Processed Chicken: National Mechanically Separated Chicken (Fri.)
Agricultural Marketing Service

Poultry Market News & Analysis
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MSC prices for all fat contents trended steady to weak. Supplies were moderate to heavy. Schedules were normal. Domestic demand was light to moderate at best. Export demand was
moderate to instances good. Interest on frozen 15-20% remained good into the Caribbean, Central America, and South America. The recent slowdown on the spot marketplace has been
attributed to resistance and pushback at the retail level to the new higher priced finished goods. This reaction has created a trickledown effect resulting in fewer orders for finished products,
larger inventories of finished goods, reduced contractual supply needs, and more spot MSC and frame availability. Additionally, Mexico has also slowed its buying. Many are monitoring the

situation to see how it will react in coming weeks and respond accordingly. Market activity was slow to moderate. Supplies of raw materials were moderate. Spot frame trading noted between
13-16 cents FOB.

Weekly MSC Weighted Average Prices (cents/pound) and Volumes (1,000 pounds)
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Source: USDA AMS Poultry Market News & Analysis (www.ams.usda.gov/pymarketnews.htm)
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= Mechanically Separated Chicken (MSC) Making History in 2011

A tremendous amount of fluctuation has taken place in the MSC marketplace in recent times, due to increased influence from a
multitude of factors. The dynamic shifts in marketing increased marketplace challenges, created non-traditional trends, and resulted
in record high pricing levels in 2011. In the 30 years since the inception of the report, MSC set new record highs in 2011 with Fresh
15% or Less reaching 32.06 FOB and Fresh 15-20% reaching 30.69 FOB cents per pound, both occuring in September 2011; and Frozen
15-20% reaching 36.64 FOB cents per pound in December 2011. Prior to 2011, the previous pricing high recorded for Fresh 15% or
Less was 31.75 FOB cents per pound in September 1983, for Fresh 15-20% was 29.42 FOB cents per pound in August 2005, and for
Frozen 15-20% was 30.61 FOB cents per pound in April 2009. In addition, the Fall of 2011 saw one of the most difficult contract
seasons, resulting in significantly higher levels than in years past, quite possibly the highest in history, as well as the development of
newer pricing strategies.

Since the economic downturn in 2008, the MSC marketplace has experienced a variety of pricing, supply, and demand shifts, as well
as increased influence from new and existing sources. Influencing factors include record high grain costs, reduced MSC supplies in
recent years (industry cutbacks, operation closings), reduced raw material availability, increased and expanded buyer competition,
and the cost advantage of MSC in comparison to higher priced competing proteins. Other factors involve the increased use of MSC by
other sectors (biodiesel, animal fat, pet food), the current global economic recession, the recent shift in consumer purchases to more
economical protein sources, and the growing demand for MSC into export channels, among others. All of these contributing
elements helped to create non-traditional trends and higher pricing for both spot and contractual trading.

History of MSC Reporting by USDA

USDA AMS Poultry Market News and Analysis (PMNA) began reporting mechanically separated chicken (MSC) in 1981 at the request
of industry. Initially, spot MSC trading was reported only for the Atlantic States Coastal Region. All trading was reported as both FOB
and delivered cents per pound. Prices were reported in a range with a weighted average price to show where the majority of trading
had occurred. In addition, the total volume of spot trading was reported with the total export volume also being identified. In 1991,
the reporting region on the report was expanded and changed from the Atlantic States Coastal Region to Central and Eastern Regions.
USDA began reporting both fresh and frozen 15% or Less (Meat) MSC in 1995 and continued to do so until its discontinuation in 2004.
In 2002, pricing revisions were made to both the Central and Eastern Regions eliminating any delivered trading making all reported
trading FOB cents per pound. In 2008, PMNA once again expanded and revised the MSC report making it a national report. The new
National MSC Report combined trading from both the Central and Eastern Regions and incorporated it with any trading picked up in
the Western Region, which had not previously been reported. Other additional changes made in 2008 to this report included the
addition of monthly and annual pricing averages and volumes, commentary, and graphs.
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