
Butter prices continue to weaken, with the Eurex butter Index down €238, or
almost 6% since last month, while SMP appears stronger, with a €43 of 1.3%
boost since our January edition. Strong milk production around Europe; with
DairyCo indicating UK production for January running at almost 8% up on the 3
year average, and Eurex reporting over c.5% growth for January in France, is
putting some downward pressure on butter prices, but protein and cheese prices
are reported to be holding.

Meanwhile amongst our international competitors, U.S.supply is flat, with only
a less than 1% growth for the first 10 months of 2013, Australian production fell
by 5.4% for the first 11 months of 2013, and continues to fall by almost 3%, and
New Zealands current growth of 4.8% should be seen against a 2.4% drop for the
first 11 months of last year (CNIEL figures).

Analysts report very little evidence of demand burn-off as a result of high prices,
with suggestions that the outlook is quite positive until around June, with some
degree of hopeful optimism for the second half of the season.

European exports suffered in 2013, with a 27% reduction in SMP exports, coupled
with a 7% drop in WMP shipments, and a 3% drop recorded for butter. There
were modest 4% and 3% increases for cheese and whey powder respectively
(figures to end Oct, CNIEL). By contrast, the US grew its SMP exports over a similar
period by 24% and cheese exports by 19%. Australian exports of SMP dropped
by 29% over the same period, and their WMP shipments dropped by 16%. The
New Zealand drought of almost a year ago resulted in almost static export figures,
with only 5% growth in SMP exports, no growth in SMP or butter/oil exports, and
an 8% drop in cheese exports.

 
�

Following the huge success of the 2013 National Dairy Week,
and coinciding with the 50th anniversary of the NDC, this

year’s National Dairy Week will start on Monday, 12th May.

This year the NDC campaign will be focusing the following:

� The Irish grass-based dairy production system and the
importance of the family farm to the overall economy

� The economic benefit to Ireland by consumers actively
seeking out dairy produce farmed and processed in the
Republic of Ireland

� The vital role that dairy consumption plays in a healthy
diet and active lifestyle, constituting one shelf of the
Department of Health’s Food Pyramid

� The taste and versatility of dairy produce in home cooking

The NDC will be investing significant resources in highlighting,
not just the nutritional benefits, but also the economic

importance of the sector, and the campaign will, no doubt
attract significant media attention. This gives all stakeholders
in the sector the opportunity to show their support, and to
take advantage of increased media and public interest in the
Irish dairy industry. The NDC are asking as many individuals,
groups and organisations as possible to get involved, to help
to promote the Irish Dairy Sector to a wide audience. There
are lots of ways to help out…..host a talk, spread the word,
organise a farm walk, generate local PR coverage etc. Contact
the NDC for more information or help with your plans -
info@ndc.ie
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ICOS warmly welcomes the EU’s continuing commitment to continuing
the School Milk Scheme. It has been vital to give young people of school
going age access and exposure to nutritious liquid milk at a very
affordable price.

The Scheme had been under pressure from
opponents who questioned the benefits of
dairy in children’s diets. The new
streamlined ‘School Food Scheme’ will
merge both the milk & fruit and vegetables
schemes.

ICOS will be working to see if other nutritious Irish dairy products such
as cheese and yogurt may be practically included in the school scheme.

The EU commission has appointed ICOS as key stakeholders on an impact
assessment they are running on the feasibility of implementing
compulsory origin labelling on dairy. Countries such as Italy and France
have long lobbied for this to be enacted into EU legislation as they
attempt to nationalise their dairy industries to cater for their large
domestic markets.

The Commission had committed to carrying out a risk assessment on
proposals to have compulsory place of farming labelling, and as part of
this process, ICOS have been invited to represent European dairy
producer interests. Our position is simple: Irish coops representing the
vast bulk of Irish dairy are totally against compulsory labelling. We export
almost 90% of our milk and we feel that suggestions to legislate in this
direction are protectionist, of no benefit to consumers, short sighted,
would raise costs to all parts of the supply chain, and most importantly
go against the very principles of the single market.

We can have no problem with any company or country wishing to put
origin labelling of any kind voluntarily on their products. We do object
strongly to compulsory regulation of this nature.

After over 3 years of debate, the US have finally passed their farm bill.
Similar to our struggles in Europe on the ending of quotas and other
market management provisions, the dairy fight in the US largely centred
on provisions that sought to limit milk production when prices began to
drop.

Instead of market management, the
compromise deal allows dairymen buy
federally subsidised private income insurance
to protect margins in the event of a price
collapse.

The old dairy subsidy program paid farmers when milk prices fell beyond
a certain point, something like the intervention thresholds in Europe.
But like intervention, it did not take into account farm input costs, and
in the US corn feed prices have risen dramatically in recent years because
of drought and demand from American ethanol manufacturers.

Farmers would pay premiums based on the level of difference, or margin,
they wanted to insure. Options range from $4 to $8 per hundred pounds
of milk, so while subsidized, the programme is not cheap for producers.
A $4 margin for the first 4 million pounds of milk is free, with a sliding
scale on from that. (Cost table in lbs and dollars below)

What about production bases for coverage? Producers will have a
"production history” which is their highest annual milk production in the
2011, 2012 or 2013 calendar years. Most US farm and dairy organizations
that ICOS deal with have initially welcomed the overhaul saying it would
be fair and effective in keeping farms from going under during hard times.

The new insurance system will have to be in place by September of this
year. We will continue to keep on top of developments, especially in the
context of developments in the TTIP- the evolving trade deal between
the EU and the US.

The Arla Co-op board have laid out their ambition to double its exports
of European dairy products to growth markets outside the EU by 2017.

To achieve this, the co-op directors have approved a huge new
investment plan for the coming year with a war chest of 2.2 billion DKK
(Almost €300 million). The objective of the fund is 2 fold:

Meanwhile, in its “Prospects for Agricultural Markets and income in the
EU 2013-2023”, the European Commission predicted a favourable
medium term outlook for milk and dairy products, driven by dynamic
world and domestic demand supporting firm prices. The suggested that
EU milk production growth post quotas will be limited, because most
member states’ production is not currently constrained by quotas, and

 due to environmental constraints, resulting in demand keeping pace
with production growth. In general, they predict a c8% growth in EU
production between 2012 and 2023. Interestingly, this figure includes a
growth figure of 23% for Ireland. Unfortunately, they predict that global
demand will grow more slowly than in the past decade.



1. New and ongoing dairy expansions related projects
2. Streamlining the energy needs of the overall co-op infrastructure

The cooperative are claiming €100 million will be invested in
production for Arla’s strategic growth markets outside the EU –
Russia, China, the Middle East & Africa. The stated overall goal of the
strategy is to increase profitability in Arla’s business and thereby
create higher earnings for Arla’s co-operative members long term.

Investments in 2014 include:

� €70 million investment for the ongoing construction of a new
lactose production site near Nr. Vium in Denmark. The new
site will produce value-added lactose ingredients based on
whey from Arla’s nearby cheese production. These
ingredients will be used for child nutrition products and other
categories and sold to the food industry globally by Arla’s
subsidiary Arla Foods Ingredients.

� €17 million for the Pronsfeld dairy in Germany, which exports
products such as UHT-milk and milk powder to the markets
in Asia and Africa.

� €12 million for Arla’s dairy in Upahl, Germany where
production of quark is to be expanded.

� €11 million for Arla’s dairy in Oswestry in the UK, where a
new cheese packaging facility will be constructed.

� €9 million for the dairy Holstebro Flødeost in Denmark,
where a new packaging line for BUKO cream cheese is to be
built.

� €5.6 million for Falkenberg dairy in Sweden, which will
re-open as a cottage cheese dairy.

� Almost €17 million will be spent on making Arla’s production
more environmentally friendly across the coops 67 sites.
They are looking for a 25% CO2 reduction target by 2020.

The level of expenditure reaffirms the scale of Arla’s ambitions
as communicated by their Chairman Åke Hantoft, at the ICOS
National Conference in November.

The
” was published in July of last

year and is making a slow passage through the Oireachtas.  It is hoped
that it will be through Second Stage in the Senate by the end of the
month and will then have to go through Committee and Report
stages in both houses of the Oireachtas.

The nine key changes in the Bill affecting co-operatives are as follows:

1. Providing for a removal of the upper limit on the financial
interest in a society which an individual society member may
hold (currently €150,000 or 1% of total asset value).

2. Increasing the amount which a non-agricultural or fishing society
may raise by way of subscription for shares, without the
permission of the Registrar, from €12,697 to €30,000.

3. Allowing greater flexibility to societies regarding their financial
year for the purpose of submission of annual returns.

4. Changing the requirement on societies to provide a copy of its
rules to every person, to supplying a copy on demand to
members only. The general public always have the right to
access rules from the Registrar.

5. Providing that annual returns to the Registrar may be submitted
by one of two dates during the year, depending on the date of
a society’s financial year.

6. Extending the right of members or ‘persons having an interest
in the funds of the society’ to inspect the books containing the
names of members to include ‘‘their holdings in the society,
whether in shares or loans’’.

7. Bringing societies in line with company law requirements by
providing for a right for non-members to inspect the books
containing the names of members and their holdings in shares.

8. Abolishing the requirement for societies to submit, at least once
in every three years, a ‘triennial return’ of the members and
their holdings to the Registrar.

9. The application of the existing law on examinership to industrial
and provident societies.

This month we focus on interest rates on borrowings.
The cost of borrowing comprises and is influenced by a number of
factors:

� The Market Rate
� Borrowing Margin
� Other Mandatory Costs
� Period of time that debt applies to
� Currency
�

The Market Rate for a Loan could be “euribor” or Bank Cost of Funds.
The former is set each morning for 1-month, 3-months, etc. and is
the same for borrowers all over Europe. It is also transparent and
can be easily verified. Bank Cost of Funds is NOT transparent, can
vary by bank and cannot be verified. In the case of overdrafts, banks
tend to use “Prime” which can vary slightly from bank to bank again.

Borrowing Margins are the profits made by banks on loans. These
can vary from less than 2% to 6% depending on the relative financial
strength of the borrower. SMEs tend to be charged more as their
bargaining power is less.

Other Mandatory Costs do not apply in the current market but could
be introduced by the Central Bank at some point and, accordingly,
tend to be included in documentation.

The period of time that applies to the debt also influences the rate.
In broad terms, short-term rates are usually lower than longer-term
rates.
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Feeding calves at least 3 litres of clean colostrum from the first
milking of their own dams within the first two hours of life is
an essential component of successful calf rearing allowing the
calf to gain essential passive immunity against a range of
common disease causing bacteria and viruses.  Colostrum and
milk feeding practices are also important in reducing the risk
of calves becoming infected with Johne’s Disease (JD).  In JD
infected cows, the bacteria that cause the disease, Map, can
be present in colostrum and milk through both the direct
excretion of the bacteria into the milk and through
contamination of the milk with Map contaminated dung.
Colostrum or milk containing the bacteria is a major risk factor
for calves becoming infected with JD.  Therefore it is essential
that calves are fed colostrum or milk which has a low risk of
carrying Map.  To achieve this, the following measures should
be adopted;

1. Test cows individually to identify high risk cows. The
AHI Voluntary Johne’s Disease Control Programme
for dairy herds recommends that cows are tested
annually by blood, or twice yearly by individual milk
samples.

2. Avoid the use of colostrum or milk from any test
positive or test inconclusive cow for any calf.

3. Do not pool colostrum or milk.  If one of the donors
to the pool is infected, her milk could contaminate

the entire pool which could infect multiple calves if
fed to them.

4. Harvest colostrum cleanly – there should be no faecal
contamination.

5. Ensure all calf feeding utensils are thoroughly and
frequently washed with hot water and detergent.

6. Build up a bank of frozen colostrum from low-risk
cows (i.e. cows that have tested negative over
multiple cycles of individual testing) in your own herd
for emergency situations where colostrum is not
available for calves from their own dam.

7. If calves are fed colostrum or milk from cows other
than their own dam, record these details.

8. Do not import colostrum or milk from another farm
as this could lead to the introduction of infection.

9. Avoid the use of waste milk for feeding calves,
particularly any calves that will be kept for breeding
purposes.  Johne’s Disease predisposes cows to a
range of other diseases; therefore a cow that has
been treated for one disease could be harbouring
Johne’s Disease.

For further details on the national Johne’s Disease pilot
programme www.johnes.ie

At the moment, 3-month euribor is just below 0.30% whereas
3-year Market Rates (i.e. before margin) are close to 0.60%.
Again fixed rates (i.e. for greater than one year) vary from bank
to bank. Please note that when interest rates start to rise, the
3-year rates usually increase 6 to 9 months before the ECB
Base Rate is increased.

Finally, different rate apply to different currencies. Borrowing
in sterling will probably be 0.50% or thereabouts more
expensive than Euro borrowings at this point in time.

Bottom line – it pays to understand what influences interest
rates prior to any business negotiating new loans or fixing
some debt.

John Finn is Managing Director of Treasury Solutions Ltd.
(www.treasurysolutions.ie ), an independent treasury and
corporate finance consultancy. He has been actively involved
in negotiations with banks on behalf of corporates for over 20
years and is also a regular contributor to media on finance and
economic topics.
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