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fairlife

fairlife brings nourishing, great tasting products to consumers by using a patented cold-filtration system
that filters real cows’ milk to remove some natural milk sugar, while concentrating the protein and
calcium naturally found in real cows’ milk.
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COMPANY HIGHLIGHTS
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WHAT IS HEDGING?

Risk management

Examples: Futures & options contracts

Not gambling — cannot be a guess

Not free — transaction costs

Allows us to “lock in” a price in a market anyone can participate in
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HEDGING EXAMPLE: HEDGE PLACED

III

1A

Hedge
Position

50% at $16

50% at $14

Base Class | Skim
S15

Actual
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HEDGING EXAMPLE: “AVERAGE OF”

Hedge

Position

I11 50% at S16
IV

50% at $14

Base Class | Skim
S15

Hedge gain offsets increase in Class | Skim Price
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Hedge
Actual Gain/Loss
$12 -$4 = ($12 - $16)
-$4 at 50% = -$2
$18 $4 = (518 - $14)

S4 at 50% = S2

Base Class | Skim
$15 - S0 =S$15
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HEDGING EXAMPLE: “HIGHER OF”

Hedge Hedge
Position Actual Gain/Loss
1 50% at S16 $12 -$4 = ($12 - $16)
-S4 at 50% = -S2
IV
50% at S14 S18 $4 = ($18 - $14)
S4 at 50% = $2
Base Class | Skim Base Class | Skim
$15 $18 - 50 = $18
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ADJUSTER: FIXED vs ROLLING

Current formula uses an adjuster to ‘make up’ higher of & average of difference
Problem: static adjuster
Solution: dynamic adjuster

Proposal 15: 24-month rolling adjuster with 12-month lag
Looks back at prior 13 — 36 months
Each month oldest drops off and new rolls on
12-month lag provides known adjuster for hedging

Dynamic adjuster ensures we don’t have to change formula if/iwhen markets change
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WHERE SHOULD OUR INDUSTRY FOCUS?

* Price changes for fairlife’s
customers rarely happen more

than once per year
I11

» Customers and consumers don'’t
like price changes as much as
v they don’t like high prices

* Predictable commodity prices
facilitate product innovation

efforts
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