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Alberta Milk

Vision

"A growing, profitable and consumer focused
dairy indusfry."”

Mission Statement

"We promote the viability and sustainability of
the Alberta dairy indusiry through programs,
policies and services."




Alberta - Regulatory Framework =
Legislative Assembly

Minister of Agriculture and Rural Development |

Appeal Tribun;i/\l\r‘la?ketin Council :

Marketing Marketing Refundable
Boards Commissions Commissions

Alberta - Regulatory Framework
Marketing of Agricultural Products Act
Alberta Milk Plan Regulation

Alberta Milk Authorization Regulation

Alberta Milk Marketing Regulation

= =]
|| Alberta Milk’s Governance Structure |
H | Licensed Producer | I
E\.' District Drslru:t ﬂrstrlcl “ Dlslncl D:slnct D:stnct Dl.-:trld Dls!.nt:l
" A 4 delegates || 4 delegates || 4 delogates || 4 delegalen || 4 delegates || 4 delegates || 4 delegates || 4 deiegates I
! y;
u V

| i v i
&) | Region J [ Reglon | ] Region l I Region |
B |_
i | Ragkm Rnglun i ./ Rwlon "\-_;.'
o _“T"'_/ “‘H_______,__af )__/
JI
o ‘i
= Board of Dlrectors :
':H-I * 8 region directors
>‘,‘| - 3 directors at large |
g = Executive Committee: chair, vice-chair, 2™ vice chair m




Alberta Milk Organizational Chart

= — ]
| Board | |m¢mmnm]
=
. : [ Seseralbhanager ]
Polcy & Marksting Musstion. Fenance Corparste Serviees
Bty Sarvce Trasgortaton and Education
Accosrts Pasatis!
o Arcairatie Bosnd Actiie
Aremal gustins Bayrieg Lo
Wmzer Seranes il P
CnFam ntatves Sabstxal Anatyss Haserfay Envrement
) Tectnaal Siggort Prari Mk Procass Seg Humaa Resctons
Warketrg Sosy Pioducer Pay. ittt
Hesearh Tamperaien Conola Admin Fircepton
M ot sl Comarn !
Devigmare Ezhool Wik
Mution Prograns.

Operational Structure

Corporate Services
— Board support
— Director and delegate support
— Staff support
— Communications
— Website

Operational Structure

Finance
— Accounts payable/receivable
— Budgeting
— Quota administration
—Pooling
— Producer payment
—Processor billing
— Processor audits




Operational Structure

Policy & Transportation
— Dairy policy
— Statistical analysis
— Milk allocation
— Transportation

Operational Structure

Member and Industry Services
— Production research 3
— Technical support t
— On-farm initiatives | ]
— Quality milk
— Canadian Quality
Milk Program

Operational Structure

Marketing, Nutrition and Education
— Marketing initiatives
« Provincial programs
+ Prairie Milk Marketing Partnership
— Nutrition programs

- School Milk
+ Elementary, junior and senior high school

— Agricultural education

— Sponsorships and events m B




Marketing and Nutrition

School programs in development

— Power 4 Bones — a new grade 5 program
all about healthy bones.

— Power to Play = our new kindergarten to
grade 3 program.

=]

Marketing and Nutrition

New Product Development

« Organic milk supply

* Omega3

+ Melatonin enriched milk

+ CLA

« Probiotic yogurts and cheeses
* Ethnic cheeses

« Other health related opportunities — such as
heart health
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Industry Overview

Producer Sector
+ 13,621 dairy farms in Canada
* 640 dairy farms in Alberta

* Most Canadian dairy farms are located in
Quebec and Ontario (81%) with the rest located
in the Western (13%) and Atlantic provinces
(6%)

+ 1.0 million dairy cows in Canada

L

Industry Overview

Average Canadian dairy farm has 70 cows -
Alberta 120.

The average dairy cow produces 9600 kg per year.

8.34 billion litres of milk a year — Alberta
655,611,077 litres.

$5 billion in at the farm gate making it the fourth
largest agriculture sector behind grains, red
meats and horticulture.

In Alberta $485 million farm gate receipts.

.

A




Provincial Share of Milk Production

251%1%
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4%
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Industry Overview

Province | Numberof |+ 444 Processors

NFLD 5 -
= = - Employing 22,000 workers
2 1 ~ $11.5 billion sales or 14.9%
L 1L of all processing sales in
ac 171 the food and beverage
ON 128 sector
ME 15
SK 2
AB 34
BC 50

@ o ¥

Source: CFIA 2004

Industry Overview
Total Production Quota (TPQ): Provincial Market Shares




Industry Overview :

i
| The top three processors are Saputo, Parmalat i
and Agropur which process 71 per cent of the
country’s milk.
~ Sap Canadi Private |
| Parmalat Italian Private | 3
Agropur Canadian Coop | l {
f |
(_. &5’0 ke L# A 5
1] .sqalw ! i t |'-
i Source: CFIA 2004 . /) agropur ::_"

i
Producer Profile :
| =
! i
~ Based on quota holdings, the majority of Alberta [
| producers milk less than 120 cows. I
| ‘s
i i
| Estimate of Size of Milking Herd for Alberta |ﬁ|
il AL
B B
i E 150 ,',-
| L T B T |
.I‘-: ‘ % il T8 g23 74 4 i
A 2 0 SSNESSPE S m% l;':
| g B g g o
SRR %
ql:': Number of Cows |
B i
1 ;
P [y
Key Organizations 1]
= Canadian Dairy Commission - Crown
i corporation established in 1966.
| |
[l
- Dairy Farmers of Canada — has been the 3
voice of Canadian dairy farmers since
1934.
« Provincial Milk Marketing Boards - i
. authority to regulate the marketing of -
fluid milk and allocation of quotas and L
quota policies at the producer level. r4
hll.ll I“i'-
i} o




Industry Structure

[BC AB SK MB ON QC NB NS PEI+ NFLD |

P

| P4-Westem Milk Pool | | PS-Eastem Milk Pool ]

7 [(wweico)] [Psico |

= |

; [wap ) | [Ps(rc) |

d

3

\T

o Supply Management

Rests on three pillars:

1. Import controls
N = 2. Production discipline
! 3. Producer pricing

A

Although equally important, without proper
L border measures, the system cannot function.

Three Pillars of

Supply Management i

The three Pillars make it operational, stable, )
sustainable and predictable.

1. Import Controls - Administered through the use of Tariff
Rate Quotas on most dairy products. Canada still
allows 5 per cent market access about 1.5 per cent |
higher than the US allows. The level of access is high in I
Canada and was agreed upon at the WTO.

2. Production Planning - Administered through production
quota’s so that supply and demand in the market are
balanced. B

u

e e P

==t W S

3. Producer Price Setting - Allows producers to get a fair |
market return and counterbalance the market power of I

processors and retailers. ﬂ

30 —



Farm Gate Price
Canada vs United States

Managing supply, including imports, allows for greater
stability on the Canadian market.

190
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Source: Canadian Dairy Commission; USDA: Class il and IV Price

What is Quota?

Quota is essentially the right to produce a
certain volume or quantity of milk or milk

fat over a specified period of time.

* Quota is allocated to the two pools which
then allocates it to the individual provinces.

+ Nationally quota is measured by fluid and
industrial quota.

« Provinces have a single quota system that

fluid and industrial market.

does not make a distinction between the /
ﬂ 3

What is Market Share Quota (MSQ)?

« MSQ: the national production target for

industrial milk

* The tool used to control industrial milk
production in Canada

» Expressed and managed in kg of
butterfat




d Evolution of MSQ l

220 1% and 2% milk
mare popular;

lower butter

consumption

=z B
(=1
|
e
3

million kg BF
>
o
1ol
,z
P

g
I
|

T '\ ——— Low butter 1
! = |
| Quota cut of 1976 | stocks |

| |

8

g

P L P LS L PSS
R R g R

V.

Demand for Industrial Milk

Calculating Estimated Canadian P;
Requirements (ECR): - Jf

.

MSQ follows demand

| Demand (ECR) is calculated each month

il and not directly measured

It is based on the most recent 12-month I
period 4
ECR = Production + Opening stocks + T'
Imports - Closing stocks - Exports - DDPIP - b
4(m)

o
.

Factors Influencing Demand P
for Industrial Milk IT;i

|+ Consumption trends

all — Demographics P

| — Population growth \

| — Health considerations |
— Retail price & promotion

 Fluid skim-off f
— Fluid milk fat preference -
— Raw milk butterfat test 5




Distribution of Quota by Type

Across the Country

'000,000kg BF

BC AB SK MB ON QC NB NS PEI

Province i
[ Fluid Quota ® Industrial Quota | m 2

What is Quota? '

Total Production Quota: the number of

a producer as the producer’s share of the
provincial entitlement.

» The producer can obtain quota by purchasing

15
kilograms of butterfat for a dairy year allotted to t {
b

|

|

or leasing it. i

» Quota increases are proportionately allocated [
to current quota holders

oM

Continuous Quota Management

= The quota management policy developed in

2004 has been effective in limiting surplus
production. However, provinces have
indicated that the “race to the finish”

environment created by trying to meet the
mid-year and year-end target has made it

difficult to manage provincial quotas.

+ Continuous Quota provides more flexible

quota management system.




i e B

Overview of Continuous Quota

= The proposed continuous quota

management system builds on what has
worked well (maintains accountability for
over quota production) and adds an element i

of flexibility that will improve the stability of o
the system. B

* The continuous system addresses the
weaknesses of the current system by

removing the incentive for provincial boards

to overreact in the short term.
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+ Alberta Milk
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Measuring Cost of Production

« National Cost of Production

— Benchmark of cost and return information for
individual dairy producers in Canada

— Sample size 288 producers

« Alberta Dairy Cost Study

— Benchmark of cost and return information for
individual dairy producers in Alberta

— Sample size 62 producers

&sf':




Alberta Dairy Cost Study
Variable Cost

Average Cost per hL 2007 2006 1998
Bedding & Supplies a3 $2.15 2.07
Breeding $0.87 $0.85 75
Vet. & Medicine $1.61 $1.59 1.39
Milk Hauling $2.3.7 $2.27 1.84
Producer's Fees $1.78 1.70 1.22
Utilities $1.49 1.46 1.24
Fuel, Qil, Lube $0.99 99 B1
EBldg. & Mach. Repairs $1.95 1.98 2.81
Miscellaneous $2.75 2.47 2.54
Total 16.13 15.47 $14.77

Alberta Dairy Cost Study

Feed Cost
Average Cost per hL 2007 2006 1998
Grain $3.75 $2.80 $2.96
Complete Feed $7.35 $6.21 $6.59
Supplement $3.58 §2.65 $1.94
Minerals & Vitamins $0.29 $0.26 $0.21
Roughage $7.11 $7.43 $7.91
Processing Costs $0.15 $0.19 $0.03
Total Feed Costs $22.05 $19.55 $19.63

Alberta Dairy Cost Study

Labour Cost

Average Cost per hL 2007 2006 1998
Hired Labour $3.13 $3.02 $3.72
Family Labour $7.54 $6.75 $6.09
Total Labour Costs $10.67 $9.78 $9.81

— 39



Canadian COP Composition
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Other Factors Influencing
Cost on the Farm

« Globalization and the WTO

Imports of MPC

T Wholesale / Retail Competitiveness
+ T Awareness of Food Safety / Quality
Environmental compliance

» Consumer demands for food safety
systems

O

N
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to pressures on the farm
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Pillar: Controlled Prices

* Industrial milk prices are determined by
provinces based on CDC support prices.

« Support prices are the prices at which the
CDC buys and sells butter and skim milk
powder under its various programs.

= Support prices are announced in December
by the CDC to be effective February 1.

+ The price for fluid milk is set by provinces.
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Classification System

Class 1 $87.18 | Fluid milk products — homo,
2%, 10% cream, choc milk

Class 2 $77.55 | Yogurt, sour cream, ice cream
Class 3 $74.47 | Cheeses
.Class 4 I ?L’:‘.EB- | Butter, skim milk powder,

| evaporated and condensed
[EE N |1 milk
Class 4d $73.99 |Inventory class
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Classification System

Class 4M | $15.01

SMP for animal feed

Class 5a | $42.90

Cheese for further processors

Class 5b | $33.84

Other ingredients for further
processors

Class 5¢c | $27.02

Confectionary

Class 5d

| 841 .99

Planned exports

milk class

Prices vs. Revenues

Prices: the price per component for each

Revenues: $/hl that a producer gets on
his monthly milk cheque
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Adjustments of Fluid Milk Prices

=77l
Indexation based on PS5 formula
Normally once per year ‘

during three years

Formula applied once per year
(Feb. 2007, 2008, 2009)

Use P5 formula twice per year

Has its own formula
Price can change more than
once per year
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. Adjustments of Industrial Milk Prices

* The CDC issues an adjustment in support
prices for butter and skim milk powder in
December based on:

— Cost of production study
— Consultations

— Economic indicators

— Judgement

|
: « Support prices include
il — A target price for producers

4 — A consumer levy to pay for storage of normal

4 butter stocks =
| ) — A margin for processors

.+ Support prices are used to adjust
-‘.1 component prices for classes 2 to 4(d)

1
. Adjusting Component Prices for
Industrial Classes 2 to 4(d)

| Butter support price increase® ] | SMP support price increasa® ]
il . 1
i Classes 2

2 [Class 3
Applied to butterfat | and 4 | (cheese)
component in classes

il ]

90% on ‘

Split betwean protein |
and other solids
according to

standard composition

protein
10% on
other salids

1 "
 *Target producer revenue + carrying charges only &
|




Revenues from Milk

« The $/hl revenue that appears on the milk
cheque varies with:

— The relative quantity of components used in
the various classes (more class 1, higher
revenue; more special classes, lower
revenue)

— The over quota production for that month

— Other provincial measures (for example,
SNF/BF ratio)

Wi

Pooling = Benefits to All

» Producers
— More equality in returns
— Harmonized milk classification system

« Processors — Milk Allocation
- Better allocation of milk

— Beginning of harmonization of provincial
allocation policies

= Further processors
— Special Class Program

iy

Eastern Provinces P5 Pooling - 1996

+ The Agreement on all milk pooling for the
Eastern provinces came into effect.
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Western Milk Pool Agreement - 1997

* The Agreement on all milk pooling for the
Western provinces.

Market Sharing in the
Eastern Milk Pool

July 31, 2008

100% 3
! Lmiuslrhl:
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Market Sharing in the
Western Milk Pool

July 31, 2008

100%
80%
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Industrial: |
48.3%
40%

Share of Market (%)

20% 4

SASK. ALTA B.C. W.MP.
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Dairy Characteristics by Herd Size

Farm Size Group Small Average Larger
Cows per Farm 35-83 84-122 124-591
Milk Prod, Licow/yr 8,608 9,124 9,279
Butterfat Test, % 3.8 3.7 3.8
Home Grown Feed % 81.5 76.6 7.2
Gross Income, $/hL 74.32 73.15 72.95
Total Costs, $/hL 68.13 60.20 57.56
Feed Costs, $hL 21.85 21.54 21:77
Labour, hrs/cow 69.25 57.45 50.35
Investment, $/cow 12,003 11,344 11,482
Return to Equity, % 7.3 17.7 19.8
Return to Investment, % 5.1 1.1 13.8
Debt/Capital Ratio 0.24 0.38 0.27

.

Solutions and Opportunities

Long-term support for Supply

Management

Pooling and producer revenue sharing

Infrastructure to support growth

— Dairy research

— Value added development

Expansion through the Domestic Market

QUESTIONS...

o
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