFAT DRY M LK M LK EQUI VALENT (%
REG ON 2003/ 04 2002/ 03 2003/ 04 2002/ 03 2003/ 04 2002/ 03 2003/ 04 2002/ 03
CENTRAL - 0- - 0- - 0- 32,049, 972 8, 493, 089 24,411, 395 2.4 39.3
VEST -42,309 11, 446, 631 - 0- 9, 035, 165 344,307, 239 559, 706, 904 96. 4 59.6
EAST - 0- - 0- - 0- - 0- 4,283,774 37,569, 796 1.2 1.1
TOTAL -42,309 11, 446, 631 - 0- 41, 085, 137 357,084, 102 621, 688, 095 100.0 100.0

NDM SELLBACK TO THE TRADE The cunul ative sell back total for 2004 is 67,347,152 pounds.
SUPPORT PURCHASE PRI CES FOR DAI RY PRODUCTS PRODUCED ON OR AFTER NOVEMBER 15, 2002

MANUFACTURI NG M LK Average Test 3.67% - $9.90 per cw.

BUTTER Bul k $1. 0500 Eer pound; 1# Prints $1.0850
CHEESE 40 & 60# Bl ocks $1.1314 per pound; 500# Barrels $1.1014; Process American 5# $1.1889; Process Am 2# $1.2289
NONFAT DRY M LK Nonfortified $.8000 per pound; Fortified $.8100; Instant $0.9625

U.S. Dairy & Total Cow Sl aughter under Federal |nspection, by Regions, for Week Endi ng 09/ 04/04 & Conparabl e Wek 2003

U S. TOTAL % DAIRY OF ALL
Regi ons* (000 HEAD) 1 2 3 4 5 6 7 8 9 10 WEEK  SINCE JAN 1 WEEK SI NCE JAN 1
2004- Dai ry 0.0 0.7 7.9 2.2 18.6 3.1 0.7 0.4 13.1 2.0 48. 8 1,616.5 48.5 47.1
2003-Dai ry 0.2 0.7 7.0 4.6 19.0 2.6 0.1 1.0 11.9 2.8 49.9 1,931.0 49.1 47.6
2004- Al cows 0.1 0.8 9.4 11.8 29.1 15.2 12.0 1.7 15.0 5.7 100.7 3,429.7
2003- Al | cows 0.2 0.9 9.1 12.3 29.3 15.9 11.7 2.5 13.5 6.3 101.6 4,060.9

SOURCE The sl aughter data are gathered and tabulated in a cooperative effort by the Agricultural Marketing Service, the
Food Safety and | nspection Service, and the National Agricultural Statistics Service, all of USDA

CLASS |11 M LK PRI CES, (3. 5% BF)
YEAR JAN FEB MAR APR MAY JUN JUL AUG SEP oCT NOV DEC
2001 9.99 10. 27 11. 42 12. 06 13.83 15. 02 15. 46 15.55 15. 90 14. 60 11.31 11. 80
2002 11.87 11. 63 10. 65 10. 85 10. 82 10. 09 9.33 9.54 9.92 10.72 9.84 9.74
2003 9.78 9. 66 9.11 9.41 9.71 9.75 11.78 13. 80 14. 30 14. 39 13. 47 11.87

FEDERAL M LK ORDER CLASS PRI CES FOR 2004 (3.5% BF)

CLASS JAN FEB MAR APR MAY JUN JUL AUG SEP oCT NOV DEC
1/ 11.85 11.59 11.94 13. 64 19.65 21.13 17.95 14.62 13.94 14.78
- 11. 67 12.90 14. 79 15.21 15. 03 14. 31 14. 00 13.13
11 11.61 11. 89 14. 49 19. 66 20.58 17. 68 14. 85 14. 04
v 10. 97 12. 21 14.10 14.57 14. 50 13.72 13.31 12. 46

1/ Specific order differentials to be added to this base price are located at ww. ans. usda. gov/dyfros/ m b/cls_prod_cnp_pr.htm






