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1 And the other question is, will the

2 testimony and exhibits from this segment of the

3 hearing be posted at some time in the near

4 future, sot hat we may rev i e wit b e for e the n ext

5 session?

6 JUDGE PALMER: Think about that

7 for a while. I am not g 0 i n g t 0 ask you t 0

8 answer that at this second. VV will do that

9 b e for e we i e a v e .

10 MR. BESHORE: Just to make a

11 similar request with respect to an ERS, or the

12 economic staff analysis of proposals in the

13 hearing, i fit we r e p 0 s sib Ie, we w 0 u i d i i k e t 0

14 request that the IDFA positions as reflected in
15 Dr. Yonkers' testimony, which we re not analyzed

16 by Dr. McDowelL. be analyzed, if that is

17 possible, in the same manner that the other

18 proposals have been for the next session.
19 JUDGE PALMER: Let's go off the

20 record for a minute.

21 (Thereupon, a discussion was held off

22 the record.)

23 JUDGE PALMER: So that all and

24 everyone understands what is going to happen at

25 the next hearing, which is going to begin at
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1 00 p m on A P r i 1 9, 2 00 7 i n I n d i a nap 0 lis a t

2 the place that has been stated a moment ago.

3 that hotel, in advance of that hearing, we are

4 going to try to do something to make sure that

5 we do finish that week

6 And 0 n e 0 f the t h i n g s we are go in g t 0

7 do, we are s tat i n g now t hat the 0 r d e r 0 f

8 testimony will follow the proposals in the

9

to

notice, in respect to the s 0direct,at least

t hat we will fir s t t a k e the d ire c t t est i m 0 n y on

11 the proposals in order, forsubject to change,

12 the convenience of parties But that is going

13

14

to be the rule of thumb, if you will

And we wi 11 also have at the hearing

15 a sign-up sheet for all to sign who wish to

16 testify in opposition to any of those

17

18

and we will try t 0 a c com mod ate tho s eproponents,

people principally -- well, I won't say just in
19 order of signing up, because there may be some

4) problems But we will get a s i g n - ups h e e t and I

21 review it t hat day and we w i 11 see i f wewill

22 can set up some appropriate times for them to

23 testify
24 The r e will the n be a - - s 0 we will

25 the n we w i 11 t a k etake the direct testimony,
'I



1 testimony in opposition.

2 (T her e up 0 n , a d i s c u s s ion was he 1 doff

3 the record.)

4 JUDGE PAL tv E R : this is aA gain,

5 We will take all of therule of thumb.

6 proposals, t est i m 0 n y by pc 0 pIe i n f a v 0 r 0 f the

7 pro p 0 s a 1 s fir s t , and the n we will t a k e p cop i e

8 who are opponents of any or all of those

9 proposals.

10 However, understood that somei tis
11 of the people giving direct testimony in favor

12 of some proposals may go on to testify in

13 opposition to other proposals.

14 We will then take time to allow for

15 rebuttal, and we will then have Government and

16 other witnesses of that sort come back as well

17 Statements. All of the people who

18 i n ten d t 0 sub il its tat e men t s 0 f the S 0 r t t hat we

19 exhibits shall provide them toare receiving as

20 the Department of Agriculture on or before March

21 29 t h .

22 (Thereupon, a discussion was held off

23 the record.)

24 JUDG E PAL MER: They will send them

25 to amsda i rycomments. usda _.

II
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1 MS. PICHELMAN: At usda.gov.

2 JUDGE PALMER: Let's strike that.
3 I will do it again, amsdairycomments(0usda.gov.

4 And they will provide them by March 29th. Now,

5 nothing here means that people can't still come

6 tot h e h ear i n g and g i v e a s tat e men t, but we are

7 trying to encourage them to get their longer

8 written type statements in before the hearing

9 so that they can be reviewed.

10 The statements will then be made

11 a v a i I a b I eon the Web sit e, ass 0 0 n asp 0 s sib I e

12 after March 29th.

13 Let me s top a g a in.

14 (Thereupon, was he I d 0 f fa discussion

15

16

the record.)

JUDGE PALMER: Howsoever, in

17 respect to opposition testimony, statements of

18 it is understood that many of thesethat sort,
19 statements will not have been prepared in

20 advance of the hearing. And they will still be

21 received at the hearing, even though they were

22 not sent in by March 29th.

23 I w i I i see everybody. IAll right.
24 then in Indianapolis. Have a good, sa f eguess,

25 Mr. Beshore?t rip.
'r
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1 MR. BESHORE; Do you want to make

2 any advance notifications to us in terms of what

3 t Y P e - - how Ion g we are go in g tog 0 d ail y a t

4 Indianapolis in order to try to get the job done

5 and how lo n g we are go i n g tog 0 on F ri day 0 f

6 that week? We are going to be challenged.

7 JUDGE PAL MER: Yeah, I understand.

a V\ are g 0 i n g t 0 s tar tat i: 0 0 p. m .. and we are

9 go 1 n g t 0 fin ish on F rid a y a t 1 2 noo n. But we

10 might do some evening sessions, but I really

11 would try to do it nine to five each of those

12 day s.

13 i f nee e s s a r y, we may go i n t 0But,

14 I think everybody has tosome evening sessions.
15

16

is such that I thinkget home too. And t r a vel

we nee d F rid a y aft ern 0 0 n for t hat.

17 MS. PICHELMAN: Your Honor, the

18 testimony from this hearing and exhibits should

19 hopefully be available within approximately ten

20 business day s. There was a request for that.

21 Also, the request for additional

22 analysis was noted. Maybe it can beeconomic

23 But it surely 1 s noted and will be passeddon e.

24 on to those who would do it.

25 JUDGE PAL MER: You h a vet a ken t hat

ij
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1 r e que s tan d you w i I I get b a c k tot hem by - - how

2 do you get back to them? Do you g i vet hem a

3 c a I Ion the p h 0 n e 0 r put ¡to nth e Web sit e ?

4 MR. ROWER: Oh, the result

5 could be posted.

6 JUDGE PALMER: W; will post that

7 too.

8 MR. CARMAN; I f we get 0 n e .

9 MS. PICHELMAN: The request was

10 noted and will be passed on to those who would

11 Thank you.do it.
12 JUDGE PALMER: Anything further?

13 VI wi i i see you in Indianapolis.

14 (Thereupon, the proceedings were

15 adjourned at 12:17 o'clock p.m.)

16 - - -

17

18

19

2)

21

22

23

24

25
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Rosenbaum, Steven

From:
Sent:
To:
Subject:

Rosenbaum, Steven
Monday, April 02, 2007 5:21 PM
'Ben Yale'

RE: Witness statements

Do you have a prediction when they wil be ready?

-----Original Message-uu
From: Ben Yale (mai1to:ben~yale1awoffice.comJ

Sent: Monday, April 02, 2007 5:21PM
To: Rosenbaum, Steven
Subject: Re: Witness statements

As soon as they are complete and approved by the clients.

Benjamin F. Yale
Yale Law Office, LP
527 North Westminster Street
P.O. Box 100
Waynesfie1d, OH 45896
(419) 568-5751
(419) 568-6413 FAX
http://www.dairyles.com
http://www.yalelawoffice.com

. '

-~-~--~-------~~---~~~-~-~~~~~~~~~~-~---------------------------------~-----~--~--------------------------------------------------------
""""-~""-----------
THE INFORMATION CONTAINED IN THIS TRANSMISSION IS ATTORNEY
PRIVILEGED AND/OR CONFIDENTIAL INFORMATION INTENDED FOR THE USE OF
THE INDIVIDUAL OR ENTITY NAMED ABOVE. IF THE READER OF THIS MESSAGE
IS NOT THE INTENDED RECIPIENT, YOU ARE HEREBY NOTIFIED THAT ANY
DISSEMINATION, DISTRIBUTION OR COPYING OF THIS COMMUNICATION IS
STRICTLY PROHIBITED.
_u_- Original Message _u_-

From: "Rosenbaum, StevenH 'srosenbaum~cov.com~
To: !tBen Yalel1 ,ben~yale1awoffice.com::
Sent: Monday, April 02, 2007 4:55 PM
Subject: RE: Witness statements

Are you going to be providing the written witness statements? If so, when?
EXHlIBIT B
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-----Original Message-u--
From: Ben Yale (mai1to:ben~yalelawoffice.comJ
Sent: Monday, April 02, 2007 4:55 PM
To: Rosenbaum, Steven
Subject: Re: Witness statements

No. That is not the intention.

Benjamin F. Yale
Yale Law Office, LP
527 North Westminster Street
P.O. Box 100
Waynesfield, OH 45896
(419) 568-5751
(419) 568-6413 FAX
http://www.dairyles.com
http://www.yalelawoffice.com

----~~~------------------------~-----~------~~~~~~~----~--------------------------------~----~-~~---------------------------------------

THE INFORMATION CONTAINED IN THIS TRANSMISSION IS ATTORNEY
PRIVILEGED AND/OR CONFIDENTIAL INFORMATION INTENDED FOR THE USE OF
THE INDIVIDUAL OR ENTITY NAMED ABOVE. IF THE READER OF THIS MESSAGE
IS NOT THE INTENDED RECIPIENT, YOU ARE HEREBY NOTIFIED THAT ANY
DISSEMINATION, DISTRIBUTION OR COPYING OF THIS COMMUNICATION IS
STRICTLY PROHIBITED.
u_-- Original Message --_u
From: HRosenbaum, Steven" -:srosenbaum~cov.com::

To: -:benyale~cs,com::
Sent: Monday, April 02, 2007 9:07 AM
Subject: Witness statements

Ben, USDA has posted a number of witness statements at the urllisted below, but nothing on
behalf of any of your clients. Does this mean that you do not intend to present any additional

witnesses in support of any of clients' proposals?

http://www.ams.usda.gov/dairy/class _III_IV --r - foimulas/class - III - IV_hear
ing.htm

Steven J. Rosenbaum
Covington & Burling LLP

2
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1201 Pennsylvania Ave., N.W.
Washington, D.C. 20004

(202) 662-5568
(202) 778-5568 fax
srosenbaum~cov.com
www.cov.com
This message is from a law firm and may contain information that is confidential or legally
privileged. If you are not the intended recipient, please immediately advise the sender by reply
e-mail that this message has been inadvertently transmitted to you and delete this e-mail from
your system. Thank you for your cooperation.
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Rosenl:aum, Steven

From:
Sent:
To:
Subject:

Rosenbaum, Steven
Wednesday, April 04, 2007 2:02 PM
'Daniel Smith'
RE: Testimony at upcoming hearing

We disagree completely that you are permtted to go forward in support of a proposal you are
sponsoring without providing a written statement substantially in advance of the hearing.

---nOriginal Messagß-n--
From: Daniel Smith (mailto:dsmithêdairycompact.org)
Sent: Monday, April 02, 2007 11 :42 AM
To: Rosenbaum, Steven
Subject: RE: Testimony at upcoming hearing

Hello Steve: It is my understanding from reading the ALTs statement that testimony
submission was desired but not required. We do intend to present testimony in support of the
proposaL. Dan Smith

64 Main Street
P.O. Box 801
Montpelier, VT 05601
(802) 229-6661
-----Original Message-----
From: Rosenbaum, Steven (mailto:srosenbaum~cov.comJ
Sent: Monday, April 02, 2007 11 :09 AM
To: dsmith~dairycompact.org
Subject: Testimony at upcoming hearing

The ALJ indicated at the end of the Cleveland hearing that witnesses who would be appearing
in Indianapolis next week in support of any of the proposals should submit their written
testimony by last Thursday to it
could be posted on the AMS Website today. USDA has posted a number of
witness statements at the urllisted below, but nothing on behalf of your client with respect to
its proposal No. 18. Does this mean that you do not intend to present any witnesses in support
of this proposal?

http://www.ams.usda.gov/dairy/class- III_iV yr - formulas/class _III_iV _hear
ing.htm

Steven J. Rosenbaum
Covington & Burling LLP EXHIBIT C
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1201 Pennsylvania Ave., N.W.
Washington, D.C. 20004
(202) 662-5568
(202) 778-5568 fax
srosenbaum~cov.com
WWW.cov.com
This message is ÍÌom a law finn and may contain infonnation that is confidential or legally
privileged. If you are not the intended recipient, please immediately advise the sender by reply
e-mail that this message has been inadvertently transmitted to you and delete this e-mail from
your system. Thank you for your cooperation.
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1. Introduction

I am testifying today as the general counsel and regulatory affairs consultant for Dairy

Producers of New Mexico, a voluntary trade association of dairy farmers in New Mexico and

West Texas. I am also testifying in the same capacity for Select Milk Producers, Inc., a Capper-

Volstead milk marketing cooperative with members in New Mexico, Kansas and Texas and

Continental Dairy Products, Inc., a Capper-Volstead, milk marketing cooperative with members

in Ohio, Michigan, and Indiana. Our testimony is also endorsed by Lone Star Milk Producers,

Inc., a Capper-Volstead milk marketing cooperative with members in Arkansas, Kansas,

Kentucky, Louisiana, Mississippi, Missouri, Oklahoma, Texas, New Mexico and Tennessee, and

Zia Milk Producers, Inc., a Capper-Volstead milk marketing cooperative with members in New

Mexico. Collectively, the marketing cooperatives market approximately 8 bilion pounds of

milk per year, virtually all of it within Federal milk marketing areas- including the Mideast,

Southwest, Southeast, Florida, Appalachian, Central, and Upper Midwest. They have, from time

to time, also marketed milk into the Arizona order.

Weare grateful to the Department for noticing the proposals and providing this

opportunity to explain why they should be adopted. Each of these organizations support the

system of Federal milk marketing orders and have worked for years to make them more

responsive to the needs of producers. In particular they believe that the hearing process is

essential to the continued success of 
the program.

II. The Scope of this Testimony

The Departent has noticed six proposals of Dairy Producers of 
New Mexico. Proposals

6, 7, and 8 each deal with the factors in the pricing formulas affected by shrink factors, butterfat

recovery, and product yields. While listed as three discrete proposals, our position is that each

proposal is part of a whole. That is not to say that the Departent could not, for example,

2
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correct the arithmetic error in the calculation of butterfat shrink without addressing the issue of

butterfat recovery. But we view the proposals as a singular effort to amend the yield portions of

the pricing fonnulas to more accurately and fairly establish minimum prices for producers.

Accordingly, my testimony wil first address Proposals 6, 7, and 8. I wil also provide testimony

concerning our Proposal 3 which addresses make allowances. As indicated at the first hearing in

Strongsvile, our Proposal 4, which proposed the establishment of a separate Class II butterfat

price, has been withdrawn.

Finally, another witness, Mary Ledman, wil testify about our Proposal 
15, dealing with

the use of prices as reported on the Chicago Mercantile Exchange, CME, as a replacement for

the NASS survey of dairy products currently used to compute minimum component prices.

A. Summary of positions.

This testimony wil support the need to make changes as follows:

1. For the butter to butterfat component formula, change the yield from 1.20 to 1.22 and

the make allowance from 12.02 cents to 11.50 cents. 7 CFR 1000.50(1).

2. For the cheese to protein formula, change the make allowance for cheese from 16.92

cents per pound to 16.38 cents per pound, the protein yield from 1.383 to 1.405, the

butterfat yield from 1.572 to 1.652, and the butterfat to tre protein ratio from 1.17

to 1.214. 7 CFR 1000.50(n)(2), (3)(í), (3)(iii).

3. For the NFDM to solids not fat formula, change make allowance from 15.7 cents to

14.10 cents per pound. 7 CFR 1000.50(m).

4. For the Dry Whey to Other Solids, change the make allowance from 19.56 cents to

15.9 cents. 7 CFR 1000.50(0).

3
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III. Supporting Documents

In support of this testimony I wil rely upon a number of documents. Unless made a part

of this hearing earlier, the documents I will rely on have been bound into a single exhibit,

number _. Within Exhibit -' individual documents are identified by the capital 
letters A

through -' Throughout this testimony I wil reference them only by the document letter. A

list of each of these lettered documents appears at the beginning of the exhibit package along

with the source of the document More information on the source, meaning, and relevance of

each Document wil be provided at the time it is referenced in the testimony.

iv. The need for upward price adjustments in commodity to component

prices.

Since the demise of the Minnesota-Wisconsin Price Series, M- W, and the Basic Formula

Price, BFP, producer input into the prices they receive under the Federal milk marketing orders,

has virtually disappeared. Then, the competitive situation in the Upper Midwest required cheese

plants and other milk buyers to respond to the on-the-farm economics of 
milk producing or risk

losing their milk supply. Plants paid higher prices when feed costs were high, and passed those

costs onto their customers and on to the consuming public. It was not a perfect system, but it did

an excellent job of discovering the competitive value of milk in the marketplace and the FMMO

system guaranteed producers would receive that value. That is no longer the case today.

We now have a system wherein the determinative factor is the cost to make cheese and

other dairy products, not how much it costs to produce milk, or even if producers receive

suffcient money to cover their costs. Even the data on the costs to produce products is woefully

incomplete.

The result has been a financial catastrophe to dairy fanners. Regardless of size, location,

breed or geography, dairy farmers are losing money and doing so at record rates. As Gary

4



Genske pointed out in his testimony, even the larger, more efficient herds are losing money. Ken

Bailey showed that there is an ever shrinking gross margin to producers, exposing them to

continued loss of equity.

Several USDA publications have been noticed, including Mailbox Prices in the FMMO

reported by AMS and the Cost of Production reported by ERS. Document A shows three

selected states where the values have been compared and cost of production exceeds income. In

that Document, for New Mexico, I used the Texas costs although discussions with my clients in

both states suggest that the feed costs are higher in New Mexico, particularly in the Roswell

area.

The Agricultural & Food Policy Center at Texas A&M publishes an analysis which

observes several "panel farms" of varying size, location, and product. "The chief purpose of this

analysis is to project those farms' economic viability by region and commodity for 2007 through

2012." The 2007 Baseline Working Paper shows that dairy farms face serious economic risks.

Document B contains the dairy portion of that report. The full report can be found at

http://www .albc.tamu.edu!. Under the "Recent Publications" option, select "2007 Baseline

Working Paper".

Figure 5 of that report graphical1y shows the distribution of poor, marginal and good

financial condition of the representative dairies. A comparison of the January 2006 to January

2007 reports shows an increase in the number of farms in poor condition from six to ten with

four in marginal conditions in both reports. As a result, beginning in 2007, 14 of the 23 panel

dairies are in marginal to poor condition. The Dairy portion of the January 2006 report is found

at Document C.

A combination of several factors combine to put a financial stranglehold on producers.

The first is the rapid rise in grain prices II response to the growing demand for ethanol

5



production. Second, significant increases in fuel costs have had the effect of increasing the cost

of feeds through increased transportation and decreases in mailbox prices through increased

hauling costs. Third, the rise in com prices has also reduced the value of buH calves to near

zero. General inflation has also reduced farm income.

For example, in New Mexico, producer prices are about $2.00 cwt under what is needed

for positive cash flow. A typical 2000 cow dairy in New Mexico produces 140,000 pounds of

milk per day. A $2.00 cwt shortfall amounts to a daily loss of $2,800 and an annual 

loss of in

excess of one milHon dollars. At an average investment of $3,000 per cow, that is a reduction of

16% of the total capital and debt. No farm can sustain such losses in the long term.

Current milk pricing is inadequate to meet even the cash expenses of most dairies.

Unless this is resolved quickly, there wil be a significant reduction in the milking herd and the

supply of milk I do not believe the phrase "disorderly marketing" means anything, but I do

believe that a government policy that forces farms to transfer their equity to plants and customers

by supplying their milk at below cost destabilzes the market.

v. Explanation of the commodity to component prices and their use.

Current Federal order pricing calculates four class prices nom four component prices

derived nom four commodities. Document D is a printout of the formulas used since 2000 and

each year thereafter as reported at the USDA These were downloaded nom the AMS Dairy

Programs website at http://www.ams.usda.gov/dvfmos/mib/clsl.rodcmpPl.htm. The critical

part of these formulas for this hearing is found under Class II where the formulas for the Protein

Price, Other Solids Price, and Butterfat Price are stated and Class iv where the Nonfat SoUds

Price formula is stated.

Each of these component formulas is stated as the product price less the make al10wance

with the result multiplied by a yield. For protein, an adjustment is made to accommodate the use

6



of the Class iv butterfat price for Class III. The product prices are the result of surveys by

NASS.

I have relìed almost entirely on 2006 data because It is the most current twelve month

period for which we have complete data. Further both the Cornell and California cost studies are

applicable to that year. Document E lists the NASS prices for 2006 as used in the pricing

formulas. The table was downloaded from the AMS Dairy Programs site at

http://vvww.ams.usda.gov/dvfrnos/mìb/nasspre2006.pdf.Itis Table 30 of the FMMO annual

statistics. I wil use the simple annual average of the "final" prices- butter at 1.2193, NFDM at

0.8874, cheese at 1.2470, and dr whey at 0.3285.

Document F is Table 31 of the Annual Statistics -- Federal Milk Order Class I and Class

II Advanced Prices and Pricing Factors, 2006. Document G is Table 32 of the Annual

Statistics--Federal Milk Order Class II, Class II, and Class iv Milk and Component Prices,

2006. These are official reports of USDA as found at the AMS Dairy WebsIte. Note that by

applying the formulas found in Document D on the average of the commodity prices in

Document E wil not necessarily yield the same numbers as the class and component prices in

Documents F and G.

Document H, Table 33--Federal Milk Order Principal Pricing Points, with Class I

Differentials, Document I, Table 34--Class I Skim Milk Price, by Federal Milk Order Marketing

Area, 2006, Document J, Table 35--Class I Butterfat Price, by Federal Milk Order Marketing

Area, 2006, and Document K, Table 36--Class i Milk Price, by Federal Milk Order Marketing

Area, 2006, represent the use of the Document D formulas for 2006 in setting the Class I prices

in each of the orders. These are also official reports of USDA as found at the AMS Dairy

Website.
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Document L, Table 5--Number of Producers Delivering Milk to Handlers Regulated

Under Federal Orders, by Marketing Area, 2006, Document M, Table 6--Receipts of Producer

Milk by Handlers Regulated Under Federal Orders, by Marketing Area, 2006 and Document N,

Table 7--Average Daily Delivery of Milk Per Producer to Handlers Regulated Under Federal

Orders, by Marketing Area, 2006 are offcial reports of USDA as found at the AMS Dairy

Website. These wil be used to provide producer data that wil be used to show how price

changes impact producers. In estimating the impact of changes, the total receipts for producers

for the year (Document M) were divided by the number of producers in December (Document

L). i chose to use the December number of 51,355 rather than the simple average as it more

closely represents the numbers today. The simple average of production per producer per year

will be multiplied times changes to the blend prices estimated for various changes. The impact

on producers who are outside of the FMMO system are not estimated. USDA has repeatedly,

and correctly, asserted that the changes to pricing in the FMMO has an impact on all milk sold in

the Nation. We have not sought to estimate that impact

Document 0, Table 8--Butterfat Test of Producer Milk, by Federal Milk Order

Marketing Area, 2006, Document P, Table 9--Nonfat Solids Test of Producer Milk, by Federal

Milk Order Marketing Area, 2006, Document Q, Table 10--Protein (True) Test of Producer

Milk, by Federal Milk Order Marketing Area, 2006 and Document R, Table ll--Other Solids

Test of Producer Milk, by Federal Milk Order Marketing Area, 2006 are also offcial reports of

USDA as found at the AMS Dairy Website. These wil be used to ilustrate the per class

computations used later.

Document S, Table 13--Utilization of Producer Milk in Class i Products, by Federal

Milk Order Marketing Area, 2006, Document T, Table l4--Class 1 Utilization Percentage of

Producer Milk, by Federal Milk Order Marketing Area, 2006, Document U, Table l5--Butterfat
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Test of Producer Milk Used in Class I Products, by Federal Milk Order Marketing Area, 2006,

and Document V, Table 16--Nonfat Solids Test of 

Producer Milk Used in Class I Products, by

Federal Milk Order Marketing Area, 2006 are offcial reports of USDA as found at the AMS

Dairy Website. The numbers in those tables, particularly the annual averages, are used to

compute the impact on Class I values at test

Document W, Table 17--Utilization of Producer Milk in Class II Products, by Federal

Milk Order Marketing Area, 2006, Document X, Table 18--Class II Utilzation Percentage of

Producer Milk, by Federal Milk Order Marketing Area, 2006, Document Y, Table 19--Butterfat

Test of producer Milk Used in Class II Products, by Federal Milk Order Marketing Area, 2006

and Document Z, Table 20--Nonfat Solids Test of producer Milk Used in Class II Products, by

Federal Milk Order Marketing Area, 2006 are offcial reports of USDA as found at the AMS

Dairy Website. The numbers in those tables, particularly the annual averages, are used to

compute the impact on Class II values at test.

Document AA, Table 2l--Utilzation of 
Producer Milk in Class II Products, by Federal

Milk Order Marketing Area, 2006, Document BB, Table 22--Class II Utilzation Percentage of

Producer Milk, by Federal Milk Order Marketing Area, 2006, Document CC, Table 23--

Butterfat Test of Producer Milk Used in Class II Products, by Federal Milk Order Marketing

Area, 2006, Document DD, Table 24--Protein (True) Test of Producer Milk Used in Class II

Products, by Federal Milk Order Marketing Area, 2006, and Document EE, Table 25--0ther

Solids Test of 
producer Milk Used in Class II Products, by Federal Milk Order Marketing Area,

2006 are official reports of USDA as found at the AMS Dairy Website. The numbers in those

tables, particularly the annual averages, are used to compute the impact on Class III values at

test.
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Document FF, Table 26--Utilization of Producer Milk in Class IV Products, by Federal

Milk Order Marketing Area, 2006, Document GG, Table 27--Class iv Utilization Percentage

of Producer Milk, by Federal Milk Order Marketing Area, 2006, Document nn, Table 28--

Butterfat Test of Producer Milk Used in Class iv Products, by Federal Milk Order Marketing

Area, 2006, and Document II, Table 29--Nonfat Solids Test of 
Producer Milk Used in Class iv

Products, by Federal Milk Order Marketing Area, 2006 are offcial reports of USDA as found at

the AMS Dairy Website. The numbers in those tables, particularly the annual averages, are used

to compute the impact on Class iV values at test.

Document JJ summarizes the assumptions that wil be used to estimate the impact of

changes to various parts of 
the component fommulas. The average monthlyNASS prices for each

of the commoditìes for 2006 from Document E are listed. The Standard Butterfat, True Protein,

Other Solids and Solids Not fat are derived from the Fonnulas in Document D. The averages

for butterfat, tre protein, other solids, and solids not fat that are actual tests for the various

classes and weighted were taken from Documents 0, P, Q and R. Total pounds of milk per

Class were taken from Documents S, W, AA, and GG. Utilization by Class is the average

annual classification as found in Documents S, W, AA and GG.

The number of producers was taken from Document L, the total receipts from

Document M and the average annual deliveries is a function of the total receipts divided by the

number of producers in Document L.

Document KK utilizes these assumptions to compare the financial impacts of the

changes adopted by USDA since it issued its Tentative Final Decision on the pricing fonnulas in

December 2000. Document KK demonstrates that the blend price has been reduced by 0.57 cwt

over that period as a result of incremental changes to the pricing formulas. Because the fonnat

of Document KK is used elsewhere in this testimony, it is important to take time to explain it in
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detaiL. The primary purpose of the fonnat is to compare one set of fonnulas to another and

detennine what the changes are to the component prices, the class prices, the class prices at test,

and the blend prices.

The methodology is straightforward. There are four commodity to component

computations: butter to butterfat, cheese to protein, non-fat dry milk to solids-not~fat, and dry

whey to other solids. These computations are labeled across the top of the spreadsheet. Each

computation is divided into two columns. The column on the left under each fonnula represents

the current values as listed in Document D. The column on the right represents the changed

values. With the exception of the use of the butterfat price computed in the Butter to Butterfat in

the Cheese to Protein, all of the columns are computed without any reference to any other

column.

Each of the factors and values of the fonnulas are listed along the left side. The first of

these is the Product Price. The Product Prices for these comparisons, except in those in which

the change in the Product Price is the issue, are the average NASS commodity prices for 2006 as

found at Document E. The Product Price for Butter is $1.2193. The Make Allowance is the

value assigned as the cost per pound of 
product such as $0.1202 per pound for butter. The Net

Per Pound is the Product Price less the Make Allowance. This difference is multiplied by the

Product Yield. In the case of the Cheese to Protein Fonnula, 1.383 in the spreadsheet, the yield

is for protein and implies the percent of casein used in the Van Slyke cheese yield fornmla.

At the next to last row in this spreadsheet the component prices are shown. For the

butterfat, SNF, and other solids the component prices are the Product Yield times the Net Per

Pound. To detennine the protein price, a more detailed analysis is required. Rows 5, 6, and 7

simply repeat the infonnation set out in rows 1, 2 and 3. Row 8 (cheese ftom butter yield)

represents the Van Slyke cheese yield fornm1a. This number, 1.572 in the current fonnula,
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implies a butterfat recovery of 89.40%. The result is the Class II Butterfat value per pound.

Since the FMMO uses the same basic butterfat price, it is necessary to make adjustments to the

protein. The details are explained more when discussion on alternative values for this part of 

the

formula is made, but in this worksheet the steps found in the FMMO formula for cheese to

protein includes the elements here.

The Butterfat Price is the Component Price for Butter to Butterfat. Note it takes the

values calculated in the "butter to butterfat" conversion. In the first column of the "cheese to

protein" conversion, which is the current formula, the value of $1 J 189 is input. In the "As

Changed" column, the value of $1.3467 is input which represents the "As Changed" value in the

"butter to butterfat" conversion. Those numbers are then multiplied by the factor of 0.9 which

represents the ostensible 90% butterfat recovery in the formula. The "Fractional pound of

butter" row represents the equivalent value of Class IV butterfat as used in the protein formula.

This Fractional Pound is subtracted from the Butterfat price for the difference between Class IV

and II.

The next factor, Fat to True Protein Ratio, is 1.17 in the Current column. What it means

and how it should be changed is described elsewhere. For the moment the factor is multiplied

times the Class IV to Class II butterfat for the Adjustment to Protein, $0.5953 in this case. It is

added to the Protein before Adjustment. The latter is the product of the earlier Net Per Pound

times the Product Yield. The sum of the Protein before Adjustment and the Adjustment to

Protein is the Component Price.

The "As Changed" column is computed identically as the Current column except where

the values are stated in bold and italics. For example, in this worksheet, the butterfat make

allowance in As Changed is stated as 0.1150 which signals differences from the Current column

for that value.
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In Document KK, the values in the "As Changed" column represent those values found

in the Tentative Final Decision published in December 2000 and effective from January 2001

through March of2003. The values in bold and italics identify those changes.

The second table in Document KK compares the class prices at standard test based upon

the computed component prices. The top row represents prices based on current fommulas, the

second row represents prices using the changed values. The last row is the difference per

hundredweight

Since milk is never sold at standard test, the third table is necessary. Using the data from

the Annual Statistics (Document JJ), the class prices at average test throughout the FMMOs are

computed. In addition a blend price is computed by weighing the utilizations. This blend price

does not include any adjustments for location values of Class I prices, payments into and out of

the reserve, market administrators fees and other parts of detemmining a final blend price for

payment or statistical purposes. Rather it is simply the weighted average of the class prices at

test using the utilizations of 
the orders. It is computed by dividing the total pounds marketed by

the Pool values in the next table.

The last table computes the blend values at test and class prices computed above. The

Pool is the sum of the class values without adjustment for location or other non class price

issues.

What the spread sheet tells us, then, is the expected change in component prices, class

prices at standard test, class prices at actual test, pool values at test and blend prices and the

differences between each of those between current formulas and the changes being discussed. In

this example, the table tells us that since 2003, producer blend prices have been reduced an

average of 57 cents per hundredweight
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Each time that we analyze a proposed change to the pricing formula, we have prepared

and included a document identical in form to Document KK This way, each individual

proposed change can be assessed in terms of its total financial impact on producer income.

VI. Error in Butterfat Price Formula

Proposal Six proposes an increase in the yield factor for butterfat to butter from 1.20 to

1.211. The purpose of this change is to correct for a mathematical error in the Department's

calculation of "shrinkage." In the Final Decision establishing the Class II and IV pricing

formulas from November 2002, the Departent made substantial reductions from the yields in

the Recommended Decision of October 2001 by including, for the first time, adjustments for

"shrinkage." Because these changes were included in the Final Decision but not in the

Recommended Decision, interested parties were not provided an opportunity to respond to the

changes. Assuming for the moment that shrinkage should be accounted for in the formula, the

assumed shrinkage was improperly calculated. The purpose of Proposal Six is to correct this

improper calculation. The 2002 Final Decision described the incorporation of shrinkage as

follows:

The loss allowance for butterfat wil be reflected by adjusting the 0.82 divisor in

the butterfat price formula. Testimony and comments indicate that farr-to-p1ant

losses on all milk solids is 0.25 percent (0.0025) with butterfat incurrng an

additional loss of 0.015 pounds per 100 pounds of milk. The butterfat price

formula is determined as follows:

. For every pound of butterfat, 0.0025 pounds is lost in the farr-to-plant

transfer (1.000 - 0.0025 = 0.9975).

. In addition, for every pound of butterfat (sic, should be "for every

hundredweight of milk" (See, 67 Fed. Reg. 67917)), there is an additional
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0.0150 farm-to-plant loss on butterfat solids (0.9975 - 0.0150 = 0.9825

pounds of butterfat).

. Dividing 0.9825 by 0.82 results in a butterfat factor of i.20 (0.9825/0.82 =

1.20).

. Therefore, the Class II and iv butterfat value per pound is computed as

follows: (NASS butter price - O. i 15) x 1.20.

67 Fed. Reg. 67920 (November 7,2002).

The error is further explained by the following:

Assuming that overall milk volume at the farm is reduced

by 0.25% in transportation and fat is further reduced by .015

pounds per 100 pounds of milk received at the plant, the milk at

the plant is the farm volume adjusted for shrink in accordance with

this formula: (3.5 * 0.9975) - 0.015 = 3.47625. That is, if 

the farm

test indicated 3.5 pounds of butterfat per hundredweight, that

amount is first reduced by 0.25% for farm-to-p1ant loss. The result

is then further reduced by a loss of 0.015 pounds of butterfat

solids.

Departent Computation

((3.5 * 0.9975) - 0.015) = 3.47625

(3.5 * (0.9975 - 0.015)) = 3.43875

Correct Computation

The yield from this reduced volume is divided by the farm weight to obtain the yield

from farm weight to product. The Final Decision instead increases the farm-to-plant shrink

factor by a full 1.5%. The formula used by the Department, therefore is (3.5 * (0.9975 - 0.015))

or (3.5 * (0.9825)) = 3.43875. The difference is that the Department assumes that the plant

utilizes 0.0375 pounds of 
butterfat less than it should (3.47625 less 3.43875). A comparson of
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the correct fommla with the Departent's formula demonstrates that the Department has

incorrectly placed the second set of parenthesis in its formula.

The Department implicitly acknowledged its error in the 2002 Final Decision. In the

manufacturing price formulas, the butterfat shrink is used in two places. First, it is used in

calculating the butterfat price. Second, it is used in calculating the butter-cheese yield in the

protein formula.

In the butter-cheese yield in the protein formula, the Department correctly calculated the

butterfat shrink in the butter-cheese yield by first incorporatíng farm-to-plant shrink and then

incorporating the additional 0.015 pound reductíon per hundredweight.

The Van Slyke formula for the cheese yield of 3.5 pounds of butterfat in a standardized

100 pounds of milk is (0.90 * 3.5 * 1.09) /0.62 =: 5.538. To calculate the yield of one pound of

butterfat, the result is divided by 3.5 (5.538/3.5 =: 1.582). This is the source of 

the 1.582 factor

which was used in the formulas in the Department's decision beginning in January 2000 up

through the Final Deccsion in 2002.

Applying the shrink for butterfat, the formula was modified as follows: (0.90 * ((3.5 *

0.9975) - 0.015) * 1.09) / 0.62 =: 5.5003. Since we want to know the yield of one pound of

butterfat on the farm, we divide 5.5003 by 3.5 for a yield of 1.572. That is the new yield in the

protein formula in the Final Decision.

Here, the Department correctly placed the second set of parenthesis in the formula. The

butterfat formula it is done incorrectly.

Departent's Butterfat Formula (3.5 * (0.9975 -0.015)) =: 3.43875

Departent's Protein Formula (0.90 * ((3.5 * 0.9975) - 0.015) * 1.09) / 0.62 = 5.5003

Correctly calculating the butterfat yield would result in the following:

. (3.5 * 0.9975) - 0.015 =: 3.47625
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