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Class Price & CA Blend Price Comparison 
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Estimated Hilmar Pool Draw, 2008-2015 
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Estimated Annual Hilmar Benefit based on CA Class 4b vs. FMMO III, 2008-2015 
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Odobel" 18,2007 

Dear 

Last month, We sent to our producers" leller explaining the state of the dairy industry and [,!lImA" 
Cheose Company'.- current position. In this lette!', we shared that our strategy moving forward 
would include SOllle type of contl'aet limitation for aH produecl's, After much thought and 
consideration, we arc affecting new contract volumes per your enclosed new contl'ac1. 

p.2 

Our decision to cap producer contracts is based strictly on limited plant eapacity, Over the la,t 23 
y~ars, we have grown OUl' California plant by almost 20 pCl'cent annually. Now, despite contil1ued 
good demand for Ollr products, we have rcached a point where we have vel'y little abllity to 
incrc&lse capacity at the Hilmar site. Conseqltently, we must adjust milk contracts to C~1sure that Olll' 
supply does not exceed'om' ability to process your milk into high quality, value-added dairy 
products, ' 

Enclosed you will find two originals ot' YOLll' new contract with [-]ilmar Cheese Company, Please 
sign and return one" original tlsing the enclosed self-addressed stamped env<:::1opc by 'Wednesday, 
October 31, Z007, If we do not l'eceive the signed contract by Ihis dale, this letter will serve notice, 
that ,Ihe conlract we nowhllye in effect with you will tel'minate effectivc Jan ual'Y 31,2008, 

A common question you mizh11Hlve is] "what happens if L exceed my COllil'RclT' Hilmar Cheese 
Company will enforce the contract volume limitations as they are a VItal part of planning oUt' 
business ,going forward. This means tha.t it'yau exccc.d your contract volume we may take, but are 
not limited tal .such actions as only picking up the contract amount, and/or tcrmi}lating your 
contract, 

I knowihat these are big changes in our relationship with you, Our milk "'?ply and our 
, relationship with you al'e critical to us, But, we must plan fol' the contractual volumes we agree to 

purchase if we are to be successful as the purchasel' and marketer of your milk, This means that we 
will need to work much more closely with you as we move forward. And, this change in our 
contract i1.rrangemcnt is a critical part of working together'. 

\Ve appreciate your understflnding as we move forward togethe.l', Feel free to contact a JIICH1ber of 
the Milk Team with any questions, 

Sincer y, 

9001 North Lander Ave, • P,O, Box 910 • Hilmar. CA 95324 • (209) 667-6075 • Fax (209) 634-1408 
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:\ugus't 21 ) :!009 

Dc."r Milk Pro(\uccriSupplier. 

This year certilinly hn s proven to be one of the most difficult rimes fi ll i:lnciJH)' for milk 
producel's. \Vc arc finally seeing some rcliefia terms of prices as suppl}' and demand begin tu 
come inW hgttcf'r bJ-tlauc(,' . 

Not th~t( long ago the stat.c was experiencing an oversupply of olUk thut required ~tdct volum,c 
conslntillts and now, ill July, Califonua production is down. oyer 5% compared to !;\st yenr. 
And because Hilmar Cheese hnd limited processi.ng capacity, in the recent pnst it has het'll ollr 
~lppr()~ldl to purd)::ls(': milk from our direct shippers on a c.outroHerl, cuntr3ctcci basis :.ind 
fulfill the remaining nceO$ of the prant with spot milk £l'om other California sources. This 
;dJmvrd liS to nE!~: with m:lrl~et sHuntions. T he CUJTcnt dranlstic drop in ntilk pl'oduction ha~ 
caused tiS to re-evaluate OUT procurement strategy. Tuclay, we are simply unable to meet the 
needs of our customers \vilhout incrcnsiug ou r supply of raw mjlJ.:. In the 10 "Yeel{s from J uly 
1.1 through Septcmher 14 we have significantly ~horted our conlwcrcial cheese (:ustomcrs 
simpl)' ncc.lusC we c:annnt I!et the milk 'Wl' need. WiTh 'Visconsill mill.;: procluetion up 5~'~ in 
. Jul~' ~ our concern is tlJat uur customers \ .... m queslion our ability to supply their 'growing n~ed."i 
;md look to U,e Midwest inst~al.J. As ·a result we need IO 'make some adju stments .. Then.:foJ'c, in 
the short term we will ~IIJO\,· our contracted miJJ\ produc~rs (0 ship over theil' con tract caps 
thi·ollgh [he end of rllis year, I)ecember 3], 2009. 

During th~s time of relaxed yolume caps, we will work to de,:elop a more c.omplete approach tv 
supplyin g the plane for tbe next severa.1 years that reflects curren t and anticipated rcaUtics as 
we see [hem. As che California milk ~uppJy adjusts over th e Dext few months, we "ill better 
understanct'long-tenn milk aV:'lilfi bility. It is likely we will decrease (Hit- dependence Oll 

outside, spot ntilk arid increase our dil-cct ship supply_ However , th is is not' guanmtced. \\/e 
caution ~'ou against making nny major grow lb changes on yo ur dai ry that C3n 110~ be I"cvuscd 
in January 20107 at least until we give you morc (tircction. 

IT our fUHire miU" proclln:.menC strategy docs tnduc!c incl'casing nwJi cfmtrncts n~x~ yenr~ th('sc 
will be given h:rsed on objective criteria used to r ank prod ucers, such 3S high ~lilk quality: 
high chee.se yield 3n<1 environmental certification. If gro~'1~1 is in your dairy's Jong-tel'n1 prans~ 
we enco'urage you' to foc.u~ on fhese areas durin 'g this panse from volume controls. \Vc will a lso 
u se tills 'time to review an:y unused contract volumes indi ... ;du~lJy. 

Thalli, you for your continued supporc of ollr C(lorcs to pruvide high quality dairy pmducts to 
meet marl.;c[ demands; "ye kllOW it is not an easy t:l s k. If ) ' 011 have any qucstio~s, pleilsc 
contact" member of the Milk Team at 209-667-6076. 

\-- _. ------- _. 
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Milk Production Index, Selected States and U.S. 
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CA ID WI us CA ID WI us 
Year Number of Herds Index 2008 = 100% 

2008 1,905 635 13,730 57,127 100% 100% 100% 100% 
2009 1,820 600 13,170 54,932 96% 94% 96% 96% 
2010 1,715 585 12,710 53,132 90% 92% 93% 93% 
2011 1,675 575 12,100 51,291 88% 91% 88% 90% 
2012 1,650 565 11,490 49,331 87% 89% 84% 86% 
2013 1,535 550 10,860 46,975 81% 87% 79% 82% 
2014 1,485 530 10,290 45,344 78% 83% 75% 79% 

Dairy Farm Numbers by State As a % of 2008 Levels 
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2014 Selected States Margin/ cwt 

CA FL !1 IN !A MI MN NY OH PA WI 

Mailbox Pr $ 21.83 $ 27.13 $ 24.52 $ 23.55 $ 24.52 $ 23.47 $ 24.28 $ 24.54 $ 24.20 $ 24.48 $ 24.27 
Add Back: 

Mktg & H $ 0.68 $ 0.65 $ 0.68 $ 0.65 $ 0.65 $ 0.69 $ 0.69 $ 0.77 $ 0.70 $ 0.71 $ 0.71 
Tota l Reve $ 22.51 $ 27.78 $ 25.20 $ 24.20 $ 25.17 $ 24.16 $ 24.97 $ 25.31 $ 24.90 $ 25.19 $ 24.98 
COP *'II $ 23.90 $ 27.00 $ 35 .24 $ 26.69 $ 31.04 $ 27.47 $ 33.68 $ 33.68 $ 29.76 $ 38.00 $ 32.28 
Net Incor $ (1.39) $ 0.78 $ (10.04) $ (2.49) $ (5.87) $ (3.31) $ (8.71) $ (8 .37) $ (4.86) $ (12.81) $ (7.30) 

* Source Federal Order Mailbox Prices 2014 Table, www.fmma30.com/Homepage/F030~MailboxPrices.htm l 

*. Source ERS COP for 2014, www.ers.usda.gov/ datafiles/Milk_CoscoCProduction_Estimates/Milk_CostofProduction_Estimates2010_Base/An nuaI/MiIkState2010%20base.xls 
... Mktg costs from the ERS COP, hauling estimate of $.50/cwt 

2014 Selected States Margin/cwt 
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CDFA's COP Q4 - 2012 
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CDFA's Net Margin Q4 - 2012 
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