FINDINGS AND CONCLUSIONS
RELATIVE TO AMENDMENTS TO
THE POOLING PLAN FOR FLUID MILK, AS AMENDED

These findings and conclusions are based on material issues raised at public
hearings held on September 23, 1976 and continued on October 1, 1976, in Sacramento,
California, to consider potential amendments to the Pooling Plan for Fluid Milk, as
Amended.

Nature of the He

The hearing was call the instance of the director, and provided an oppor-

tunity for all inte

5 Lo present testimony and evidence contingent to

the amendment of the I

n in the following areas:

1. Changes in new g

ta allocation procedures to existing producers.

2. New produ v; update qualifying regquirements and changes in new

quota allo
3« Modify tr

existing p

ERENRY

sng of production base and pool quota Ffor both

L new entrants,

4. Adoption o ive issues pertaining to interest charges, statute

of limita ¥

d retention,

New Quota Allocation, FExis

wy Producers

Historically, incers have been allocated additional cuota which

is derived from inoreases #a L sales. Eighty percent of the total new quota

so determined ia m to existing producers, with the remaining 20 percent
being made avallable to new entry. The statute does not specifically provide that

1ota

such new entry ot rom sales growth, Since it can be interpreted that

the entire growth could be made avallable to existing producers, it was so proposed

by the department. s would accelerate the equalizmation process. This proposal

recelived a preponde

ogition, which could be expected to carry through

into the referendum ball Therefore, the proposal should be withdrawn, re-

taining the 80 percen
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very heavily tilts the allocation to such low-quota producers. The relatively

small amountsAof new quota allocated to unequalized producers holding relatively
high quota to production base relationships has limited the number of producers
reaching equalization, The department believes there is a need to assist these
unequalized producers toward equalization, and, therefore, proposed to revise the
allocation formula. The department’s proposal was supported by Southern Califdrniap
and the principle of the formula change was supported by most other witnesses. The
Federated Dairymen and the League of California Milk Producers did propose an alter-
native formula. See Appendix 1 showing the change in tilt accomplished by the proe

posed formulas. The department®s formula, namely: 75 percent production base plus

{production base mir

than before to the

adijusts the tilt, gilving more favorable recognition
3 in closer proximity to equalization. At the same

time, it continues to carry out the mandate of the statute to allocate a larger per-

centage to those having a low qguota relationship. It, therefore, should be adopted.

The statute pros «t no quota shall be allocated to a producer which would

cause his quota to

wqualization point. In previous allocations, such
excess quota has been re i no further disposition made of it. The depart-

ment’s proposal to

ne reallocation of the quota so removed received

support in hearing t«

with no opposition. This proposal should be adopted,

thus recapturing th s "lost? quota.

New Producer Entry

Sinece the beginning of the

pooling program, the Milk Pooling Plan has defined

a new producer as one who do not hold production base and pool quota. The depart-

ment proposed to include in this definition a producer who voluntarily surrenders

his production base and

pool quota to the pool, thereby making him eligible to

apply for new entyv,

sal received general support in the hearing., How=
:r the premise that 6,000 pounds of fat and 15,000

ever, this propo:

pounds of solid t would be made availlable each year to new entry which would

not come out of o sales growth,

By having new entry continue to come from the 20 percent of sales growth, this

3

proposgal must be considered

in a different light. If all such potentially qualifying

producers took advarntage of this proposal, they could well exhaust the quota availlable

to new producers, This would leave very little or none to those who have been in

g

Lon in good falth, have met qualifying requirements, and have

or commenced prod
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anticipated entry into the pool with a quota allocation. This proposal is therefore
premature and should be withdrawn to safeguard the quota avallable to the conventionale-

type new producers.

The previous new entry program has been awkward to administer in that it has
compressed the time between the date a producer receives notice of his qualification
and the date at which he must be in market grade production, This has come about ==
first, because he can qualify to apply while still in manufacturing grade production;

second, because the

Lfying producers cannot be determined until considerable

time following the close of the Class 1 measurement period ending August 31; and

third, because allouval it be made effective January 1. The department?s proposal

to restrict appli those who are already in market grade production will

alleviate this “time ¢ roblem, Further relief and flexibility will also be

gained under the deg : proposal to permit new entry applicationsg throughout

the year and alic Le guota intermittently as applicants are found to

qualify. The propo e in priority system fits well in the scheme of inters

mittent allocation. The date of receipt of application would determine first

priority; time in production would break ties in simultaneous receipts, with further

ties being broken by time cet milk production. The proposed requirement of

one year’s continuo

entry to those who re to produce for the market, and it would furnish

the production dats forming period. These proposals received substantial

support at the hearing and should be adopted.

The proposed in ting period from five to ten years following the

sale of guota should i incentive for capitalizing on a sale and then

fwalting it out” for a Iree

i of quota as a new producer. This proposal received

full support from the Fed Dadlrymen, the League, and Southern California, who

are primary rep: res ol the type of producers who would be involved, The

proposal should ¥

The proposal to re that at least 50 percent of the interest in a new pro-

ducer operation be iduals directly engaged in its operation and manage=

ment should prevent a tax shelter type of conglomerate from gaining new entry quota

at the expense of those produc

1w milk for a livelihood. This proposal received

full support and sho

In order to re st onew entry to a bona fide independent production entity,
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the department proposed that such facility must be completely separate and apart
from any other production facility and must remain so for five years subsequent
to initial allocation., This proposal, as well as the one preventing the same

person from applying under more than one production unit, was favored by nearly

all witnesses and should be made a part of the Pooling Plan.

The proposals for amending procedures to allocate new entry quota, if available,
90 days after receipt of the application, and using September, October, and November

as the base forming

viod, met with support and should be adopted. These changes
blend in well with the overall changes in application sequence and qualifying

requirements,

In all previous sll

the available new entry quota represented 20 per-

cent of the total new quota

te avallable based on Class 1 sales increase. The

each annual period, 6,000 pounds of quota fat and

department proposed
15,000 pounds of

solids-not-fat be made available to new entry, and that such

amounts not be conditioned on, or come out of, Class 1l sales increase. This pro-

posal met with unanimous opposition, The opposition termed the proposal as “blue

sky* ota, and contended it would have an unijustifiable blend-down effect on the
7 J

pool. In the face of tion, this proposal should be withdrawn, and any

new entry quota should continug

e to depend on sales growth, with 20 percent being

made avallable to new en

ants as in the past. HAny unallocated amount, however,
should be “banked” and incluc

in a following year’s allocation.

The highest

1 made in previous years was 20 percent of pro-

duction base. s need a larger initial percentage entry level to

provide a more vi operation. The department’s proposal was to allocate

either 95 percent of period production or 90 pounds of fat and 225 pounds

of solidsenot=fat, whichever ig the lesser. The latter figures represent 60 percent

of the production of a unit of oroximately 100 cows., Production base was to be

111 percent of the quota allocated, There was support of this concept; however,

the League of Californic k Producers had some reservation on the 60 percent

figure, feeling it may sive. It ig the conclusion of the department that

a 40 percent level would be s more viable economic entry level than the current

provisions, Cor cartment adopted the concepts proposed for new

entry, using 40 perc than 60 percent of the production of approximately

a 100wcow unit,



Subsequent allocation to new entrants is tied by statute to Class 1 growth.
The department’s proposal would have new entrants participate in succeeding allo=
cations with the other unequalized producers in the 80 percent portion of growth,
For this purpose, the proposal would use the producer’s qualifying period production
(up to 150 pounds of fat and 375 pounds of solidsenot-fat) rather than his produc=
tion base in computing the amount to be received, One hundred and eleven percent
of the quota so allocated would be allocated as additional production base. These
concepts for subsequent allocations received substantial support and should be

adopted,

Transfer of Production Base and Pool Quota

i

Lon of

Since the incep : pooling program, members of cooperative assoclations

have been exempt from the wal g period between the buy/sell and sell/buy relatione
ship. The rationaele for this favored treatment has been that a cooperative, for

accounting purposes, is congidered as one producer, and that such transfers are

internal within the

- concept, The fact does remain, however, that

quotas are assigned ividually to each producer member, and the incentive for
speculation keyed to the rise and fall of quota value could apply to this type of

producer as readily as to any other. It was the department’s proposal to remove

these exemptions, " restrictions apply to all producers alike. To

permit one type of prod © to capitalize on lucrative opportunities is to stocke

pile inequities, and to defeat the effort to maintain stability in the quota

system. The Southe: ia representation supported the proposal, the League

opposed it, and the tlon supported it with the exception of one of its members,

The department is w

to adopt ite proposal, and it should be made a
part of the Pooling Plan.,

The proposal to inay the walting period from one year to two years between

the transaction and cou saction of buy and sell received opposition from
Southern Californis and the League, and support from the Federated Dairymen except

for two of its members. To insure viability to the transfer system, all elements

of speculation must Iwo years is not an undue length of time if a pro-

ducer actually bought wi ntent of producing for the market. Sales of quota
should indicate a i

should be no barrier to

tdntention to leave the market. The twoe-year provision

se who are properly motivated in thelr decislons to buy or

be adopted,

transfer. This p



The proposal to increase from two years to five years the transfer of quota
allocated under hardship relief received substantial support. This quota was
granted free to the holder, and he had the opportunity to use it. If conditions
force him to quit production, he should not expect to derive gain from the free

grant. This proposal should be adopted,

Experience with new entry has revealed that a considerable number of producers
applied to recelve quota merely to sell it at a windfall profit because of the dew
mand for its favorshle growth potential. Even the twoe-year restriction on transfers

provides opportuni

ation. The proposal to extend this restrictive

period to five years ead out” those applicants with speculative intentions.

i

rith this proposal, and it should be adopted.

All witnesses conct

The proposal to re

for five years the transfer of growth allocation re-

celved by an unegual d producer on January 1, 1977 and thereafter was one of the most

controversial issues of

the hearing. Southern California supported it, but all others

LN

ition. A point advanced by one opponent was that this transfer

testified in strong ¢
restriction would pen

It should be reeam

producers who retire within the next five years.
> that the primary purpose of quota, both the original
and that subsequently
milk needed for the
benefit, All during

is to provide a viable economic system to produce

3

and 1s not designed or intended to be a retirement

ime a producer holds and produces such quota, he has derived

economic benefit. allocations are not investments; they are grants.

The five~year provision to be i

posed on new entrants received full support. It

would not be equit:

one category of producers and, by countermeasure,

exempt another cat:

is for producing milk., It is not punitive to expect

a producer to reli:

portion if he no longer wishes to use it. He is
still free to tra
1977, Any amount

cation, thereby [

© he has acquired prior to the allocation of January 1,

by these producers would be available for future allo-
ialization process. The department’s proposal
should be adopted,

Transfers by i« sl intestate arrangements are by thelr nature free of

speculative intent, iid apply in family transfers. The department’s

proposal to exclude lons from transfer restrictions is sound, and it

recelved full sup

rictive provigion applying to new entry would remain

in family transf

aes should be adopted as proposed.



Administrative lssues

Delinquent pool obligations tend to suppress the quota price that can be
paid to producers. In order to stimulate prompt payment and avoid excessive
delinguencies, the department proposed to permit the director to impose interest
on delingquent net due amounts at the rate of one percent per month. Support was
given by all producer groups, The Dairy Institute also supported the concept,
but testified to the need to recognize mitigating circumstances and to develop

guidelines in determining the accounts to be subjected to such interest. Since

the interest application would be permissive, it would be the department’s in-

tention to consider all tors.  Therefore, the department®s intended procedure

is not in conflict with the Tnstitute’s testimony. This proposal should be adopted.

The Pooling Plan has been without clear definition as to the length of time

an obligation to the pool remains active and collectable, Conversely, no time

limit has been named during which a handler must press his claim for monies deemed

by him to be due oool,  The department?s proposal establishes a two-year

statute of limitations in both such instances. The proposal further outlines cone

ditions under which th bime limlt may be extended. The producer groups gave

“e gave conceptual agreement but took some ex=

full support. The Dal b

ceptions to the wordi 1t was claimed that the right of the department to “re-

start” its time ignated conditions in its claims against the handlers

ndlers in their clalms against the department. They

ilateral.

+

In its final bri the Institute expresses concern about monetary offsets

against claim the handler may otherwlse have, They propose that collection of the

disputed amounts not mtil 30 days after the handler has had a hearing on

the matter, Since ently the department?s procedure, the objection would

not be applicable, ontfs proposal should be adopted.

The Pooling Fla i name a time period during which a handler must maintain

are supportive to his reports to the pool. Without

all records anddocu

such designated pe ¢ may be discarded before audit by the department.,

The department proposes such backup records be maintained for a period of three years

from the date the eciired.  Support was received from all producer

organizations. The Dairy ITnstitute, in its final brief, registered opposition to

w 7 =



extending record retention requirements unless Pooling Plan provisions make the
allowance for disputed amounts in line with its proposal referred to in the fore=
going paragraph. It would seem the Institute has no actual opposition to the
record retention period itself, but makes “lump sum” opposition to all adminis=
trative issues as a sort of negative "trade-off"” if its proposal regarding disputed
amounts is not adopted. This does not constitute valid opposition to the record

retention proposal. This proposal is needed and should be adopted.

Other Issues

The Dairy Institute and Southern California producers also addressed testi-
mony to movement of milk, unregulated milk, second haul consideration, and price
adjustment consistent with plant of first receipt concept for Class 1 usage in
areas of ultimate sales. Because these were issues not on the call of the hearing,

no amendments pertaining thereto should be made at this time.

All other subjects and issues testified to were considered and acted on
appropriately.

Departmental Action

The probosed changes revising the formula for allocating new quota to existing
producers, the reallocation of quota in excess of equalization, and the changes
applying to new entry relating to initial allocation of production base and pool
quota, base production period, and subsequent allocations, are being Equittad to

a referendum vote of the market milk producers. The referendum period-=60 days
by statute==will begin on October 15, 1976 and run through December 13, 1976. All
other proposals are being adopted and will become effective December 20, 1976.

L. T. Wallace
Director of Food and Agriculture

Dated: . October 14, 1976



APPENDIX 1

PROJECTED IMPACT OF ALLOCATION OF NEW CLASS 1 USAGE PROPOSAL

Approximate Percentage of
Quota to Production Production Base Allocated to
Base Relationship Bach Producer Within Fach Group

Based on 59,200 1lbs SNF Per Day

rrcmtage Y Sems ¥ B ¥ bebruser
90-95 o 2.96 4,52 5.18
85-89 3,61 5.02 5.70
80-84 k.20 5.30 5.79
75-79 5.0k : 5.59 5.89
70-7k - 5,76 5.89 5.98
65-69 6. Lk 6.16 6.07
60-6l . 7.18 6.45 6.6
55-59 7.87 6.73 - 6,25
50-54 8.51 6.99 6.33
b5-49 | 9.28 7.30 6.42
Lo-Li 10.07 7.63 6.54
35-329 | 10.76 7.88 6.62
30-3h 11.53 | 8.20 6.72
25-29 | 12.25 8.49 6.81

20-2k 13.14 8.85 6.93

1/ 1/2 Productiocn Base + L(Production Base Minus Quota)
2/ 3/h Production Base + (Production Base Minus Quota)
é/ % Production Base + (Production Base Minus Quota)



