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"_S.tatement of Dennis Tonak -
My name is D_ehrtis Tooak. 1 am the Gen.e'ral. Manager of Mid-West Dairymea's |
Company, .4.313 West State' Street, Rockford, IIlinois 61 102. Thave oirer 30 years of |
expenence in dairy marketmg and Federal Order issues, espemally in the geographlc '

areas cast of the Rocky Mountams Prior to my employment with Mld West Dalrymen s -

Company I 'was employecl W1th Nat1ona1 Farmers Orgamzatlon Ames Iowa and -

Southem Mllk Sales, San Antonio, Texas in various marketmg and management
p051t.lons _ .
This testimoﬂy is on behalf of Mid-West Dairymeo's Company, Manitowoc Milk'

Producers Cooperative, MilWaukee Cooperative Mﬂk 'Proctucets, and Lakeshore _

.Federated Dalry Cooperative in opposmon to Proposals 1, 2, 3, 4 and 5 Lakeshore
R prov1des a veh1cle through whlch Mamtowoc Milwaukee, and Mld West parthlpatC in

_ deveIOpmg dll‘eCtIOIl on dalry polncy, 1eg1slat1ve act1v1t1es, and federal order issues.

Lakeshore also prov1des other setvices ancl benefits to the members. Mamtowoc,
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Mllwaukee and Mld-West are all reco gmzed as Capper Volstead cooperatlves approved
. “toprovide Federal Order marketmg services, We are concemed about producer income
.both near term and long term, We welcome efforts to 1mprove producer Income but
' _prefer solutlons that treat all reglons eqmtably

Mld West has 157 farmer members Iocated m northem Iltinois and southern .

_ Wlscorlsm The members mﬂk is currently pooled on Federal Order 30 and is used to
supply a fluid m1]k plant (MulIer Prnehurst) owned jointly by Mld-West and Prame '
Farms Dalry M1d West also supphes other ﬂmd and manufactunng use plants Mid- West

' 1s a small busmess under the criteria estabhshed in the Hearmg Notice. Virtually. all of

" Mid- West 8 producer—mernbers are small busmesses Mid- West is a member of National
Mllk Produoers Federation. | |

Manitowoc Milk Producers Co'oper_ative has headqtlarters in ManitoWOc, Wisoorrsm |

“and hes approximately 3,000.dairy farmer rr1embers. The maj ority are located in' '

_ _Wlsconsm with the ba.la.nce in surrounding states Mamtowoc prov1des ma.rketmg
' semces for therr members. The milk is pooled on Federal Orders 30 & 32. The fanns -

- dehver milk to both pool and non-pool pIants For purposes of this proceedmg
Manitowoc is a small business. The majonty of Marutowoc’s producer'members' would

IImeet 3the small business defmition. 'Il\/[anitowoc is a member of National Milk Produ_oersl

' Federetiot_r. | |

| Mil_waukee Cooperative Milk i’roduoers is headquartered in Brookﬁeld, Wieconsirl -
.' and has approximately 700 dairy farmer membets. The produce_rs.or_e located from
: eastern Nebras_ka to northern Indiana with the rnaj ority located .in wreconsih;

. Milwaukee provides marketing s.ervices for their members. The milk is pooled on Federal




Orders 30 32 and 33. The farms dehver milk to both pool and nonpool plants For

purposes of thls proceedlng Mllwaukee 1s a small busmess The maj onty of Mtlwaukee §

~ producer members would meet-the small business definition.

' -National Milk Producers'-Federation sp"eaks with one voice on behalf of the nation”s

B dairy producers on many issues — envrronment an1mal health, food safety to namea -
'few On the issues before tlus proceedmg National Milk is only speaking for a shver of _

~ those dairy farmers affected by this regulatory process. It is apparent that National Milk

does not speak for a number of its member cooperatlves — Mid- West Manitowoc, AMPI

First Dlstnct Prame Farms, to name a few — on these proposals Ma:ny of the Iargest

. NMPF member_s - LOL, DFA, Cal1forn1a Datrtes - have producers located in areas not .
regu]ated by Federal Orders or market milk not pooled on Federal Orders As an example_. |

~thereisnota Federal Order in Cahforrua—the largest mllk producmg state in the nation.

The heavy milk productlon areas in Idaho, along w1th Utah, are out51de of Federal Order

._boundarles Most of Permsylvama and some of New York are outsrde of defined: Federal |

Order areas. Members of Natronal M11k have producers in these areas that are outmde of

_ the Federal Order Marketmg Area boundartes |

There are- also cooperatrves who are not members of Nat1onal Milk who do not

_ support NMPF 8 proposal

&st_orlcaLPerspectwe

Our approach to this proceeding is shaped by our view of the changes in mille

. marketlng over the years The role of Federal Orders evolved as changes In mllk
y productron food processing, and transportatton developed In the earhest days of the

~ Order program a marketmg area was relatwely small; may have mvolved only one



pOpulat:lon center, and nulk productlon and transportatlon charactenshcs defined milk

. movement Bu]k tanks at the farm level were non—ex1stent Milk was delwered to plants’

in cans — often cooled only w1th well water. Electncal power was lmnted It was

necessary to mamtam a locally produced milk supply to meet the fluid nulk needs of the

local populatton.

When Federal Orders were initially formed it was difficult — if not impossible_— to

" meet an'afea"s fluid m11k needs wi_th_milk production from distant Iocat_ions. I will digress

 here to say that it is difficult to define “local” or “distant” milk but even when I can’t

define it I know it when I see it. Now milk is quickly'chilled at the farm which greatly -

: 1mproves the quality. Interstate lnghways aid in the qulck movement of both raw bulk

milk and packaged milk from the production areas to the consumpnon areas. In this day
and age milk movement over d1stance_s of a thousand or more miles can be readily

accommodated. Due to the changes mentioned above the fluid milk needs for a

'pOpuIauon center can now be met with milk productlon from areas qu.tte dastant from that:

populat1on center. We have changed from a local industry meetmg local needs toa

_ nat1ona.l industry capable of meetmg local needs

" Inthe early days of Federal Orders a Class I price which was higher than the price for

‘milk used in producing storable dairy products help'ed assure the production of milk fof

| fluid use. The extra money found in this hi gher Class1 pnce helped recover the added

costs of producmg Grade A milk and dehvermg the milk to the fluid use market The

Class I money was not widely shared Individual handler pools were common. Access to
'part1clpatlon in some Federal Order pools was ti ghtly controlled by e1ther the fluid

- handlers or the mﬂk supply cooperatwes They wanted to retain the Class I money for




those who actually delivered to the fluid market and deny those who did not delirer to the
- ,_fltud market access 10 the pool proceeds As an example In the early 1960’8 ‘producers in
~ the Rockford IL area wanted thelr milk pooled on Order 38— the Rock River Valley |
) Order and not on the larger Chlcago Order whlch had a lower Class I use percentage
- and a lower producer pnce A Iocal Rockford da1ry cOOperatrve exerted great mfluence '
.on who had access to the Order 38 pool | |
USDA in an attempt to correct these d1sorder1y marketmg cond1tlons oversaw the
mergers ofa number of Federal Orders from the late 1950’s into the 1970 s. Ttis durmg
this time that the value dlfference between the Class I price and the manufacturing pnce
- started to shift from A) where Class [ money attracted nnlk to fluid use to B) where '
Class I money through the blend pnce attracted nnlk to the Federal Order pool Or-
_ perhaps it Would be rnore correct to say that this ﬁmctronal shlft from A) where Class I
money attracted milk to fluid use to B) where Class I money through the blend pnce _
' attracted mllk to the Federal Order pool- thls change became more pronounced and
~_noticeable. | o
~ As more milk entered the larger pools mt]k was encouraged to move to fluid use.
.through ne gbtrated premrums location adjustments on producer nnlk shlppmg -.
: 'requlrements and dwersron lumtatlons The Class 1 price, since it was shared with all
~ pool part101pants equally and ot just those who supphed fluid use, ‘was not sufficient |
standmg alone to cause m1lk to move to. ﬂu1d use. | | |
-Money M_oves Millt, More Meoney Movers More Milk, Much More I\lloney Moves N
‘Much More Milk (unless the money comes from a mandated Class | pr_ice increase).

' Si'nce_ the Class I price in and of itself no long'er moved the milk to the fluid market and




-

- covered the costs (due to sharing with all pooI-participants) over order premiums '
_ emerged asa pnmary means of attractmg milk to. fluid use. The over order premiums are
. generally retamed by those who supply the fluid market. Over order premmms ate not -
' shared Wlth the Federal Order marketw1de pool In fact Over Order premlums nowl serve
| the same purpose as the Class I'prices dld in the early days of Federal Orders — that is to
- attract mﬂk to fluid use.

What purpose does the Class I Pnce serve today'? It attracts m11k to the marketmde
: pool The shlppmg and e11g1b111ty requlrernents, anng with the transportatlon and
assembly credlts where avallable encourage some milk to move to ﬂurd use. In the

.'Upper Mldwest Order 10% of the pooled rm]k 18 requlred to move to ﬂmd use. The

. balance of the Upper M1dwest ﬂu1d milk needs are drawn to fluid use by the over order
premiums. Thus a major parad1 gm shrﬁ n the purpose and function of the Class 1 price |
has occarred | o

As thrs shrft 1n.the function of the Class I pnce has occurred, an effort has been made
in some Orders to partiatly offset the costs of supplymg m11k for Class I use. Order 30, as - |
an example has an assembly credit prov1s1on and a transportatlon credit provision to aid
those who supply milk to ﬂu1d use. Ina general fasluon the money is generated from the
' Class 1 pnce actually from the pool proceeds before the pool proceeds are dlstmbuted to
. 'all pool participants. These type of credits, along with the ablhty to share in the overall
‘pool proceeds by meetmg the requrred mmlmum sh1pp1ng/ pooling reqmrernents are all
that the F ederal Orders prov1de in the way of an 1ncent1ve to ship to fluid use. Once you
: meet the minimum reqmrements of the speclﬁc Order there is little mcentwe from the

' Order to make extra shlpments for fluid use.




H1stonca11y, the Class I Price has been drrectly linked to prrces for manufactunng

.milk. Smce at least the carly 1960’s the Class T Pncc has been based on the Class I
pnce, elther drrectly or through a product price updater Thrs historical relat1onsh1p was
mamtamed Wlth the initial completlon of the Federal Order Reforrn process in Jaduary

: 2000 The Class II pnce has also been based ¢ on a manufacturmg m1lk price. The NMPF-
' .- .proposals whrle mamtammg some relatlonslup with product prrces completely drvorces

| 'the Class I and II prices from the Class III and v pnces This msulates the Class Tand II
. pnces from the realities of the marketplace as changes occur, The National Mitk proposal

'rs an attempt to do an end run around 40 plus years of Federal Order pohcy

 General Comments -
. '.["hler.e.is not a crtsis iu n'fational lrrilk production. No chahge m the Class T Price i _
fonnula is requlred Per caprta mllk productron has 1ncreased from 592 to 597 pounds

| "_between 1995 and 2005 on a nat:tonal basis accordmg to the Marketmg Semce Bulletm '
_ from the Order 32 Market Admlmstrator Th1s has occurred dunng a tlme when milk -

I pnces have not becn particularly proﬁtable accordmg’ to many accounts Milk production o
natronally has chmbed over nine b11110n pounds since Order Reform CIass I usage has '
 ‘notseena srmllar increase. (Attachment A and B) The mdustry s ability to increase rn11k
prcductlon capac1ty under very trymg crrcumstances extended penods of low prices,
~ high production costsl_eSpemally feed costs, and low farm retwmns - contlnues to amaze |
N me. | | | | |
- In aperfect world we could develop a system that allows every producer to. recover

-.all costs assoclated with producmg nilk. Thrs isnota perfect World I have not seen any | _.




| 1nd1cat1on that USDA or any other govemment agency is.about to embark ona journey
.. whrch would accorrnnodate all dairy farmers in the recovery of all their milk productlon
costs. The proposals by Natlonal Milk will en.hance some producer income — and do S0
ona reglonally 1nequ1table bas1s without regard for econonnc reahty or the natural
forces of a nat:lonal marketplace
| There is not a large supply of non Grade A milk to r'ecruit toGrade A status My |
: estnnate isre gular non Grade A rmlk productron is shghtly over 2.5 b1111on pounds
- 'About one-third of that milk is produced in Wlsconsm Another one-third is produced n
“the combmed states of Cahforrna anesota, and Ohlo Generally non Grade A nn]k 18
a found in the Northem states and 18 nonex1stent in the Southern states (Attachment )
There is. currently more than enough market place incentive to prompt those producers
with the desrre. and management skills to produce Grade A milk to make the transrtlon
A non Grade A producer in Southern Wrsconsm recently up graded his dalry bam and | -
nnlk room and began shrpplng Grade A milk, One of h.ts largest expendrtures was for
‘Whltewashmg ~ a form of palntmg his barn. He also needed to repa1r soIne ﬂoors and
' the fit of a few doors. His total out-of- pocket cost was 1ess than $500. Hei is slupplng an
. average of 2 9’?9 pounds per day. Over the course of the year his cost to convert to Grade
~ Awouldbe $.046/cut. | |
Another Grade A producer with 8,796 pounds of daily productlon drilled a new well at'
a cost of approx1mate1y $12, 000 If he had not dr111ed the well he would not have _ |
rnamtarned Grade A status A new well will often last for twenty or rnore years. |
.Arnortlzatlon of the $12 000 cost over a short five year penod would glve a cost to

i '_malntam Grade A status of $. 0748/cwt While 1nd1v1dual s1tuattons may vary w1de]y




_ 'dependmg OD. eXpense factors and mﬂk productlon, these two examples 111ustrate that it
does not take much money to justlfy rnamtalmng or up grachng to Grade A status

- Perhaps that is why such a Iarge percentage of the natclon s mllk supply is |

Grade A Feed costs labor costs, costs of cleanmg equlpment ete. do not change

| apprec1ably between the productlon of Grade A milk or non-Grade A nnlk The cost of |
-producing mrlk does not change as the unlrzanon of Grade A'milk changes ﬁom Class I.‘
orllto Class TH or IV. A Mid-West mcmber-producer s costs do not miraculou's]y.

-. -Change Whe_n rniik is diverted from fluid use to manufacturing use. |

o Mid-West is responsible for supplying the total ratv milk needs of Muller- -

' Pmehurst Dalry, an Order 30 pool dxstnbutmg plant. The mﬂk needs vary week to

week and month to month over the course of the year. Mld West balances Muller’ sraw - |

| mrlk. needs through a combination of buying supplementa_l supplies from other pool
| - handlers or selling milk to non—pool rnanufae_turers, primarily'cheese plants. When We.
look at Muiler’s rrnlk needs over the course of the year and 'then an'tve at an at/erage or
: -basehne we ﬁnd that there 1sa “deﬁc1t” situation for about six months and a surplus” :

- s1tuatxon for about six months Dunng the past two years the surplus s1de has ranged from

a hlgh of 2,442,807 pounds in an mdwrdual month to alow of 12 945 pounds with an

_- average of 1, 501 497 pounds The deﬁcrt sees similar numbers rangmg from a shortage
from the basehne of 3,057,134 pounds to 708 676 pounds dependmg on the month, with
an average of 1,637,997 pounds Vanatlons from week to week are also present In -
December Muller’s weekly milk needs will change by.an esttmated 12 rmlhon pounds

i frorn early December to late December These ﬂuctuanons in demand must be balanced




When Mid-West purch_ases suppl.emental milk for Muller-Pnlehurst, Federal Order 30
es_tabli‘shes' a mmnnum Class I value, That value is shared with aﬂ pool partlcipants —it
\' is not retamed by Mrd West or pa1d dn'ectly to the supplemental m11k suppher Other _.
" than the assembly credit and transportatlon credit received from. the pool proceeds there
1s no direct 1ncent1ve from the Class I Pnce or the pooI proceeds' to ship mi].k to fluid use.
_ | The incentive to ship supplemental nnlk comes from a payment to the supplemental
: suppher n the form of an over—order prennum It is the over- order premlurn that helps
~ the supphers of supplemental m11k cover the transportatlon costs to the fluid market the B
-'costs of daily and seasonal balancing through a manufactunng plant and any- “gwe up”
charges The nnmmunr F ederal Order Class Ipnce does not cover any of these costs as
_' :_they are 1ncurred by the regular suppher M1d—West or the supplemental suppher
When Muller—Pmehurst 3 ml]k needs move lower a “surplus” develops At those |
t1n1es M1d West balances the mllk supphes by movmg the “surplus rn1lk to
manufactunng plants. M1d West does not rece1ve any money from the Federal Order
"Ipool in return for perfornnng this balancing function. The Order tminimum Class I pnce
pa1d by Muller-Prnehurst does not pay for any of this surplus balancmg cost. The costs of _
- : thlS funct1on are paid for by Muller—Pmehurst through over order premiums or absorbed i
. by Mld West |
The s_easonal-swings we see at Muller ar_elno_t.that _rnuch different from the. seasonal.
vadations seen in Florida, The eompaﬁson of an average haSeline at Mnller’s and.. Florida
milk unports and exports may be somewhat of an “apples and oranges” conlpanson but it

is str]l a vahd companson The combmed Flonda and Southeast Imports and exports are
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hlgher m 2005 than 1n 2001, but the n:nporU export volume dtfference has lessened when |
2001 and 2005 are compared (Attachment D)
The changes proposed by NMPF will enhance pool proceeds, at least in the short

term The changes to the bIend pnce will vary wrdely in dlffcrent parts of the country

' The Upper Mrdwest may see a short term 15 cents;’cwt 1mprovement whlle Flonda may

.see over 65 cents,
These pnce increases w111 be pard dlrectly to producers More milk will be produced

Since Class I consumphon has been relatwely stable the add1t10na1 milk product1on will

. end up m cheese and butter and other manufactured da1ry products This will

Iundoubtedly lead to lower pnces Slmply put a h1 gher Class FPrice leads to more milk
which leads to more cheese whlch leads to lower cheese prices Whlch leads to lower nnlk

-pnces The 1rnpacts of the lower cheese pnces wﬂl hit the areas w1th more cheese

: rnanufactunng such as the Upper Mldwest - ﬁrst and hardest

' We are also concerned about the impact of a non marketplace drlven prlce _
_mcrease on consumptlon USDA used a pnce elast101ty f'actor of - 05 in thelr analysrs of

this proposal Chapter 3 (The Comell AnaIy51s) Table 3- 1 of the USDA “Report to

- Congress on the National Dalry Promotlon and Research Program and the Natlonal Fluld
: Mllk Promotron Pro gram” from J uly 2006 used a factor of -.1 14 I am not an econonnst

‘but these drfferent eIashclty factors Taises questlons‘? Is 1t poss1b1e that the merease in the

Class I mover proposed by NMPF wﬂl reduce Class I consumptlon by over double the

: number contemplated In the USDA analysis ( 05 versus-, 1 14)?

ltis our view that changes in the mrlk and compehtlve beverage se g;ments in the

marketplace are Ieadmg to much larger elast1c1ty values tradlhonally believed. It is w1th1n .

o




the realm of poss1b111ty that we are actually approaching an elastrcrty value closer to that
of other dan‘y products If tlus is true we could easily see a 1%-2% decrease In mﬂk
| consumptlon Wlﬂ’l the amﬁmal 5% increase in the proposed changes to the Class Iprice |
- mover |
The large change in the Class I butterfat prlce.formula causes us great concern.
: | Along with ﬂllld rndk the Muller operat1on also produces ice cream The 1ce cream
' _ product1on helps us balance our milk needs there is Limited ice cream produced in the
. wmter months with heav1er productton in the summer. Muller would face an mcreased |
| Class TI butterfat cost whxle a stand alone 1ce cream plant and th1s 1s becommg quite
common could ﬁnd butterfat sources from outside Federal Order pnce re gulat;lons _
B ._Cream moves fronr unre gulated areas in the West to butter chums in the Mldwest That
_. cream could Just as easily move to a stand alone Ice cream plant Tlus would put the |
Muller 1ce cream operat.lon and any other ice cream maker embedded in a fluid plant

operatlo_n at a great competitive dr_'sadvantage. '

Ernergegcu Conditions |
_ Ernergeucy c_o.n'ditions do not exist Thereis a more than adequate .supply to meet the )
Class I and II needs of the market place The NMPF proposals request a maj orshiftin
E how Class I and Class II prices are detemnned Changmg from Class ITI and IV milk
pnce formulas wrth a dlﬂ‘erennal value to a decoupled product formula for the

determlnatton of Class I and IT prices should not be undertaken on an emergency basis.
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The short notice time for this proceedmg also begs that alI views be fully and

completely arred and commented upon before any change is made to the current

. regulauons -

Thank you for your consideration.
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' ;2000.f
2001
"l-_'zooz" 
003

' 2004

2005

- Table 32 Annual Pnce and Pool Statlst|cs :

- Producer Recemts
(mllllon pounds)

'116._«91_9

:.-'1";2'0;2_23- B
” '1'25_,546 -
110,581 -

103,048

114,682

Summary --- -Da'iry' Market Sta_tis_tics, A'_n_nuat Summary, 2000-2005

Class I Ut|l|zation
(mllllon pounds)

45 990

45887

46,043

45843
44,940

44570



” mvm__v_m
._ﬁmem |
18655
N@Nﬁ.m
TS
_._:_QE

- {spunod :o____Ev o
ﬂus_uo& _u_:_u_ u_o $9|eS ummmv_umn_ mm m_n_m 1

- mwmhoh
_vmmdh.
P6E0LT
£90°04T
____wag__m&.
_. 665" BH.

AmUczoa _._o____Ev
co:u:uo& JHN-T mEE.

- 5007
 _¢ooN,
| £00Z
. zo0t
| Hoow_

000z

| __mo_om.ooom .EmEE:m lenuuy k_mu_.u_m_uﬁm_ umfmz_t_mm --- Alewung



vig-to DAIRY AND POULTRY STATISTICS S C

Table 8-13,—Milk: Quantities. used and marketed by producers, by States, 2003

(preliminary)
-, Milk used whera produced © Milk marketad by producars
Stata ) Used for milk, : :
Fed to calvas! | cream,tand but- | - Totaj i Total quantity 2 Fluid grade®
: 1. ar . .. .
- Miltion Miltion . Million’ Mitlion o
© pounds Pounds pounds pounds. - Pewgent
1 -1 ) 2 S 250 100 .
ay 0.4 1.1 15.8 - 100 -
12 1. -13 3441 100
-5 3 8 344 ©TDo-
32 5 37| 35,400 99
27 5 32 2,145 ST 108
.25 0.5 30 - 400 100
1.0 a1 1] 134.9 . 100 . S
4 1 5 : 2,158 ©top _
10 ' 1 . 1,433 C 100 o
.0 0.5 - 151 - 90.5 . I 1 e
82 -3 35 8,739 g9
10 2 12 2,035 g8
A 3 24 2,920 a7
30 1 41 3739 98
10 1 11 2104 100
28 2 31 1,433 - ' 100
9 2 1 508 - 100
4.5 0.5 5.0 819.0 100
7 3. 10 1,222 100
3.0 1.0 4.0 - 3280 100
-55 5 80 8,300 99
95 5 100 8158 96
1 1 2 421, 100
21 -5 25 1,880 98
3 3 8 340 . 100
11 . 1 12 1,117 99
) 1 8 479 100
- 25 0.5 30 3020 160
2 1 3 213 100
62 - 20 gz 5,584 100
45 .2 47 11,905 100
g 4 13 1.031 100
10 1 11 543 78
25 .5 30 4,480 93
13 1 14 1,208 100
14 -2 18 2181 100
10 1 M 10,327 99
[V I 0.1 21.9 - 100
2 1 3 315 100
8 2. 11 1,314 93
4 T 3 1,200 100
17 2 19 5611 100
12 2 14 1,601 98
14 2 18 2621 100
g 2 8 1.723 100
27 . 2 29 5552 100
o 1 3 : 219 ! 100
234 30 2864 22,002 : 96
1.0 0z 1.2 52.8 - 79
963 S 15 | RN 169,198 © 68
& : 2 8 . ' 812 : 21e)
- VExcludes ‘milk sucked by calves,  2Milk soid to plants and dealers as whola milk and equivalant amounts of mitic for .
Cream. Inciudes milk produced by dealers’ own herds and small amounts sold directly to consumers, Also includes milk pro-

duced by institutional hards, . Parcantags of milk soid that s ali%i[bie for tiuid use {grade A for fluig use in mest States).
includes tluid-grade milk used in manutacturing daky products.. 4 ay not add dua to rounding. - o i L

NASS, Livesioek Branch, {202) 720-3570,
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