DAIRY INSTITUTE,

November 14, 2006

Mr. David Tkari, Chief

Dairy Marketing Branch

California Department of Food and Agriculture
560 ] Street, Suite 150

Sacramento, CA 95814

RE: Class 1 Hearing Proposal

Dear Mr. Ikari:

The attached extracts from the current Stabilization and Marketing Plans for Northem California and
Southern California reflect Dairy Institute’s proposed amendments to the current Class 1 pricing formulas
in the two marketing areas of the state. These proposals respond to the Notice of Public Hearing dated

May 11, 2006. The Department of Food and Agriculture called the hearing in response to petitions from
the Alliance of Western Milk Producers and Western United Dairymen.

Summary of Dairy Institute’s Proposals

Dairy Institure's propossd formulas are as follows:
Commodity Reference Price (CRP) =

Higher Of: (Advance CME A A Butter Price x 1.2)x 3.5
+ (Advance CA NFDM Price x 0.99) x 8.7
OR
Adv. CME 40# Block Cheddar Price x 9.8
+ {Adv. CME AA Butter Price - 50.10) x 0.27
+ (Advance Dry Whey Price x 5.8) - $0.85

Class 1 Fat = (Advance CME AA Butter Price - $0.118) x 1.2

Class | SNF= {(((CRP -80.17) — (3.5 x Class 1 Fat Price)) x 0.76) / 8.7

South Class 1 Fluid Carrier (((CRP -$0.17) — (3.5 x Class 1 Fat Price)) x 0.24)/87.8

North Class 1 Fluid Carrier ((((CRP -30.17) - (3.5 x Class 1 Fat Price))x0.24)/87.8)-$0.0031
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Dairv Institate is proposing the addition of a dry whey factor into the cheese-whey cream portion of the
Commodity Reference Price (CRP) calcalaton 1o improve the macking of California Class 1 prices with
those in sumounding states, which are driven by Federal Order pricing formulas. The Federal formolas
currently include a dry whey factor and California formulas do not. In recent years, dry whey prices have
become quite volatile, and the disparity between the California and Federal formulas has created a
disconnect between the Class | price movements in California compared to those in surmounding states. Our
proposed adjestment will result in better alignment of prices through time and over a broader range of dairy
commodity market prices.

Dairy Institute is also proposing & change 1o the formula factor known as the CRP adjuster. Curently, this
adjuster has a value of +50.464 in the formulas that compute the component prices for Class 1 solids not fat
and Class 1 fleid carrer. We advocate changing the adjuster to a new value of -50.17 both as a means of
accommodating the addition of the dry whey factor to the CRP caleulation and o establish an appropriare
level for California’s Class 1 price differential given the state's statws of being the regulated duiry marker
with the nation's lowest Class 1 utilization.

Thank you for your consideration of our allemative proposal.
Sincerely,

pte & ffd,

William Schiek
Economist
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(A)

Southern California Marketing Area

Article IIT - Class Prices

Section 300.0. The minimum class prices for the milk fat and skim milk components of market
milk, market cream, and marker skim milk f.o.b. the pool plant or nonpool plant located within this
Marketing Area where the milk was first received from producers, shall be as follows:

The minimom monthly prices for components used for Class 1 shall be determined prior to the
beginning of each month, using the following formulas and procedures, except as such formulas
and procedures may be modified by Paragraph (H) of this Section:

(1)

2

(3)

()

For all milk fat, not less than the price per pound computed by the formula using the butter
price determined pursuant to Subparagraph (A)(5) of this Section, less a butter adjuster of ten
cents ($6-10-30,118), and the result multiplied by a vield factor of 1.2.

For all milk solids-not-fat, not less than the price per pound computed by the formula using
the Commodity Reference price per hundredweight determined pursuant to Subparagraph
(A)(4) of this Section, plus—fertysix—and-fourtenths—cents—{30-461 less seventeen cents
($0.17), less 3.5 times the fat price per pound determined pursuant to Subparagraph (A)(1) of
this Section, all multiplied by 0.76 and divided bv 8.7.

For all fluid carrier, not less than the price per pound computed by the formula using the
Commeodity Reference price per hundredweight determined pursuant to Subparagraph (A)4)

of this Section, phesfesty-sixand-fourtenths-cents {S0-464) less seventeen cents (30.17), less

3.5 times the fat price per pound determined pursuant to Subparagraph (A)(1) of this Section,
all multiplied by 0.24 and divided by 87.8.

The Commodity Reference Price per hundredweight shall be the higher of either:

(a) The sum of the following eweo three formulas:

() The price per hundredweight computed by the formula using the Cheddar cheese
price determined pursuant io Subparagraph (A)6) of this Section, maltiplied by a
Cheddar cheese yield factor of nine and eight-tenths (9.8).

(1) The price per hundredweight computed by the formula using the butter price
determincd pursuant to Subparagraph (A)(5) of this Section, less ten cents ($0.10),
all multiplied by a whey butter yield factor of twenty-seven-hundredths (0.27).



David lkari — page 4

(3)

(6}

{7

(iic)  The price per hundredweight computed by the formula using the dry whey price
determined purswant to Subparagraph (ANE) of this Section, multiplicd by a dry
whey yield factor of 5.8, and subtract from the resaft eighty-five cents ($0.85).

(b} The sum of the fellowing two formulas:

(i) The price per hundredweight computed by the formula using the bumer price
determined pursuant to Subparagraph {A)(3) of this Section, multiplied by a butier
vield factor of 1.2, and the result multiplied by 3.5

{ify  The price per hundredweight competed by the formula using the nonfar dry milk
price determined pursuant to Subparagraph (A)(7) of this Section, multiplied by a
nonfat dry milk vield factor of 0.99, and the result multiplied by 8.7.

The butter price used in calculations pursuant to Paragraph (A) shall be the simple average of
the daily closing Grade AA butter prices at the Chicago Mercantile Exchange falling between
the period beginaing the 26th day of the second previoes month and concluding the 10 day
of the previous month. In the event that Chicago Mercantils Exchange Grade AA butter
prices are pot available to calculate the butter prics fifteen days prior to the effective dale of
the Class 1 pricing peniod concerned, then used in its place shall be the butter price used in
the previous manth’s caleulation.

The Cheddar cheese price used in ¢alculations pursuant to Paragraph (A) shall be the simple
average of the daily closing 40 pound block Cheddar cheese prices at the Chicago Mercantils
Exchange falling beiween the penod baginning the 26th day of the second previcus mooth
and concluding the 10th day of the previous month. In the event that Chicago Mercantile
Exchange 40 pound block Cheddar prices are not available to calculate the Cheddar cheese
price fifieen days prior to the effective date of the Class | pricing pericd concerned, then
vsed in its place shall be the Cheddar cheese price esed in the previous month’s caleulation

The nosfat dry milk price osed in caleolations pursuant to Paragraph (A) shall be the
weighted average of the two most recenl weekly price reports for nonfat dry milk fo.b.
California manufaciuring plants available on the 10th day of the previous month. The
weekly reports re used (o calcolate the weighted average price per pound for all Grade A
and extra grade nonfat dry mulk for human consumption sold fob, Califomia manufactoring
plants for the seven day period ending on Friday as reported by the California Depariment of

Food and Agriculture,



David Tkari - page 5

(8)

9)

The dry whey price used in calculations pursuant to Paragraph (A) shall be the simple
average of the two most recert weekly midpoinis of the Dry Whey —West Mostly price
range as published in Dairy Market News available on the 10th day of the previous month.
&) For any month in which the Sccretary implements the collection of security charges
provided for in Chapter 2.5, Part 3, Division 21 of the Food and Agricultural Code, the
minimum Class 1 prices shall be increased by the following amounts:

(a) For milk fat, five and seven-tenths mils (30.0057) per pound.

(b) For milk solids-not-fat, two and three-tenths mils (S0.0023) per pound.

{¢) For fluid carrier, one-tenth mil ($0.0001) per pound.
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Northern California Marketing Area

Article III - Class Prices
Section 300.0. The minimum class prices for the milk fat and skim milk components of market
milk, market cream, and market skim milk f.o.b. the pool plant or nonpool plant located within this
Marketing Area where the milk was first received from producers, shall be as follows:

(B)  The minimum monthly prices for components used for Class 1 shall be determined prior to the
beginning of each month, using the following formulas and procedures, except as such formulas
and procedures may be modified by Paragraph (H) of this Section:

(1) For all milk fat, not less than the price per pound computed by the formula using the butter
price determined pursuant to Subparagraph (A)(3) of this Section, less a butter adjuster of ten
cents ($8-10-50.118), and the result multiplied by a yield factor of 1.2.

(2) For all milk solids-not-fat, not less than the price per pound computed by the formula using
the Commodity Reference price per hundredweight determined pursuant to Subparagraph
(AY4) of this Section, plus—forry-six—and-fourtenths—cents{30:464) less seventeen cents
($0.17), less 3.5 times the fat price per pound determined pursuant to Subparagraph (A)(1) of
this Section, all multiplied by (.76 and divided by 8.7.

(3) For all fluid carrier, not less than the price per pound computed by the formula using the
Commodity Reference price per hundredweight determined pursuant to Subparagraph (A)(4)

of this Secton, plusfora—six-and fourteaths-cents (30464 less seventeen cents ($0.17), less
3.5 umes the far price per pound determined pursuant to Subparagraph (A)(1) of this Section,

all multiplied by 0.24 and divided by 87.8, and then $0.0031 per pound subtracted from the
result.

(4) The Commodity Reference Price per hundredweight shall be the higher of either:
(a) The sum of the following twe three formulas:

(i) The price per hupdredweight computed by the formula using the Cheddar cheese
price determined pursuant to Subparagraph (A)(6) of this Section, multiplied by a
Cheddar cheese yield factor of nine and eight-tenths (9.8).

(ii) ~ The price per hundredweight computed by the formula using the butter price
deterrnined pursnant to Subparagraph (A)(5) of this Section, less ten cents (30.10),
all multplied by a whey butter yield factor of twenty-seven-hundredths (0.27).
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(5)

(6)

(7)

(iii)  The price per hundredweight computed by the formula using the dry whey price
determined pursuant to Subparagraph (AX8) of this Section, multiplied by a dry
whey yvield factor of 5.8, and subtract from the result eighty-five cents (50.85).

(b) The sum of the following two formulas:

(i) The price per hundredweight computed by the formula using the butter price
determined pursuant to Subparagraph (A)(5) of this Section, multiplied by a burter
yield factor of 1.2, and the result multiplied by 3.5.

(ii)  The price per hundredweight computed by the formula using the nonfat dey milk
price determined pursuant to Subparagraph (A)(7) of this Section, multiplied by a
nonfat dry milk yield factor of 0.99, and the result multiplied by 8.7.

The butter price used in calculations pursuant to Paragraph (A) shall be the simple average of
the daily closing Grads AA butter prices at the Chicago Mercantile Exchange falling between
the period beginning the 26th day of the second previous month and concluding the 10th day
of the previous month. In the event that Chicago Mercantile Exchange Grade AA butter
prices are not available to calculate the butter price fifteen days prior to the effective date of
the Class 1 pricing period concerned, then used in its place shall be the buuer price used in
the previous month’s calculation.

The Cheddar cheese price used in calculations pursuant to Paragraph (A) shall be the simple
average of the daily closing 40 pound block Cheddar cheese prices at the Chicago Mercantile
Exchange falling between the period beginning the 26th day of the second previous month
and concluding the 10th day of the previous month. In the event that Chicago Mercantile
Exchange 40 pound block Cheddar prices are not available to calculate the Cheddar cheese
price fifieen days prior to the effective date of the Class 1 pricing period concerned, then
used in its place shall be the Cheddar checse price used in the previous month’s calculation.

The nonfat dry milk price used in calculations pursuant to Paragraph (A) shall be the
weighted average of the two most recent weekly price reports for nonfat dry milk f.o.b.
California manufacturing plants available on the 10th day of the previous month. The
weekly reports are used to calculate the weighted average price per pound for all Grade A
and extra grade nonfat dry milk for human consumption sold f.o.b. California manufacturing
plants for the seven day period ending on Friday as reported by the California Department of
Food and Agriculture.
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(8) The dry whey price used in calenlafions pursuant o Paragraph (A) shall be the simple

%)

average of the two most recent weekly midpoints of the Dry Whey —West Mosily price
range as published in Dairy Market News gvailable on the 10th day of the previons month.

8 For any month in which the Secretary implements the collection of security charges
provided for in Chapter 2.5, Pant 3, Division 21 of the Food and Agriculteral Code, the
minimum Class | prices shall be increased by the following amounts:

(a) For milk fat, five and seven-tenths inils (S0.0057) per pound.

(b} For milk solids-not-fat. two and thrée-tenths mils ($0.0023) per pound

(¢} For fluid camier, one-tenth mil (50.0001) per pound.




