
Dairy Margin Watch:  September

Dairy margins continued to deteriorate over the first half of September due primarily to lower milk prices as projected feed costs held
relatively steady. Margins remain positive and above average from a historical perspective through the first half of 2018, though the recent
sharp decline in milk prices remains worrisome for producers heading into the fall. Milk prices continue to be pressured by heavy supplies
of dairy products and reduced demand. Nonfat Dry Milk Powder (NDM) stocks in the U.S. are growing at a time when EU stockpiles are
huge, with their intervention closing at the end of September. Moreover, the peak milk production months in the Southern Hemisphere are
still in front of us and we see indications that New Zealand will have growing supplies of milk powder to market this season. Meanwhile,
July NDM exports totaled only 93.1 million pounds, a 13-month low and down 12% from last year. USDA released the September WASDE
report, which was considered quite bearish for both corn and soybeans, although the price response has not been nearly as negative.
Contrary to market expectations, yield and production were raised for both crops from the August estimates, with new-crop soybean
ending stocks remaining unchanged at 475 million bushels, while corn ending stocks increased 62 million bushels to 2.335 billion. Corn
has been largely flat since the report was released, while soybean meal prices have rallied about $20/ton off the low on the day of the
report. Given deteriorating margins, our dairy producer clients continue to focus on adjustments to existing positions, adding flexibility to
milk hedges and strengthening feed protection.

4th Qtr '17 2016 2017 Q4 2017:     HIGH $2.47     LOW $0.75     LAST $0.78     10YR PERCENTILE 57.0%

1st Qtr '18 2017 2018 Q1 2018:     HIGH $1.55     LOW $0.47     LAST $0.49     10YR PERCENTILE 65.4%

2nd Qtr '18 2017 2018 Q2 2018:     HIGH $1.44     LOW $0.53     LAST $0.59     10YR PERCENTILE 72.5%

3rd Qtr '18 2017 2018 Q3 2018:     HIGH $1.35     LOW $0.97     LAST $1.06     10YR PERCENTILE 64.9%

The Dairy Margin calculation assumes, using a feed price correlation model, that for a typical dairy 62.4 lbs of corn (or equivalent) and
7.34 lbs of meal (or equivalent) are required to produce 100 lbs of milk (includes dry cows, excludes heifers not yet fresh). Additional
assumed costs include $0.90/cwt for other, non-correlating feeds, $2.65/cwt for corn and meal basis, and $8.00/cwt for non-feed
expenses. Milk basis is $0.75/cwt and non-milk revenue is $1.00/cwt.

The information contained in this publication is taken from sources believed to be reliable, but is not guaranteed by Commodity &
Ingredient Hedging, LLC, nor any affiliates, as to accuracy or completeness, and is intended for purposes of information and education
only. Nothing therein should be considered as a solicitation to trade commodities or a trade recommendation by Commodity & Ingredient
Hedging, LLC. All references to market conditions are current as of the date of the presentation. Futures and options trading involves the
risk of loss. Past performance is not indicative of future results. Please visit www.cihmarginwatch.com to subscribe to the CIH Margin
Watch report.

Commodity & Ingredient Hedging, LLC
120 South LaSalle St, Suite 2200 Chicago, IL 60603 1.866.299.9333
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