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Honorable Ed Reinecke, President
and Members of the Senate

Gentlemen:

The Senate Committee on Agrlculture and Water Resources,
functioning pursuant to the provisions of Senate Standing
Rule No. 12.5, transmits herewith a report on the California
Milk Marketing Program.

This report was prepared by the California Department of
Food and Agriculture at the request of the committee as a
source document for use by.all interested in the committee's
continuing consideration of Senate Resolution No. 98, of
the 1973-74 Session, relative to marketing of milk.

Respectfully submitted,
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Senate Resolution No. 98

Introduced by Senators Way, Ayala, Biddle, Nejedly,
Richardson, Stull, and Zenovich

April 15, 1974

Senate Resolution No. 98—Relative to marketing of milk.

ot ot ot ot pond ot ot ot ot

WHEREAS, With the enactment of the fluid milk and
cream stabilization and marketing provisions and the
Gonsalves Milk Pooling Act (Chapter 2 (commencing
with Section 61801) and Chapter 3 (commencing with
Section 62700) of Part 3 of Division 21 of the Food and
Agricultural Code, respectively), the Legislature
declared that fluid milk and fluid cream are necessary
articles of food for human consumption, and the
production and maintenance of an adequate supply of
healthful milk is an industry affecting the public health
and welfare; and ‘

WHEREAS, In order to insure an adequate and
continuous supply of fresh and wholesome fluid milk at
fair and reasonable prices, the Legislature specifically
prescribed the terms and conditions under which milk
shall be purchased from producers and sold by
distributors and retail outlets; and

WHEREAS, Historically, the prices paid by consumers of
fluid milk in this state have been below the national
average; and ,

WHEREAS, There have been substantial changes in
business practices in recent years, which led to
unforeseen relationships between processing distributors
and retail outlets; and

WHEREAS, As a result of a recent court decision, the
joint venture business structure has emerged as a viable
entity, resulting in requests for suspension of minimum
wholesale prices; and
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WHEREAS, The quota program under the Gonsalves
Milk Pooling Act has progressed slowly toward
equalization; and

WHEREAS, It has been approximately 20 years since the
Legislature has made an in-depth study of the fluid milk
and cream stabilization and marketing provisions and the
regulations adopted pursuant to such provisions; and

WHEREAS, During the last 20 years the state and
federal legislative enactments and administrative actions
have had significant effect on the original concepts
incorporated in the Young Act and the Desmond Act; and

WHEREAS, There is a great concern by many segments
of the milk industry, and the public in general, regarding
the current viability of such concepts; now, therefore, be
it

Resolved by the Senate of the State of California, That
the members hereby request the Senate Committee on
Agriculture and Water Resources to undertake an
in-depth review of the fluid milk and cream stabilization
and marketing provisions and the Gonsalves Milk Pooling
Act; and be it further

Resolved, That the Senate Committee on Agriculture
and Water Resources report its findings and
recommendations, including its recommendations for
any appropriate legislation determined to be necessary,
to the Senate as soon as possible.

6 98 30 17
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THE CALIFORNIA MILK MARKETING PROGRAM
A REPORT TO

THE SENATE COMMITTEE ON AGRICULTURE AND WATER RESOURCES

We welcome the opportunity to discuss the California Milk Marketing
Progran with you today. The Department was requested to prepare a com=
prehensive report on the milk program. This report is submitted to you
in fulfillment of that request and pursuant to Senate Resolution No. 98
of the 1973-746 Regular Session of the Legislature.

The California Milk Marketing Program is truly a total milk marketing
program in that it covers all segments of the industry. It has been care-
fully designed and refined over the years to satisfy the needs of the-
industry while safeguarding the interest of c&nsumers.

Under this milk marketing program, California's dairy industry has
moved from chaos at all levels of marketing to an industry that has become
a model for the rest of the country. It is the most technologically
advanced and most efficient of any state in the nation. It has also been
responsible in meeting the ever-changing needs of the industry and the
public interest. This is evidenced by the fact that through the coordi-
nated efforts of producers, handlers and the Legislature, California has
introduced and successfully operated several imnovative changes which are
being considered by other wmilk programs. These include éomponent pricing,

milk production cost analysis, resale quantity discounts, distributor

For presentation to the Senate Committee on Agriculture and Water Resources,
Sacramento, May 7 and 8, 1974. Presented by Jed A. Adams, Milk Marketing
Administrator and prepared by the staffs of The Bureau of Milk Marketing
Enforcement, Paul L. Andrew, Chief; The Bureau of Milk Pooling, Glenn T.
Gleagon, Chief; and The Bureau of Milk Stabilization, L. R. Walker, Chief,
Division of Marketing Services, California Department of Food and Agriculture.



cost analysis and the Milk Pooling Plan. These innovations have contrib-
uted towards the increased efficiency of the industry and to the benefit
of consumexs.

This report will discuss the history of milk regulation and the
principal aspects of the California Milk Marketing Program.

Before embarking on this endeavor, certain key words should be defined.

Market milk is that milk produced under rigid sanitary staqdards and
subject to Imspection at all levels of the production and marketing proc-
ess to insure that consumers receive a high quaiity, pure, healthful product.

Manufacturing milk is any milk that does not meet these high standards
but does meet lesser standards és provided for in the Food and Agricultural
Code.

There are four other terms used in the dairy industry that should be
explained.

First, Grade A milk is synonomous with market milk;

Second, Grade B milk is synonomous with manufacturing milk:

Third, Fluid milk means market milk and is so defined in the Milk
Stabilization Act.

The classical examples of fluid milk are:

1. Regular homogenized milk which contains a minimum of 3.5% milk
fat and 8.7Z solids-not~fat.

2. Low Fat Milk which contains 2% milk fat and a minimum of 107
solids-not-fat.

3. Nonfat milk which contains not more than 1/4 of 1% milk fat and
not less than 9% solids-not-fat.

Fourth, manufacturing usage means any dairy product that may be made
from manufacturing or Grade B milk. Market or Grade‘A milk .may also be

used for these products.
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HISTORICAL DEVELOPMENT 1/

Milk‘is subject to more governmental regulations than any other agri-
cultural product. This is due to its acceptance as one of the essential
foods in the human diet and ite unique characteristics as a product.

Among the most important characteristics are the following: ‘

First - milk is highly perishable. 1In past history its longevity
was measured i; terms of a few hours. Today with the rapid advance of
technological innovations in the areas of refrigeration and milk handling,
its longevity is measured in terms of a few days.

Second - milk is harvested twice a day each day of the year without
the opportunity to delay, shut down or otherwise disturb the harvesting
pattern.

Third - mil? must be marketed on a daily basis each day of the year
by the producer because he cannot feasibly maintain sufficient storage
capacity to hold his production for extended periocds.

Fourth - it takes 2-1/2 years to develop a replacement cow to produce

milk,

1/ The material for the early historical discussion has been derived
principally from the works of D. A. Clarke, Jr. For a complete his-
torical review, refer to the following sources:

D. A. Clarke, Jr., Fluid Milk Price Control in California: A Report
to the Joint Legislative Committee on Agriculture and Livestock
Problems (Berkeley: California Agricultural Experiment Station, 1955),
pp 27-39.

William J. Kuhrt, The Story of California’s Milk Stabilization Laws s
From Chaos to Stability in the California Milk Industry, State of
California, Department of Agriculture Bulletin, 1965, Vol. 54, No. 4.

J. M. Tinley, Public Regulation of Milk Marketing in California
(Berkeley: University of California Press, 1938), especially Chapters
I through IV.




Fifth - its composition makes milk an excellent host for disease-
producing bacteria if it is not handied properly.

It was natural for government to establish controls over a product
this unique to protect the health and well-being of its citizens and to
insure an adequate supply of this important food. The earliest law on
record dealing with milk sanitation is reported to have been adopted at
the turn of the 17th Century in Vienna. The first ordinance of this type
in the United States was passed in Boston in 1856 and prohibited adulterat-
ing milk with water. This beginning spawned a multiplicity of sanitation
regulations throughout the United States and in California.

Price controls also evolved naturally. As milk production became a
small but viable commercial business in the late 1800's, producers realized
that they did not have very good bargaining strength as individuals. A
large volume milk buyer only had to indicate that he could not purchase
his normal amount to put the farmer in the distressed position of trying
to salvage what value he could from his milk.

Dairy farmers began to form cooperative associations to strengthen
their bargaining position to enable them to play a more important role in
price determination. This proved to be quite effective and by the early
1920's, these milk bargaining cooperatives were very common throughout
the nation. It was during this period that the classified pricing system
was developed which is still used today in pricing milk. This system
will be described later in the report.

The success of the cooperative bargaining movement in milk was to a
large extent responsible for its own downfall. Acting as a voluntary
group, these associations favorably influenced the price which, in turn,

stimulated more production. As supplies increased, the average price to



- farmers began to fall because the excess amounts had to be used for prod-
ucts that brought much lower returns. Individual producers found it to
their advantage to leave the cooperatives holding the umbrella over the
system and m@rk@ting thelr milk direct through independent handlers. In
this way these producers were able to capture more of the higher priced
milk uses. As cooperative members observed these producers improving
thelr situation, more left and by the early 1930's most of the milk bar-
gaining cooperatives collapsed.

The dairy industry In California enjoyed substantial prowth from
1925 to 1929, Sales increased which improved the cost efficiency of
distributor's plants. As long as each distributor was satisfied with the
volume of business he had, he exhibited a "live and let live" attitude and
stability prevailed. However, as the Depression got underway, sales
declined due to high prices and low consumer incomes. Retall home deliv-
ery which had been the pteéoﬁim&t& method of distribution, slowly gave
way to wholesale sales through stores. As sales volumes continued to
decline, competition for store business inereased.

Adding to the alveady chaotic marketing situation, some distributors
purchased distressed milk from producers at low prices. They were able
to sell at lower prices than distributors who were trying to pay a more
adequate‘pri@@ to producers., Thig stimulated the general practice of
price cutting to obtain a competitor's busiﬁ@aé and milk price wars began.
The out-cf-store price fell to 5 to 6 cents per quart with some reported
as low as 1 cent per quart. You can Imagine how well producers fared
with store prices st these levels.

The large financial losses resulting from these price wars brought

unrest, insecurity, and mutual distrust in the Industry. With the failure



of all voluntary attempts to obtain the stability so desperately needed,
the California dairy industry turned to government controls.

The first California attempt to achieve stability through government
regulations was in 1932, Milk Arbitration Boards were organized under the
State Marketing Commission Act of 1916. This effort might be described as
voluntary government regulation because there was no statutory authority
to establish or enforce prices. A degree of price stability was reached
for a short period, but prices broke again in early 1933.

The next attempt was to use the Federal Agricultural Adjustment Act
of 1933, and develop a Federal Milk Marketing Agreement. The Agreement
in Caiifornia provided for minimum producer prices and minimum resale
prices, but never had an opportunity to prove its effectiveness. The
federal government withdrew these agreements in 1934 because of doubts
that milk was in interstate commerce and therefore not under federal
Jurisdiction.

With stability still eluding the California dairy industry, attention
wag again focused on State regulations. The final result was the passage
of the Young Act of 1935, Basically the Young Act authorized the Director
of Food and Agriculture to establish minimum prices at the producer level
only and was to create a business environment under which market milk
producers could anticipate a reasonably stable market.

After passage of the Young Act, it became apparent that market stabi-
lity for the production of fluid milk could not be attained until some
degree of stability was created for the vital function of processing and
distributing milk. If the market by which milk reached the ultimate con-
sumer was not fully operational on a daily basis, there could be no stabi-

lity under the Young Act. To f£ill this void, the Desmond Act was passed



in 1937. This Act authorized the Director to establish minimum wholesale
and minimum retall prices for most Clase 1 products.

These two laws, the Young Act and the Desmond Act, formed the nucleus
for the current Califormias Milk Stabilization Laws. Iﬂcﬁrporated in these
laws are several unfair practices provisions which provided a Code of
Ethice for distributors. The Unfailr Practices Provisions were designed
to maintain an economic climate where businesses could compete, expand,
and meet the needs of the public and restrict or eliminate destructive
trade practices that waste rescurces.

As this system begen to operate, a few things surfaced that needed
to be corrected. The ovriginal Young Act called for a Milk Control Board
to be appointed by the Director in each designated milk marketing area.

It was the boards' responsibility to formulate a Stabilization and Market-
ing Plan, and, subject to the approval of the Director, establish the
minimuem prices to be paid to producers. As a result of coﬁrt action to
test the legality of the Young Act, it was decided that the power to fix
pricee was vested in the Director and could not be delegated. The law
was amended making the boards advisory in nature and the Director assumed
the direct responsibility for establishing the minimum producer prices.

Another example is the contracting provision. The original Young
Act did not require contracts between producer and distributor. Producers
felt contracts were necessary to safeguard thelr Interests and the law
was amended accordingly. As the industry gained more experience operating
under these laws, it became apparent to producers that there was sufficlent
latitude for unscrupulous distributors to create market instability uni-
laterally in spite of the contract provisions. Basically, the problem

was this. Under the contracting system, distributors had to guarantee
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that 70 percent of the contract amount would be paid for at the Class 1
price with the ranainder at the Class 2 price. These contracts had a 30-
day cancellation provision that could be activated by eithcr'parcy. 1t
was simple for distributors to acquire new producers because there was
keen competition among producers for these contracts. The probability of
a producer promptly securing & new contract was quite low.

Under this system, a producer shipping to a plant with all Class 1
usage fared well finamcially. Amother producer, however, located in the
sans vicinity who produced snd sold milk inm like quantity and quality to
another plant received considerably less because his production was
utilized, in most part, im the manufacture of Class 2, 3, and 4 products.
The cost of production was essentially the same for both producers. Thus,
the producers' financial welfare was directly related to the type of
contract he eould negotiate with a distributor.

Because of the difference in the level of usage among plants and the
resulting differences in the blend prices received by producers, a sharp
competitive scramble developed to secure the highest usage contracts.
This placed the producer in a weak position to bargain with distributors.
Some distributors abused this power and required producers to produce
large amounte of over éontract milk, Some coerced producers to accept
reductions in the contract smount, to accept excessive haul charges or
to make other concessions to obtain or retain the coveted Class 1 contract.

Since the producer was in & disadvantaged bargaining position, he
usually acquiesed to distributor demands because it was very difficult
for him to obtein & new contract, especially one with a favorable Class 1
guarantea. The lose of contract was a severe economic blow to him. He

would often have to ship to a manufacturing plant under a so-called '"one
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pound” contract and receive up to $1.70 cwt. below the Class 1 price,
or if more fortunate ship to a plant at considerable distance and high
haul cost to obtain even a mediocre Class 1 contract. The uncertainty
of gaining or maintaining a contract at a favorable usage level
restricted many producers in their credit and future planning horizon.

It should be pointed 6ut that most distributors did not exercise
this power unjustly. However, it was exercised frequently énough by
some to cause great alarm because any producer could lose his market
in 30 days.

Another development detrimental to producers was a court decision
that the Federal Government cannot be required to pay minimum resale
prices. This left distributors free to bid military contracts at what-
ever price they chose. Since distributors bid these contracts at less
than the Class 1 price, producers bore the economic brunt of this
competitive bidding. Some producers received as low as $3.00 cwt. for
their milk sold as Class 1 to the military.

Producers became aware of the need to band together and in some way
develop a system that would bring relief to their problems and provide a
more equitable apportiomment of the Class 1 market among producers.

Producers were unsuccessful in their own attempts to correct this
problem so they once again looked to the Legislature for assistance to
;egain the much needed stability. Considerable time was spent trying to
determine what avenue would be proper and acceptable to most producers.
Long years of effort were finally culminated with the passage of the

Gonsalves Milk Pooling Act in 1967. This Act gave each eligible market



milk producer a production base and pool quota which represented his his-
torical share of the statewide Class 1 market. The base and quota belong
to the producer and could be bought and sold without arbitrary restriction
by a third party. In effect, this Act made the producer completely inde-
pendent from the distributor for the first time and reestablished market
stability for producers. _
Thus, the Young Act, the Desmond Act and the Milk Pooling Act formed

the legal basis for the California Milk Marketing Program.
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MINIMUM PRODUCER PRICING

THE YOUNG ACT

The Young Act established the basic purposes, policies, and objectives
for a milk marketing program at the production level. The Lepislature
determin&d that sufficient disruptive marketing practices were prevalent
for the State to intervene and prevent further expansion of chaotic mar-
keting and destructive practices.

The primary objectives of the Milk Stabilization Laws as they were
initially written and as they still currently apply may be summarized as
follows:

1. To insure an adequate and continuous supply of pure and whole-
some fluid milk at failr and reasonable prices to the consuming public.

2. To eliminate wasteful and unfair destructive trade practices.

3. To create reasonable market stability in the dairy industry by
promoting, fostering, and encouraging intelligent production and orderly
marketing.

This initiasl legislation authorized the Director of Food and Agri-
culture to establish minimum prices for flufd milk and cream which dis-
tributors would pay to producers. Such minimum prices were to be based
upon prices paid for milk for manufacturing purposes plus the additional
coate of praéucing and markéﬁing fluid milk.

A major amendment came about in 1955 after a number of years of hassle
between producers and the Department relative to the level of prices estab-
lished. It was finally determined that the difficulty lay in the basic
standard ~ the price of manufacturing milk which was now under support
programs. Cost surveys indicated production costs of manufacturing milk
in California were substantially above the manufacturing milk prices and
no longer a sound basis for establishing producer prices. (See Exhibits

1 and 2.)
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The amended standard necessitated move comprehensive production cost
surveys for both grades of milk. These related costs, along with manu-
facturing milk prices and the supply requirement of the law, provided the
legislative standard for pricing milk.

CLASSIFIED PRICING

One of the provisions of the.Young Act was tﬁe establ;shment of a
classified pricing system. Classified pricing is a "use' plan wherein
separate prices are established for milk depending on the ultimate use
of portions of the milk,

Classified pricing may be used either to bring about price stability
and market security, or to increase producer feturns through exploitation
of differing demands for alternative product uses. The ultimate criteria
centers on differences in demand elasticity. The demand schedule for milk
for fluid purposes is quite inelastic - relatively large changes in milk
prices are required to bring about small changes in quantities purchased.

While the demand for fluid milk is inelastic in most fluid milk mar-
kets, the demand for raw product supplies to satisfy some manufacturing
needs is highly elastic. This is particularly true where sufficient sup-
plies of milk eligible for fluid purposes are available at some or all
times of the year. These supplies must be disposed of through manufacture
of more concentrated products such as butter or cheese. Some provision
must be established to serve as a safety valve to protect the market
structure for that group of products outside the Class 1 market. This
can be provided through the establishment of two or more separate
clagsifications,

Where supplies are no greater than those quantities needed to manu-

facture perishable products, a minimum of classes are necessary. The
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limits to the level of these prices are determined by the availability of
alternative sources of supplies.

One of the situations leading to classified prices arises from dif-
ferences in milk handlers' operating practices. Some may be able to dis-
pose of practically all their milk at the highest price — Class 1. Some-
where, a considerable reserve must be carried from day to day, week to
week, month to month, 1f changes in consumption are to be properly met.
This situation results in conflicts and friction in negotiating prices
between producers and the distributors. How is the burden of market
reserves to be carried? When all dealers pay for milk according to the
actual 'use, these problems are avoided.

There are four clasgifications established by statute for purposes
of price differentiation. Class 1 is comprised basically of fluid milk,
fluid low fat, fluid skim, half and half, and yogurt which is supplied *o
consumers for consumption in that form. This would include all the milk
fat or solids-not-fat used for fortifying and standardizing.

Class 2 is comprised basically of the heavy creams and cottage cheese
which must be made from market grade milk exclusively. Other Class 2
products would include egg nog, whipped cream toppings, and sterilized
milk and creams of all types.

Class 3 contains ice cream and ice cream mixes and most other types
of frozen desserts containing dairy products.

Class 4 products are butter, hard cheese, and dried milk or dried
sledm milk.

A comprehensive listing of the various products in their respective
classes is given on the following table.

Even though there are four separate classifications, the Director

~13%-
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may find that two or three separate prices would be sufficient. At times
in the past, this has occurred where Classes 3 and 4 were priced at the
sane level.

COMPONENT PRICING

‘Tha California dairy industry moved into component pricing of milk
in April 1962 following a legislative amendment providing for this proce-
dure. Couwponent pricing is a method by which distributors pay the dairy
farmer for market milk based om both the milk fat and solids-not-fat
content. Three separate prices are established which account for the
total value of milk used for Class 1 purposes. These are prices for milk
fat, solids-not-fat and residual fluid.

This procedure was necessary to permit the milk fat and solids-not-
fat values to be competitive with the market prices for these components .
Additional value remained for which the dairymen needed to be compensated
8o that value was assigned to the residual portion of a hundredweight of
milk after accounting for the milk fat and solids-not-fat.

The program has had good acceptance as a step toward more equitably
recognizing the protein value of fluid milk.

FACTORS ARD OBJECTIVES IN ESTABLISHING CLASS I MILK PRICES

All too frequently, discussions of milk marketing programs are in a
frame of referemce that label them as control or regulatory agencies when
they are, in fact, essentially administrators of marketing programs which
require policing in order to effectuate their purposes.

The real problem in a program such as this is not in the analysis of
volumes of hearing trasmseripts or in writing complex marketing plans. If
someone could define precisely the meaning of three or four key words,

most anyone could write the balance of the marketing plans. If gsomeone
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could state unequivocally the meaning of a "satisfactory marketing condi-~
tion", what is "reasonable prosperity", or what is an "adequate supply',
it would answer some of the dilemma.

Historically, the standards as set forth by the Legislature have been
interpreted as supply and demand standards at the production level. The
standards the Director must comnsider are as follows:

1. The relatiénship of market wilk pfices with those for manufac-
turing milk. ‘

2. The additional costs of producing and marketing fluid milk over
and above the cost of producing and marketing manufacturing grade milk.

3. The current and prospective supply of fluid milk as related to
the current and prospective demand for such fluid milk.

4. Such prices shall provide an adequate supply of milk to consum-
ers at fair and reasonable prices.

5. He must consider the fluctuations and variations in the supply
and demand conditions.

The Departwent's interpretation of adequate supply includes a volume
of fluid milk which will cover all Class 1 needs at all times. There are
rather wide seassonal fluctuations in the supply due to the biological
behavior of the production unit - the dairy cow. There are equally wide
variations in consumer purchases. Sales of.milk tend to decline as
schools close and vacation seasons occur. In the fall, when schools open
and consumers move back into their more normal routines, the demand for
fluid milk increases quite dramatically. All these conditions must be
provided for in a supply. It should be remembered that the variations

in production and the veriatioms in congumption are counter seasonal.
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Information on supply and demand of fluid milk and dairy products is
obtained from many sources with the principal one beinp processors and
distributors in California. The Bureau of Milk Stabilization and the
California Crop and Livestock Reporting Service have had a cooperative
agreement for the collection, tabulation and analysis of production,
sales, prices, and manufacture of all milk and dairy products in California.
Economists and dairy marketing specialists throughout the nation credit
California with having more complete data on the dairy industry than anv
other state in the nation.

Reports from handlers, processors and distributors are filed monthly
and as otherwise might be requested to supplement these basic reports.
This gives the Director a current knowledge and a history of trends in
the market place for a foundation for decision making.

The Director considers costs of production an important factor in
determining sound price levels. Feed costs and farm wage rates make up
about 75 percent of the total costs on a California dairy farm. The
Department obtains accurate and current information to keep abreast of
both the general level of costs and the trending of such cost factors.

The legislative standards do not guarantee producers their cost of
production. The extent of coverage and at what precise levels such costs
way be covered at a particular time will vary. In the long run, price
levels must equal the costs of production for those necessary producers

to satisfy the consumer demand for milk.
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MILK PRODUCTION COST PROCEDURE

Costs are one of the basic standards used in pricing milk in this
State. Cost trends are studied continuously for all production areas to
datermine the need for adjustment in the classified prices paild producers.

Milk production costs are run on a sample of the 2416 market milk
dairies in Califo;nia. The current sample consists of 372 dairies,
approximately 15.4 percent of the total number. The dairies on the cost
program are there on a voluntary basis.

Costs are calculated for each of the recognized costvcategories
(feed, labor, etec.) indicating unit costs per hundredweight (cwt.) of 3.5
percent £at corrected milk.zf The costs are run bimonthly for ten regional
market milk production areas throughout California.

The following standard cost procedure is applied.uniformly in all
production areas of the State in the calculation of costs:

1. Féed Costs

This is the major category accounting for 59 percent of total costs.
The energy value for each feedstuff in the dairy cow ration is calculated
to determine total feed costs per hundredweight of 3.5 percent fat
corrected milk. The feedstuff prices used in the feed cost calculations
are the prices paild per ton by the producers on survey. The energy
content of the feeds is expressed in pounds of total digestible nutrients
abbrevisted T.D.N.

Derivation of energy content is from actual testing, research
tables developed by the Natiomal Research Council for dairy feeds,

Marrison's "Feeds and Feeding" manual, and university bulletins providing

2/ The following formula will volume-correct to a 3.5% test:
4324 % pounds milk + 16.218 x pounds milkfat = total pounds 3,57 milk.

18w



such information. By applying the cost per pound T.D.N. to the pounds
of T.D.N. for each feedstuff fed in the total ration required to produce
a hundredweight of milk, the feed cost per hundredwelght of milk produced
is determined.

Z. Labor Cost

Labor expense accounts for 10 to 15 percent of the total cost of
producing milk. Labor expense is confined to the hours and hourly rates
pertaining to the milking and general work requirements for the milk
production enterprise.

3. Herd Replacement Costs

Twenty~five to thirty-five percent of the herd cows are culled from
the herd sometime during the year mainly for low production. The expense
for replacing these cows rune close to six percent of total costs. The
expense of replacing the cows culled from the herd is computed by taking
the cost of new cows coming into the herd and subtracting'from this value
the salvage value received for the‘culled cows showing a net cost for
replacement. Net cost is divided by the hundredweights of milk produced
for the period indicating wnit cost.

4. Taxes and Insurance

This category contributes about two percent to total costs. Taxes
include county taxes for land, improvements, personal property such as
equipment, cows and feed inventories primarily used for the production
of milk. It is necessary to segregate and allocate dairy expense from
the total tax bill. This information is obtained for a sample of dairies
in each production area and calculated on a cost per hundredweight of
wilk. These costs are then applied as standards for the balance of the

dairies on cost in the production area.
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5. General Operating Costs

Close to tem percent of the total cost relates to the general run
éf expense for the use of goods and services needed to operate the dairy
such as utilities, veterinary and medicine, dairy supplies, repairs and
maintenance. This is taken from invoices, canceled checks, or the general
ledger. Total expeﬁditures are divided by the hundredweights of milk
produced for the period.

6. Depreciation

Depreciation expenmse for dairy buildings and equipment runs between
one and two percent of total costs.

Straight-line depreciation is established for each item in the dairy
buildings and equipment inventory. The annual depreciation expense is
divided by 12 to provide a monthly prorated cost. Unit cost is determined
by dividing the monthly depreciation cost by the hundredweights of milk
produced for the same period. |

7. Less: Miscellaneous Income

Dairymen receive a small portion of their total income from the
sale of week-old calves born to cows freshening; also limited value is
recovered from salvaged manure. This miscellaneous 1ncome‘displaces about
four percent of total costs; and is subtracted from total costs. Usually
the week-old bull calves are moved to auction yards and sold as vealers;
the week-old heifer calves are either sold to other dairies or to the
replacement euterprise on the same dairy. In either case they are costed
at the prevailing market value.

At this point in the costing procedure we have established the cost
of producing milk at the ranch location indicated as '"Total Costs f.o.b.

Ranch.”
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8. Marketing Costs

There is added expense born by the producer for marketing his milk.
About 4.5 percent of total costs is for milk hauling, assessments, sales
and promotion of milk, and for any producer marketing associations to
which he pays dues. The total expenditure is divided by the hundred-
welghte of milk marketed for the period.

Fluid wmilk aaaessm@nﬁa which are used to finance the Stabilization
Program are currently set at four mills per pound milk fat on Class 1
usage and two mills for Class 2 and Class 3 usages. This is the fee paid
by both the dairy farmer on the production and by the distributor om the
sales. |

9. Return on Investment

In order to provide land, buildings, equipment, cows, and feed inven-
tories necessary for the production of milk for the consumer, dairymen are
required to inveat substantially large amounts of either their own capital
or the capital provided by lending agencies.

An allowance of eight percent per annum on his investment is figured
into the costs. On a unit cost basls, this allowance becomes between six
and elght percent of total costs.

The imvestment is based on purchase value at the time of acquisition.
This investment is not depreciated down to a reserve investment value
which is the method used for income tax computations. Dairies on survey
include old imv;estments9 which are relatively low, as well as new invest-
wents which are relatively high.

10. Return for Management

Close to 4.5 percent of total costs are allowed for the dairy manage-

ment function.

Mowt California dairies are family owned and operated. Due to the
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relatively small scale of operation compared to milk plants and other
business firms, the limited net farm income that would have to be shared
with & full-time manager has eliminated hired managers from dairy farm
payrolls. The dalry operator or a member of the family make the manage-
ment decisions in conjunction with carrying out daily work chores.
Managers' salaries in other businesses are many times based on a pefcent—
age of the gross income from the sale of goods and services.

The management cost standard used in these studies is based on the
same principle, as follows:
Area: Blend Price Paid Producers for 3.5% milk/cwt. times 5

percent = management allowance per cwt.

Data for the blend prices paild producers for each area is made available
frdm records compiled by the California Crop and Livestock Reporting
Service for the Dailry Information Bulletin which is published monthly.
The individual cost studies for each dairy surveyed in an area are
combined and weighted based on volume of milk produced. These are then
put in a summary for the area and used as the basic cost information by

the Director in his deliberations for establishing Class 1 price levels.
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LIES

Since milk production costs are one of the basic standards in estab-

lishing Claes 1 prices, certainly one would espect these cost-price levels

to h erend relationship, particularly on & long-term basis. (See

Bxhibite 3, 4, 5, end 6.) One must also realize that varlatioms of produc-

tion costs pared with Class 1 prices

et be recognized when they are com

and in relation to variable Class 1 prices be

Production costs in the San Joaquin Valley have tended to be somewhat

below C 3 1 prices since about 1960 with one or two exceptions. Produc-
tion costs for éh@ Southern California market has tended to be above the
Class 1 price levels esince the mid-1950's when the standard cost system
was first beling developed.

During this period, supplies in excese of Class 1 usage expanded
from about 16 percent of market wmilk production to approximstely 39

percemt in 1973. (See Exhibits 7 and 8.) This supply of market wmilk

going to menufacturing products brings up the question of the need for
this smownt of addicional market wilk supply.

The supply standards, as initially writtem, were to require supplies
which would seet the prospective demands for fluid milk. With the

indication that the Director would interpret this literally, the

induestry prevailed in getting this amended to include "for all purposes”

and, ulel

ately, to add "including manufacturing purposes”.

facturing milk proeduction began to decline in the mid-1950's as
production costs increased relative to manufacturing prices. This

decline has centinued snd now less than six percent of the total supply

thie source. As this trend developed, handlers emcouraged
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and, in some instances, coerced market milk producers to expand their
market milk production in am attempt to keep the manufacturing facilities
in operation. Under the mandatory contract system, some handlers
threatened cancellation of contracts with producers who were opposed to
the reduction in Class 1 guarantees of their existing contracts. Manu-
facturlng producers were given contracts to convert over to market milk
as another means of protecting plant supply needs.

The legislative\changa which provided for the development of a pool-
ing plan which included the recognition of tramsferable quotas has not
caused any reduced supply of market milk in excess of Class 1 usage.

A recent amendment to the Code which requires certain Class 2
products to be made from market grade milk will necessarily require
reéognition in the level of available supplies. With this modification,
the supply over and above the market -milk requirements has been reduced
to approximately 18 percent. (See Exhibits 7 and 8.) The Department has
considered a 13 percent reserve was needed for standby requirements.

ESTABLISHMENT OF CLASS 1 PRICE

The level of Class 1 prices then must recogﬁize both supply and
demand factors and production costs with different welght factors being
applied depending on the market conditions at the time. There is no
precise formula or procedure. It is left to the Direcfor to analyze and
evaluate these factors within the overall standards of the Act.

Some years ago the State Board of Agriculture asked that a written
opinion be obtained from the Attorney General on the interpretation of
the producer pricing standards and how they should be applied. That
opinion is still applicable and bears repeating.

"Milk for fluid consumption is to be priced competitively with milk

used for manufacturing purposes. Competition is not, however, to be
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allowed to create unreasonable instabilicy of prices. On the other
hand, prices are not to be more than ls necessary to maintain adequate
production. The weight that is to be glven at any particular time to
any particular factor influencing price is a matter within the discretion
of the expert aduminisirative agency charged with the administration of
the law. Thus, the atatute requires that pricing policy be a two-edged
sword. Price regulations must sustain production under some conditions
and wust euppress production under other conditions. Properly adminis-
tered, the law stands as & safeguard against excess. The health of the
dairy industry is a wmatter of publlc interest. That consumers pay no
more than neaesé&ry for their milk 1s also in the publie interést. A
balance of interest is involved. The danger is in imbalance."

When all the mathemwstical formulas and complex marketing plans are
reduced to final resulte or accomplishments, we believe the objectives
and purposeg are only intended to reduce the wide fluctuatlons in price
levels and In the reduction of marketing Instabilities.

Attention must be given to the basic question of the long-term
need of price adjustments within the framework of an otherwise free
enterprise economy. Administered pricing programs interfere in some
form or amother with competitive activities. That is the reason why

they must be cowmplementary with and not in opposition to such economic

forces.

EVALUATION OF CALIFORNIA'S MINIMUM CLASS I PRICE

It is axiomatic that regulation of fluid milk prices at the producer
level will be maintained in California whether by State or Federal jurisdictiom.

1f State rvepulationes were withdrawn, Federal regulations would be instituted

diately. Virtually all markets have some regulation at the producer level
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8o comparison to an uncontrolled market is not possible. However, in comparison
to Federslly regulated markets, the performance of the minimum producer price
establishing functions in California is exceptionally favorable.

Exhibit 13 shows that in 1972, 96 percent of all fluid milk was sold to
plants under some regulation at the producer level.

Exhibit 14 shows the history of controlled programs and indicates that
during the last 20 years the numbers have remained fairly stable. A very
modest expansion in resale pricing programs began in the 1960's with an even
greater increase in the producer programs.

The performance of California's producer pricing program in nationally
known for its efficlency. As of May 1974, the California Class 1 producer
price was 44 cents below the estimated average price in Federal Milk Marketing

Areas as shown in Exhibit 10.

Another evaluation of the effectiveness of the program in meeting tne
legislative standards and public interest is through comparison of the california
Class 1 price levels with those in other markets. FExhibit 9 shows a comparigon
between Oregon and the Southexrn Metropolitan Marketing Area. As of March 1974,
the California Class 1 price was $1.44 per hundredweight less than the Oregon
price. After the price increase om April 1, 1974, California's Class 1 price

is still 28 cents per hundredweight less than the Oregon price.

Exhibit 11 compares the price in Los Angeles with eleven other selected
Cities across the Nation. These data for five Cities is charted in Exhibit 12,
Other comparisons would be repetitious in showing that California's minimum

Class 1 prices to producers are among the lowest in the Nation.



FACTORS AND OBJECTIVES IN ESTABLISHING CLASS 2, CLASS 3, AND CLASS & PRICES

The basic stendards which the Divector must consider in establishing
Class 2, Class 3, and Class 4 prices are all relevant factors including
the relative market values of the various manufactured dairy products and

the market price of other milk which can be used to make such products.

Manufecturing grade milk is directly competitive with market milk In
Classes 3 and 4 end certaln Class 2 products. Up wvntll Januery 1, 1974,
all Clase 2, Class 3, and Class & products were directly competitive. A
legislative amendment became effective that requires all cottage cheese
and buttermilk to be made from market grade milk. This change will
necessarily require some wodification in the supply standard interpreta-
tion and also in the level of price neceseary for Class 2 to accommodate
this change. Semifinished products of one classification may be used to
make a higher usage product. Minimum prices established for Class 2,
Class 3, and Class 4 must, therefore, be very competitive with all
posalble alternative sources of supply.

Californiea has changed ite basic formula for establishing minimum
prices for Clase 2, Claess 3, and Class 4 over the years to provide the
best possible return for pr@&ﬁ@efs and yet mé@t the criteria for being
competitive to provide wmarket clearance for all supplies.

After a veview of the varying methods of pricing, together with the
many chenges in classifications within the markets across the nation over
a period of time, onme can only come to the conclusion that there is no
way to measure or establish a price or prices for surplus fluid milk that
will equate precisely all the factors at work over & period of time.

Despite the lack of emact measuring devices, some indicators exist
that ere a gulde in evaluating the Class 2, Class 3, and Class 4 prices.

These include: (1) a determination of measures of profitability te
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manufacturing plants with low product costs based on such class prices,
(2) estimates of costs of purchasing the ingredients of manufactured
products from alternative sources, and (3) comparison with prices paid
producers in other areas for milk used for similar products. (See
Exhibit 2.)

Under administered pricing programs, the pricing agency has the
responsibility of establishing these excess prices to the highest
possible level which would promote the utilization of all available
supplies. In other words, it is an attempt to get all one can out of
our product and still clear the market of all supplies. Here in Cali-
fornia we have used varying methods and formulas to fit the changes in
the particular market and the peculiarities as they exist in relation
to minimum prices for usages other than Class 1.

The minimum Class 4 price is established by a formula which uses
either the Federal support price or the Chicago Mercantile Exchange price
for butter and the f.o.b. California plant price for nonfat dry milk
powder, whichever price is higher. . When the free market prices for butter
and powder are above the Federal support prices, Federal support has no
direct effectvon the Class 4 price. Conversely, when the commercial
market price drops to the Federal support level, the Federal support
price becomes in effect the market price and is then used to establish
the Class 4 price. As an example:

March 1974 Milk Fat Computation

Chicago Mercantile Exchange Weighted Average Price $.672 Per Lb.
Less Cost of Processing a Lb. of Butter ~ .055 Per Lb.

$.617 Per Lb.

Less Transportation Allowance between Chicago & Calif. -$.04
$.577 Per Lb.

Overrun Factor (100 lbs. of milk fat renders 120 1bs.
of butter) x 1.2

Milk Fat Price Based on Free Market Butter Quotations $.6924 Per Lb.

=28



FPederal Support Price for Butter in California §.590 Per Lb.

Lese Cost of Processing a Lb. of Butter - ,055 Per Lb.

L)
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Less Cost of Sarvicing Seles to the Commodity
Credit Assn. ' $.005 Per Lb.
$.530 Per Lb.

Overrun Factor ' x 1.2

Milk Fat Price Based on Federal Support Price $.636 Per Lb.

March 1974 Solids-Not-Fat Computation

Weighted Avg. Price Nonfat Dry Milk f.o.b. Calif.

Plants $.5765 Per Lb.
Less Cost of Processing a Lb. of Nonfat Dry Milk - .05 Per Lb.
Solids-Not-Fat price, f.0.b. California Plants _ $.5265 Per Lb.
Federal Support Price per Lb. Nonfat Dry Milk $.566 Per Lb.
Less Cost of Processing a Lb. of Nonfat Dry Milk $.05 Per Lb.
Solids-Not-Fat price based on Federal Suppoxrt Price $.516

Both milk fat and solids-not-fat price computations resulted in a
higher price using free market butter and powder quotations. These, there-
fore, are the criteria for establishing the Class & price for March.

In the past 20 years, the formula for determiniug the Class 4 price
has varied a number of times. The Department has changed the basic formula
as better or wmore representative databbecame available. |

In 1953, the Class 4 formula was based on the prices paid to
producers who supplied milk to California milk condensing plants. The
Class 4 price was determined for a hundredweight of wilk. This hundred-

velght system was

anded in 1955 to a combination payment on a value per
pound of milk fat end 2 hundredweight price for skim milk. The fat value
was determined by the butter prices in the San Francisco market, while the

skim value contimued to be established by prices paid f.o.b. California
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wilk condensing plants.

This wethod of computing the Class 4 price continued until 1964
when the formula was adjusted again. The San Francisco butter market con-
tinued to establish the fat value but the skim value was established on a
Minnesota-Wisconsin price series. In 1965, the Minnesota-Wisconsin series
was replaced by the Chicago powder price. The Class 4 price continued to
be based on the San Francisco butter quotations and Chicago nonfat dry
milk price umtil 1972. During 1972, the Federal support price for both
butter and powder was used to establish the Class 4 price. As the market
for milk solids-not-fat had improved by January 1973, the formula was
again amended. The Federal support price for butter was retained, but an
option of either the support price for nonfat dry milk or the price paid
f.0.b. California processing plants, whichever was higher, was used.

By September 1973, the San Francisco terminal butter market ceased
to be a major butter market and the formula was changed again. Currently,
the Class 4 milk fat value is determined by a formula using either the
California Federal support price or the Chicago Mercantile Exchange price
for butter whichever is higher. The solids-not-fat price is determined
by either the California Federal support price or the weighted average
paid f.o.b. California processing plants for nonfat dry milk powder,
whichever is higher. This formula, with its optional features, is in
effect today but modified to weight the Chicago Mercantile butter price
each week by the volume of butter sold in California during the same week.

Since the alternate system has been in effect, the milk fat price
has been based on the Federal support price 60 percent of the time, and
on the open market price 40 percent of the time. The solids-not-fat price

has been based on the open mavket 100 percent of the time.



RESALE PRICING

THE DESMOND ACT

The basic purpose of the Deemond Act was to stop price cutting and
gecret rebates among distributors and retall stores. This was to be
accomplished by autherizing the Director to é@tabli&h minm\m prices at
wholesale and retail.

Tha baslc standard or guide was that the minimum prices and margins
established were to be adequate, but not more than adequate, to maintain
in business in each market sufficient distributors of each type to pro-
vide adequate service to consumers. This standard necessitated detailed
costing surveys in each market as a preliminary to mindmum’ price
.@st&bli@hm@n&.

Crucial elements of resale pricing Involve problems of both price
level and price differentials. The latter is probably the more importaut
and most difficult, particularly in the short run. '"Incorrect" price
levels reflect upon the prices consumers must pay and bears on profit
levels for firms in the market channels. Ultimately, they will also
reflect on the maintenance of adequate facilitles.

Although prime concern should be centered on cost-price relationships,
it 18 not to say that short rum accounting costs can always determine
appropriate prices. There is one distinguishing difference in the legig-
lative standards established between resale pricing and priecing at the
?E@ﬁ&@éﬁ level. Resale pricing must be based on costs of processing and
&i@mriﬁu&i@mg while producer prices are based on supply and demand factors
including cost of production.

A discussion of the costing procedures will help one follow the
procese of applying the standawrds to develop minimum prices at all resale

levels.
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PROCESSING AND DISTRIBUTION COSTING PROCEDURE

The Department selects the plants to be studied. The objective 1s a
representative sample in esch marketing area. At the present time, there
are 14 marketing areas in the State. Eighty-seven percent of all fluid

milk gold in the State is sold in the following four marketing areas:

Southern Metropolitan 49,52
Cent;al Coast Counties 20.27%
NHorth Central Valley 9.3%
San Diego-Imperial _8.0%
Four Marketing Areas Total 87.0%

The coet data submitted at the most recent resale hearings in the
above four marketing areas are representative of the costs of plants

having the following percentage of total area sales:

Southern Metropolitan, hearing 3-5-74 73.6%
Central Coast Counties, hearing 12-18-73 74.6%
Nerth Central Valley, hearing 10-12-73 91.5%
San Diego-Imperial, hearing 11-5-73 89.2%

In the remsining ten smaller marketing areas, the sample is a higher
percentage of total sales.

The cost study period is, in general, a three-month period during
which sales were approximately 25 percent of annual sales. When sales
fluctuate widely, a twelve-month period may be selected.

L. Rew Product Cost

Raw product costs for processing plants are computed on current raw
product compoment costs. All component costs are calculated on the mini-
mum prices im the curremt Stabilization and Marketing Plan in effect for
the area where the plant is located. There is an allowance of 1% for

plant lose for all compoments.
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Raw product coste for subdistributors is vepresented by the price a
subdistributor pays for the packapged product.

2, Processing Costs

The distributor’s records sre analyzed and only those expenses that
are reasonably necessary and applicable to the processing of milk ave
allowed. The distributor's payroll is analyzed and after verification,
a functional hour analysis is made to allocate costs to the various fgncM
tions performed. Whenever possible, a direct allocation of cost is made.

For ex e: If an employee spends his emtire time filling half-gallon

wilk containers, his entire galary including cost of fringe benefits is
allocated directly to the filling schedule for half-gallon containers.
If the filler is used only for filling wore than one product, those
products share the expense in proportion to the units of each product
£illed.

Equipment that is used for pasteurizing snd pasteurizing labor will
be alloeated to various products pasteurized on the basis of gallons pas-
teurized. The unit cost for general plant labor is found by dividing the
cost by the gallone processed. Depreciation is based on acquisition cost.
All depreciation costs are anslyzed and adjusted to stralght line depreciation
when found on some other basis.

3. Receipts and Usage

The primary purpose of thie computation is to verify that all sales
are accounted for. The difference between the gallonage to be accounted
for and the usage is the plant loss. The maximum plant loss is limited
to 2 percent. Only in very rare clrcumstances is this maximum reached.
The plant loss in wmost ceses is below 1 percent. The plant loss includes

breakage at the fillers, voute f@ﬁm?mﬁg cold room shortages, and other
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unaccounted losses in the processing plant, the cold room, or on routes.

4, Carton Cost

Carton costs are determiued‘on the basis of unit costs obtained from
the latest available price quotation of the principal supplier, less any
trade discounts.

Many speclal schedules used to determine unit costs for the various
processing functions have developed over the years and are of proven
merit. The accuracy of the processing expense developed by the Department
is rarely questioned. These techniques have been repeatedly examined by
independent certified public auditing firms, other State agencies, uni-
versities and individuals.

5. Delivery Ezpense

Delivery expense is the largest single expense incurred by a distri-
butor, aside from raw product cost. This expense alse varies most widely
between distributors depending largely on the number of units delivered
per route day. All’expenses;are analyzed and allocated between wholesale
and retail routes depending on where the expense is incurred. After the
cost for each type of distribution has been determined, the unit costs
are determined through the use of modifiers. Two types of modifiers have
been developed after extensive studies. The lsbor modifier is used to
determine the unit cost of delivery labor including supervision and a case
modifier is used to determine the unit cost for other delivery expenses,
such as truck depreciation, gas and oil expenses and other delivery
expenses. Case modifiers are also used to properly allocate the expense
of operating & relay truck, including the labor cost of the driver, when
the driver mekes no delivery to the trade but merely transports products

from the processing plant to a depot. The basic unit for this modifier
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is the case. The theory underlying this concept is that there is no cost
difference in tremsporting & case regardless of what dalry product it
contains. If the case contains 24 quart containers the modifier for a

quart would bae 1. If the e container holds 48 one-third quart con-

tainers, the modifier for a one—third quart would be .5. The determina-
tion of the labor modifier is based on extensive route studies and the
time needed to effect delivery is a prime consideration.

6. Selling Expenses

Selling expenses are snalyzed like any other expensevand allocated
between wholesale routes snd retail routes on the basis of specific iden-

tification. For those enses that cannot be directly allocated, the

ratio of net sales revenues may be used. The unit costs are determined
by dividing the expense for each type of delivery by the appropriate
general and administrative units. Salesmen's salaries and advertising
expenses are the two largest ltems app@argmg as selling expenses.
Advertising expenses vary widely between periods. A specific three-month
pericd may have abnormally high or low expenses for advertising. For
this reason, the annual expense has to be determined and the advertising
expense for the three-month study period is adjusted to reflect one-fourth
(1/4) of the annual exzpense. The unit advertising expense is limited to
3 percent of the wholesale selling price. The asctual unit expense is
usad 4f the actual is lower than the limitation.

7. Collection and Route Overhead

This type of expense includes collectors' salaries, the salaries of
office persomnel engaged in checking the drivers cash collections, pre-

paring billings, s izing uwnit sales, and all other office work con-

nected with routes. These expenses are allocated between wholesale and



ratail etc. on a direct basis. A functional hour analysis is used if an
employee has functions covering several departments. Other costs in the
collection and route overhead department ave depreciation of the office
equipment used, rent of data processing equipment used in the department,
route stationery, a portion of postage, telephone and telegraph expenses.
After the expense accounts have been set up properly, the units must be
classified to corfeeponde

Bad debt expenses are a part of collection and route overhead expenses.
This expense varies greatly. Some distributors can operate a long time,
perhaps vears, without suffering very substantial losses. The allowance
for bad debt losses is a standard allowance. The allowance is computed
at one-~fourth percent on wholesale charge sales and one-half percent on
retail charge sales. The standard allowance for bad debts does not apply
when coste for vertically integrated distributors are developed. Such
integrated distributors have no bad debt losses.

8. General and Administrative Expenses

General and administrative expénses are the expenses incurred in the
direction and administration of the company. Included are expenses for
such employees whose fumctions cannot be properly allocated to a specifie
department, for example, wages for watchmen. Charges must be examined
to determine that they are proper expenditures for the period. '"General
and administrative expenses' constitute only a small portion of the
distributor's total expense, and the unit costs are limited to a maximum
of 3 percent.

9. Allowance for Return on Investment

- The Department has conducted studies to determine the average invest-

ment needed for plamt end distribution facilities. Based on such studies,

- 26



it has been determined that, for example, the average investment needed by
a processing plant selling milk on wholesale routes is $80 per average
daily gallon sold. The return on investment is based on a rate of 8.4
percent per amnnum. The allowance for return on investment per average
daily gallon is therefore $80 x 8.4% + 365 or $.0184. Unit allowances

for the various container sizes have been computed on the basis of weighted
average costs. The allowance per quart sold on a wholesale route by a
processing distributor is $.0045.

For sales to a subdistributor purchasing at the processing distribu-
tor's platform, the investment needed is reduced by $16, representing the
investment for delivery equipment. Unit allowance for return on invest-
wment for sales to a subdistributor is, therefore, $.QO36 per quart.

The investment of a subdistributor represents 20 percent of the
processing distributor's investment. The.unit allowance per quart is,
therefore, 20 percent of $.0045'or $.0009.

10. Allowance for Federal and State Income Taxes

Allowances for Federal and State income taxes are based on prevailing
tax rates. The combined maximum rate equals 52 percent of the amount
subject to taxes. The average rate for small plants is 29 percent.

These processing and distribution costs are summarized for each dis-
tributor in the ssmple and used by the Director in the price determination
process.

RETAIL, STORY COSTS

The' Department conducts periodical surveys to determine the cost of
doing business by stores selling milk. Por the purpose of this survey,
several marketing areas are combined.

Cost data from individual stores are combined with other similar
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stores and presented as a group. Stores are classified as:
Group A ~ Stores with annual sales under $300,000
Group B -~ Stores with annual sales over $300,000
Group C - Chain stores with 4 to 14 stores
Group D - Chain stores with more than 14 stores

The combined costs and operating expenses for each group are expressed
as a percentage of the sales for this group.

Exhibit 16 showing the results of the survey covering Southern
California Marketing Areas 1llustrates the procedure.

All data in this survey are summarized from the records of the stores
surveyed. Only in Group A has an adjustment been made. These small
stores are frequently owner-operated and no e%penses for labor appear on
the records. When this condition is encountered, a labor expense equal
to 10 percent of net sales is permitted.

It should be pointed out that the original Desmond Act only provided
for the cost of handling milk in retail stores to be a standard. It was
found shortly after enactment of the law that it was impractical to deter-
mine the cost of handling milk as a separate item. In 1939, the Act was
amended to provide that in the absence of satisfactory evidence to the
contrary, the cost of handling fluid milk in retail stores iz presumed to
be the same percentage of sales as the overall cost of doing business by
the retail store.

RESALE PRICING STANDARDS

The general standards for resale pricing are briefly summarized as
follows:
1. The maintenance of an adequate supply of healthful milk is vital

to the public welfare,
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2. The policy of the State is to promote and encourdge the orderly
marketing of commodities necessary to its citizens.

3. Enable the dairy industry, with the aid of the State, to main-
tain satisfactory marketing conditions and a reasonable amount of stability
and prosperity in the marketing of fluid milk.

4, None of the provisions of the Milk Stabilization Act may be
used to develop cbﬁditions of monopoly.

5. Congumers are to be ensured a continuous supply at fair and
reasonable prices.

The direct standards may be summarized as follows:

1. In every Marketing Area where producer prices are established,
minimum wholessle and retail prices shall be established.

2. The following economic factors shall be taken into consideration
in determining resale prices:

a. The quantities of fluid milk which are distributed.
b. The quantities required by consumers.
c. The estimated purchasing power of consumers.
d. The cost of fluid milk to distributors and retail stores.
~e. The reasomnably necessary cost of handling fluid milk incurred
by distributors including all costs of processing and distribution
and also including a reasonable return on necessary capital investment.
These costs are to be determined by impartial cost surveys of a
representative group of distributors to indicate the reasonably
necessary costs of eufficient efficient distribution for a particular

Marketing Ares.

f. The available capacity for processing and distribution and

the extent to which this capacity is being used.



g. The cost of handling milk {incurred by retail stores. In
view of the cost of handling fluid milk as an individual item, the
cost of doing business of a retall store in conducting its entire
buginess may be used.

3. The minimum wholesale and retail prices shall be reasonably suf-
ficient to cover costs and reasonable return on necessary capital investment.

4, However, if the Director determines that prices established,
based on these cost standards, would not effectuate the purposes of the
Act, he shall establish minimum wholesale or retail prices above or below
cost.

For the past several years the principal problem in the establishment
of minimum wholesale prices has arisen from the growth of vertically inte-
grated operations. In recent months this problem has been imtensified
with the legalization of the joint venture type of operation. Vertically
integrated distributors in the month of October 1973 accounted for approxi-
mately 48 percent of the volume of sales of fluid milk sold through retail
stores in the State. (See Exhibit 15)

True vertically integrated plants are highly efficient operations.
This high degree of efficiency is achieved through processing only a
limited line of high volume fluid milk products in the major container
gizes, 8upp1eme§ted by the purchase of low volume fluid milk and dairy
pioduaﬁa in packaged form from conventional distributors, and sold through
a selected group of large volume outlets. As a consequence of these
extremely efficient methods of processing and distribution, the average
costs of these distributors are relatively low.

The remainder of the market, which includes large independent super-

markets, amall to medium size grocery stores, restaurants and institutions
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including hospitals and schools, is served by conventional distributors.
Because of the high costs of serving the smaller stores and "consumed on
premise" outlets, the average costs of conventional diatributors are
relatively high.

As a result of the above situation, two distinct groups of costs are
observable in the cost samples developed by the Department. One group is
wade uwp of the low costs of the vertically integrated plants - the other
group, the higher costs of the conventional distributors.

ESTABLISHMENT OF MINIMUM WHOLESALE PRICES

The process of establishing wholesale prices has evolved considerably
over the years. In the early years of the Act when flat wholesale prices
(i.e., all vholesale customers paid a single price on a particular con-
tainer size) were established, the method used was relatively simple.
After the cost studies for am area were completed, an analysis of the
relationship of the currently effective prices to the new costs was made.
If the existing prices covered the costs of sufficient efficient distri-
bution to adequately supply the market, prices would be left unchanged.

If prices were considered not sufficient to accomplish this, fhey wvere
increased to an appropriate level.

Since thé introduction of quantity and limited service discounts
into the wholesale pricing process, the establishment of wholesale prices
bas become more imtricate. In addition, the need to provide for wholesale
prices which wﬁll allow conventional distributors to remain competitive
with vertically imtegrated operations has added another element of com-
plexity to the setting of prices. Probably the clearest way to explain
the present methods used is by way of an actual example. The following

illustrates the manner im which the wholesale prices for the predominant
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half gallon container were developed for the Southern Metropolitan Mar-
keting Area, Order Number 52, which became effective May 5, 1974.

From a comparison of the current average net price for each plant
in the cost array with the individual cost for each plant, it was deter-
mined that a price increase was necessary if even a few most efficieqt
conventional plant costs were to be covered.

Next an examination was made of the costs of the vertically integrated
plants included in the cost sample. From hearing testimony and evidence,
it was indicated that a low net price of 2 cents to 2-1/4 cents above the
highest integrated plant's cost would be appropriate as the new low net
wholesale price.

The next step was the selection of a base or list price. This selec-
tion 1is made on a more or less trial and error method with the present
policy being to maintain this wholesale list price slightly below the
possible out~of-astore price. 1In this case, a list price of $.704 was
selected. Applying a 21 percent discount to this price yields a low net
wholesale price with the desired relationship to the integrated plant's
cost.

Following this, the wholesale discount brackets were selected. The
brackets used were closely related to the existing brackets which had
received the support of distributors in hearing testimony.

Developing the proper rate of discount at each bracket level was the
next step. Price differemces at each discount bracket level may not exceed
cost differences in respect to single deliveries 6f varying quantities.

In 1973, Section 62482 of the Code was amended to make it subject to
Section 62487, The effect of this amendment was to extend the Director's

authority in making above and below cost findings to quantity discounts.
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In determiniag the proper rates of discount at each bracket level,
the Department uses formulas developed by the Glannini Foundation, Uni-
verslty of California. These formulas indicate the effect of volume per
delivery on unit costs. High unit costs are shown for small volume deli-
vertes with a rapid drop as the volume per delivery ilncreases to medium
size deliveries, and then a slower drop as volumes Ilncrease out to the
very lavge dellveries.

In the case of Order Nuwber 52, this cost curve was used to deter—
mine the rates of discount out to the $660 purchase level. At the level
of a $660.01 purchase, use was made of the secondary standards to allow
the decrease in price at this level to exceed the indicated cost differences,‘

The next step in the process was to determine the effect of the
proposed smended list price and discount schedule on individual distribu-
tors. To do this the proposed new discount structure was projected through
the distribution pattern of sales of each distributor. This provided an
estimated average discount for each plant. Upcharging the plant's costs
by this average discount results in showing the list price which this
plant needs, under the proposed discount schedule, to cover 1ts costs,

Such a procedure in this case being illustrated showed that the list
price of $.704 would cover the costs of all inteprated plants and three
of the seven conventional plants in the Department's cost array. These
plante whose costs sre covered represent a little over 60 percent of the
volume sold through retail stores in this area.

The above illustration 18 typical of recent wholesale pricing policy.
The average net wholesale prices provided in the various marketing areas
cover the costs of the integrated plants and oue to three of the most

efficient of the conventional distributors.



The addition of Section 62491 to the Code in 1969 has provided the
Director with an additional tool in meeting conditions of market instabi-
lity. This Section permits the temporary suspension of the regulation of
either or both the minimum wholesale and retail prices in an area or in a
resale price zome.

ESTABLISHMENT OF MINIMUM RETAIL OUT-OF-STORE PRICES

Minimum out-of-gtore prices are currently being established at levels
which provide gross margins which cover the cost of doing business of
stores purchasing in the discount brackets where conventional distributors
wake the bulk of their sales. Again using Order Number 52 as an example,
stores purchasing at a level of $660.01 or more comprise approximately 48
percent of the volume of sales of conventional distributors. From the
$660.01 bracket to the deepest discount bracket, the range in store mar-
gins is from 19.7 percent to 21.7 percent. Evidence of the cost of doing
business in retall stores shows a range of from 18.9 percent to 23.3 percent.
(See Exhibit 16)

The following chart shows the discount structure, wholesale prices
and retall store margine for a half gallon of fluld milk sold at a mini-

mum out-of-store price of $.71 under Southern Metropolitan Marketing Area

Order Number 52.

Store Margin

Size of Purchase Z Discount Net Price S %
Pull Service:
§ 0~-9$ 55,00 - . 704 _ . 006 0.8
+55.00 - 95.00 4.5 .6723 .0377 5.3
95.00 - 140.00 8 6477 .0623 §.8
0.8

140.00 and over 10 6336 0764 1
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Store Margi;

Size of Purchase 2 Discount Net Price $ %
Liwmited Service:
$180.00 ~ $275.00 13.5 .6090 .1010 14,2
275.00 - 495.00 15 5984 1116 15.7
495,00 - 660.00 17 .5843 L1257 17.7
660.00 - 880,00 19 5702 .1398 19.7
880.00 - 1100.00 20 5632 . 1668 20,7
1100.00 and over 21 5562 ,1538 21.7
Est. Avg. Processing 15.8 .5928 L1172 16.5
Distributors :

EVALUATION OF MINIMUM RESALE PRICING

Oune of the best ways to evaluate the results of regulated pricing
programs is to compare these results with other markets and prices. A
series of tables, charts, and graphs have been prepared that make these
comparigons.

Exhibit 17 shows the extent of consolidation of fluid wilk bottling
plants in Califoranis compared to those in the United States. The decline
in numbers have been greater nationally than in California.

Data has also been tabulated and presented in Exhibit 18 showing the
volume of fluid wilk sold by the four largest and elght largest processor-
distributors over a time period. Additionally, Exhibit 19 shows the per-
centage of the market represented by the 12 largest plants in California
and the change in their rank in the period covered. When these data are
compared with all similar data avallable on & national basis, there appears
to be little evidence to suggest wonopoly development tendenciles. In

fact, the trend in Célif@rnia is less so than the national average.

A

ser of comparisons have been developed showing the margin
experience of distribution in California as related to other milk markets

nationally. Exhibit 20 compares the gross spread between the raw product
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and the retall store price for Los Angeles and eleven markets scattered
over the country. The spread in Los Angeles compares favorably with the
spread in other cities. Thie information is charted for a few selected
cities in Exhibit 21 and shows rather dramatically the stability of the
gross spread in Los Angeles. Exhibit 22 shows that the gross spread in
San Francisco, Los Angeles, and Sacramento is below the average of 19
cities.

Exhibit 23 gives a breakdown of the share of resale price for the
producer, distributor, and retail store in the Los Anpeles area. The
column under the heading 'Percentage of Resale Prices" points out the
wide change over the past 10 years. The producers' percentage share of
the resale price has increased while the distributor's share has narrowed.
The store share has returned to its 1964 level,

An analysis of consumer prices for milk at retall stores shows
California consumers would pay more for fluid milk in almost any part of
the United States should they go outside the boundaries of the State.
Exhibit 24 shows this very clearly for eleven cities. Recognizing the
differences in raw product costs, as well as margins for processing and
selling, consumers in California during April 1974 paid approximately 12
cents per half gallon less than the average of a sample of 66 cities as
shown in Exhibit 25 which was taken from another source. Exhibit 26 again
shows the stability of the Los Angeles retail price compared to selected
cities from Exhibit 24,

Exhibit 27 compaves the estimated monthly retail half-gallon milk
prices in 23 cities since 1971, It also shows the price trend within
sach city.

Most actual fluld milk markets differ significantly from the ideal
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of free market conditions of pure competition. It would be wishful thinking
to assume that conditions in California, long subject to regulation, would
revert to an approximation of pure and efficient competition if controls
were removed today.

To illustrate this fact, the State of Oregon went through that type
of experience in the past 20 years. Comparisons of prices paid to produ-
cers between California and Oregon shown in Exhibit 9, show a small, but
rather constant, diffevential. Out-of-store price differentials, shown
in Exhibit 28, fluctusted widely with Portland showing prices up to 10
cents per half gallon higher than Los Angeles.

Processing facilities have rgduced in number over the period of years
as indicated im Exhibits 29 and 30 showing the change for California in
total and separately for Los Angeles County. The numbers have declined
in almost all volume categories except the 40,000 gallon per day and over.
This trend in size is primarily the trend result of centralized processing
for a broader-based market snd the resulting need for large volume faci-
lities to handle this change.

Exhibit 31 compares fluid milk and fluid skim price differences at
wholesale in regulated areas for both fluid milk and fluid skim vs.
unregulated skim markets in California. Retail store prices are compared
for regulated va. nonregulated fluid skim markets for various type store
outlets.

Milk is invariably given headlines among all other food items when
its price increases. Exhibit 32 shows that fluld milk prices to consumers
have risen at a slower rate than other foods and all items purchased in
California.

The evidence strongly indicates that the performance of the pricing

portion of the milk program is operating in the public interest.
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JOINT VENTURES

Part of the change in the business and legal structure was the
emergence of the joint venture as a new dimension of vertical integration
through a Superior Court Decision.

The principal characteristics of the joint venture include the fol-
lowing: |

1. A m;lk processing plant is jointly owned by a fluid milk distrib-
utor and one or more retall store organizations.

2. The jointly owned plant is set up as a white milk plant meaning
that it will not fufnish product to the general public through all
channels of distribution. Productbprocessed and packaged 1s normally
confined to the dominant fluid milk containers in gallons, half-gallons,
and quart sizes. Through trademark license agreement, the joint venture
operation 18 granted the use of the participating distributor's brand and
trade styles thereby benefiting from established customer acceptance. It
may also package fluid milk under any of the members' private labels.

3. The participating distributor independently owns and operates a
separate milk plant through which he provides a supply balancing function
on bulk milk to the joint venture plus the sale of packaged product in
the inefficient low volume items.

4. The joint venture purchases its manufactured dairy products from
the distributor. Again, these may be packaged under the distributor's
label or the members' private label,

5. The distributor as a member of the Joint venture may also purchase
packaged fluild milk from it.

6. The joint venture can restrict its membership by establishing

arbitrary standards for retaller participation. These standards may
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include purchasing minimum amounts of milk and dairy products, requiring
a substantial percentage of shelf space devoted to the distributor's
labeled products, and the distance from the processing plant to the
store. This stratification of customers creates at least two classes of
trade in which those customers selected and admitted to the joint venture
recelve a more favorable price.

7. The joint venture pays 1ts profits in the form of shareholder
dividends to its membership and adjusts the stock holdings so the dividend
each member receives is in direct relation to the amount of milk and dairy
products purchased. These dividends reduce the effective cost of milk
and dairy products below the established minimum wholesale prices.

From this description, it 18 readily seen that in a joint venture a
distributor who is actively selling its proprietary brand products
organizes an affiliated company and joins with selected retailers to
form a separate method of distribution. Fluid milk carrying the distribu-
tor's own label can then be purchased by the select joint venture member
at a price lower than nonmembers can purchase the same labeled fluid milk
directly from the distributor. Thus, the joint venture introduced the
concept of dual pricing for the same brand and quality product. Joint
ventures also result in expansion of total markets serviced by integrated
firms and increase the amount of fluid milk that is not subject to the
minimum wholesale prices established under the legislative standards of
the Act.

Under our current interpretation of the court judgment and the Food
and Agricultural Code, a retail store must become a member of a joint
venture to obtain this lower price and the joint venture must have a

processing plant different from the distributor's regular plant to qualify.
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The plant requirement can cause inefficiencies and it seems incongruous to
require a store to join an organization just to receive a lower price.

The lower price results from reduced average costs associated with the
single delivery of high volumes of milk per store.

The opportunity to purchase below the established minimum wholesale
price provides a tremendous incentive for stores qualifying for member-
ship to join joint venture operations. The regulated wholesale price acts
as the umbrella and the higher the established wholesale price relative
to raw product cost, the greater the incentive.

Many of the large conventional distributors are prevented by the
Antitrust laws from entering into a joint venture arrangement with stores.
Smaller conventional distributors do not have plants in which they can
set up joint ownership with stores. The conventional distributor cannot
directly charge less than the established minimum wholesale prices
legally. If he offers a rebate of any kind, he is in violation of the
Unfair Practices Provisions. Consequently, conventional distributors
view joint ventures with considerable concern because they can forecast
a loss of a substantial portion of their lerge customers unless they can
find a way to become legally competitive with the joint venture.

It was this type of situation that lead to the suspension of minimum
wholesale prices first in the Sacramento Area and then in Fresno, Tulare,
and Kern County Areas. Even though minimum wholesale prices are suspended,
distributors must still file their selling prices, so they are not totally
uncontrolled. They can reduce the price to their own cost level or lower
it 1f they are meeting someone else's price that is legal. But the joint
venture dividends on investment to members and dividends are not a part of

price. Therefore, even in areas where the\minimum wholesale prices are
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suspended, the conventional distributor cannot legally compete with the
joint vemture.

The problem then becomes one of finding a way for the conventional
distributor to compete legally with joint venture. Part of this is con-
sidered in SB 2111 which would give the Director authority to terminate
as well as suspend minimum wholesale or minimum retail pricing or both.
While this would permit removal of wholesale prices, it would not do any-
thing for the second half of the problem - permitting conventional dis-
tributors to lawfully meet the joint venture's net price after dividends.
One possible suggestion is to define, in the Code, dividends paid by joint
venture as a part of the price. Then conventional distributors could, at
their option, meet the joint venture package and not be in violation of
the Unfair Practices Provisions of the law.

WIDENING SPECTRUM

Another change in market structure has been the widening of the
spectrum between the large and the small retailers and a movement to the
extremes of this spectrum for both distributors and retall stores.

One dilemma confronting the industry and the Department is the estab-
lishment of appropfia;e miﬁimum wholesale and rvetail prices. The basic
problem centers around the subatantial cost difference at the wholesale
level for milk processed and delivered to stores who take very large
volumes per single delivery as contrasted with the cost of milk delivered
by distributors to stores who can only take very small volumes of milk at
one time. .

This difference in itself does not present an insurmountable obstacle
and can be handled with appropriate wholesale discount schedules. These

discount schedules reflect delivery cost savings to the distributor as
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certain aspecte including costs of handling milk are transferred to the
store, However, the establishment of the out-of-store price superimposed
on the wholesale price schedule creates the problem.

For example, if the grocer margin or cost is added to the greatest
wholesale discount level, the resulting out-of-store price would be
disastrous for small distributors and stores whose costs and margins would
not be covered. On‘the other hand, if the out-of-store price was based on
the wholesale cost of the small distributors, then the out-of-store price
apﬁears excessive for the large stores.

As the Department has established the out-of-store price, the store
margin of the very small volume stores is two or three percent and the
store margin of the very high volume stores is 21 - 22 percent which is
the maximum range 6f the store cost of doing business. With the establish-
ment of a single retail store price, you can't maintain the store margin
of the small volume store without also giving more gross margin to the
high volume store. Likewise, you can't reduce the margin of the high
volume store without reducing the margin of all stores.

The law implies that the minimum wholesale price should not exceed
the minimum retail price. Consequently, this change in business structure
of retail outlets and the increased disparity between the volumes handled
has created another problem area. One suggestion is to separate the
establishment of wholesale prices from the establishment of the retail
prices. This might be done by amending the standards basing retall price
determinations on the predominate method of delivery or limited service.
This could result in an out-of-store price that would be below the
established list Qholesale price before discounts and would obviously

place the small retall outlet in a mandatory position of upcharging more



than the established minimum price. The information we have supports the
fact that this is exactly what the majority of small retail outlets are
currently doing.

Another pogssibility would be to amend the standards of the Act so
retall prices are based on the most efficient store operation ratber than
the reasonably efficient store operation. In any event, it seems appro-
priate to more clearly define efficilency standards for retall store
operations to determine essential guidelines in the establishment of

store margins and the resulting out-of-store price.
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GONSALVES MILK POOLING ACT

The Gonsalves Milk Pooling Act was passed in 1967 to correct insta-
bility that developed under the operations of the Young Act. This Act
was of a slightly different character than the previous milk acts. It
was enabling legislation which required the Director of Food and Agricul-
ture to formulate a milk pooling plan, detailing provisions and authorities
contained in the Act. The plan was to be submitted to market milk pro-
ducers for their approving vote. If approved, the Director could
implement the milk pooling plan when feasible. The plan was developed,
producers voted overwhelmingly in favor of it, and the Milk Pooling Plan
became effective July 1, 1969.

ESTABLISHMENT OF QUOTA

One of the mandatory provisions of the Milk Pooling Act was the alio-
cation of production base and pool quota. This was the system uséﬂ to
transpose existing producers with Class 1 contracts into the new state-
wide system with as little disturbance as possible. Thus, under the
Pooling Plan, the producer is no longer paid directly in accordance with
the class usage of his contracting handler. Rather, he is paid on the
basis of his allocated quota, base, and overbase amounts at prices which
reflect the poolwide usage of all classes.

Exhibit 33 shows how the production base and pool quota were calcu-
lated for each eligible producer. Under the quota system, existing
producers who had shipping contracts during the 1966 or 1967 base years
were allocated a share of the state-wide market based upon the volume
they shipped in 1966 or 1967, and the proportion of it which was Class 1,
and the volume shipped. The volume of market milk shipped became the

production base of the producer, while the Class 1 portion increased by
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ten percent became his quota. Thus, a producer with a 70 percent Class 1
contract who shipped 100 pounds per day would have 100 pounds of produc-
tion base and 77 pounds of quota (70 lbs. of Class 1 plus 10%) .

Under the quota system, all classified usage in the state ls captured
through reports submitted by distributors. A blend price is computed for
quota, base, and overbase milk. Quota has already been defined. 'Base
milk" is the difference between a producer's production base and his
quota. "Overbase' is any amount of market milk which he may produce and
ship in excess of his production base. A sophisticated computer system
performs the calculations necessary to arrive at the blend prices. Quota
is determined by using first Class 1 and as much Class 2 or Class 3 as is
necessary; overbase is determined beginniﬁg with the lowest class (Class &)
and blending upwards. Base milk is the remainder.

These prices must be announced by the Director of Food and Agriculture
on or before the 24th of each month. As a by-product, the computer prints
out a statement for each producer in the state, and these étatements are
gent to distributoxrs for their use in paying the produ&ets shipping to
them.

Another funetion of the computer program is the preparation of dis-
tributor (processor) statements. Processors who have low class usage
obviously do not generate the same value as processors with a high Class 1
market, yet they must pay the same quota, base, and overbase prices to
their producers. In order to equalize payments to producers, the
computer compares classified usage and prices against the producer payout.
The difference results in either a check for a low-usage processor or a
bill for a high-usage processor. The name "Equalization Fund" comes

from this equalization of producer prices.
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VARIABLE PRODUCER RETURNS

Exhibit 34 shows the collection of class usage and the determination
of the value of that usage. This plant has $3,927.60 in total class
value. However, based on the hypothetical pool prices, he only needs
$3,280 to pay his producers according to their bases and quotas and
$647.60 goee to the Equalization Fund.

Exhibit 35 compares the monetary return to the four hypothetical
producers in Exhibit 34 to illustrate the effect of varying amounts of
quota, base, and overbase pounds on the same volume of milk production.

Producer A is at equalization with quota amounting to 95 per-
cent of production base. His return on 12,000 pounds of milk is

as follows:

Product Dollar
Pounds Price Amount
Quota 9,500 $8.26 $784.70
Base 500 6.27 31.35
Ovarbase 2,000 6.18 123.60

$939.65

Producer B has quota amounting to 50 percent of his production

base. His return on 12,000 pounds of milk is:

Product Dollar

Pounds Price Amount

Quota 5,000 $8.26 $413.00
Base 5,000 6.27 313.50
Overbase 2,000 6.18 123.60
$850.10

Producer C has production base only and no quota. His return

is:
Product Dollar
Pounds Price Amount
Quota 0 $8.26 $ 0
Base 10,000 6.27 627.00
Overbase 2,000 6.18 123.60
$750.60
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Producer D is a Market Milk producer with no base and quota.

The total amount he produces is paid for at the overbase price.

Product Dollar
Pounds Price Amount.
Overbase 12,000 $6.18 $741.60

It can be easily seen that even though the payments from distribu-
tors to producers are equalized, the actual return to the producer is
not equalized. There are a number of factors which influence this.
First, all producers do not have the same percentage of quota in relation
to production base. A producer who has reached equalization (quota = 95
pércent of production base) will receive a higher return than one who has
a lower percentage unless he produces excess or "overbase' milk.

Second, a "location differential" is added to or subtracted from
producer payouts depending on the location of the plant from the two
zero basing points of Los Angeles and San Francisco. These differentials
are a compensating factor in marketing distances; they may or may not
create a difference, depending upon whether hauling contracts are favor-
able or unfavorable. Producers are required to pay the haul rate to the
plant of first receipt. Any further movement of milk in a bulk state is
the processor's responsibility.

Third, a market milk producer may have no production base or quota.
in this event, he would receive the overbase price if shipping to a pool
plant; or a classiffed price of Class 2, Class 3, or Class 4, or a blend
of those, 1f shipping to a nonpool plant.

TRANSFERS

Another mandatory provision in the Milk Pooling Act was the transfer-

ability of production base and pool quota. The Pooling Plan permits a

producer to sell to any other producer or to change locations himself.
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This transfer may be made with certain restrictions which are as follows:

1. A transfer may not be made of production base only or of quota
only, except where a producer has only production base.

2. When a portion of a producer's quota (as opposed to his entire
quota) is transferred, and the production base exceeds the quota, the
buyer receives an equal amount of production base and pool quota. For
example, if a producer has 100 pounds of production base and 90 pounds of
quota, and wants to transfer 50 percent, he sells half or 50 pounds of
production base, and 45 pounds of quota. The acquiring producer will
receive only 45 pounds of both quota and production base. In effect, the
new producer will receive '"equalized quota'.

3. Transfers may be made only to other producers who hold a market
milk permit or to a person whom the Director of Food and Agriculture
determines mﬁy qualify as a market milk producer.

4, Transfers are limited to a minimum of 10 pounds unless the
entire production base and quota is transferred to one producer.

5. The effective date of all transfers is the first of the month
following the agreement by the parties.

6. Production base and pool quota may be transferred freely from
one location to another.

7. A prdducer who has acquired production base and quota in the
past 12 months may not transfer production base and quota.

8. A producer who has transferred a portion of his quota may not
acquire quota b& transfer within 12 months.

9. The l2-month restrictions do not apply to transfers within a
cooperative association or within a producer's 1mmediaté family.

10. A producer who has acquired production base and pool quota under

the "hardship" provisions of the Plan is not allowed to transfer such

~58-



production base and pool quota for a period of two years, except to his
immediate family, but the family member receiving the production base
end quota 1ls subject to the two-year limitation.

VALUE OF TRANSFERS

The value and number of transfers are illustrated in Exhibits 36
through 40. Exhibit 36 shows the average value per pound of quota solids-
not-fat transferred and the range by three-month periods from 1969 to 1974,
Exhibit 37 shows the same information by six-month periods. According to
these exhibits, the average price of quota gradually increased through
the first half of 1973 and then has declined slightly. The lowest average
value was August 1969 and was $109 per pound quota solids-not-fat. The
highest average value was in January 1973 and was $5347.

Exhibits 38 and 39 show the number of transfers in terms of buyers
end sellers and those sales in which the seller sold all his base and
quota. Exhibit 38 is for three-month periods and Exhibit 39 for six-month
periods.

Exhibit 40 contains the data in tabular form. It might be interest-
ing to point out that 1108 individual sales and 1909 individual.purchasea
have been made accounting for 436,280 pounds of quota solids-not-fat or
25 percent of all quota allocated to date.

In splite of &h@'resttictians on tranafers listed previously, the
value of quota has an increasing trend. This is due principally to three
economlc factors:

1. Quota determines the highest return for production by the dairy
farmer .,

2. The total state-wide qubta has not increased except for two years
(1972 and 1973) since Milk Pooling began. Increases in quota are tied into

increases in Class 1 usage, and there were no increases in Class 1 usage
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in 1970 or 1971.

3. There are two competing forces for quota ~- the existing producer
who wante to expand as opposed to the new producer coming into the market.
In either case, they have a choice of buying quota or selling milk at
overbase; a difference in price of approximately $1.25 per hundredweight.

In addition, the»slow movement toward equalization has aggravated
this pressure.

GEOGRAPHICAL MOVEMENT OF QUOTA

The economic pressures which have helped to create the high price of
quota are demonstrated in the movement of quota. Exhibits 41, 42, and 43
show that Southern California began to acquire quota from the very begin-
ning through purchase and this trend has continued.

Although the 1972-~73 year shows a decline in the amount of quota
transferred to Southern Califormia, the totals are still impressive. Of
all the geographical areas 1n which quota was transferred in 1972-73, all
except Northern California showed a loss and the Northern California Area
showed a gain in solids-not-fat pounds of only 32 pounds.

LOCATION OF QUOTA

Exhibit 44 shows the percentage of state-wide quota, base, and over-
base milk produced in each Marketing Area for four years. It shows that
Southern Metropolitan Marketing Area produced almost 40 percent of the
quota milk.

An interesting factor is that Marketing Areas with high quota produc-
tion generally also have a high overbase production. Again using Southern
Metropolitan Marketing Area as an example, 38.27 percent of all quota milk
was produced there, but also 20.65 percent of all ovefbasé milk was
produced in this Area.

Exhibit 45 shows the relationship within Marketing Areas of quota,
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base, and overbase produced and shipped which is of interest.

PROGRESS TOWARD EQUALIZATION

The gradual equalization of Class 1 usapge amonyg the producers of the
state was a key point dn the original legislation whieh created Milk Pool-
Ing. Basically, the theory was 2 gradual change {rom the status quo to
the equalization point which is defined as 95 percent of production base.

The Act countained the basic primciple that new quota for equalization
come from new Class 1 ueage and that the new quota should be allocated in
such a manner that would permit new entry and give proportiomately wmore
quota to those having relatively small amounts and, thereby, gradually
bring all producers to equalization.

The concept was sound becavse Class 1 usage had been increasing.
Although it wae never recorded anywherve, most people thought equaliza-
tion would be reasched in seven years. However, Class 1 usage has not
grown gs anticipated and the antilcipated movement toward equalization has
been frustrated even though new quota was allocated in 1972 and 1973.

As of March 1971, producers were short of equalization by a total of
289,022 pounds quota solids-not-fat per day. March of 1972 saw this
spread narvowed by 7,107 pounds. The spread was further narrowed by
10,078 pounds as of March 1973 and 30,537 pounde as of March 1974 which
placed the quota short of equalization at that point by a total of 241,300
pounds of solids-not-fat per day. The improvement shown for these two
latter dates reflect the new quota allocation for the 1972 and 1973
periods.

Other factors affecting the proximity to equalization include loss
of production base during the performance peried, partial transfers and
the merging with existing holdings the purchase of production base which

is low in relation to purchased quota.
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NEW QUOTA ALLOCATION

The Milk Pooling Act provides that new Class 1 usage shall be determined
annually for the most recent twelve-month period ending August 31, and that
such usage shall be allocated as new quota to producers. It gives broad
direction, within certain specified guidelines, that allocation be made
to producers already in the pool, and to new producers wishing to enter
the pool. The Milk Pooling Plan further detailed this authorization to
allocate 80 percent of the new quota to existing producers and 20 percent
to new producers.

1. Calculation of New Class 1 Usage

From Departmental statistical and Pooling records, the Class 1 usage
by fat and solids-not-fat components for the current twelve-month period
ending August 31, is determined and compared to that of the preceding
twelve-month period. If an increase is shown, it is adjusted by the
Director's estimate of Class 1 requirements for the succeeding year, and
further adjusted to account for the corresponding estimate that had been
made for the year preceding. After the adjusted Class 1 increase has
been determined for each component, a ratio of one pound fat to 2.5 pounds
solids-not-fat is applied to each component. The component yielding the
largest allocation of new quota is selected.

2. Allocation of New Quota to Producers.

Eighty percent of new quota so determined is allocated to qualifying
producers holding production base and pool quota. Under provisions of
the currently effective Pooling Plan, the actual award of new quota is
made effective January 1 of the year immediately following allocation
determination. Under preceding Plans, the award was made effective

November 1 following determination.

Producers whose quota is equal to or above 95 percent of production
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base are consldered to be at the equalization point, and do not qualify
to participate in the allocation. If one component is below this per-
centage, the producer participates in allocvation for that component only,

Quota is allocated to qualifying producers in a manney that gives
highest &1i@@&ti@m to those who have lower quota (Q) in relation to produc-
tion base (PB). The formula for determining each producer's percentage
share of the new quota is:

1/2 PB + 4 (PB -Q)
This formula is applied to each producer's holdings as of December 1 to
determine his factor basis. The individual factor bases are each divided
by the total of all producer's factor bases, and the result ?epreéents
each producer's percentage entlitlement of the total new quota.

The allocation to any producer is limited to an amount that would
bring his quota up to 95 percent of his production base. If the alloca-
tion results in a producer reaching equalization in one component, or if
he were already at equalization in one component, he is granted the addi-
tional amount to brimg the other component to equalization also. If after
the allocation process a producer 1s within 3.5 pounds fat or 8.5 pounds
solids-not-fat of equalization, both components are increased to the
equalization point. These additional amounts so granted are over and
above the new quota represented by the increase in Class 1 usage.

Exhibi@ 46 1s an example of allocation under the above formula appli-
cation with the assumptions that the total new quota to be allocated is 50
pounds fat and 125 pounds solids-not-fat and that there are four producers
in the pool. The same production base amount is used for each producer to
glve ready comparison of the varied results. It should be noted that
since Producer A is at equalization in both components, he is elininated

from the allocation process. Producer D's participation 1s limited to fat
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only because only that component is below equalization. After allocition,
he is granted additional fat necessary to reach it. This 1s done because
of his equalized position in his solids-not-fat component .

The policy of higher allocation to those holding comparatively low
quota is apparent in the case of Producer C, who with his low quota of 30
pounds received considerably more new quota than the other two with quotas
in higher amounts.

The remaining twenty percent of new quota is made available for
issuance to new producers who do not hold production base and pool quota.
Any producer who has benefitted from the sale or transfer of production
base and pool quota during the previous five years does not qualify to
receive consideration as a new producer.

Unlike the formula pro rata system that applies to existing producers,
new quota is assigned directly to new producers in descending order of
priority standings. Such producers submit new producer applications
which form the basis of their qualification as to priority and aﬁount of
entitlement,

Producers of manufacturing milk are eligible to make application for
quota, but in order toibe awarded such amounts, they must convert to
market milk status and ship through a pool handler.

Exhibit 47 details the four general priorities in which the applicants
are placed. The subpriority standings within each are assigned in
sequence, beginning with the person who has been in continuous commercial
production for the longest period of time.

In order for an applicant to receive consideration, he must have
been in commercial production during the most recent twelve-month period
ending June 30. Such production is computed to a daily average of fat

and solida-not-~fat components. This average represents the production base
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entitlement, except that it can be no greater than ninety percent of the
average production base of all other producers having production base.
The quota entitlement is determined by applying to the computed produc-
tion base the lowest percentage ratio of quota to production base of all
producers in the pool, or twenty percent, whichever is theylesser.

Quota is assigned in descending priority order until the available
amount 18 exhausted. Since the start of the pooling program, new quota
has been allocated only two times. In each instance, the twenty percent
portion was more than enough to satisfy the entitlements of all the
qualifying new producers. As shown in Exhibit 48, the excess for 1Y72
was 1,756 pounds fat and 3,006 pounds solids-not-fat. Exhibit 49 shous
the 1973 amount to be 3,563 pounds fat and 8,574 pounds solids-not-fat.
The excess in both cases was added to the amount allecated to existing
producers.

New producers admitted to the pool will participate as existing pro-
ducers in the allocation for subsequent perieds.

3. What Allocation Did to Producers.

Under the original Milk Pooling Plan, effective July 1, 1969, the
new quota provisions were applicable after the Plan had been in effect for.
six months. This eliminated the period ending August 31, 1969, from
consideration. There was insufficient growth in Class 1 sales to warrant
new allocation for the corresponding periods ending in 1970 and 1971.
There was growth, however, for the 1972 and 1973 periods, and new quota
was allocated accordingly effective November 1, 1972, and January 1,
1974,

Exhibits 48 and 49 show the amount of allocation for each of these
periods, and its impact on producers, including the degree of progress

made toward total equalization. It is noted that for each of the periods,
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addlitlonal grants were made over and above the basle amount avallalble for
allocation in order to satisfy the qualifying conditions of equalization.
These gratis amounts of fat were considerably greater than the amounts
removed as excess to equalization needs., In the case of solids-not-fat,
. the additional grant and the excess removed were practically offsetting.
The attachments show that allocation for the 1972 and 1973 periods, respec-
tively, brought 325 and 206 producers to equalization. At the conclusion
of the 1973 allocation, there were 863 producers at equalization, repre-
senting 35.46 percent of all producers having production base and pool
quota. The corresponding percentage for the 1972 period was 29.83 percent.
Thefe were 232 new producers entering the pool from the 1972 alloca-
tion. Within six months after receiving the allocation, twelve of these
producers sold thelr production base and pool quota; within twelve months,
gix had sold; and within seventeen months, thirty-three had sold. Scventeen
of these thirty-three producers went out of business, and‘the remainder
continued to ship either as market grade or manufacturiﬁg_grade producers.
There are 102 new entrants from the 1973 allocation. Of this number,
one producer sold his allocation one month after receiving it; six, after
two months; and seven, after three months. Of these seven, two went out
of business and the remaining five continued production of market grade or
manufacturiqg gradé milk,
To date, 12 percent of the 334 producers entering the pool during the
two periods have sold their allocated production base. and pool quota.
Entry of new quota into the pool brings more of the lower class usage
into the quota pool and tends to lower the quota price. Exhibits 50, 51,
and 52 illustrate for the effective month of allocation the class usage
composition and.pool prices of quota, base, and overbase, compared to what

would have been had there been no allocation. It is noted in Exhibit 50
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for the effective month of the 1972 allocation that because of the quota
increase, 3,092,880 pounds of Class 2 solids-not~fat were contained in
quota with a resulting quota price of $0.3982 per pound. Had there been
no new quota allocation, only 1,863,624 pounds of class 2 solids-not-fat
would be required to complete quota, and the quota price would be $0.4003.
Therefore, the installation of new quota into the pool diluted the quota
‘ solids-not~fat price by $0.0021. This also caused a loss te the base pool
of the top level usage in the lower classes, beginning with Class 2. 1In
like manner, the base pool price was diluted from what it would have been.
As indicated in Exhibit 51, the base price for solids-not-fat dropped
$0.0066 from what itiwould have been without the allocation. Exhibit 52
shows that quota and base prices dropped for both components, and the
amount for each, as a result of allocation. The overbase, which was
composed of 100 percent Class 4 either with or without allocation, shbws
no change 1in price.

Exhibit 53 expresses the quota, base, and overbase prices in terms
of fat and solids-not-fat and hundredweight covering the period from
July 1, 1969, the beginning of pooling to date. Exhibit 54 charts this
data in three-month periods with a monthly inset beginning July 1973.

SUGGESTED ALTERNATIVES

The slow progress toward equalization is a matter of concern to the
Legislature, the Department, and the producer industry. It has been below
expectations and all are aware of the need to consider and review
suggested alternatives for solution, including the following:

1. Let new quota recognition be given to the increase in sales of
Class 2 products which mandatorily require market grade milk in their
manufacture.

2. Program an annual fixed growth in addition to or regardless of

b7



growth in Class 1 and Class 2 usage,

3. Withholding and setting aside a certain percentage of cach quota
transfer, to be added to the new quota allocation from other sources.

4, Adjust to more currently realistic production bases, rather than

keeping chained to that generated during the historical base period.
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SUPPLEMENTAL STATISTICS

PRODUCTION BY GEOGRAPHICAL AREA

Since California is the second largest milk producing state, it i«
interesting to identify production by geographical area within the statc.
Exhibit 55 shows market and manufacturing milk for December 1973 by
geographical area in tabular form and Exhibit 56 illustrates it with bar
graphs.

It should be noted that, while Southern California has the largest
production of market milk of any area in the State, there is no manufac~
turing milk except’for an occasional degrade by a health authority. As a
corollary, there are no powder plants or condenseries in Southern Cali-
fornia.

The second and third largest geographical producers of market milk
are the Southern and Northern San Joaquin Valleys. These two areas.
along with Northern California, also produce the largest volume of manu-
facturing milk. Predictably, these areas contain the largest number of
manufacturing plants and most of these plants are multi-usage, making both
the Class 1 usage necessary for the fresh milk market of the area, but
also acting as ''escape valves' for any surplus fresh milk from the metro-
politan areas principally Southern California and to a lesser extent, the
Bay Area.

AVERAGE HERD SIZE

The relatively large average herd sizes of California dairies as
shown in Exhibit 57 is one of the major factors in efficiency. These herd
sizes are made possible primarily by California weather conditions which
permit animals to remain outdoors. ‘This reduces investment to milking

barns as opposed to other dairy areas in the United States which require
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animal housing during the winter for all animals and a larger investment
in barns.

It should also be noted that total herd sizes for market milk pro-
ducers has increased steadily and sharply for the period from 1950 through
1973, but the same has not been true for manufacturing milk herd size.
Starting with a much smaller base, manufacturing herd sizes increased
until 1972, then dropped off sharply in 1973. This probably can be
attributed to the fact that manufacturing producers with larger herd
sizes began upgrading into the market milk business when new quota hecame
available in 1972. Exhibit 58 shows the statewide average market milk
herd and average manufacturing milk herd. It is interesting to note that
the average manufacturing herd in 1972 reached the same size as the
market milk herds were in 1950,

.Another comparison in herd size is given by Dairy Herd Improvement
Assoclation statistics as shown in Exhibit 59. Although there is a dis-
crepancy in the data Exhibit 59 and Exhibits 57 and 58, ‘the interesting
feature is the very small herd size of most other states. Consider for a
moment that Wisconsin, the leading dairy state, has a reported herd size
of 41. Minnesota and New York, both pushing California for second spot
as far as milk production is concerned, have reported herd averages of 38
and 53 respectively.

Herd size in Southern California as shown on Exhibits 60 and 61 is
larger than the rest of the state. Again it should be noted that Southern
California has no manufacturing milk producers. The Southern San Joaquin
and Northern San Joaquin areas lead in herd size of manufacturing pro--
ducers. Once again this illustrates the complimentary role that the

valley areas and the metropolitan areas play in the total state market.

70



NUMBER OF PRODUCERS

Exhibits 60 and 62 show that the valley areas have wmore producers
than Southern California. Northern San Joaquin leads in producer numbers
with 752 market milk dairymen and 595 manufacturing milk dairymen and has
more than twice the total number of any area. Southern California, which
leads in both total market milk production and herd size is third in
number of producers. It is interesting to note that Northern San Joaquin
has wore manufacturing milk producers than Southernm California has market

milk producers.

The total number of producers, both market and manufacturing as shown
on Exhiblts 57 and 63 has declined steadily from 1950 through 1973. The
basic difference in the decline is in the way it has taken place.

The decline in the number of market milk producers has been primarily
a result of increasing herd size. Accordingly, market milk production
has Increased despite the decline in number of producers.

On the other hand, manufacturing producers have declined in number
from approximately 15,000 in 1950 to less than 2,000 at the end of 1973.
This 1llustrates the economic advantage in being able to supply both the

Class 1 market and the manufacturing market from the same herd.
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LEGISLATIVE CHANGES 1967-1973

There has been continual interest in refining the California Milk

Marketing Program.

To illiustrate this, a list of legislative changes

from 1967 to 1973 is given.

1967

A.B, 910
Ch. 927
A.B. 2278
Ch, 1386
1968

S.B. .1063
Ch. 824
A.B. 1670
Ch. 606
(Effective
7/16/68)
1969

A.B. 1086
Ch. 76
A.B. 1492
Ch., = 884
A.B. 1504
Ch. 1350
1970

S.B. 1272
Ch. 873
A.B. 1076
Ch. 262
A.B. 1337
Ch. 384

(Gonsalves) Authorizes the development of a milk pooling
plan to be submitted to producers in a referendum as a con-
dition precedent to making effective the pooling plan.
(Sections 62700-62731)

(Duffy) Authorizes coordination of milk price regulations
with Federal marketing orders 1if such become effective in
California. (Sections 61933 and 62492)

(Way) Establishes a new Class 3 for fluld milk for payment
purposes composed of evaporated and condensed milk.

(Gongalves) Amends the Gonsalves Milk Pooling Act to revise
the base period for determining each producer's production
and usage base; makes other related changes.

(Britschgi) The bill broadens the present exemptions in the
1967 Milk Pooling Act for producer-distributors.

(Gonsalves) Amends the Milk Stabilization Law to revise the
definition of "distributor" and to clarify the applicability
of subdistributor prices under the Act.

(Pattee) Revises provisions in the Milk Stabilization Law
concerning the suspension of resale prices for fluid milk,

(Way) Provides that the transfer of the entire pool quota of
any producer under the Milk Pooling Law, shall carry to the
recipients the same percentage of the production base rather
than the same quantity as the pool quota.

(Thomas) Includes in the definition of distributor, persons
who supply documented or foreign registry vessels with milk.

(Retchum) Revises definition of "cost" as applicable to
prohibition of below cost sales of milk and dairy products.
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AQ@B
Che.

A.B.
Ch.

A@ge
Ch.

A.Bo
Ch.

1971

S.B.
Ch,

A.B.
Ch.

1972

S.B.
Che

gﬂBQ
Ch.

A@B@
Ch.

ABE@
Ch.

1346
145

1356
627
1357
628

1386
1253

357
835

1290
480

525

379

526
147

486
1271

1276
1311

(Wood) Repesls outdated section of Milk Stabilization Law
relating to smendment oy termination of stebilization plans

established prior to & specified date.

(Beloted) ?@@&@&ﬁ@ﬁ g & procedure for f£iling of briefs in
connection with nilk pricing hearings.

' for written statement glviug basis for
@@&i@l@%ﬁ concerning wilk price orders.

= wary L, 1971, as the final date for
application for a pool quots under Milk Pooling Law.

(Marler) Eliimip
of £fluid wil
the wmerketing ay

g the provision requiring a subdistributor
am to pay the subdistributor price for
in which 1t is ultinately sold.

(Briggs) Provides that in coneidering current and prospective
supply end demand of fluild wilk for all purposes in setting
mindwum prices for fluld wilk paid by distributors to producers,
the Director shsall specifically consider such supply and

demand for manufacturing purposes.

(Marler} Provides that the Director of Agriculture declare
milk stabllization and marketing plans in effect within 62 days
from date of consolidated heavrings, instead of 45 days (Food
and Agricultural Code Section 62186).

(Marler) Clavifles vetall store cost standard for retall
pricing of fluld milk - requires coste to include "any quan-
tity diecouvnts”. BL1l also broadens authority for Director
to esteblish wholesale quantity discounts.
(Food snd Agricultural Code Section 62479 et. seq.)

{(Gomsalves) Revises the Gonsalves Milk Pooling Act, extending
from two to four wmonths the time period after August 31 for
allocation of unew q%mﬁw; @x@@&@%% that partial transfer of
pool guotsa i e shall be proportlonate when

the pool 4mani@m base (Food and Agriw

cultural @@@@ Section 62707 @& BEG . ) .

e

S ¥ Rl

the reallocatiocn of wmilk producer
ueation and trade stimulation programs
. Provides that such funds
rather than for the administration
on bet. (Food and Agricultural Code

(Monagan)
funds des
but not
shall b
of the Mi
Section 623

22.5)



AQB.
Ch.

1973

5.B.

A.B.
Ch.

A.B.
Ch.

A.B.
Ch.

A.B.
Ch.

A.B.
Ch.

AOBO
Ch,

1396
745

503
586

1029
349

1030
350

1055
245

1227
970

1570
1193

1994
839

(Murphy) Changes from Class 1 to Class 2 market cream or
market half and half which is packaged in presterilized con-
tainers under asceptic conditions to meet the marketing
requirements for such products in states other than this
state. (Food and Agricultural Code, Section 61482)

(Marler) Defines the terms "processor' and "processing" and
provides that the Director may, by regulations, exclude from
subdistributor prices sales of fluid wmilk and fluid creanm,
or both, between processors, under gpecified standards and
guidelines.

(Mobley) Adds milk dispensing devices to the equipment for
which the Director must establish rental rates. Allows rental
or leasing of all refrigeration equipment to wholesale customers.

(Mobley) Changes condition under which equipment may be sold
to retall store or other wholesale customers.

(R. E. Johnson) Changes definitions that apply to flavored
milk and flavored drink and incorporates these flavored
products into flavored milk, flavored low fat milk, and
flavored nonfat milk.

(Thurman) Changes amount of funds allocated for the purpoée
of checking the correctness of various tests that apply to
fluid wmilk.

(Brigge) Changes the classification of various dairy products.

(Briggs) Provides that no provision of law or of any stabiliza-
tion and marketing plan re. fluid milk or fluid cream with
respect to minimum prices paid by distributors to producers
shall be affected by specified matters relating to minimum
wvholesale and minimum retail prices including suspension or
termination of such prices; also provides that fluid milk
includes flavored milk, low fat milk includes flavored low

fat wilk and fluid skim milk includes flavored nonfat milk,
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5.8,

5.8.

850

1192

1855

3242

3652

3926

3927

1757

2111

PFNDING LECISLATION

(Brigegs) This bill remained in Senate Committee after pas-
sing the Assembly 1o 1973 and after provisions of the bill
were incorporated in another bill. A.B. 850 is not dead and
is consldered a spot bhill at the present time.

(Thurman, et al) Provides enabhling legislation that would
bring manufacturing milk under the classified pricing system
at the same Class 2, 3 and 4 price levels established for
market milk.

(Duffy) Changes classificstion of cheese other than cottage
cheese from Class &4 to Class 3.

(Brigegs) Spot bill using Section 62471 relating to authority
to, establish minimum prices.

(Montoya) Spot bill using Section 61846 relating to classi-
fication of any new milk product.

(Keene) Reguires that sterilized flavored drink, sterilized
flavored wmilk, stevillized flavored cream, sterilized dairv
gpread, sterilized milk drink mix, whipped cream or cream
topping, whipped cream mix or cream topping mix, eggnog,
sour half-and-half dressing, or sterilized sour flavored
half«and-half be made from market milk, mavket cream, or
derivatives of market milk.

Provides that sterilized milk or sterilized cream is market
milk or market cream, rather than milk or cream, which has
been subjected to a tewmperature which is high enough to
gterilize the product.

(Reene) Includes within Class 2 any fluid milk, fluid skim
milk, fluid cream, wmilk Fat, or wmilk solids-not—~fat which is
used in the fortifying of any milk product which is Class 2
for purposes of the fluild milk and eream stabilization and
marketding provisions.

(Marler) Spot bLll using Section 62491 which relates to
sugpension of prices.

(Way and Zenovich) Authorizes the Director of Feod and Agri-
culture to terminate minimum milk wholesale or retail prices,
or both, which are in effect in any marketing area, subject

to prescribed requirements, in addition to present authorization

to suspend such prices,
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CONCLUSTON

The Califormia Milk Marketing Program is a total program which estab-
lighes minimum producer, wholesale, and retail prices. As such, it is the
most comprehensive and complex progrsm of any in the nation. The basic
purpose ie to help stabilize the Industry and to prevent erratic and capri-
clous price fluctuations which are costly to all segments of public interest.

Significant changes have devéloped in the business environment of the
dairy industry. Some have occurred naturally and others abruptly. This
virtually demands a continuing aﬁalysis and evaluation of the legislative
standards and administrative policy to make certain the program continues
to serve the public interest.

Inflation is one of the change factors that has plagued everyone.

The resulting spiraling cost structure has had an adverse effect on the
dairy industry. When compared to the past 20 years, minimum prices have
had to be increaﬁé& at an unprecedented rate to cover these costs and
satisfy the legislative standards of the Act. These price increases have
provided additional stimuli te scrutinize the operations of the program.

The Califormia Milk Marketing Program is not easy to evaluate because
of its complexity. Before evaluation can begin, criteria must be selected
against which program performance is judged. The only criteria for program
review the Department has are the standards contained in the Act and com-
parisons of California's milk prices to these in other states.

The Department believes the minimum producer prices set under the
program are in conformity with the standards of the Act. Supply, demand,
and milk produeéi@n costs are all used in determining the proper price
level. As these prices are compared with those across the country, it is

ghown that California’s Class 1 price is among the lowest in the nation.
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The minimum wholesale prices are established on the cost standards
of the Act. Extensive distributor éost studies are conducted and used as
the basis for these prices. Minimum retail prices are based on the retail
store cost of doing business standard. Store cost of doing business sur-
veys are conducted to develop this Information.

Data is not available to compare distributor marging and store mar-
ging with those in other states. However, a comparison can be made in the
gross spread between the raw product cost and the retail price. This
comparison shows the gross spread in California and the consumer retail
price 1s among the lowest in the nation.

The Department concludes that the total milk program is being adminis-
tered according to the legislative standards, that the performance of the
total program in California rates very high in comparison to other states,
and that the stability objective of the Act is being fulfilled.

This should not be interpreted to mean the California program cannot
be improved. Improvements will require changes in the legislative stand-
ards. Areas that have been identified are:

1. A precise definition of key wofds such as "adequate supply' and
"reagonable prosperity’.

2. Clarification of the standard referring to the cost of producing
manufacturing milk.

3. The modification of wholesale pricing standards so the conven-—
tional distributor may compete legally with joint ventures.

4, The modification of retail pricing standards that recognize an
out~of-store price superimposed on the wholesale price schedule, the
implied ineseparability of wholesale prices from retail prices, and the
margin relationship between stores handling large and small volumes of

milk per single delivery.
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5. The slew progress being wade toward equalizatioq of quotas.

The Department accepts the basic fact that it is the designated
administrator of the law and should do its utmost to administer it accord-
ing té the legislative standarda. Consequently, very little was said in
the report about whether there should be a California Milk Marketing
Program.

There are some who belleve that the complete withdrawal of the milk
laws would magically return the marketing of milk at the producer level
to a free enterprise situation. This is an édmirable objective, but
completely unrealistic. If State regulations concerning producer pricing
were withdrawn, federal regulations would be imstituted immediately. The
fact that 96 percent of all fluid milk was sold to plants in 1972 under
either State or federal regulation certainly supports this conclusion.

It is unrealistic to conclude the California dairy farmer can forego the
stability of government regulation.

It has also been suggested that abolition of the program will bring
free enterprise to the wholesale and retail segments of the 1ndu;try,
| ObserGaﬁion of these segments throughout the country\leads to the conclu-
sion that the existing market structure is a substantial departure from
pure competition even wherxe there are no resale price regulations. It is
doubtful that curtailment of the California milk program will move the
industry closer to the free enterprise ideal.

It might be helpful to apply the concept of "workable competiton'
borrowed from the industrial organizationalists. Basically, it states
that when an existing market structure departs significantly from some
acceptable norm, that structure should not be condemned until its per-

formance is evaluated. If the results of the industry's performance are
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not significantly different from that expected under the acceptable norm,
then workable competition exists.

For some, the fact that government establishes milk prices is an
unacceptable norm. But, applying the concept of workable competition to
the California Milk Marketing Program, its performance should be evaluated
in terms of pricing results. All the price comparisons wade in this report

show that the California consumer has some of the lowest available milk

prices in the nation.
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EXHIBTT RO, 1]

STANDARD MILK PRODUCTION COSTS AVERAGING TOTAL COSTS FOR
NORTH AND SOUTH SAN JOAQUIN VALLEY, MARKET AND MANUFACTURING MILK
FOR YEARS 1955 THROUGH 1973; AND DIFFERENTIALS

NORTH AND SOUTH SAN JOAQUIN VALLEY
ANNUAL AVERAGE TOTAL COSTS

YEARS MARKET MANUPACTURING DIFFERENTIAL
1955 3,8% MILK $5,31 $4.,09 - 1.22
1956 5,12 414 - 0,98
1957 5.15 4,16 - 0.99
1958 5.19 4.21 - 0.98
1959 5.42 4 .40 - 1,02
1960 5,42 4.56 ‘ - 0.86
1961 5,18 4.25 - 0.93
1962 5,05 4.31 - 0.74
1963 5,36 4,75 - 0.61
1964 5,21 458 - 0.63
1965 5.24 4.63 - 0.61
1966 5,34 4.57 - 0,77
1967 ‘ 5.50 5.41 - 0.09
1968 3,5% MILK 5,11 5,05 - 0.06
1969 ' 5.20 T 5,23 + 0,03
1970 5.04 4.98 - 0.06
1971 5.36 4.81 - 0.55

1972 5.50 5.11 - 0.39

1973 6.63 7.66 + 1.03



EXHIBIT NO, 2

COMPARISON OF MINNESOTA-WISCONSIN PRICK 'f0
SAN JOAQUIN VALLEY MANUFACTURING Pi1Cis
3.5% MILK F.0.B. PLANT
SIMPLE AVERAGE FOR 1955-1973

Minnesota-

Wisconsin San Joaquin Valley ' Difference from

Price Manufacturing Price - Minnesgota-Wiscongin

$2.99 $3.17 $+.18

3.06 Z.26 +.20
3610 3.33 +.23
3.00 3.17 ' +.17
3,02 3,26 +.24
3013 3'18 +.05
3‘26 3029 +.03
3.11 3,11 None
3.11 3.08 -.03
3,18 3.19 +.,01
3e27 3.26 -.01
392 3.87 -.05
3,98 3.99 +.01
24'017 4.08 “‘009
Y42 4,17 =28
4,66 442 -o2h
k.81 h.71 -.10
5.08 4,86 -.22
6‘30 505)4' ‘076
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TXHIRIT NO,

COST=-PRICE COMPARISON
CENTRAL VALLEY MARKETING AREA

19531974

Price Per Cwt. Cost Per Cwt. Percent

January July January July Milk Tat
Year % 4 4 4 Test
1953 5.48 S5.14 5.53% 5.53 %.8%
1954 L.68 L, 68 5430 5.30
1955 L.68 4,68 5.96 5.02
1956 - L, 68 L.68 5.73% L 74
1957 5.37 k.ol 5.47 L, 84
1958 5437 L.l 5.16 5.03
1959 5.37 5.1k 5044 5.19
1960 5.60 5.14 5.98 5.03
1961 5.60 5,14 5.15 4,80
1962 5.60 5.37 L.97 4,80
1963 5.37 5.34 5.87 5.21
1964 5.3 534 5.45 4, 97
1965 5.34 5.3k 5.32 5.08
1966 5.34 5.34 5.36 5.32
1967 5.57 5.57 5.48 5.50 J
1968 5.50 5.50 5.68 4,89 7. 5%
1969 5.50 5.60 5,46 5.12
1970 5.60 5.65 5.30 4,93
1971 5.65 5.90 5.55 5034
1972 5.90 5.90 5.73 5.1k
1973 5.90 6.36 5.81 6.25
1974 8.20 779 N
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Year

1953

1954

1955
1956
1957

1958

1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973
1974

SOUTHERN METROPOLITAN MARKETING AREA

COST--PRICE COMPARISON
(JANUARY & JULY 1953-1974)

Price Per Cwt.

January

$

July
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EXVIRET N,

©OAVERAGE DATLY COMMEMRCIAL PRODUCTION AND CLAGS 1 USAGE vl ML
CALIFORNTA, 1953-<1973, JANUARY AND PlEBRUARY 197/
(Thousand Pounds)

Total Morket Clres T
Yeor Production Production Usaye
1953 17,4286 12,045 10,085
1954, 18,366 12,549 10,323
1955 19,007 13,154 11,034
1956 19,251 14,081 11,397
1957 20,289 15,588 12,405
1958 20,034 15,974 12,607
1959 21,057 17,194 13,05
1960 21,397 17,155 13,105
1961 21,918 17,688 13,193
1962 224229 17,998 13,475
1963 ' 22,243 18,568 14,055
1964 22,894 20,202 14,515
1965 22,847 20,185 14,59
1966 23,170 20,799 14,,9¢.
1967 23,458 21,057 14,000
1968 24,091 21,864, 14,869
1969 24,5028 21,837 14,800
1970 25,607 23,237 14,79,
1971 26,285 23,601 14,810
1972 28,141 25,037 15,429
1973 28,037 25,628 15,671
January 1974 26,298 24,775 21 444
February 27,305 25,650 22,687
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3.5% FAT MONTH OF OCTOBER 1/ IN OREGON AND THE SOUTHERN METROPOLITAN MARKETING AREA

CLASS 1 PRICES PAID BY DEALERS FOR MILK USED IN FLUID PRODUCTS

EXIVIBIT NO,

DIFFERENTIAL

S0, METRO., S0, METRO.

YEAR OREGON MARKETING AREA FROM_OREGON
1952 6.05 5.75 - .30
1953 5,82 5,41 SN
1954 5.34 4,95 , - .39
1955 5,24 4,95 - .29
1956 5,50 5,18 .32
1957 5.71 5.18 - .53
1958 5,50 5.18 - .32
1959 5,60 5,40 - 20
1960 5,60 5.40 - .20
1961 5,44 5.40 04
1962 5,50 5.33 - W17
1963 5.30 5.33 + .03
1964 5.40 5.33 - .07
1965 5,40 5.33 .07
1966 5.90 5.54 - .36
1967 6,10 5,54 : ~ .56
1968 6.10 5.77 - .33
1969 6 .40 6.00 : - .40
1970 6.61 6.08 - .53
1971 6.78 6,31 SN
1972 7.02 6,31 71
1973 8.33 7.46 - .59
1974 JANUARY 9,59 8.61 Y

FEBRUARY  9.89 8.61 - 1.28

MARCH 10,05 8,61 - 1,44

APRIL 10,09 9.81 - .28

SOURCE: FLULD MILK & CREAM REPORT U.S5.D.A. AND FEDERAL MILK ORDER

E9
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EXHIBIT NO, 10

CLASS 1 BLEND PRICE COMPARISON BETWEFEN CALIFORNTA
(SOUTHERN METROPOLITAN MARKETING ARFA) AND THE
AVERAGE OF ALL FEDFRAL MILK MARKETING AREAS
3.5 PERCENT TEST MILK F.0.B. PLANT

Federal
Year California Marketing Areas Differential
$ $ $

1957 5.12 4,90 -N.22
1958 5.12 4.85 -0.,27
1959 5.28 4,86 -0.42
1960 5.34 4,92 ~0.42
1961 5.34 4,92 -0.42
1962 5.36 4.80 -0.56
1963 5.33 4,80 ~0.53
1964 5.34 4,84 -0.50
1965 5.33 4.93 -0N.40
1966 5.40 5.63 +0.23
1967 5.57 5.94 +0.37
1968 5.77 6.25 +0.48
1969 5.77 6.67 +0,90
1970 5.89 6.76 +0,87
1971 6.05 6.90 +0.85
1972 6.31 7.10 +0.79
1973 7.21 8.03 . +0.81
1974

Jan. 8.61 9.73 +1.12
Feb. 8.61 10,04 +1.43
Mar. 8,61 10.20%* +1.59
Apr. 9.81 10.24% +0.43
May 9.81 10,25% +0.44

* Estimated
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Year

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972

NUMBER OF COMMERCIAL FLUID MILK BOTTLING PLANTS
UNITED STATES AND CALIFORNIA WITH PERCENT CHANGE

United 1/

States

8195
7867
7508
7238
6979
6726
6472
6187
5888
5571
5328
4959
4683
4442
4103
3743
3379
2978
2656
2473
2216
2080
Kot Available

. Percent change from 1950

Percent annual average change

Percent
Change California 2/

693
- 4.0 613
- 6.6 582
- 3,6 535
- 3.6 531
- 3.6 516
- 3.8 517
- 4.4 515
- 4.8 520
- 5.4 555
- 4,4 581
- 6.9 608
- 5.6 598
- 5,1 590
- 7.6 581
- 8.8 561
- 9,7 537
-11.9 509
-10.8 473
- 6.9 443
-10.4 394
- 6.1 348

317

"'74.6

had 3.39

1/ U.S.D.A. Economic Report No. 248
2/ California Crop and Livestock Reporting Service
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EXHIBIT NO, 18

CONCENTRATION IN CALIFORNIA FLUID MILK MARKETS

Share of the 4 and 8 largest fluid milk distributors in
2 California Marketing Areas 1/

SOUTHERN METROPOLITAN CENTRAL COAST COUNTIES
MARKETING AREFA MARKETING AREA
4 LARGEST 8 LARGEST 4 LARGEST " 8 LARGEST

YEAR FIRMS FIRMS FIRMS FIRMS

% % % % ¢
1955 43 61 53 72
1956 42 59 54 71
1966 34 54 47 68
1970 3% 53 48 67
1971 35 57 47 68
1972 35 56 49 72
1973 37 58 48 72

1/ Reports of the California Crop & Livestock Reporting Service.



EXHTBIT NO, 19

STATEWIDE SALES OF FLUID MILK & FLUID LOW FAT MILK
BY 12 LARGEST PLANTS
BASED ON OCTOBER SALES DURING 1969 - 1971 AND 1973

1969 1971 1973

% of & of % of
Rank Sales Rank Sales Rank Sales
Plant A 1 14,39 1 10.73 2 9.46
B 2 7.61 3 8.18 b 7.58
c 3 6.85 5 6.94 5 6.68
D b 6.u40 2 8.63 1 9.79
E 5 6.37 ) 7.85 3 8.61
F 6 4.80 9 3.77 9 3.96
G 7 L.31 T L.82 7 5.23
H 8 4,25 8 L,65 8 5.11

o 9 b.17 ; ; ] )
J 10 2.u8 10 3.32 11 3.17
K 11 2.36 11 3.28 10 3.80
L 12 1.70 12 2.12 12 2.08
M - - 6 4.88 6 5.5k

Total Gallons :

Sold - State 50,856,911 50,392,412 53,431,493
Sales by 4 Largest Plants 35.3% 35.4% 35.4%
Sales by 8 Largest Plants 55.0% 56.7% 58.0%
Sales by 12 Largest Plants 65.7% 69.2% 71.0%
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EXHIBTT NO, 21

GROSS BPHEAD BETWEEN RAW PRODUCT COST AND RETAIL STORE PRICE
Five Cities January and July 1964 to January 1974
Haelf Gallon - Fluid Milk

Cents per Half Gallon

46 -

,Atlanta

P
-

Houston

PORTLAND

./I'
Y4 Los Angeles

18 7

1 { T ) j ¥ i T T T i {

1964, 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974,
Years

E21



EXHIBIT NO, 22

COMPARISON OF GROSS SPREAD BETWEEN RAW PRODUCT COST
AND OUT-OF-STORE PRICE FOR SAN FRANCISCO, LOS ANGELES, SACRAMENTO
AND AVERAGE OF 19 CITIES IN THE UNITED STATES
HALF GALLON FLUID MILK

February, 1974

San Francisco

Qut-of=Store Price $0.7200
Raw Product Cost $0. 4160
Gross Spread §0.7028
Los Angeles
Out=of=Store Price #0.6900
Raw Product Cost $0.4218

Gross Spread $0.2682

Sacramento
Qut=of=Store Price $0.6800
Rew Product 40, 4055
Gross Spread $0.2745

19 Cities Average 1/

Qut-of=Store Price $0.7864
Raw Product : $0. 4209
Gross Spread $0. 3555

;/ Simple average of 23 cities, except Los Angeles, San Francisco,
San Diego, and Homolulu, as published in Federal Milk Order
Statistics.
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RETAIL OUT-OF-STORE PRICE ‘
JANUARY AND JULY 1964 TO JANUARY 1974 EXHIBIT NO. 26

HALF GALLON - FLUID MILK
Cents per 1lalf Gallon G
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RXUIBIT NO. 27

EETIMATED RETAIL FOOD FRICES BY CITYER y
(Freah Milk = Half Gnllons)
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EXHIBIT NO. 28

COMPARISON OF AVERAGE RETAIL PRICES OF FLUID MILK
IN PORTLAND, OREGON AND LOS ANGELES, CALIFORNIA 1/
SOLD AT STORES PER HALF-GALLON

Differential
Los Angeles

Year Portland Los Angeles from Portland
1956 14203 3906 - 207
1957 Ly, 8 hl.2 - 3.6
1958 L5.0 ho L - 2.6
1959 L6,0 Lz.5 - 2.5
1960 b, 3 L4 6 - 3.7
1961 b1 Ly.1 - 2.0
1962 L8, 2 46,0 - 2.2
1963 k9.5 47.0 - 2.5
1964 50. 4 47.0 - 3.4
1965 50,0 47.0 - 3.0
1966 544 L7.9 - 6.5
1967 55.8 4L8.6 - 7e2
1968 55.5 ho,2 - 6.2
1969 58,0 kg0 - 9,0
1970 61.3 51.3 «10.0
1971 55.0 5%.6 - 1.4
1972 553 54,0 w Jo
1973 60.3 2/ 57.8 - 2.5
1974  January 69.0 64.0 « 5.0

February 69.0 64.0 - 5.0

March 7%5.0 64.0 - 9,0

April 78,0 69.0 - 9.0

1/ Agricultural statistics: U.S.D.A.
é/ Prices for the months of August, September, November, and
December were estimated.
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Average Daily
Sales of Fluid
Milk (Gallons)

Less than 50

50 - 1k49

150 - 249

250 - L99

500 - 999
1,000 - 2,999
3’000 - 4o999
59000 - 6’999
7’000 b 9';999
10,000 - 14,999
15,000 - 19,999
20,000 - 24,999
25,000 - 29,999
30,000 = 39,999
L0 ,000

+ ¢ ¢ & 8

Total

NUMBER OF PLANTS LOCATED IN CALIFORNIA
CLASSIFIED ACCORDING TO ESTIMATED AVERAGE DAILY SALES OF
FLUID MILK (WHOLE & LOW FAT) - GALLONS 1/

XLt NGO, o2

1958 1968 1969 1970 1971 .~ 1972 1973
35 ? 9 9 10 9 5
. 68 26 39 2] 21 25 >
69 L6 50 43 29 26 52
95 113 111 96 80 69 55
89 84 70 61 54 51 Ls
74 67 62 51 50 Lg Ll
23 23 18 18 13 10 11
7 10 15 9 9 11 10
20 19 11 14 9 12 8
12 11 9 13 11 9 9
8 7 10 6 8 6 9

3 1 - 2 6 5 4

b Vi 5 2 1 2 2

3 5 7 5 5 2 b

3 7 8 11 12 15 14
513 Lz Lol 269 328 301 275

1/ Totals are understated by reason of a few companies filing combined

reports.
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ARLABLL DNu, oV

NUMBER OF PLANTS LOCATED IN LOS ANGELES COUNTY
CLASSIFIED ACCORDING TO ESTIMATED AVERAGE DAILY SALES OF
FLUID MILK (WHOLE & LOW FAT) - GALLONS 1/

Average Daily
Sales of Fluid

Milk (Gallons) 1958 1968 1969 1970 1971 1972 1973
Less than 50 4 3 1 1 2 3 3
50 - 149 9 7 L I 2 5 L
150 - 249 18 1h 15 12 10 10 7
250 - 499 28 30 35 36 25 21 20
500 - 999 5} 33 28 2k 23 22 15
1,000 - 2,999 21 1% 13 11 10 9 8
3,000 - 4,999 3 L L 2 2 3 y
5,000 = 6,999 1 1 2 1 - - -
7,000 - 9,999 6 L 2 2 2 2 2
10,000 - 14,999 5 6 5 L 2 2 L
15,000 -~ 19,999 2 2 h L 3 2 1
20,000 - 24,999 - - - - 3 3 1
25,000 -« 29,999 2 2 1 4 - 1 2
30,000 - 39,999 3 1 2 1 1 1 -
Lo,000 + 3 6 6 7 7 7 8
Total 146 126 122 110 92 91 81

1/ Totals are understated by reason of a few companies filing combined
reports.
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Plant Code 1/

Plant
Plant
Plant
Plant
Plant

o QWP

Minimum Price

COMPARISON OF WHOLESALE PRICE DIFFERENTIALS
OF FLUID MILK AND FLUID NONFAT MILK

HALF -GALLON CONTAINERS

UNREGULATED NONFAT MILK

NORTH
CENTRAL VALLEY CENTRAL VALLEY
List Low Net List Low Net
Price Price Price Price
$ $ $ $

-0.075 40,0025 -0.178 -0.0505
- 04 + .002 - ,068 - 0015
- .03 + .0104 - 048 4 0165
- .03 + 0104 - 041 + ,0228
- ,025 - 0173 - 041  + .0228

2/ SOUTHERN METRO,

REGULATED NONFAT MILK
CENTRAL COAST

-$0.10

-$0,079 -$0.088 -$0.0702

EXHIRIT NO.

SHA STA -TEHAMA

List Low Net
Price Price

$ $
-0.104 -0,0467
- 061 -~ ,0405
- ,061 - .0405

SAN LUIS OBISPO

-$0.10

-$0.0805

1/ Plant code does not necessarily apply to the same plant in each Marketing Area.
2/ Order effective May 5, 1974

COMPARISON OF RETAIL STORE PRICES OF FLUID MILK AND FLUID NONFAT MILK

State Minimum
Convenience stores 1/
Liquor Stores 1/
Mini-Super Stores
Super & Chain Stores

State Minimum
Convenience Stores 1/
Liquor Stores 1/
Mini-Super Stores
Super & Chain Stores

HALF-GALLON CONTAINERS
UNREGULATED NONFAT MILK

NORTH

CENTRAL VALLEY CENTRAL VALLEY
Fluid Nonfat Fluid Nonfat
Milk Milk Milk Milk

$0.68 none $0.69 none
.71-.90 0,73 .69-,91 .69-.77
«69-.79 none o 72-.74 .69-.72
.69-.72 0,72 0.69 .60-,71 2/
0.68 .61-.68 2/ 0.69 .60-.71 2/

SOUTHERN METRO,

REGULATED NONFAT MILK
CENTRAL COAST

Fluid
Milk
$0.69
72-.76
.69-.79
+69-.73
0.69

Nonfat Fluid Nonfat
Milk - Milk Milk
$0.59 $0.72 $0.63
«65=-.67 «72-,94 .63-.79
e59-,70 .73-.91 0,71
«59-.65 0.72 0.63
0.59 0.72 0.63

1/ Convenience and Liquor Stores - majority at or above mid-range; exceptional cases at

State minimum,

2/ Supers and Chain Stores - at minimum, except where nonfat prices are not set -
majority of chains at mid-range.
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LANMALDLL NV e e

CONSUMER FRICE INDEX
LOS ANGELES-LONG BEACH
1963 THROUGH 1973 1/

INDEX

140
&——Base Years 1957-59 r d
135 + !
/ !
All Items '-——-')/ .'
/ .~'
130 - / i
/ ;

/ ; Q—FOOd—-—m—)'; /
/o 1y
/ J :’/
125 o /4 Fluid 7
/ /! Milk i
/:'l
///;
120 “3 /~ "l'
/ ’
/
/
/
115 - ' s

/ "‘ / Il

110 o e /

P AlL Ttems ——m——p / /

1 L "d"' /:"
.o /
/7
105 g
€—Fluid Milk
100 « ~
&—Base Year 1Y67 ey pd

/'/
T

1963 1964 1
1/ Years 1968, 1969 and 1970 indexed on both base periods.

] ] L 1 1 ¥ 1] L
965 1966 1967 1968 1969 1970 1971 1972 1973
YEARS
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: : . EXHIBIT NO, 41
+ 20,000
SOUTHERN CRLIF |

+ /6,000

S0. SAN ToRPUIN

No. SAN JomO s

~48,000

+/6 000 -
ANOLTHERN CRLIE

(6,000
é9/70 70/ /7% 72/73

GEOCRIPHIERAL PIOVEMENT OF Qoo7H
EXVPRESSED w S64s06S Poiuwn dS
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EXHIBLIT NO. 42

# 46,060

Ao gp Cepnsy

SOyl CORALT

)&

s9fs0

Fo v
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So. Calif.

So., San Joaquin
N. San Joaquin
N. Calif.

Bay Area

N. Coast

So. Coast

GEOGRAPHICAL MOVEMENT OF QUOTA

EXPRESSED IN SOLIDS POUNDS

6

70

+ 8897

445
603
2922
4458
76

401

E43

+

70/71

17375
1144
4650
R337
5445

968
2831

71/72

+11046

2749
2961
1228
3376

314
2874

EXHIBIT NO. 43

72/73
4336
1036
2329

32
4,28
362

213



. PERCENTAGE OF STATEWIDE QUOTA, BASE AND OVERBASE
IN EACH MARKETING AREA

Central Coast Counties

Del Norte-Humboldt

Gentral Coast

Kern

North Central Valley

Northern Sierra

Redwood

San Diego-Imperial

San Luis Obispo

Shasta-Tehams

Siskiyou

southern Metropolitan

Tulare~Kings

Quote
Base
Overbase

Quota
Base
Overbase

Quota
Bage
Overbage

Quota
Basge
Overbase

Quota
Bage
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

Quota .
Basge
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

Quota
Bage
Overbase

Quota
Bage
Overbase

Quota
Bage
Overbase

March
1971

-

343
.19
1.85

.69
.89
4D

7@ 53
16,29
156‘)06

2@75
2.19
L. 47

17.09
31.29
26,43

eOf')
0
0

10.45
9.99
9.74

3.36
@1;2
2.36

.1-&)08
l@éé

27
.13
<19

.02
.03
605

40,18
743
21.56

13.10

29,27
19.99

E4b

April
1972
.

3.19
1.11
5?-1(524-

.67
.98
.65

7.46
16.26
14,13

3.06
2. 32
1.48

16.55
31.50
24,.60

606
.OL
0

10.78
10.77
9.36

3.33
«13
.77

«99
1.33
.88

926
Olp?
320

- 02
.03
0 04,

40,26

7.35
20647

13.37
28,04
2he2d

March
1973
b

2.5
.64
1.89

.67
1.06
.83

7.73
17.36

14,20

3.00
1.64
2.66

16.93
37.69
28.26

March
1974
b

2.48
.68

93

.66
L.29
056

8.12
16.09
13.38

2.48
1.29
1.88

17.71

39.80
28.38

.04
.04

11.16
9.35
6.40

2.92
31
1.43

.85
46
057
o2l

<31
<25

.10
.12
11

38.27

2.93
20.65

14.97
27,37

25042



PERCENTAGE OF PRODUCTION IN EACH MARKETING AREA THAT
IS QUOTA, BASE AND OVERBASE

Marketing Area
Central GCoast

Counties

Del Norte-Humboldt

Central Coast

North Central Valley

Northern Sierra

Redwood

San Diego-Imperial

San Luis Obispo

Shasta~Tehama

Siskiyou

Southern Metropolitan

Tulare-Kings

Quota
Bage
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

Quota
Bage -
Overbase

Quota
Base
Overbase

Quota
Base
Overbase

EXHIBIT NO. 45

March April March March
1971 1972 1973 1974

Z - i - x
90 83 87 90
5 6 4 4
5 11 9 6
76 67 67 68
19 20 19 21
5 13 14 11
61 56 58 62
26 2L 24 19
13 20 18 19
83 80 80 82
13 12 8 7
4 8 12 11
66 60 60 60
23 23 24 22
11 17 16 18
100 97 98 86
0 0 0 0
0 3 2 14
78 73 77 81
14 15 13 11
8 12 10 8
92 90 9% 90
1 1 1 2
7 9 5 8
T4 69 79 83
20 19 10 7
6 12 11 10
86 78 79 71
8 10 11 15
6 12 10 14
59 54 63 72
22 21 20 14
19 25 17 14
92 88 93 90
3 3 1 1
5 9 6 9
63 56 61 62
27 R4, 21 18
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EXHIBIT NO. 46

EXAMPLE OF ALLOCATION OF NEW QUOTA

Producer FAT SOLIDS

Identification PB Q PB Q
A 100 95 260 262
B 100 80 260 208
C 100 30 260 105
D 100 63 260 258

Producer A does not qualify to participate in the allocation since
he is already at equalization (Quots is equal to or greater than 95 per-
cent of production base in both eOmponentss)

Application of Formula, PB + 4(PB - Q)

New Quota -

FAT Factor Basis Percent Allocated
Producer B 50 + 4(100 - 80) = 130 19.76 9.88
Producer C 50 + 4(100 - 30) = 330 50.15 25,08
Producer D 50 + 4(100 - 63) = 198 30,09 15,04
Total 658 100, 00 50. 00

SOLIDS
Producer B 130 + 4(260 ~ 208) = 338 31.07 38. 84
Producer C 130 + 4(260 - 105) = 750 68.93 86,16
Producer D = - -
Total 1088 100. 00 125,00

Note that Producer D did not participate in the solids allocation
since he was already at equelizetion in that component. Because he is
at solids equalization, he will be granted 16.96 pounds fet in sddition

to the 15.04 allocated pounds to bring that component to equalization also.

E46



(b)

(e)

(d)

FXHIBTY NO,

PRIORITY SEQUENCE OF NEW PRODUCHERS

First priority shall be given to producers of fluid milk whose
marketing contracts were canceled prior to the base period
established for the determination of production and Cluans |
usage bases, and who have had an uninterrupted history of

commercial production since such contracts were canceled.

Second priority shall be given to producers who converted
from manufacturing grade to market milk production between

December 31, 1967, and July 1, 1969.

The third priority shall be given to all other producers who

were in commercial production prior to December 31, 1967 .

Fourth priority shall be given to producers who entercd milk

production business after December 31, 1967.

All other new producer applications shall have no priority

except as pursuant to Paragraph (f) hereof.

Applications of new producers qualified under Paragraphs (n),
(b), (¢), (d), and (e) hereof shall be processed in sequenco

of priority beginning with the person who has been continuously
in commercial production for the longest period of time ac

documented in such applications.

y



EXHIBIT NO. 48

NEW QUOTA ALLOCATION
PERIOD ENDING IN 1972

Total New Quota Availsble for Allocation:

24,000 #rat
60,000 #Solids
Allocation Made: FExisting New
Producers Producers
Fat Solids Fat Solids
Earmarked for Allocation 19,200 48,000 4,800 12,000
Additional grant to
reach equalization 6,481 671
Removal sllocation in
excess of equalization point (81) (441)
Net allocated existing producers 25,600 48,230
AMlocated new producers 3,044 8,994

*¥Quota unallocated to ,
new producers 1,756 3,006

Results and Impact of Allocation:

Producers at equalization at outset 419

Producers brought to equalization
through allocation process 325

Totsal producers at equalization after allocation T4he,

Existing producers recelving
allocation without reaching equalization 1,518

New producers receiving allocation 232

Total producers having production
base and pool quota after allocation 2,494

Percentage of producers with
P/B and Q who are at equalization 29.83%

#¥To be added to following year's allocation



EXHIBIT NO. 49

NEW QUOTA ALLOCATION
PERIOD ENDING IN 1973

Total New Quota Available for Allocation:

30,000 #Fat
75,000 #Solids

Allocation Made:

Existing New
Producers Producers
_Fat Sclids Fat Solids
¥Earmarked for allocation 24,000 60, 000 6, 000 15,000
AMlocated to new producers 2,437 6,426
Unallocable to new producers,
added to existing producers 3,563 8, 574 &=3,563 8,574
Additional granted to bring
to equalization 3,611 823
Removal allocation in excess
of equslization point (124) (876)
31,050 68, 521
Results and Impact of Allocation:
Producers at equalization at outset 657
Producers brought to equalization
through ellocation process 206
Total producers at equalization after allocation 863‘
Existing producers receiving allocation
without reaching equalization 1,469
New producers receiving allocation 102
Total producers having production base
and pool quota after allocstion 2,434
Percentage of producers with P/B
and Q who are at equalization 35.46%

*Reflects prior year's unallocated quota to new producers



EXUIBIT NO, 50

NOVEMBER 1972 CLASS USAGE COMPOSITION OF QUOTA, BASE AND OVERBASE REFLECTING NEW QUOTA IN
THE POOL AND THE RESULTANT POOL PRICES

Class 1 in Quota
Class 2 in Quota
Location Differential
Total Quota in Pool &
Computed Quota Price

Class 2 in Base
Class 3 in Base
Class 4 in Base
Total Base in Pool &
Computed Base Price

Class 4 in Overbase
Total Overbase in Pool &
Computed Overbase Price

FAT SOL1DS
Pool Poo |

Pounds $Value Price Pounds $Valuc Pricu
15,246,115 11,869,100.53 43,101,177 17,016,344,68
15,753.68 435,156.10

18,459,056 14,335,685.60 7766 46,194,057 18,393,592.03 .3982
© 592,262 451, TTT. 45 3,822,816  1,164,429.75
419,694, 365,519.86 2,381,094 680,783.93
2,506,719 1,872,519,09 482,126 128,727.64

3,578,675  2,689,816.40 ,7516 6,686,036 1,973,941.32 .29232
3,468,571  2,591,022.54 7.129.789 1,903,653.66

3,468,571  2,591,022.54 7470 7,129,789 1,903,653.66 ,2670

o ——
et

. NS,

NOVEMBER 1972 CLASS USAGE COMPOSITION AND RESULTANT POOL PRICES HAD THERE BEEN NO NEW QUOTA

IN THE POOL

Class 1 in Quota
Clags 2 in Quota
Location Differential
Total Quota in Pool &
Computed Quota Price

Class 2 in Base
Class 3 in Base
Class 4 in Base
Total Base in Pool &
Computed Base Price

Class 4 in Overbase
Totsal Overbase in Pool &
Computed Overbase Price

FAT SOLIDS

Pool Pool

Pounds ﬁvalue Price Pounds &Value Price
15,246,115 11,869,100.53 43,101,177 17,016,344.68
2,499,937 1,906,951.94 1,863,624 567,659.87
14,764.72 415,429.80

17,7463052 13,790’817019 o7i il 44’964,801 17,999,434135 04002
1,305,266 995,656.90 5,052,072  1,538,861.13
479,694 365,519.86 2,381,094 680,783.93
2,470,979  1,845,821.31 809,984 216,265.73

4,255,939  3,206,998.07 .7535 8,243,150 2,435,910.79 .2900
3,504,311  2.617,720.32 6,801,931  1,816,115.58

3,504,311 2,617,720.32 .7&70 6,801,931 1,816,115.58 2670

E50



EXHIBIT NO, 5!

JANUARY 1974 CLASS USAGE COMPOSITION OF QUOTA, BASE AND OVERBASE REFLECTING NEW QUOTA
IN THE POOL AND THE RESULTANT POOL PRICES

FAT SOLIDS
Pool ‘ Pool
Pounds Value Price Pounds Value Price

Class 1 in Quota 14,531,392 10,879,653.19 43,882,322 29,155,414.74
Clasgs 2 in Quota 2,095,598  1,679,621.80 6,275,075 2,902,222.19
Class 3 in Quots 2,593,672 2,079,606.21 -0 -0
Class 4 in Quota 994,926 698,438.05 ~0- ~0-
Location Differential 19,490.74 5324542.97

Total Quota in Pool &
Computed Quota Price 20,215,588 15,356,809.99 ,7597 50,157,397 32,590,179.90 . .6498

Class 2 in Base Q= 0= 1,140,362 57 ,417.43
Class 3 in Base ~0- 0= 1,978,541 887,097.58
Class 4 in Base 3,976,030 2,791,173.06 4,373,101  1,889,179.63
Total Base in Pool &
Computed Base Price 3,976,030  2,791,173.06 .7020 7,492,004  3,303,694.64 44410
Class 4 in Overbase 3,839,147  2,695,081.19 6,556,258  2,832,303.46

Total Overbase in Pool &
Computed Overbase Price 3,839,147 2,695,081.19 .7020 6,556,258 2,832,303.46 .4320

e wes P P S wiers————r—

JANUARY 197/ CLASS USAGE COMPOSITION AND RESULTANT POOL PRICES HAD THERE BEEN NO NEW QUOTA
IN THE POOL

FAT SOLIDS
Pool Pool
Pounds $Value Price Pounds Value Price

Class 1 in Quota - 14,531,392 10,879,653.19 43,882,322 29,155,414.74

Class 2 in Quota 2,095,598 1,679,621.80 4,033,274  1,865,389.22

Class 3 in Quota 2,540,753 2,037,175.76

Class 4 in Quota w(Qe w(m

Location Differential 18,477.70 508,719.88

Total Quota in Pool &
Computed Quota Price 19,167,743 14,614,928.45 7625 47,915,596 31,529,523.84 6380

Class 2 in Base Qe (e 3,382,163  1,564,250.39
Clags 3 in Base 52,919 4R 3430.45 1,978,541 887,097.58
Clags 4 in Base 4o 464,614 3,134,159,03 3,349,403  1,446,942.10
Total Base in Pool & )
Computed Base Price 4y517,533  3,176,589.48 ,7032 8,710,107 3,898,290.07 4470
Class 4 in Overbase 4:345,489 3,050,533.28 7,579,956  3,274,540,99

Total Overbase in Pool &
Computed Overbase Price 4,345,489  3,050,533.28 .7020 17,579,956  3,274,540.99 .4320
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RECAP: IMPACT THAT NEW_QUOTA IN POOL HAD ON POOL PRICES

Allocation, Period Ending 1972:

Quota Fat

Bage Fat
Overbase Fat
Quota Solids
Base Solids
Overbase Solids

Allocation, Period Ending 1973:

Quota Fat

Base Fat
Overbase Fat
Quota Solids
Bage Solids
Uverbase Solids

EXHTBIT NO, 52

Price Without

Price Reflecting

New Quota New Quota
LTTTL L7766
1535 L7516
. T470 14170
. 4003 .3982
«2955 <2952
.2670 . 2670

Price Without

Price Reflecting

New Quota New Quota
. 7625 L1597
.7032 ."7020
."7020 .7020
L6580 .6498
JL4T6 4410
4320 4320

E52

Price Difference
Caused by New Quota
(.0005)
(.0019)

Q=
(.0021)
(.0003)

Qe

Price Difference
Caused by New Quota

(.0028)
(.0012)
Q=
(.0082)
(.0066)
Qs
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EXHTBLIT NO, 50

MILK ProoucTioN BY MATOR GEOGRAPHICAL AREA

CMiLl tonNs oF POUNDOST
AS OF DECSHBER 31, 1913
T
4
50. S0. NO. No. aA WO, %0.
CRLICORNIA SAN JOAGUIN SAN JoAOUIN CALIRORNIA AREA CORST COAST

MARKET MIiLK PADDUCTION

ES56

MANUEALTURING MILK PRobDULTIoN
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FXHIBIT NO, 58

AVERAGE HEBRD SIZES 1480~ 1913
STATEWIDE
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EXHIBTT NO.

AVERACGE HERD SIZE - WESTERN
AREAS AND MAJOR EASTERN PRODUCTION AREAS

Average Dairy 1/

Herd Size Average Dalry 2/ Total No. 2/
May 1, 1972~ Herd Size of Cows in
State April 30, 1973 October 24, 1973 D.H.,I.A. Reports

Arizona 312 333 28,681
California 263 268 308,037
Washington 91 93 74,840
Oregon 88 76 35,587
Michigan 64 59 133,250
New York 59 53 279,692
Wisconsin 51 41 559,773
fenngylvania 50 47 240,559
Minnegota 41 38 215,750

1/ Data Source:

Dairy herd improvement letter, Volume 49, No. 5, Published by
A@R'SO’ UeSstAe

2/ Unpublished datea:

D.H.I.A. Computer Centers - Preliminary Print-Outs
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NUMBERR of PRODUCERS AY MAToR. CEOGRAPHICAL AREA
ns or DECEMBER 31, 1913
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MarkeT MILK PRODUCERS MANUEACTURING MILK PRODUCERS
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BEXHIBIT NO, 61

AVERRGE HERD SIZE BY MaJoR GEOGRAPHICAL ARERA
T AS OF DECEMBER 31, 19413
I
&0, 0. WO, NO. BhvY NO. S0O.
CALI\FORNIA SON JORQUIN SaN JOAQUIM CALIFORNIA AREA COAST COAST
MARKEY HERD S\ZE MANUFACTURING HERD SIZE
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FEXHIBLL NU., OO
000 ToTAL NUMBER OF MILK PRODUCERS (N CALIFORNIA
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