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Dcw Membcr: I 
Cheese priccs have wedre~xed in d ~ c  past lwo 
wcclcs due to con.cems that national sv.ilk 
prod.u.ction was up over 5% jn June. I-Iowever, 
July heat appears i:o have siowcd down milk 
produccjon and the C\VT has also begun 
subsidizing export sales to strengthelz prices. I do 
ex.pect cheese prices to move back up a.gqi11, but 
the peak price may be lower t11u. previou,sly 
though,< as reflected in nlillc futures prices. New 
forecasts are sl~own, on the back of this page. We 
will be fa1 lowing this closely and keep [~~emhei-s 
infom.cd. 

It also appca.rs that there will I i,kely he anotllcr 
slnall M13LC paynent for Septcrn.ber milk. h1.y 
mcrnbers with largc farms who Lra.vc not yet 
contacted I'SDA-FSA to begin f.11.ai.r payments for 
the current fiscal ycar should do so bcfore August 
1 51h. The MILC program expires a,t l:l>c eo.d of 
Scptcmnber, but your ALEC Com.miRce is working 
with others ~ I I  the inc1ustl-y to get it extsnd.cr1 f o ~  a.t 
(east two inore yea,rs. 

111 the last check letter it was m.cn.tioned that Ag i -  
Mark wns having problems invo1vi.11.g thc Federal 
Ordcr Clms 111 aod I[V prjces. I thougllt it m.i.ght 
be hclpfi~l. to explain t.he situation in rnorc detail: 

The probloms involving Class 1II (mi1.k for 
chccsc/whby) and C1.n~s IV (miIk f01: 

butteripowder) prices began when f;11c cntirc 
Federal Order pricio.g system was changed i n  
January 2000. l'l~ese problcrus a.re not U I J ~ ~ L I C  to 
Agi-Mark, but effect 21.11 dd.ry product 
manufacturing plai~ts ~~e use milk pooled under 
Fcdcral Millc Marlccliug Orders: they a,rc a 
si,gt~ificm~t p d  of &C rcason \vby many Nor1:hcast 
manufa.cturing plants 11.avc cl.osed in the pa,st fc w 
years and Inore nrc likely to ciose in the near 
:fi>turc. Solutions must bc adopted not only to 
add.rcss Agri-Ma.rls.'s problems, but to assure tliar: 
a11 dairy farmers in rhc Northeast I~a\/e nearhy 
ou.tlcts for their milk. 

Begilming first in 2000, Clms I11 an.d IV milk 
prices bnve becn determined by a scries of pr,i.ci,ng 
formulas never uscd before. Problem dcvel,oped 
ri,gl~t away '2nd hearin.gs were held in. 2001 to 
address those issues. Ncw f0nnu.h  went into 
effect ~ J I ,  April 2003, but those c l~mges still failed 
to add.ress all the undarl.ying prob1em.s. 1Ylesc 
continuing problans were brought to USDA's 
a.ti:c~ltion irnmnedie.tely, but thcy were not willing 
to re-opcn the issile at tljat time. However, the 
probIenl has gotten progcssively worse and 
cawed checse production capacicity to fal.1 
dramatically tbrou~lr.out the Noj~hc~2st. 

Th.ere arc several spectfi.c problems witll. Class IIl 
and IV pricing, but the largest issue involvcs t11.e 
new "end-producr"pricing sysmm. Under t;bj.s 
new system, USDA uses a nal;ion.al survey 
corn.du.cted weeldy by t1r.eir NASS pational 
A~yicu1,~ral Statistical Service) to determine 
tb.e averasc price of ched.cla.r clsecse, wllcy 
l~owder, bul:tcr and n0nfa.t dry 1niJ1r. USDA. thcn 
talses the rnontl~ly weigl~ted avcragc price of thosc 
products, subl.ra.cts a pre-set manufacluring cost 
a.llowance and adju.sts by the yield of cacll product 
from 1.00 poun.ds of fann mnil,lc to 511alIy determine 
the appropris.ta class price co be paid for m.j.Sk, 

A simplified exam.plc ofthis ca.lcu.htion would bc 
as follo~us: I f  the NASS cheese price was 161 .SO 
par pound, USDA would s~d~tract  the cheese 
ma~.uC~cturing costs of $0.1.65 to ~ e t  a inill< val.uc 
of $1.335 pcr pound of chccsc. Asswl~.in.g a yield 
of 1.0 p0l~n.d~ of cheese from cvcry 100 pounds of 
m,i,l.l(, USDA ~w~Sti.pl.ies the 8 1.335 by 10 1:o get aa, 
C l ~ s  TlI price of $13.3 5 per crvt, T3.c actu.a,l 
formulas are Inore colnplcx and ~ l s o  UIVOIVC W ~ C Y  

powder priccs and yielcls, but the lnetl'lod is still 
the sane. 

USDA fixed tlic manufactu.ri11.g costs used in t11.e 
formu,las bascd upon limited pl,a.nt cost data that is 
slso more than five years old. Those costs also 
~~.scd. California plant costs, even thou.gl1 those 
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plm~ts are not even subject to tl1.e Fedcml Ordcr 
pricing formulas. USDA m.dces no adjustrn~nt for 
changes in plant costs despite requests during tl3.c 
hearing proccss from. Agri-Mark atid ocbcrs. 
California form~tl.as, on the other hand, can and do 
cbangc regularly based on their annu.al plant cosrs 
surveys as energy aa.d other costs have changed. 
As a result, California cheese pl.ats,ts pay far lcss 
for their m.ilk than Agi-Mark and other Fedcral. 
Order plants ($0.52 per cwt, less i,n 2004,). It is n.o 
surprise illat 0u.r local cl~ccse plants uc closing 
while Ca.lifornia cheese producti.on has risen 42% 
in thc last five ycarsl 

Agi-Marlc h a s  tri.cd, to ~ddress the higher 
ma,ni.lfacfilring costs in other ways as well. As a 
member of DairyA~ilerica, wl~i.cll sells about 80% 
of the nonTat powder i11 the U. S., a s11rcla.arge oil 
powder prjcos to our customers wa,s inscitutcd 

earlier this yew to risi.11g e~aergy costs. 

1-Iowever, when USDA fcl1~n.d out, they insisted 

that the surcharge be included in the NASS price 
survey. Tl~e surcb.arge then increased the Class 
IV price for milk by powder plants, but not one 

pei7.lly went to cover thc Iziglier energy costs! 

Agi-Mark has already prescni:cd ili.forrnation on 
tl~esc problems 1:o USDA staff i11 several meeting3 
in UI.C past fo~our rno~~lhs. We are seeb1.g to h.avo 
a.n cmcr:gcncy hcnl-io.g so 1:b.c~ can quick1.y 

consid.cr putting in a11 annua.1 mnn.ufacturing cost 
adjuslmcnr based. on actual audited pl.ant cosr data. 

Agri-Mark will also bc asking that USDA. cllangc 
two other problcms with their Class 111 pricing 
formrrla. One involvcs a false assumption tl,~,at 
whcy butter cm be sold at the Gradc AA burtcr 
prico, even thou.gl~ it is illogal for wJ~cy butter to 
be sold, a.s Grade M butter undcr USDA's owl3 

reg~~lations. The other involves a, three cent 
addition to the NASS 640 lb. barrel clxccse price 
bascd. 011 historical, factors that b.nve cha.ngcd. 

df.1 time cl~ltlgs can bc j.rg,pJg.rncnte:ed, it will 
create R. fairer a ~ c e  for m,iI.k used to rnanrtfacturo . -- - 
al I, da.i ry_prod.~i.cl:s anLd reddu ce Aw i-MMmk 
gesai:io~zr?~~p_sses by more than $5 m,iIlioj 
yln~~al lv,  Cu.mcntly, that $5 nl.il.lion is going into 

the Federal Order pool and rm.dul.y raising the 
o?.illc prices to all &iry farmers in the Nodbeast, 
including th.ose who have no invesrm.ents in pl.a~its 

and equi.pmernt. We are a,l.so 1oold.ng to submit a 
proposal l;o I-aise tl3.e C1:ass I price d.ifferentia1 to 
help offset a.ny negative impa.cr the Class 111 and 
TV price clamges will have on farni m.il.lr prices. 

As aIwa,ys, if you have my q~~estions aborrt: m.ilk 
prices, the class priccs or ally other issue, pl.ease 
contact me directly in the Metbuen 0f f i . c~  iit I. - 
800-225-0532. Wi,tl>in Massacl~usct~s, ca.11 1-800- 
423-4005. 

Sincerely, 

Robert D. Wellington 
Sr. V.P. of Ecoi~,orn~.cs, 

Corn.mm~ i . ca t i o~~  & Legislative Affairs 

BOSTON 
COMPONENT PP.ICES PER POUND RLE'ND MlLC FIJTURES 
BUTTER OTHER BOSTON PRICE FARM BILL CLASS PRICES (NORTHEAST) PRlCES 

2005 FAT PROTEIN SOI-IDS I3PD/cwt. B3.5 bf PAYMENT' I I I 111 IV Il l  IV 

J A N  $1.733 $2.53D $0.090 $2.17 $16.31 $O.DO F19.9D $13.04 314.14 S12,5% 
FEB 51.775 12.681 $0.092 $0.81 $15.57 $0.00 Sl7.04 513.30 $14.70 $12.74 
MAR EIA72_B- $2.502 tO,O9~-j1,96--$~;04--9i_O.D_O t.IS.6B S13.25 914.08 $12.06 
X P R  - - - - - - - - - -  - - -  - - -  d-- - - - .  

$1.698 3270% - >0.102 $O.Bl $15.52 9;0.00 917.38 $13.24 $14.61 $12.04 
MAY $1.54B 32.597 80.104 $5.58 315.35 EO.00 1618.05 $72.78 113.77 512.20 
JUN $1.593 32.574 50.114 51.31 S15.23 S0.03 alG.07 313.06 8'13.92 $12.33 ----....- "------- -----------...- -----.----"-----------------.-*.".---..-.--"-------------*-.------------."--.-.---- 
JUL 51.805 IiZ.472 $0.124 51.21 $15.65 $0.00 917.14 $13.80 $112.41 $13.17 $14.37 $12..90 
AUG $1.770 52.272 $0.125 F2,2G fi15.RO aD.00 $17.63 $13,76 513.52 $13.07 573.60 f 73.05 
SEP %l,8? $2242 - 0 2 1 2  - 21,31 -$:5,64 $0.06 $1_6.B_O -813.94- $JE!4132_ 313.17 514.16 $73,70 
-oET- - - - - - - 

$1.777 $2.514 $0.1 09 $1 . s z  $1~.90 $~.KD - -$17.49 $7374. $14.36 $13.07 '-5'4'~63'-->72:35- 
N OV $1.727 $2.409 $0.100 $1.87 $15.71 $0.00 $17.66 113.55 $13.132 $12.fi7 $13.40 $72.00 
Dsc 3JJ10 sn.4ls !$Q,S-E: $l.sZ $lS.19 u q  J13,@2 $13.35 $LL@. 813.40 f12.00 

,----- ----. --... --.-.-- 
AVG Xl.715 $2.503 $0.104 $1.513 $15.05 .RO,D1 $17.66 $13.38 814.08 $12.88 

' eappnd at 2.4 rnllllon pounds of annual milk prodrtcl:lon (!!z@Bm. 
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Malling P.O. Box 5800 
Address: Lawrence. MA 01 842 

378-689-4442 

September 30, 2005 

Dear Member; 

This w e k ,  Agd-Mark economist Roberl: Wellington 
submitted his proposal to USDA for an emergency 
hearlng to amend the Class IEI and N prlcing 
formulas used In all Federal Orders in order to 
correct for problems that are =using subhntial 
loses to manufacturers who use such regulated 
mllk. Selected parts of his written testimony are 
provided below. Interested members can contact 
the Membership Department or their field 
representative fvr a full copy of Wellington's 
testimony. 

"On January 1, 2WI Fed& Order Class I;Tr and 
IVprirng pmv/s/ons m a n  using fixed 
manuBcturng cud alloclmms to defermine fie 
ptices of federal Order n?g~/8fed milk w i d  by 
dai/yprodum rnanIlfadu~/s, T~D-s? current mt 
al/owanm an? set using cost lnbrmation fivm hvv 
surveys ushg dk2 fmm a 1998-20000 time ,mi&, 
Tllose rates have not been fumer updam despite 
rap/@ dshg mergyr medical and other c m  over 
the pgst five lo sevm yeas, 

T'hl pmposal ask USDA to qufdfy updak the 
man&ddurlng cmt allow~nces using the /&st 
daCa mrren Wy being assemblm' fmm the same two 
s u m p  initialk used. While a /onger term sh~dy t~ 
address fiis &sue 6 being deve/oped by Cbrne// 
Unives//ty, I/?e mu/& of that e a z h  and the 
/ndu. djscussbn surmund/ng it will like& Me at 
feast two to rJIree ycals beB@ /t can be put Into 
e@ct In Federal Orden, Several Non3eastplank 
/7ave a/wdy d W  and the remahihg 
man&&re/s cm not cover their costq; the 
situatim will only get wose as rEllcent een& 
conthoe M raise energy, /'&rest and other cask. 
An efidive m/ub'on m not r n ~ t y e a ~ !  

,., Two add/lfonalpmposa/s will also be submltlpd 
by AgnkMark for considerat7on /ln the same 
hearing, One reduces the addlffon lo the NASS 
barrel thee price used in ,%e 0a.s UI prwte/n 
price formula tFom three cenE t~ one and 0n?-hd/P 
cen& based upon actual price oi'fse~nces over t i e  
past several yean. 73e other aausts We pmte/n 
pn'ce b accuunr b r  tl7e fad that. M~ey butter has a 
lower veiue &an the Grade AA butterpdce 

cumntly, ar~d lnm@fi being used b vdue that 
by-product of cheese maldng. 

77e~e  pmpsals aare being sought on an 
emergency bas&, Manufidurem using Federal 
Order mi/k can nutpsy tfie minimum prim fbr 
milk equired and also cover t',eir productfon mr; 
under the &so/ete a//owancs cumnf& /n place. 
D8iiyptvduct manuf&un'ng plan& are cmciial 
outletc for foal  milk tf7mughout Federal oder mfik 
marketing ams and alx, serve tb &lance milk 
supply and demand so Oass 1 needs an be met.. " 

Cooperatives Working Together (m, the 
economic self-help program conducted by 
America's dairy producers in an efFDrt to help 
sbblllze farm-level pr im, announced this week 
that it has tenmively accepted 44.8 bids from 
farmers to retlre their milking herds. There will be 
approximately 66,000 cows removed, thereby 
eliminating 1.2 billion pounds of milk, or 0.7% of 
the natlon's annual supply. I n  the Northeast., bids 
were accepted by 43 dalry farmers to cull 4,798 
cows, reduclng milk productlon by 93 million 
po~~nds annually. Thls represents about 8% of the 
region% milk production. 

This week U.S. Agriculture Secretary Mlke Johanns 
announced a series of Farm Bill Forums that he 
says are essential to the USDA's commitment to 
hear concerns directly from rural agricultural and 
development cornrnunlty leaders and to take hnto 
account those concerns when developing the 2007 
Farm Bill, The announced meetings In the 
Northeast to date are: 

Maine Fsrm Bill Forum 
October 1.1, 2005; Time: 3:00 p.m.-690 pm. (EDT) 
Rld~ard E, Dyke Center, Bangor, Malne 
Host: Rural Development Under Secretary Tom Dorr 

Mew Hampshire Farm Bill Forum 
October 25, 2005; Time: 9 3 0  a.m.-1,230 p.m. (EDT) 
Mancheskr Center, Manclleskr, N.H. 
Hast; Runl Development Under Seuetary Tom Dorr 

(over, please) 

I 
-Office Loc~tion: 100 Milk Strect Office Park a Methuen. Massachusens 01844 
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Rhode Bland Farm Blll Forum 
October 14, 2005; Time: 9:00 a.m.-12:OO p.m. (EDT) 
Coastal Institute, Unlverslty DF RI, Narraganse?T, RI  
Host: Natural R m m  & Environment Under Secretary 
Mark Rey 

Vermont Farm &I11 Forum 
OcCober 26,2005; Tlrne: 990 am,-12:30 p,m. (EDT) 
Doubletree Hotel, South Burllngbn, Vermont 
Host; Rural Development Under Secretary Tam Dorr 

Durlng t l ~ e  forum, the publlc will b$ lnvlkd to 
respond to one or more af the folIowlng six 
questions. All participants will be held to a 2- 
minute response Wme. 

1. How should farm policy a d d m  any unintended 
consequences and ensure that such consequences 
do not dhwurage new farmers and the next 
generation of farmers from enkring production 
agriculture? 

2. How should farm policy be designed to 
maximlze U, S. competitiveness and our country's 
ability to effectively compete in global markets? 

4. How can farm policy best achieve conservation 
and environmental goals? 

5. How can Federal, rural and farm programs 
provide e f f d v e  assislance In r ~ ~ r a l  a r ~ s ?  

6. How should agricultural product development, 
marketing and research+-elated issues be 
addressed In the next. farm blll? 

Ag ti-Mark will be testlfylng on behalf of men1 bers 
a t  these meetings, though all members are 
welcome b testtestify at their respective meeting If 
they wish. 

Block cheese piices have held up higher than 
anticipated during the past few weeks, so farm 
milk prices during the next month or two will be up 
somewhat from what we previously forecast. We 
will have a new price forecast In our n& check 
letter. 

3. How should farm policy be designed to 
6 d v e I y  and fairly dlstrlbute assistane to 
producers? 

Sincerely, 

fl QZ!~JDB,R.Z 

Also, as a reminder, the Agri-Mark holiday cheese 
sale is undanvay for members. Please have your - 
orders In by Ocbber 7'h. 

Paul P. Johnston 
President and General Manager 


