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Summary Analysis of Estimated Impacts of the
Petitions and Alternative Proposals on California Class and Pool Prices

For the June 20, 2011 Workshop
In Preparation for the June 30 and July 1, 2011 Hearing

Executive Summary

Using historic commodity prices, estimates assume that the current and alternative formulas
had been in effect from May 2006 through April 2011

When a change is a "minus," the proposal would have decreased the price.
When a change has no sign next to it, the proposal would have increased the price.

Table 1 - Estimated Impact of Proposals
(Proposed less Current Class and Pool Prices)
60-Month Averages: May 2006 - April 2011
(Dollars per Hundredweight)

Class Class Quota &
4a 4b Overbase
¢ %043 %000  -$0.17
LOL $0.00 $0.75 $0.34
WUD $0.00 $0.85 $0.40
Institute $0.00 $0.12 $0.06

1/ Estimated impacts were calculated using the weekly weighted average dry whey price as reported by
NASS, first published beginning the 26th day of the previous month and concluding the 25th day of the
current month.

Please Note: Historic price comparisons are not necessarily a good predictor of future prices.



Comprehensive Findings

Using historic commodity prices, the following tables estimate the impacts of the proposals
assuming that the current California and alternative formulas had been in effect from May 2006
through April 2011. The same assumptions are made for comparisons to federal pricing formulas in
the following tables.

Estimated Relationships of Manufacturing Cost Allowances

Table 2 estimates the relationships of alternative manufacturing cost allowances to:
¢ Weighted average manufacturing costs (WAC) from the 2009 cost summaries

¢ Volume of product covered based on the 2009 cost summaries including a 7.30% ROI

Table 2 - Comparisons of Alternative Proposals for
New Manufacturing Cost Allowances

MCA MCA / Volume "
Butter WAC
Current $0.1560 0.86 0%
CDI $0.1811 1.00 92%
NFDM
Current $0.1698 0.86 38%
CDI $0.1984 1.00 53%
Cheese
Current $0.1988 1.01 83%
LOL $0.1966 1.00 79%
WuD $0.1966 1.00 79%

1/ Volume covered calculation includes a 7.30% ROI




Estimated Impacts of the Petitions and Alternative Proposals
on California Class and Pool Prices

e Table 3 shows the impacts of the petition and alternative proposals on class and pool prices relative to
current prices, from May 2006 through April 2011.

e The analysis assumes that the petition, alternative proposals and current formulas were in effect throughout
that analysis period.

e Commodity prices used are historic prices in effect from May 2006 through April 2011.

Table 3 - Estimates of Proposals less Current Class and Pool Prices
12-Month Averages: May-April and 5-Year Averages: May 2006 - April 2011

(Dollars per Hundredweight)

5-Year

CLASS 4a 2006-07 2007-08 2008-09 2009-10 2010-11 Average
CDI -$0.43 -$0.43 -$0.43 -$0.43 -$0.43 -$0.43
CLASS 4b

LOL $0.80 $0.83 $0.32 $0.79 $0.98 $0.75
WUD $1.09 $1.38 $0.08 $0.72 $0.99 $0.85
Institute $0.15 $0.27 $0.00 $0.04 $0.14 $0.12
POOL PRICES: QUOTA & OVERBASE

CDI -$0.15 -$0.16 -$0.18 -$0.19 -$0.18 -$0.17
LOL $0.40 $0.40 $0.14 $0.33 $0.43 $0.34
WuD $0.55 $0.68 $0.04 $0.30 $0.44 $0.40
Institute $0.07 $0.13 $0.00 $0.02 $0.06 $0.06




Estimated Impacts of the Various Components of the Petitions and
Alternative Proposals on California Class 4a and 4b Prices

Tables 4 and 5 show the impact of changes to individual factors in the pricing formulas, using historic
commodity prices, assuming that the current and alternative formulas had been in effect from May 2006
through April 2011, including:

¢ Changes to manufacturing cost allowances (MCA)

e Changes to f.0.b. California price adjusters

¢ Changes to the whey factor

Class 4a
Table 4 - Estimates of Impact of Proposals (Proposed less Current Class Prices)
by Factors in the Formulas

12-Month Averages: May-April and 5-Year Averages: May 2006 - April 2011 K
(Dollars per Hundredweight)

Butter f.o0.b.

DI Butter MCA NFDM MCA Adjuster TOTAL
2006-07 -$0.11 -$0.25 -$0.07 -$0.43

2007-08 -$0.11 -$0.25 -$0.07 -$0.43

2008-09 -$0.11 -$0.25 -$0.07 -$0.43

2009-10 -$0.11 -$0.25 -$0.07 -$0.43

2010-11 -$0.11 -$0.25 -$0.07 -$0.43

5-Year Average -$0.11 -$0.25 -$0.07 -$0.43

1/ LOL, WUD, and Institute did not propose changes to the Class 4a price formula.



Class 4b
Table 5 - Estimates of Impact of Proposals (Proposed less Current Class Prices)
by Factors in the Formulas

12-Month Averages: May-April and 5-Year Averages: May 2006 - April 2011 K
(Dollars per Hundredweight)

LoL Cheese MCA Chee;gj';gt"; Whey Factor TOTAL
2006-07 $0.02 $0.24 $0.54 $0.80
2007-08 $0.02 $0.24 $0.57 $0.83
2008-09 $0.02 $0.24 $0.07 $0.32
2009-10 $0.02 $0.24 $0.53 $0.79
2010-11 $0.02 $0.24 $0.73 $0.98
5-Year Average $0.02 $0.24 $0.49 $0.75
WUD
2006-07 $0.02 $0.24 $0.83 $1.09
2007-08 $0.02 $0.24 $1.12 $1.38
2008-09 $0.02 $0.24 -$0.18 $0.08
2009-10 $0.02 $0.24 $0.46 $0.72
2010-11 $0.02 $0.24 $0.74 $0.99
5-Year Average $0.02 $0.24 $0.59 $0.85
Institute
2006-07 $0.15 $0.15
2007-08 $0.27 $0.27
2008-09 $0.00 $0.00
2009-10 $0.04 $0.04
2010-11 $0.14 $0.14
5-Year Average $0.12 $0.12

1/ CDI did not propose changes to the Class 4b price formula.



Estimated Impact on the Relationship between
California Class Prices and Federal Order Prices

Table 6 shows the estimated impact on the relationship between California Class prices

and Federal Order prices from May 2006 through April 2011, using historical prices and assuming that the

current and alternative formulas had been in effect for that period.

0 Please note: plants in federal orders can avoid the minimum Class Il and IV prices by depooling;

plants in California are always subject to the minimum Class 4a and 4b prices.

Table 6 - Estimates of Impact of Proposals (Proposed less Current Class Prices)
12-Month Averages: May-April and 5-Year Averages: May 2006 - April 2011

(Dollars per Hundredweight)

g:g;‘:;? 'é‘lgslzslffa less 2006-07 2007-08 2008-09 2009-10  2010-11 Afe:(:;;
Current -$0.31 -$0.55 -$0.03 -$0.17 -$0.34 -$0.28
CDI 2$0.74 -$0.98 -$0.46 -$0.60 -$0.77 2$0.71
Esgfe?;rl‘ 'glgs'zsusl 4b less 2006-07 2007-08 2008-09 2009-10 2010-11 Afe:(ae;;
Current -$1.30 -$1.29 -$0.31 -$0.67 -$1.31 -$0.97
LOL -$0.49 -$0.46 $0.02 $0.12 -$0.33 -$0.23
WUD -$0.21 $0.09 -$0.23 $0.05 -$0.32 -$0.12
Institute -$1.15 -$1.01 -$0.31 -$0.63 -$1.17 -$0.85

Frequency of Occurrence of the Dry Whey Price Floor and Ceiling in the

LOL and Institute Proposals

Table 7 - Months in which the Whey Factor reached its
minimum or maximum values for the proposed sliding scales

during the 60-Month period, May 2006 to April 2011

Minimum Whey Value

Maximum Whey Value

Proponent Number of Percent of Number of  Percent of
P Months Months Months Months

LoL " 9 15% 28 47%

Institute ¥ 28 47% 6 10%

1/ The LOL proposal uses the simple average of the weekly Dry Whey-West Mostly prices as published in Dairy Market News.

2/ The Institute proposal uses the weighted average of the weekly dry whey prices reported by NASS.



VOLUME

APPROXIMATE PERCENT VOLUME OF BUTTER, NONFAT DRY MILK, AND CHEDDAR CHEESE
COVERED BY VARIOUS POSSIBLE MANUFACTURING COST ALLOWANCES
Uses cost studies for calendar year 2009, released November 2010

Manufacturing Percent Volume Covered for this Allowance Manufacturing
Cost Cost
Allowance Butter Nonfat Cheese Allowance
($/1b) Dry Milk ($/1b)
$0.12 $0.12
$0.14 0%  $0.156 0% $0.14
$0.16 0% 0% 20% $0.1698 0% $0.16
' ° <+ 38% ° $0.1988 '
$0.18 91% 38% 4% 83% $0.18
$0.20 91% 52% 83% $0.20
$0.22 91% 56% 83% $0.22
$0.24 91% 98% 90% $0.24
$0.26 94% 98% 100% $0.26
$0.28 94% 98% $0.28
$0.30 99% 98% $0.30
$0.32 99% 99% $0.32
$0.34 100% 100% $0.34
$0.36 $0.36

N

- Cdf CALIFORNIA DEPARTMENT OF
“’ FOOD & AGRICULTURE
__H____/__‘,.'.:—-.N

Karen Ross, Secrotary

Dairy Marketing Branch, June 2011
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