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Fortifying Our Future

Dean Foods Company is the largest processor and distributor of dairy products
in the United States. We sell mitk and a full range of other dairy products under
more than 50 well-known local and regional brands and a wide array of private
labels. Our WhiteWave Foods division produces a variety of nationally branded
dairy and dairy-related products, such as Horizon Organic® dairy products,
Silk® soymilk and International Delight® coffee creamers.




From the Chairman of the Board and Chief Executive Officer

Dear Fellow Shareholders:
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\ ean Foods Company experienced an extremely

|
|
| I‘jj challenging year in 2007. Extraordinary cost

(L

the raw organic milk market caused us to fall far short of

inflation in dairy commaodities and volatility in

our financial goals.

As the year unfolded, we began to feel the effects of
an‘emerging structural shift in the U.S. dairy industry,
driven by our industry’s expanding role in the worldwide
economy and by the prospect of sustained higher input
costs. The challenges we faced last year and that we
will continue to face in this period of
industry-wide change strengthened
our resolve to transform our business’
into a more efficient, profitable and
sustainable operating model. In 2006,
we began several multi-year capability
and productivity enhancement
initiatives. In 2007, we made steady
progress on the development and early -
implementation of these efforts. We
will continue to focus on the'se initiatives as we work

to return to sustainable long-term growth.

Addressing a Dynamic Marketplace
Last year, the declining value of the U.S. dollar

and a shortage of global dairy supply resulted in an

unprecedented foreign demand for U.S. produced dairy-

based products. This unexpected export demand caused

prices for Class | raw milk to skyrocket. Beginning in

the second quarter, raw milk prices started a dramatic
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climb and remained at or near record-high levels for the
balance of the year. Second half average raw milk prices
were over 80% higher in 2007 than in the prior year.

In our Dairy Group, we were challenged throughout
the year to raise prices as quickly as the costs of raw

milk and other inputs escalated. The Dairy Group’s cost

~of goods sold increased by $1.6 billion in 2007, most

of which was offset by increased prices. However, the
stepped-up pricing did not cover all our costs. Operating
results were negatively impacted by the increased

value of milk normally lost during the
production process (called “shrink™),
by higher packaging and fuel costs,
and by a substantial reduction in the
proceeds from our sales of excess
cream, wh'ich offsets our costs of goods
sold. Also, as we confinued to ralse
prices for finished products in response
to increased raw material costs,
consumers in some markets reacted

by shifﬁng from our branded products to lowef—priced
private label products. All of these factors combined to
result in an approximately 9% decline in Dairy Group
operating income for the year,

At WhiteWave Foods, we grew Horizon Organic® milk
volume sales by approximately 18% and expanded our
market share in the face of an industry-wide oversupply of
raw organic milk. The oversupply led to steep discounting and
aggressive distribution expansion by our competitors in an

effort to stimulate incremental demand. In response, we made
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the strategic decision to defend the long-term value of our
Horizon Organic brand by lowering prices and increasing our

own marketing investment. Our efforts were successful. Our

other WhiteWave brands also enjoyed healthy top-line growth.

Sifk® sales increased by 8%, International Delight® sales
grew 11% and sales of our LAND O LAKES® products were up
13%. Despite these increases, WhiteWave's operating income
felt 11%, due largety to our strategic investment in support
of Horizon Organic, and also due to the higher costs of raw

material packaging and fuel.

direct selling and brokered model so that we can more
effectively and efficiently sell and distribute our brands.

We made progress on the centralization of our
accounting and finance organization across the Direct
Store Delivery (DSD) and Morningstar platforms. We
consolidated our transaction processing activities from
over 100 locations across the country into five regional
processing centers, This streamlined system will atlow us
to reduce costs and upgrade our capabilities.

Perhaps our most significant accomplishment

Building a Strong Future

Despite the challenges in 2007, we made
considerabte progress in the company’s transformation.
We continued our efforts to optimize the performance
of WhiteWave Foods, We successfully completed the
implementation of the SAP enterprise operating system,
which we believe will enabie us to better manage the
WhiteWave platform and atlow for improved profitability.
We also transitioned our selling systems from a

predominately broker-managed system to a hybrid

in 2007 was the continued build-out of a first-class
leadership team. During the year, we made key
additions in the areas of supply chain management,
human resources, sales and marketing. We are
fortunate to have attracted some of the best talent

in the consumer goods industry. We now have

a management team that | believe has the right
combination of exceptional dairy industry expertise
and very relevant operationatl and strategic experience

from related industries, many of which have already




completed their own transformational process.

In January of this year, we realigned our leadership
team and strategy around distinct supply chain and
delivery channels. Our new DSD platform will focus
solely on our high velocity, short shelf-life, locally and
regionally branded fluid milk, as well as our ice cream
business. Qur Morningstar platform, which is a leading
manufacturer of private label cultured and extended
shelf-life dairy products, largely delivered to customer
warehouses, will be aligned with WhiteWave to allow us
to leverage the manufacturing,
distribution, innovation and
systems infrastructure across
both of these businesses. We
believe this platform-based
focus will allow us to better
meet the evolving needs of our
customers and enable us to fully
realize the benefits of our scale.

We are continuing to analyze
our business to identify and prioritize opportunities
to improve efficiency. One of our top priorities will be
optimizing our manufacturing network. We are relatively
early in the process of streamlining and consolidating
our many acquired operations and, as a result, there
is a great deal of decentralization and complexity still
in our system, The development and execution of this

initiative will be a multi-year effort and will require

additional investments in people, systems and facilities.

We are taking a disciplined and careful approach to this

effort in order to ensure that we align with the needs of
our customers and with our own goals of creating more
sustainable business practices. The challenges are
significant, but we believe there wiil be tremendous long-
term benefits.

We are also intensifying our efforts to mitigate
cost inflation. We have expanded and strengthened
our centralized procurement program. We are taking
steps to lower costs by improving the energy efficiency
of our plants, reducing our fuel usage and changing
the materials used in our
packaging. In the near term,
we will reinvest the majority of
the savings generated by these
and our other cost savings
initiatives into our long-term
optimization efforts.

We also are placing an
increased emphasis on brand-
building and innovation.

We have strengthened our product development

and marketing capabilities with new talent and more
disciplined execution. In 2008, we will expand the
development and introduction of new products and line
extensions.

Finalty, as a result of today’s challenging operating
environment, we have begun to see an increasing
number of attractive acquisition prospects. In the past
year, we completed three strategic acquisitions, and are

currently considering several others. Recently, we raised
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$400 million in a public equity offering and we have
used the proceeds to reduce outstanding debt under our
senior credit facility. This reduction in our outstanding
debt will not only lower our interest expense, but also
will provide us with greater flexibility to take advantage
of compelling acquisition opportunities in the future,

In summary, 2007 was the most difficult year in our
history. Looking forward to 2008, we expect commodity
pressures to lessen to some degree. But, as the U.,S,
dairy industry becomes more fully integrated with
international markets, we anticipate continued volatility
in conventional raw milk pricing. The organic raw milk
market is also in a state of flux. At this point, we have
shifted from the oversupply of last year to an increasingly
tight supply accompanied by rising prices. Other input
costs, including fuel, energy and packaging, remain high
and in some cases are continuing to increase. In this
environment, we are extremely focused on reducing costs
and improving efficiency. We are in the early stages of a
challenging but exciting period of transformation, and
I believe we have many opportunities to meaningfully
enhance our long-term profitability.

. Iwould like to thank each of our employees for
their focused dedication and hard work throughout

this period of volatility and transition. And, | thank

you, our shareholders, for your continued investment

in and support of our company. Although we are in the
midst of a long-term transition, we expect the fruits

of our efforts to become increasingly evident as time
goes on. We remain in the enviable position of being
the industry leader, with leading brands, healthy and
nutritious products, an unparalleled manufacturing
and distribution system and an outstanding team of
employees. With these assets and our commitment to
building a stronger company, we are well-positioned for

future long-term growth.

bt £

Gregg L. Engles

Chairman of the Board
and Chief Executive Officer
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PART 1

Item 1. Business

We are one of the leading food and beverage companies in the United States. Our Dairy Group segment is the
largest processor and distributor of milk and other dairy products in the country, with products sold under more than
50 familiar local and regional brands and a wide array of private labels. Our WhiteWave Foods (“WhiteWave")
segment markets and sells a variety of well-known dairy and dairy-related products, such as Sifk® soymilk. Horizon
Organic® milk and other dairy products, fnzernational Delight® coffee creamers, and LAND O'LAKES® creamers
and other fluid dairy products. WhiteWave’s Rachel’s Organic® brand is the second largest organic yogurt brand in
the United Kingdom.

Our principal executive offices are located at 2515 McKinney Avenue, Suite 1200, Dallas, Texas 75201. Our
telephone number is (214) 303-3400. We maintain a worldwide web site at www.deanfoods.com. We were
incorporated in Delaware in 1994,

Segments and Operating Divisions

We have Lwo segments: the Dairy Group and WhiteWave.

Dairy Group

Our Dairy Group segment manufactures, markets and distributes a wide variety of branded and private label
dairy case products, including milk, creamers, ice cream. cultured dairy products and juices to retailers, distributors,
foodservice outlets, educational institutions. and governmental entities across the United States.

The Dairy Group’s net sales totaled $10.45 billion in 2007 or 88% of our consolidated net sales. The following
charts graphically depict the Dairy Group’s 2007 net sales by product, customer and delivery channel, as well as
present the mix of private label versus company branded products.

Products Channels

Other 1luid dairy
13% (1)

Other beverages
4% ()

Fresh milk

Foodservice
19% (6)

Product Mix Delivery Channel

Compuny Private
Brands Labels
0% K

Refrigerated
8%

(1) Includes half-and-half, whipping cream, dairy coffee creamers, and ice cream mix.




(2) Includes ice cream and ice cream novelties.

(3) Includes yogurt, cottage cheese, sour cream, and dairy-based dips.

(4) Includes fruit juice, fruit-flavored drinks, ice (ea, and water.

(5) Includes items for resale such as butter, cheese, eggs, and milk shakes.
(6) Such as restaurants, hotels and other foodservice outlets.

Products not sold under private labels are sold under the Dairy Group’s local and regional proprietary or
licensed brands. Our local and regional proprietary and licensed brands include the following:

Alta Dena®
Arctic Splash®
Barbers®
Barbe’s®
Berkeley Farms™
Broughton®

Borden® (licensed brand)

Brown Cow®
Brown's Dairy®
Bud’s Ice Cream™
Chug®

Country Charm®
Country Churn™
Country Delite™
Country Fresh®
Country Love®
Creamland™
Dairy Fresh®
Dean’s®

Dipzz®
Fieldcrest®

Friendship Dairies®

Gandy’s™

Garelick Farms®

Hershey’s® (licensed brand)

Hygeia®

Kohler™

LAND O'LAKES®
{licensed brand)

Land-O-Sun & design®

Lehigh Valley®

Liberty™

Louis Trauth®

Maplehurst®

Mayheld®

McArthur®

Meadow Brook™

Meadow Gold®

Melody Farms®

Mile High Ice Cream™

Model Dairy®

Mountain High®

(Gak Farms®
Over the Moon™
Pet® (licensed brand)
Price’s™

Purity™

Reiter™

Robinson®

Saunders™

Schenkel’s All*Star™
Schepps®

Sealtest® (licensed brand)
Shenandoah’s Pride®
Skinny Cow™ (licensed brand)
Stroh’s®

Swiss Dairy™

Swiss Premium™

TG Lee®

Tuscan®

Turtle Tracks®

Verifine®

Viva®

Foremost® (licensed brand) Nature’s Pride®

The Dairy Group sells its products primarily on a local or regional basis through its local and regional sales
forces, although some national customer relationships are coordinated by the Dairy Group’s corporate sales
department. Most of the Dairy Group’s customers, including its largest customer Wal-Mart including its subsid-
iaries, such as Sam’s Club, purchase products from the Dairy Group either by purchase order or pursuant to
contracts that are generally terminable at will by the customer. Wal-Mart accounted for approximately 18.5% of the
Dairy Group’s net sales in 2007,

Our Dairy Group currently operates 100 manufacturing facilities in 35 states. For more information about
facilities in the Dairy Group, see “Item 2. Properties.” Due to the perishable nature of its products, our Dairy Group
delivers the majority of its products directly to its customers’ stores in refrigerated trucks or trailers that we own or
lease. This form of delivery is called a “direct store delivery” or “DSD” system. We believe that our Dairy Group has
one of the most extensive refrigerated DSD systems in the United States. In addition to our DSD channel,
approximately 11% of our Dairy Group products are distributed through customer warehouse systems.

The primary raw material used by our Dairy Group is raw milk. We purchase raw milk primarily from farmers’
cooperatives, typically pursuant to requirements contracts (with no minimum purchase obligation). Raw milk is
generally readily available. The federal government and certain state governments set minimum prices for raw milk,
and those prices are set on a monthly basis. Another significant raw material used by our Dairy Group is resin, which
is a petroleum-based product used to make plastic bottles, The price of resin is subject to fluctuations based on
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changes in crude oil prices and supplies have, from time to time, been insufficient to meet demand. Other raw
materials used by the Dairy Group, such as juice concentrates and sweeteners, in addition to diesel fuel used to
operate our extensive DSD system, are generally available from numerous suppliers and we are not dependent on
any single supplier for these materials. Certain of our Dairy Group’s raw materials and packaging supplies are
purchased under long-term contracts in order to obtain lower costs. The prices of our raw materials increase and
decrease based on supply and demand. For more information, see *— Government Reguiation — Milk Industry
Regulation” and “Part 11 — liem 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Known Trends and Uncertainties — Prices of Raw Materials and Other Inputs.”

The Dairy Group generally increases or decreases the net sales price of its fluid dairy products on a monthly
basis in correlation with fluctuations in the costs of raw materials, packaging, and delivery costs. However, in some
cases, we are competitively or contractually constrained with respect 10 the means and/or timing of price increases.
This can have a negative impact on the Dairy Group’s profitability.

The dairy industry is a mature industry that has traditionally been characterized by slow to flat growth, low
profit margins, fragmentation, and excess capacity. Excess capacity resulted from the development of more efficient
manufacturing techniques and declining demand for fluid milk products. From 1990 through 2001, the dairy
industry experienced significant consolidation, led by us. Consolidation has resulted in lower operating costs, less
excess capacity and greater efficiency. According to the United States Department of Agriculture (“USDA™), per
capita consumption of fluid milk and cream decreased by over 10% from 1990 to the end of 2007, although total
consumption has remained relatively flat over the same period due to population increases. Therefore, volume
growth across the industry generally remains flat to modest, profit margins generally remain low and excess
manufacturing capacity continues to exist. In this environment, price competition is particularly intense, as smaller
processors seek to retain enough volume to cover their fixed costs. In response to this dynamic and significant
competitive pressure caused by the ongoing consolidation among food retailers, many processors, including us, are
now placing an increased emphasis on product differentiation and cost reduction in an effort to increase
consumption, sales and margins. Historically, our Dairy Group volume growth has paced with or exceeded the
industry, which we attribute targely to our national DSD system, brand recognition, and service quality.

Our Dairy Group has several competitors in each of our major product and geographic markets. Competition
between dairy processors for shelf-space with retailers is based primarily on price, service, and quality, while
competition for consumer sales is based on a variety of factors such as brand recognition, price, taste preference, and
quality, Dairy products also compete with many other beverages and nutritional products for consumer sales.

For more information about our Dairy Group, see “Part I[1 — Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations” and Note 19 to our Consolidated Financial Statements.

White Wave

Our WhiteWave segment develops, manufactures, markets and sells a variety of nationally branded soy, dairy
and dairy-related products, such as Silk soymilk and cultured soy products; Horizon Organic dairy and other
products; Iuternarional Delight coffee creamers; LAND O'LAKES creamers and fluid dairy products and Rachel's
Organic dairy products.

WhiteWave's net sales totaled $1.37 billion in 2007 or 12% of ocur consolidated net sales. WhiteWave sells its
products to a variety of customers, including grocery stores, club stores, natural foods stores, mass merchandisers,




convenience stores and foodservice outlets. The following charts graphically depict WhiteWave's net sales by brand
and customer:

Brands Customers
Other

Horizon Organic

n

Retailers
Ti%

[nternationat
Delight
21%
Rachel's
Crganic
4%

(1) Includes Horizon Qrganic and The Organic Cow organic dairy products.

White Wave sells its products through its internal sales force and through independent brokers. The majority of
WhiteWave’s products including sales to its largest customer Wal-Mart including its subsidiaries, such as Sam’s
Club, are sold pursuant to customer purchase orders or pursuant to contracts that are generally terminable at will by
the customer. Wal-Mart accounted for approximately 14.1% of WhiteWave'’s net sales in 2007.

Approximately 70% of the products sold by WhiteWave were manufactured in facilities operated by either
WhiteWave or our Dairy Group. The remaining 30% were manufactured by third-party manufacturers under
processing agreements. WhiteWave currently operates six manufacturing facilities. The majority of WhiteWave's
products are delivered through warehouse delivery systems.

The primary raw material used in our soy-based products is organic soybeans. Organic soybeans are generally
available from several suppliers and we are not dependent on any single supplier for these products. We have
entered into supply agreements for organic soybeans, which we believe will meet our needs in 2008. These
agreements provide pricing at fixed levels. The primary raw material used in our organic milk-based products is
organic raw milk. We currently purchase organic raw milk from a network of over 400 dairy farmers across the
United States. We also produce approximately 20% of our own organic raw milk needs in the U.S. at two organic
farms that we own and operate and an additional farm that we lease and have contracted with a third party to
manage. We generally enter into supply agreements with organic dairy farmers with typical terms of one to two
years, which obligate us to purchase certain minimum quantities. In the past, the industry-wide demand for organic
raw milk has generally exceeded supply, resulting in our inability to fully meet customer demand. However, in 2006
economic incentives for conventional farmers to begin the transition to organic farming combined with a change in
the organic farm transition regulations dramatically increased the growth of supply in 2007. This oversupply led to
significant discounting and aggressive distribution expansion by processors in an effort to stimulate incremental
demand and sell their supply in the organic milk market. The market for organic milk is currently very dynamic and
is beginning to shift back to an under supply situation in the first quarter of 2008.

The primary raw material used in our LAND O’ LAKES and other non-organic dairy products is raw milk. Other
raw materials used in WhileWave’s products, such as palm oil, flavorings, organic sugar and packaging materials,
are generally available from several suppliers and we are not dependent on any single supplier for these materials.
Certain of these raw materials are purchased under long-term contracts in order to obtain lower costs. The prices of
raw malterials increase and decrease based on supply and demand. For more information, see “Part 1l — Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations — Known Trends and
Uncertainties — Prices of Raw Matenals and Other Inputs.”

WhiteWave has several competitors in each of its product markets. Competition to obtain shelf-space with
retailers for a particular product is based primarily on the expected or historical sales performance of the product
compared to its competitors. Also, in some cases, WhiteWave pays fees to retailers to obtain shelf-space for a
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particular product. Competition for consumer sales is based on many factors, including brand recognition, price,
taste preferences and quality. Consumer demand for soy and organic foods has grown rapidiy in recent years due to
growing consumer confidence in the health benefits of soy and organic foods, and WhiteWave has a leading posttion
in the soy and organic foods category. However, our soy and organic food products compete with many other -
beverages and nutritional products for consumer sales.

For more information about WhiteWave, see “Part Il — Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and Note 19 to our Consolidated Financial Statements.

Current Business Strategy

The Company's strategy historically has been centered on growth through acquisitions and aligning our
operating activities with a consolidating customer base. Since 1994, we have completed over 40 acquisitions,
increasing our net sales from $150 million to more than $11.8 billion. Based on relative net sales, we are greater than
five times the size of our next closest competitor in the fluid dairy industry. We have acquired in excess of 150
manufacturing facilities over the last 13 years and have made efforts to consolidate production activity within the
more efficient operations, closing in excess of 50 facilities since 1994. Qur portfolic of manufacturing and
distribution assets enable the Company to offer products across a variety of product categories ranging from short
shelf life (less than 20 days) to extended shelf life {45 to 60 days) to shelf stable products {6 to 12 months). We
believe that our Dairy Group has one of the most extensive refrigerated DSD systems in the United States. In
addition, our nationally branded products maintain significant market share positions in the soy-based beverage,
organic dairy, and creamer calegories.

To ensure that we capture the benefits of our scale and create lasting competitive advantages in the food and
beverage industry, we are aligning our leadership teams and strategy around distinct supply chain and delivery
channels. In connection with this direction, beginning in 2008, we will disaggregate the Dairy Group into a DSD
fluid and ice cream platform and a Morningstar platform. The strategy for these platforms, as well as our
WhiteWave platform is summarized as follows:

DSD Platform

Our DSD platform consists of over 80 manufacturing facilities operating largely based on local and regional
customer and competitor dynamics. The DSD fluid and ice cream platform is focused on high velocity DSD
products where delivering low cost and high levels of customer service are critical to success. The DSD products are
currently offered under more than 50 regional branded and private-label names. While a portion of our ice cream
products are distributed through customer warehouse delivery channels, the supply chain remains highly integrated
within our DSD system.

The DSD platform strategy includes:
* Being the lowest cost, most effective manufacturer in every market that we compete;

» Being the most capable and lowest cost refrigerated DSD system in every market where we compete. In
doing so, we must operate as a national rather than regional system.

« Leveraging our DSD system to distribute the full range of Dean Foods products; and
* Providing selling capability in every market that drives growth,

We are currently evaluating our entire DSD supply chain to identify opportunities to optimize our
manufacturing and distribution capabilities. The development and execution of this initiative will be a multi-
year effort and will require investments in people, systems, tools, and facilities. As one component of this injuative,
we will evaluate the breadth of our brands and trademarks with the intent of placing greater sales, marketing, and
innovation focus on those brands that will drive growth. In 2007, in excess of $100 million of White Wave products
were distributed through the Dairy Group’s DSD and warehouse delivery channels. We believe there are
opportunities to increase the distribution of WhiteWave and Morningsiar products through the DSD system, in
addition to products of other processors.




Morningstar Platform

QOur Morningstar platform is one of the leading U.S. manufacturers of private label cultured and extended shelf
life dairy products such as ice cream mix, sour and whipped cream and cottage cheese. Its supply chain is extensive
both in respect to its manufacturing and refrigerated distribution capability, as well as its nationwide geographic
footprint. Morningstar’s 15 manufacturing facilities and 2 distribution locations enable us to cost effectively service
customers nationwide, We service a diverse customer base, which include traditional grocery, mass merchandisers,
foodservice, and convenience store customers.

The Morningstar platform strategy includes:
 Being the lowest cost, national extended shelf life dairy supply chain in the industry;

» Providing our customers with innovative private label products and category solutions o help them grow
their business;

» Building a highly effective value-based selling organization; and
» Supplying low cost, high quality extended shelf life and cultured products through our DSD system.

Effective on January 1, 2008, we aligned the reporting of our Momingstar and WhiteWave businesses given the

. similarity of their supply chains. As part of this change in alignment, we are evaluating the entire Morningstar and

WhiteWave platforms to identify opportunities to increase the leverage of our manufacturing, warehousing,
distribution, and customer service capabilities.

WhiteWave Platform

Our WhiteWave platform enjoys a robust portfolio of premium national food and beverage brands including
Horizon Organic, Silk, International Delight, and LAND O’LAKES.

The WhiteWave plaiform strategy includes:
"+ Growing our core business through consumer insight leading to superior marketing;
» Achieving cost excellence by operating low cost owned facilities and co-packaging arrangements;

* Accelerating growth in new businesses by segmenting consumers and innovating in value-added
products; and

» Building a highly effective branded refrigerated warehouse selling organization.

During 2007, we completed the consolidation of the three operating units that comprise our WhiteWave
platform. We also completed the full implementation of the SAP enterprise operating system onto all brands and
operating facilities. Additionally, we completed the transition of our selling organization from a predominately
broker-managed system to a hybrid direct selling and brokered model. The implementation of these moves across
WhiteWave will enable us to more effectively and efficiently sell and distribute our brands across our supply chain.

Developments Since January 1, 2007
Conventional Milk Environment

In 2007, we experienced rapidly increasing and record high dairy commodity costs. A declining dollar,
constraints on global dairy supply growth, and rising global demand for dairy-based protein combined to sharply
increase foreign demand for U.S. produced non-fat dry milk powder. This export demand drove the U.S. dairy
complex steeply higher in 2007. The fourth quarter average Class I “mover”, which is an indicator of our raw milk
costs, averaged $21.03 per hundred-weight, a 69% increase from that same period a year ago. Competitive pressure
and contractual arrangements limited our ability to pass-through all of the higher dairy commodity costs in 2007,
particularly those increased costs related to inventory shrink in the manufacturing process. Further, market pricing
mechanisms surrounding bulk cream negatively impacted our results as the price we were able to realize from the
sale of excess bulk cream did not fully reflect the significant increases in raw milk costs.
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Al the same time, as retail prices rose throughout 2007, we saw a softening of sales volumes in certain markets
in addition to a shift from branded to private label fluid milk products. This softening was compounded by the loss
of a significant customer during the first quarter of 2007. The sales volume in the fourth quarter of 2007 began to
flatten compared to prior year levels.

Organic Milk Environment

In the past, the industry-wide demand for organic raw milk has generally exceeded supply, resulting in our
inability to fully meet customer demand. However, in 2006 economic incentives for conventional farmers to begin
the transition to organic farming combined with a change in the organic farm transition regulations dramatically
increased the growth of supply in 2007. This oversupply led to significant discounting and aggressive distribution
expansion by processors in an effort to stimulate incremental demand and sell their supply in the organic milk
market, Faced with the potential of losing market share in the organic milk market, we made the strategic decision to
defend the long-term value of the Horizon Organic brand by increasing our price competitiveness and marketing
investment behind the brand in 2007. Our efforts were successful in maintaining and expanding our market share in
the organic milk market with the Horizon Organic volume growing in excess of 30% in the fourth quarter of 2007
and 18% for the year when compared to similar periods in the prior year. However, the increased level of
discounting negatively impacted the profitability of our WhiteWave segment. The market for organic milk is
currently very dynamic and is beginning to shift back to an under supply situation in the first quarter of 2008.

Credit Facility and Special Cash Dividend

On April 2, 2007, we recapitalized our balance sheet through the completion of a new $4.8 billion senior credit
facility and the return of $1.94 billion to shareholders of record on March 27, 2007, through a $15 per share special
cash dividend. We entered into an amended and restated credit agreement that consists of a combination of a
$1.5 billion 5-year senior secured revolving credit facility, a $1.5 billion 5-year senior secured term loan A, and a
$1.8 billion 7-year senior secured term loan B. The completion of the new senior credit facility and special cash
dividend resulted in the write-off of $13.5 million of financing costs, and $6.2 million of professional fees.and
expenses, respectively. In addition, we entered into an amendment and restatement of our receivables facility that
extended the facility termination date from November 15, 2009 to March 30, 2010. See note 9 to our Condensed
Consolidated Financial Statements for more infermation,

Management Changes and Alignment

We continued to build our leadership team in 2007 with key additions in the area of supply chain, human
resources, sales, and marketing,

* On November 5, 2007, Gregg Tanner joined Dean Foods as Executive Vice President and Chief Supply
Chain Officer. Before joining our Company, he served as Senior Vice President, Global Operations, at the
Hershey Company. Prior to his role at Hershey, Mr. Tanner held the position of Senior Vice President, Retail
Supply Chain at ConAgra Foods, as well as various positions at the Quaker Oats Company and Ralston
Purina.

* On June 18, 2007, Paul Moskowitz joined Dean Foods as Executive Vice President, Human Resources. Prior
to joining our Company, Mr. Moskowitz served as the Chief People Officer for Pizza Hut, a division of Yum!
Brands. Prior to his role at Pizza Hut he served in various 