EDF Cost of Production Comparison 2014

How successful are European Dairy Farmers?

EuroTier Dairy Event, 10/11/2014
STEFFI WILLE-SONK, European Dairy Farmers

Introduction to the EDF CoP (1)

Annual benchmarking for European Dairy Farmers:

The goal of the EDF CoP is to support farms in their European-wide benchmarking
activities by providing comparable figures for a better understanding of functional
relationships between structures, site conditions, strategy and economic success.

European-wide, harmonized data collection: About 300 farms from 18 countries
send in their individual economic records, using a standardised questionnaire.

Close link to the farms: All farms regularly receive the results showing their
performance compared to the other farms. They are available for questions.

Entrepreneur’s perspective: Full economic costs of dairy production are calculated
including an estimated remuneration for farm-owned production factors/resources.

Not representative: Small, unweight and not specifically selected sample(s) and
therefor the results are not representative for Europe or individual countries.

Not fully harmonized with respect to the financial year: Since the data is
collected on individual farms across Europe, the economic periods differ partially
between the farms. This must be considered when interpreting.
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Introduction to the EDF CoP (2)
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309 dairy farms provided their farm records...

...of the financial years that have started in the 2nd, 3rd and 4th quarter
of 2012 and in the 1st quarter of 2013!
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Where we are today?
Latest results of the CoP

Source: xxxx

11.Januar 2015 European Dairy Farmers




11.01.2015

EDF Europe: Costs, returns and results of milk production

in EUR Ct per kg ECM, average all European EDF farms, Entrepreneur’s perspective
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Negative Entrepreneur’s Profit I (EP I) per kg ECM: -5.4 ct. Not profitable
even including decoupled farm payments (3.2 ct/kg — -2.2 ct/kg).

Source: EDF Cost of Production Comparison, only European EDF farms, 297 farms with beginning of accounting period in 2nd, 3rd or

4th quarter of 2012 or in the 1st quarter of 2013, not representative
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National groups: Full costs and returns in dairy enterprise
in EUR Ct per kg ECM, national group averages

[l CASH costs, feed purchases  [#] CASH costs, other' [ CALC costs, family workers B Depreciation
BH CASH costs, hired workers [ CALC costs, other 2 . Total returns

excl. interest on debt and redemption, 2 ncl. calculated capital costs for equity and debt capitalin the dairy enterprise
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Cash costs (excl. interest on debt capital and redemption) covered
plus money “to live from”...

Source: EDF Cost of Production Comparison, 309 farms with beginning of accounting period in 2nd, 3rd or 4th quarter of 2012 or in the

1st quarter of 2013, not representative, groups with less than 5 farms not displayed
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EDF national groups: Competitiveness of milk production
BEP II (excl. quota) in EUR Ct per kg ECM, national group averages
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EDF national groups: Profitability of milk production

Entrepreneur’s profit, distribution in the national EDF groups

[ Profitable ex. decoup. payments (EP120) [J Profitable in. decoup. payments (EP Il >0) [l Not profitable

Farm-individual results vary strongly within the national EDF groups.
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To think about

— Not all production factors are remunerated at market prices: Milk
production is not profitable in many (EDF) farms.

— What companies SHOULD have in the long-run (entrepreneur’s
perspective) is not what they NEED (CASH perspective).

— Individual results of the farms vary strongly: the farm manager +
site conditions are crucial.
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Where will we go tomorrow?

Some challenges ahead

Source: xxxx

11.Januar 2015 European Dairy Farmers




11.01.2015

EDF long-term farms: Competitiveness of milk production
BEP II (excl. quota) in EUR Ct per kg ECM, average of the long-term EDF farms

W BEPI [0 Quotacosts M Milk price, received
[ Price to cover cash costs (ex. interest/redemption) + calculated costs for family workers
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— Productivity of labour, capital and land
did not change on group average. Farms
tend to grow. Only small changes in yield.

20 % improved in BEP II: Coming from a weak
level, they improved productivity being more or
less average today; by growth in size and yield
linked to a reduction of labour and capital input.
25 % limited BEP Il increase to “inflation rate”:
filled up the barn and tend to increase
productivity figures slightly.

EUR Ct per kg ECM
beginning of accounting period in 2nd, 3rd or 4th quarter of 2012

More than 50 % worsened in BEP Il by more than
general inflation rate: Coming from an above-
average level (good) they only maintained or
even reduced productivity (in particular capital).
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Rising costs, volatile revenues and only minor improvements in the
productivity... potential exhausted or new ideas needed?

Source: EDF Cost of Production Comparison, 143 farms, CoP 2014

orin the 1st quarter of 2013, not representative
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Debts and interest payments in the dairy enterprise
Averages of the national EDF groups, debts in EUR per cow and interest payments on ct/kg ECM

Debts in the dairy enterprise, in Euro per cow:
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Interest payments on debts in the dairy enterprise, in Euro Ct per kg ECM:
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High capital input and debts force to high-output strategies:

— Adaptability of the farms in times of volatile milk and feed prices?

— Potential for a further increase in milk yield (for further economies of scale)?
Debts made at low interest rates:

— Rising interest rates as risk: rescheduling of loans expiring?
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Farm growth: From pure family farming to large-scale farming

Challenges

=== Entrepreneur’s profit I

=== Income over cash costs! excl. decoup. paym.
"**=*' Income over cash costs! incl. decoup. paym.
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Economies of scale and lower costs of
production but:

— More management less farming:
Personal development of the farmer?

— Higher requirements on the
management of financial liquidity
and a higher risk: more rented
resources — higher share of cash costs

— Human resource management:
Providing attractive workplaces,
motivating and leading people who not
only do the job for passion?

— Access to land: from land-based to
landless dairy farming?

« Farm A: 803 t ECM, total costs in the dairy enterprise = 42.0 ct/kg, cash costs = 288 ct/kg, non-milk returns = 7.1 ct/kg
Farm B: 4778 t ECM, total costs in the dairy enterprise = 38.6 ct/kg, cash costs = 32.2 ct/kg, non-milk returns = 8.1 ct/kg

European Dairy Farmers

Source: EDF Cost of Production Comparison 2014, averages of the 10 larges (Farm B) and the 10 smallest (Farm A) German EDF farms,

model calculation

Land use and land prices: Averages of the national EDF groups, proportion of
grassland (in %), stocking rate (in cows/ha) and prices for grassland (EUR/ha)

P. grassland, median+ range

Arable land, median + range
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Land availability is limiting the development in particular in core regions of
dairy production where farmers face a strong competition for land. Or not?
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To think about

— Not all production factors are remunerated at market prices: Milk
production is not profitable in many (EDF) farms.

— What companies SHOULD have in the long-run (entrepreneur’s
perspective) is not what they NEED (CASH perspective).

— Individual results of the farms vary greatly: the farm manager + site
conditions are crucial.

— Rising costs, volatile revenues and only minor improvements in the
productivity... new management practices necessary?

— High capital and debt to force high-output strategies: Future
operational adaptability and development opportunities?

— The growing farm: Rising requirements to the management and
rising risks in times of volatile prices.

— Itis all about the land. Or is it about milk production at all costs?

11 January 2015 European Dairy Farmers




