
Draft Guidelines for Blue Ribbon Task Force on Dairy Quota as requested 
by the State Board of Food and Agriculture. 

Members of the Task Force are asked to explore if quota should continue, be modified 
or retired. These guidelines are intended to assist the Task Force in orderly 
deliberations so that input will be inclusive and extensive from the dairy producers prior 
to developing any recommendation(s) to the Secretary. 

Option #1 

• Should the existing quota system continue without change? 
• What are the advantages and disadvantages to producers? 

Option #2 

• Should the quota system be modified? 
• Identify the various modifications possible and what are the advantages and 

disadvantages of each. 
• Determine legal and legislative requirements for each modification. 
• What are the financial consequences of each modification . 
• Determine preferred modification. 

Option #3 

• Should quota be retired? 
• Develop a definition on what it means to retire quota. 
• Determine alternative methods to retire quota. 

o Determine advantages and disadvantages of each alternative. 
o Determine legal and legislative requirements for each alternative. 
o Determine financial impact of each alternative. 
o Determine preferred alternative. 
o Deterrnine process to accomplish preferred alternative. 

With the three preferred options above, seek producer input prior to making 
recommendation to Secretary for action. 

EXHIBIT 
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California Quota Review Committee 
Completes Analysis of Pool Quota 

At the request of the State Board of Food and Agriculture, 
Secretary Kawamura established an Advisory Committee 
to analyze the current situation of California mil k pool 
quota and consider possible changes to quota for the 
future. The Committee was made up of 11 dairy producers 
from various regions of the State with a wide range in 
production volume and quota holdings. Producers also 
held varied affi li at ions with dairy cooperatives, dairy trade 
and other associations. The Committee was charged by 
the Secretary with exploring three quota options. The 
three areas of review were as follows: 

Should the current pool quota system be: 
7) continued with no adjustments; 2) modified; 3) retired? 
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California Department of Food and Agriculture 
A.G. Kawamura , Secretary 

The Committee undertook significant reviews of the 
three options by conducting six public meetings 
beginn ing May 23,2007 and ending August 9,2007. 
During these meetings the Committee used a systematic 
approach to identifying and discussing quota. 

"The Committee's diligent effort in 
analyzing the three quota options and 
presenting a recommendation to Secretary 
Kawamura was an incredible achievement" 

-Ann Silva 

The process required input from all members, including 
sharing of t heir own ideas, as well as comments and 
opinions they have heard from other producers. 
Comments from the public were allowed at each of the 
six meetings. Public comment and input on the creation 
and historical operation of t he quota system was helpful 
to the Committee as they ana lyzed the three options. 

To aid the Committee in studying the issues at hand, 
they undertook an in-depth review of the California 
milk pooling program- past and present. This included 
a review of why mi lk pooling was introduced, what 
amendments have been made to the program since its 
inception, and what is required to make changes to the 
current system. Part of the discussion was to identify 
what quota does, and does not do (i.e. quota does not 
increase or reduce total producer revenue, but rather it is 
merely a method to sharing existing California farmgate 

Continued next page 



revenues). The California classified milk pricing system 
determines how much fa rmgate revenue is generated. A 
study of the milk pricing system was not included in the 
Secretary's charge to the Committee and therefore, was only 
an ancillary part of the Committee's review. 

The process of reviewing pool quota fostered requests for 
additional data. Further analysis showed how pool prices 
(quota and overbase) were impacted by many factors. 
These included, among other things, class price formulas, 
commodity prices, pool payout methods (fixed $1.70 spread 
versus the former variable price spread method), and 
regional quota adjusters. 

Of particular interest to the Committee was a comparison of 
overbase prices using the $1.70 differential to the variable 
payout method in place prior January 1,1994. Since the 
1994 introduction of the $1.70 spread, an extra $183 mil lion 
has been paid to overbase milk than would have been 
under the variable price spread method. Further, if the class 
price formulas that are in use today would have been in 
place over this same time period, additional revenues above 
the $183 mil lion wou ld have accrued to the overbase milk. 

Another issue that generated considerable discussion 
among Committee members was the dollar amount 
and method currently used to finance the $1.70 spread. 
Currently about $1 1.5 million dollars per month is 
allocated to paying quota milk at a rate that is $1.70 per 
hundredweight more than overbase mi lk. If all quota 
currently held by producers was bought out at May average 
market value of $492 per pound of SNF, it wou ld require a 
$1.1 bil lion payment to producers. This does not include 
underwriting and legal fees. The monthly payment requ ired 
to repay a loan of that amount would vary depending 
on the payback period and interest rate. Assuming a 
ten- year payoff at 5 percent the monthly payment wou ld 
be approximately $12 million. Concern was raised that 
overbase producers collectively may not be agreeable to 
reduce mi lk revenue by an additional $500,000 per month 
to facilitate a quota retirement. 

Regional Quota Adjusters (RQAs), which are reductions 
to the standard $1.70 per hundredweight Quota milk 
can receive above Overbase milk, were reviewed by 
the Committee. The level of the RQA reductions vary by 
geographic area and range from $0.00 per hundredweight 

in Southern California to -$0.27 per hundredweight for 
farms located in Fresno, Kings and Tu lare counties. After 
taking the RQA reductions into account, Quota milk 
receives a higher net amount than overbase, ranging 
from $1.70 more per hundredweight in Southern 
California to $1.43 more per hundredweight in Fresno, 
Kings and Tulare counties. The committee considered 
various RQA options including one to equalize RQAs to 
the same level which would result in all Quota milk across 
the state receiving $1.55 per hundredweight more than 
Overbase milk. A concern by some of the committee was 
the need to hold a referendum to make adjustments to 
RQAs. After discussing the pros and cons of each option 
the Committee decided to recommend no change to 
RQA levels. 

Another scenario that the Committee discussed was 
the possibility that the next milk price downturn could 
cause a movement in the producer community to 
seek termination of the California pooling system. To 
terminate the pooling system would require a super­
majority vote of California producers. At least 51 percent 
of producers would have to participate. 80th 51 percent 
of producers voting by number AND 65 percent of 
milk volume (or 65 percent by number AND 51 percent 
by volume) wou ld be needed for pool termination. 
After this discussion, the Committee concluded that a 
termination of the Ca lifornia pooling system (without a 
quota buyout) is unlikely in the next five years. 

At the final meeting the Committee voted unanimous 
support for California producers to keep a pool ing 
system. The Committee also voted unanimously 
against just modifying the current system. Then the 
Committee discussed whether to vote to retire quota 
or to leave quota unchanged. After reviewing the pros 
and cons between these two remain ing choices, the 
Committee preferred the status quo opt ion to leave 
quota unchanged. The Committee instructed CDFA staff 
to communicate a summary of the Committee's work 
to the state's dairy producers through the Department's 
monthly dairy newsletter. "The Committee's report wi ll 
be a helpful record for a future review of pool quota. The 
Committee's diligent effort in analyzing the three quota 
options and presenting a recommendation to Secretary 
Kawamura was an incred ible achievement" said Chair 
Ann Silva as the sixth meeting concluded. 

links to Quota Review Committee Documents on CDFA Website 

1. Final Narrative Summary of All Committee Meetings (this Report) http://www.cdfa.ca.gov/dairy/QRB Info/OairyReviewSpeciaIEdition.August2007.pdf 

2. Committee's August 9, 2007 Report (long version) http://www.cdfa.ca.gov/dairy/QRB Info/Morgan.08-09-07.pdf 

3. Committee's July 27, 2007 Report (long version) http://www.cdfa.ca.gov/dairy/QRB Info/Morgan.07-27-07.pdf 

4. Notes from six Committee Meetings http://www.cdfa.ca.gov/dairy/QRBlnfo/findings.html 

5. Instructions from Secretary Kawamura to the Committee http://www.cdfa.ca.gov/dairy/QRB Info/BlueRibbonGuidelines.pdf 

Milk Pooling Branch· 916-341-5901 
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Quota Review Committee Goal 

QRC Recommendation and Follow-up 

Option 1 Quota Continues Unchanged 

Option 2 Modify Quota 
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The Quota Review Committee's Goal is to provide a 
recommendation on three milk pool Quota options to CDFA 

Secretary A.G. Kawamura on or about August 1, 2007. 
The three options are: (1) quota unchanged,' (2) modify quota,' 

(3) retire quota. 

ORC Executive Summary - August 9, 2007 
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o Quota unchanged: this is the ORC recommendation is based on our evaluation. The ORC 
had less than a required super majority vote (8 of 11) to recommend retirement. 

~ Ouota Unchanged: 6 votes 

~ Retire Ouota (annuity method or sunset): 5 votes 

o Modify Quota: not a viable option (unanimous) 

o Recommended communication to Dairy Industry. Present written communication via the 
CDFA Dairy Review, a concise summary of the ORC decision, rationale, and discussion of 
the process. The detailed support documents showing: (1) the ORC members conclusions 
from the August 9, 2007 meeting; (2) research and analysis presented in the July 27, 
2007; should be made available through the CDFA website. 

QRC Executive Summary - August 9. 2007 
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These conclusions were based on extensive discussion and evaluation by members of the QRC with outstanding 
analytical and technical support from CDFA over the course of six meetings, May 23 through August 9,. 2007. 

1. The original purpose of Quota was to stabilize the pooling system. Quota is a fixed $1.70 spread (vs. 
variable) based on a 15 year average, again to stabilize the industry. Under the current formula any increase in class 
price revenue goes to the pool (shared by all quota and overbase producers). Under the former variable spread 
class 1 price increases went exclusively to quota holders. 

2. Historically there has there has been a positive ROI and payback for having quota. The duration of 
payback and ROI is based on the purchase price or basis of quota. Calendar 2007 examples at current milk prices 
demonstrate a return of 12 to 14% and a payback period of 7 to 8 years. Quota is recognized as an investment 
asset by financial institutions in evaluating the overall Producer operations. 

3. Approximate Market value of quota: June 2007: 2,192,000Ibs SNF (daily) x $4921b (average price of quota) = 
$1,078,000,000. (averages for July $496 and August $495). 

4. Compared to the old system, quota can have a positive or negative affect on pool revenue. Some 
producers have low to no quota and are dissatisfied with the $1.70 spread. Approximately $11,500,000 (net of RQA) , 
per month is allocated from the pool to quota holders and is not available for distribution to non-quota production 
(2007 numbers). 

ORC Executive Summary - August 9, 2007 
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5. Quota could just "go away" (retired) with no value to quota holders. Although it is unlikely that quota would go 
away with no value in the "near future" (e.g. the next 5 years). 

6. Quota helps protect the pool. If we (dairy producers) move to a referendum to change one aspect of 
quota/pooling, everything may be up for evaluation. 

7. Legislatively, it is technically possible to eliminate quota and retain pooling. 

8. Quota adds complexity to our pricing structure increasing the difficulty to understand the system. 

9. Changing the quota/pooling system to mirror federal milk marketing orders would improve chances of passing 
federal legislation to pool class 1 milk from out-of-state sources. 

10. Without annual growth in class 1 and 2 milk utilization there is no more quota that can be issued. 

ORC Executive Summary - August 9, 2007 
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These conclusions were based on extensive discussion and evaluation by members of the QRC with outstanding 
analytical and technical support from CDFA over the course of six meetings, May 23 through August 9, 2007. 

1. Change Regional Quota Adjusters (RQAs): 

a. Eliminate RQAs (no change in $1.70 quota differential) = 1 (QRC votes) 

b. Variable RQA (with a fixed spread) (based on class 1, 2, 3; process will need clarity on what will the overbase 
price be drawn on) = 1 

c. Eliminate RQAs but spread cost across quota holders = pool neutral = 111 

d. RQAs unchanged = 111111 

2. Go back to pre 1994 variable spread between Quota and Overbase. Only Quota holders would get 
higher\lower Class 1, 2,3 values. 

a. NOT a viable option: 111111111 (QRC votes) 

b. This IS a viable option: 11 

< c c:lfa - . 
.. • '''J. r) •• lry rtogr.lIl1-' '11. "\ -- ~ 

ORC Executive Summary - August 9, 2007 
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3. Reinvigorate Quota. Add more value by reconstructing Pool by expanding Classes of Milk. Include and reissue 
Quota. 

4. Double Quota but cut fixed differential in half from $1.70 to $0.85 

5. Redistribute Quota to ALL producers 

6. Producer jDistributors - Calculate value of milk that is covered by Exempt Quota, compare to historical levels. 
Consider including it in Pool. 

7. Freeze the Overbase going into the Quota Pool. Link Quota Pool only to Class 1, 2, and 3. 

8. Raise the fixed differential from $1.70 to a higher level to encourage investment in Quota. 

o NOT viable options (3. through 8. above): 11111111111 

o These ARE viable options (3.-8. above): 0 

" ~ ''-
1)' lry l'rog"..!.!,!;..-"iIo ..... "'\ • QRe Executive Summary - August 9. 2007 
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n,ese conclusions were based on extensive disclIssion and evaluation by members of the QRC with outstanding 
analytical and technical support from CDFA over the cOllrse of six meetings, May 23 through August 9, 2007. 

Any retirement of quota requires legislative approval. 

1. Self-funding annuity method: 

a. The cash flow requirements of using an installment payout method would not require a debt instrument. 

b. The way the math could work is paying out quota on a fixed rate of return (say 6%) with the quota 
($1.70) differential no longer be paid. The differential would be used to retire quota; "$11.5 million" per 
month will payoff $1 billion in 10 years @ a rate of 5%. All producers would likely receive the Pool Blend 
Price. . 

2. Sunset on quota: 

a. Quota would continue for a 'period certain' (for example 8 or 10 years), then retired with no additional 
value paid to quota holders. 

b. During this period certain, quota would operate the same as at present. Quota holders would continue to 
have the $1.70 spread and quota could still be bought and sold at prevailing market rates. 

QRC Executive Summary - August 9, 2007 
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3. Single Payout method (revenue bond funding). This is the preferred option for the quota holders 
but not financially viable to the pool. 

a. Lump sum payment to holders of quota @ 100% of market value (for example $492 SNF Ib). 

b. The method requires a debt instrument. All producers would receive the Pool Blend Price. 

c. Typical factors and costs in underwriting a revenue bond (using 100% of market value): 

o Underwriting costs: 2 to 5% of issuance - $22,000,000 to $50,000,000; 

o Underwriting risk factors: Payment certain? Guaranteed through state taxing authority? Guarantee 
there will be no change in the Pool; e.g. going to a Federal Order? How is the payment stream 
guaranteed to the bond holder? c-l 

rc!dfa - ==-

o Interest rates reflect risk = greater the risk. higher the rate and shorter the term. For example the 
lowest risk instruments (AAA+): 

• August 8. 2007 U.S. Treasury 10 year @ 4.81 %; 30 year @ 4.96%. 

• High risk corporate bonds « B- rated) of 10 to 20 years ('junk') are in the range of 9 to 11% . 

o Issuerscan also provide a shorter term but still use a 20 year amortization. For example finance the 
entire bond in 2008 for $1,090,000,000 @ 9% with a 5 year balloon. Ergo in 2013 the bond would 
require new financing. 

QRC Executive Summary - August 9, 2007 
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3. Single Payout method (continued) : 

QRC Conclusions 

Option 3: Retire Quota 3 of 3 

d. Below is a table using a tota l issuance amount of $1 ,090,000,000. Most likely scenario would be rates of 9 to 10 % . 

Years 

Rate 5 10 15 20 

0% 18,171,014 9,085,507 6,057,005 4,542,753 

5% 20,574,567 11,563,907 8.621,713 7.195,239 

6% 21 ,077,796 12,1 04,130 9,200,240 7,810,967 

7% 21,588 ,471 12,658,852 9,799 ,572 8,452,780 

8% 22, 106,558 13.227,872 10,419.100 9,119,378 

9% 22,632,021 13,810,963 11.058.151 9,809.360 

10% 23.164 ,820 11 ,715 ,998 14,407,877 10.521 ,253 

Amount based on 2,215 ,977 SNF Quota pounds at $492 per pound . Monthly payment to repay 
$1,090,260,811 loan. 

e. Possible Scenario: a Quota retirement bond could be underwritten with a 5 to 10 year term @9 or 10% 
approximately $11,500,000 to quota holders today. This means an additional withdrawl of $2,300,000 (20% 
higher) to $1 1,500,000 (double from today). 

f. Translat ing some of these costs per CWT: 

5yrs at 10% approximately $0.6278 CWT 
10yrs at 10% approximately $0.3139 CWT 
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RJ(tC('mcnt. RhaH not be held to be in vlolaUon of Bny 
(Jt tho antitrust laws ot thf' United states, nnd nny 
Luch agreement shall he deemed to be Inll,l!ul: PYo­
I1l!1cd, That no lIuch niTc(~ment .!IhnlJ rcmnin In force 
utter the termInation ot thlll chntltcr. For the pur~ 
J>o~c at carrying out nny such ngrccmcnt the parties 
thereto Rhnll be eligible for loans trom the Reeon­
Ht/1JCUOn FJnnnt.:c ClJrpoTation under .sectlon 605 ot 
'rUle J 6. Such loans fihnJl not be In excess or such 
Ittnouuts n..'l may be authorized by tho ngrccmcnts. 
(Mny 12. 1033. ch. 25. till. I. I 8 (2). 40 Slnt. 34; 
AJlr. 7. 1034. ch. 103 . I 7. 4B Stat. 52B; a. renum­
bered I Ob nnd nmended Aug. 24. 1035. eh. 641. I 4. 
40 Stat. 763; June 3. 1037. ch. 200. I 1.50 Stnt. 240) 

VAr.TOITT 0)' B£CnON ArnnMUI 

Act Juno 3, 1037, ch. 2D6, I 1,60 Stilt 246, !l1!lrmed nnd 
vnlldnt.cd, nml rccnncloCfl without. chongc Lbo provie lona 01 
Ihlll IIcc~lon. &e note to seellan 001 01 lhlll li tle, 

ComTlcATION 

The provlalona now appenrlng h, this Beetlon, except 
the ntllt IKlntence, were originally enncted Il.lI pari of Gee· 
LIon B. 8ubsecUan 2, of the net of May 12, HIll. cited to 
the text, nnd formerly nppenred lUI scetlon OOB (2) of 
thll chnpter. 

The net. ot A\IStllt 24. 1035. cited to tho text. d~f{gnllted 
Fnld 8\JbaccUon 2 ns Bcctlon Ob nnd chn.ngcd tLB first 
r.cntcnco to rend ns It now Rppenrs In tbo text. 

TtnMtNA'fION 0,. Al'rL1CAnOH 'fO SOOI\I\ 

Provisions or thl8 accllon censed to npply to augnr on 
Sopt. I , 1037. Sec Acctlon 1160 of this t1Uo. 

§ GORe. Order" re~uJoting hondJing of commodity­
(I) lSliullnce by Secrclruy. 

The Secretary ot A~rIcuUure shall, subject to the 
provIsions of this section, Issue, and from time to 
time fLmend, orders appl1cnble to processors, asso .. 
clnUons of producers, nnd others engaged In the 
hnndUng of any a9'rlculturnl commodIty or product 
tllC'reof spcclfied In subsection (2) of this section. 
Such persons ore- referred to In this chnpter as 
"handlers." Such orders shan regulat.e, In the man­
ner hereinAfter In this section proVided, only such 
hDndling 01 such agrlculturnl commodity. or product 
thereof, ns Is In the current of intcrsto.te or foreign 
commerce, or which directly burdens, obstructs, or 
Affects, Intel'stale or foreign commerce In such com· 
modlty or product thereat. 

(2) Commoditie~ to which npplies!lJc. 
Orders Issued pursuant to this section shnll be 

appIlcable only to tIlc followIng agricultural com­
modities and thc products thereot (except products 
of naval stores Dnd the products at honeybccs), or 
to any regional, or market clnsslficntion ot any such 
commodity or product; MlIk. lrults (InclUding pecans 
and wnlnuts but not Including apples. other than 
apples produced In the States of Washington, Ore­
gon, nnd Idaho, nnd not includIng fruits, other than 
olives, for cnnning), tobacco, vegetables (not Includ. 
Ina vegetables, other than aspnracus, for canning), 
soybeans, hops, honeybees nnd naval storcs as In­
cludcd In acctlon. 01-90 of thIs Utle nnd slandnrds 
established thereunder (Including refined or partlo.lIy 
rcfined oleoresin>' 

(3) Notice and hen ring. 
Whenevcr the Secretary of Agriculture hnD renson 

I<> bolleve that the Issuance 01 an order will tend 

I<> elteeluate thc declared policy 01 this chapter wIth 
respect to Rny commodity or llraduct thereof speci­
fied In .ubscellon (2) ot this Bectlon. he ,hall give 
due notice or and nn opportunity rOI' a henring upon 
a. proposed ('Ifdcr. 

(4) Finding and fABunncc of order, 
Alter such noUce and opporlunlty lor hearing, the 

SCcretary or Agriculture shaH Issuo nn order it he 
nnds, and liCts torth In such order, upon the ev1-
dcnce Introduced at such henrlng (In addItJon to 
such other findings as may be spcclftcntJy reqUired 
by this section) thnt the Issullnce of such order and 
oJl of the terms nnd condItions thereat will tend to 
eflectuate the declared policy 01 this chapter with 
(cspect to 6uch commodity. 

(5) Milk and its product8; terms and condition. or 
orders. 

In the CQse of milk and It..s products, orders Issued 
pursuant to this section shall contain one or more of 
the followIng terms and condItions, and (except as 
provldc~ In subsection (7» no others: 

(A) Classifying milk In accordance with the form 
In which or the purpose for which It Is used, and 
fixing, or providIng n method for fixing, mlnbnum 
prices ror each such Use classification which (11J 
handlers shall pay, nnd the time when payments 
shall be made, for milk purchased from producers 
OT associations of producers. Such prices shall be 
unllorm as to all ~andlers. subject only 10 adjust­
rnCUJi .-'"IT (1) volume, market, a.nd production lIlf­
ferenUal. customarily applied by the hnndlcrs sub­
Ject to such order, (2) the grade or quality of the 
milk purchased, and UO the locatJons o.t which de· 
Uvery of such mHk. or any use classification thereof. 
Is made to such handlers. 

IE) Providing: . 
(I) tor the payment to all producers and nssocln" 

tIons of producers deliverIng milk to the same handler 
of uniform prices for all milk delivered by them: 
Provided, That, except In the case of orders covering 
milk products only, such prOVis ion Is approved or 
fnvored by nt least three-fourths of the producers 
who, durIng Q representntlve perJod determined by 
the Secrctnry of Agr1culture, have been engaged In 
the prOduction for tnm'ket of nlllk covered In such 
order or by producers whO, during such representative 
perIod, have produced at lenst three-fourths of the 
volume of such mHk produced for market during 
such perIod: the approval required hereunder shan 
be separate And npnrt from nny othel' approval or 
dlsapproVll1 provIded tor by th1s section: or 

(II) tOT the payment to aU producers and Assocln­
tlons of producers delivering milk to nll handlers of 
unltorm prices tor nU mJlk so delivered, Irrespective 
01 the Uses mnde 01 such milk by the Individual han­
dler to whom It Is dcllveredi 
subject. In either cDse. only I<> ndjustments for (a> 
volume, market, nnd production dJfTercnllnls custom .. 
nrlly appllcd by t~e hnndlers subject to such or­
der, (b) the grnde or quality 01 the milk delivered. 
(c) the locations nt whleh delivery of such milk I, 
mnde. and (d) a IUrther adjustment. equitably to 
npportion the total vnlue of the milk purchased by 
Rny handler, or by aU handlers, among producers 
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a.nd MSoclal1ons DC producers, on the basta of their 
marketings 01 milk during a representative period of 
time, 

eC) In ordcr to accomplish Ule purposes set forth 
In por,graphs (A) nnd (lJ) 01 this subsection (5), 
providing a method ior making adjustments In pay .. 
menta, as among hnndlers (including producers who 
n.re a.lso hnndlere;), to the end Lhnt the total sums 
pnld by eAch handler shall eQunl the vnlue ot the 
mllk purchased by hIm at l.r"c prices fixed In nCCQf(~· 
ance with pnrngraph (A) hereof. 

(0) Providing thot, In tho case 01 all milk pur­
chased by handlers from nny producer who did not 
regularly sell milk during n period 01 30 dnys next 
preceding the offectlvc dnte of such order for con­
sumption In the nrcn covered thereby, po.ymcnt3 to 
such producer, tor the period beginning with lhe first 
regUlar delivery by such producer nnd eontinuing un" 
til tho end 01 two lull colondar months (allowing the 
first day of th<! next succeeding calendar month, 
shall be made at the price lor the lowest use classl­
ficntion spcclflcd In such order, subject to the ndjustm 
ment.s specified In paragraph CFI) of this subsection 
(5). 

(E) ProvIding U) except as to producers for whom 
such scrvlcea arc beIng rendered by n coopcrntlve 
mar~ctlnR assorlntlon, qunUfied o.s provIded In po.ra~ 
graph (F) of thLs subsection (5), for market Inror~ 
ma.tlon to producers nnd for tha verIfication ot 
weights, sampllng, and testing 01 milk purchased 
from producers, and for nmking appropriate deduc" 
tIona ther<!for from payments to producers, nnd (J1) 

for assurnnce of, and sccttrlty for, the pnyment by 
hnndlers for mlIk purchased. 

(F) Nothing contained In this subsection (5) Is 
intended or shull be construed to prevent 0. coopera­
tIve marketing nssoclntlon Qua.lIfied under the ))rovi~ 
slons of sections 291 and 202 of this t!tlc, engaged L, 
mnkJng collective sales or marketlns of mHk or its 
produots for the producers thereof, from blendIng the 
net proceeds of all of It.':! sales In oJ! markets in all 
use classifications, and making dlstrlbuUon thereof 
to its producers in nccordance with the contract be~ 
tween the llssoclatlon lmd its producers: Provided, 
That It shall not sell milk or Its p'oducts to nny 
handler for use or consumption In any market nt 
pnces less thnn the prices fixed pursuant to po.ro.~ 

graph (A) 01 this subsection (5) lor such milk. 
(0) No marketing agreement or order uppllcnble 

to lh1lk nnd its prorlucts 1n nny marketing arcu sho.ll 
prohibit or In any tnanner limit, In the case 01 the 
products of milk, the marketIng In that area of any 
milk or product thereof produced In any produclton 
orea In the United stotes. 

(6) Other commodities; terms ond conditions or 
orders. 

In the co..se of fruits (including pecans nnd wal­
nuts but not inclUding apples, other thAn apples pro­
duced in the States or Washington. Oregon, and 
Idnho, rmd not includIng hults, other thnn oHves, for 
conning) and their products. tobacco nnd its products, 
vegetables (not hlc1udlng vegeta.bles. other thlln flS­

pnrngU9. for cunning) nnd theIr products, soybeans 
and their products, hops, honeybees, and nuval stores 
n.s 'neluded In sections 01-99 of this title and 8tnnd~ 

ard. established therounder (includln; ronncd 01 

partially refined oleoresin), orders I~ued pursunnt 
to thls section shRlI contain ono or moro of the toIlO\\'~ 
Ing terms and conditio"", nnd (except "-' provided In 
subsection (7» no others. 

(A) Limiting, or providing methods tor the limita­
tion or. the total Qunntlty or nny such contmodl~y or 
prodUct, or ot nny grnde. slzc. or qunllty thereof, pro .. 
duced durIng any specified perlod or periods. Which 
mny be mnrkcted in or trnnsported to any or nU mnr .. 
kets In the current of Interstate or torclgn commerce 
or so as directly to burden, obstruct, or affect tnt(!r~ 
Rtr;.te or foreign commerce In such commodity or 
product thereot. durlns a.ny specified period or 
periods by all handlers thereol. 

IB) Allotting, or providing mclhod. lor nllottlng, 
the amount of such commodlty or prClduct, or any 
grade. size, or quantity thereof, ,",'hleh cnch handler 
may purchflsc from or handlo on nehnU ot nny nnd 
all producers thereol. durlnR any specified perIod or 
perIods, under a unltorm rule based upon the amounts 
sold by such producers In such prior period as the 
Secretary determines to be representative, or upon 
the current quantIties available for snlE' 'w such pro~ 
dueers, or both, to the end that the total Quantity 
thereuf to be purchased or hnndled during nny specI .. 
fied period or periods shnn be apportioned eqUitably 
nmong producers. 

(C) Allotting, or providing methodo lor nllottlng, 
the nmount of £lny such commodity or product, Of 
nny grnde, size, or qUnlity thereol, which each hondlor 
may ffiFlrket 1n or trnnsport to any or un markets In 
the current of Interstute or foreign commerce or so 
as directly to burden, obstroct, or affect Interstate or 
foreign commerce in such commodity or product 
thcr~of. under a. uniform rule bnsed upon the r;,\nounts 
which each such handler has available fOi current 
shipment. or upon the amounts shipped by ent'h such 
handler In such prior period os the Secretary deter­
mines to be representative, or both, to the cnd that 
the total qunntlty of such commodity or product, or 
any grade, size, or qunllty thereof, to be mnrketed In 
or trnnsported to nnyor aU markets In the curri!nt of 
interstate or foreign commerce or so [kS dIreotly to 
burden, obstruct, or nffect interstate or foreIgn corn .. 
mcrce In such commodity or product thereof, during 
nny specified period or periods sholl be CQultnbly 
ltpportJoned among aU of the handlers thereof. 

(0) Determining, or providing methods lor deter­
mlnlng, the existence and extent of the surplus ot 
nny fiuch commodity or product. or of any grade, sIze, 
or QUaJ!ty thereof, nnd providing for the c mtrol and 
dlsposltlon of such surplus, and for equnllzlng the 
burden of such surplus elinJination or control amons 
the producers and handlers thereof. 

IE) Establishing, or providing for the establish­
ment' of, reServc pools of any such commodity or 
product, or of finy grade, size, or qua11ty thereat, and 
providing lor Ihe equitable distribution of the net 
return derIved from the snle thereof among the 
persons beneficinlly Interested thcrein. 

(1) Terms common to aU orders. 
In the cose of the agricultural commQcHt1es and 

the products thereof specillen In subsection (2) orders 
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.holl cont.oJn onc or more ot the foHowlng tCI ms nnd 
condition, : 

CA) Prohibiting unfaIr methods of con!petlUon 
Bnd unfllir trade practice! In the hnndllna thereof. 

CO> Provh.llng: that (excl!pt. tor milk Bnd crcnm to 
be lioJd for consumption In fluid form) such com­
modity or product thereof, or any gmdc. sl2.e, or 
QUllilly lhereol .hall be &Old by lhe handler. lhereol 
only at prices Illed by such handlers In the monner 
provided In Fouch order. 

ee} Provldl"a tor the sclcctlll1 by Ihe Secretary ot 
Asrlcullurc, or B method Cor the selection. of on 
Ill:ency or I\Hcnclcs and dcf]nlng their powers nnd 
dull c.'l, which sllnllincludc only the powers: 

W To administer such order In nccordance with 
IlB terms nnd provisions: 

(II) Tu mnke rules nnd reGulations La cficctuutc 
the tel'lflR and IJrovlslons of such order; 

(JII) To receive, Investigate, nnd !'eport to the Sec .. 
retary of Afll'icultUl'c com.plnlnts of violations of such 
order; nnd 

(Iv) To recommend to tho Sccretary of Agriculture 
amendments to liuch order. 

No person ncting os [l, member of on agency estab­
lished pursuant to thIs IlRrngraph (e) ' hall be 
"eemed 10 be ocUng In nn omclnl capnclty, wilhln lh. 
meanIng oC secUon 610 <g) of thls tlt1e, unless such 
person receives compensnUon Cal' his personnl serv .. 
Ices Irorn lunds of the Unlled Stntes, 

(j) Incldent.1 to, nnd not Incon.,lslent wIth, the 
terms nnd conditions sfleclt1ed In SUbsections (5), 
(6), nnd (7) nnd necessary to errectuate the other 
provisions of such order. 

(8) Orders with mnrkcting ngrccmcnL. 
Except os provIded In subscct10n (0) ot this 5ec­

tlon, no order Jssued llUrsunnt to this sec lion shnll 
become effective unUI the hnndlers (excluding coop­
erottve associations of producers who nro not engnged 
In processing, distributing, 01' shipping the commod­
I ty or product thereof covered by such order) of noL 
less than 60 PCI' centum of the volume of the com­
modity or product thereat covered by such order 
whleh ls produced or marketed within the production 
01' marketing Gren defined In such orde!' hnve slancd 
n marketing agl'eement, entered Into pursuant to 
secUon 60Sb 01 this Wle, whIch rellUl.los lhe Imn­
dling of such commodity 01' productln the same rnnn­
ncr as such order, except thnt os to citrus fruits 
produced In any oren Ilfoduclng what is known os 
Calilornio citrus Irults no order Issued \lUrsuant to 
this .ub,ecllon (8) .hall become effectlv, until the 
handlers of not less thon 80 per centum ot the VOl­
ume ot such commodity or product thereot covered 
by such order have Signed such n mnl'ketlng agree­
ment: Provided. Thnt no order Issued pursuant to 
thb subsectlon shall be effective unless the SCcretory 
of Agriculture determines that the issuance of such 
order Is approved or favored: 

(A) By at leasl two-thirds of the producers who 
<except that ns to citrus trults produced In any area. 
producIng whnt Is known as CalIIornla cItrus fruIts 
sRld order must be npproved or !a.vored I.>y thr~­
fourths of the producers). during n representative 
period determIned I.)y the Secretary. have been en­
gaged, wlt,hln lhe production arc. specltlcd In such 

\lo 

nlarketing ogreement or order, In the production tor 
mnrkct of the commodity specified therein, or who. 
durIng such representative perJod, hnvc been engaged 
In the produdlon of such commodity for sale In the 
marketinG' orcn speclned In such mnrketlng ogree .. 
ment, Of order, or 

<B) By producers who, during such representative 
period, have produced for market at )cnst two-thirds 
oC the volume of such commodity produced tor mor .. 
ket. wlthln the production RreB speclllcd In such mar­
kellng nsrecment. or order, or who, during such rep" 
resentatlve period, hnve produced at least two-thIrds 
of lhe volume of ouch commodIty .old wIthIn the 
markeLing oren specified In such marketIng agree .. 
ment or order. 

(9) Orders with or wilhultt roarkc.lIng ogrcCh\Cnt. 
Any order Issued pursu.nt to Ihls ,eeUon shall bo­

come etrectlve In the event that, notwithstanding the 
refusal or fallufe of handlers (exclUding coopernUv6 
ns.'ioclatlons DC producers who nrc not engaged tn 
processing, distrIbutIng, or sl'lpplng lhe commodIty 
Or product thereat covered by such oruer) of more 
thnn 50 per centum of Ule volume of the commodIty 
or product thereol (except th.l .... 10 cllrus fruits 
pNduccd 1n Bny nrea prodUCing what Is known as 
CalifornIa cllru, Irult, saId per centum sl1.l1 be 80 
pcr centum) covered by such order which Is produced 
or mnrkctcd wlthln the prOduction or marketing orCa 
defined In such order to slim 0. marketing ngreement 
relntlng to such commodity or product thereof, on 
which D. hearing has been held, the Secretory ot Agrl. 
culture, wIth the approvnl at the President, deter­
mines: 

(Al That the refusnl 01' Collure to slgtl a mnl'ket­
ing agreement (upon which a henl'lng has been held) 
by the handlers (excluding cooperative nS!iOclations 
of producers who nre not engaged In processing, dis­
trIbUting, or shIppIng the commodity or product 
thereot covered by such ordel') of mOre than 50 per 
centum of the volume of the commodIty or product 
thereof (except that as to cthus fruits produced In 
any Drell producing what 15 known ns CoHfornia. 
cltrus fruits said pcr cenl um sholl be 80 per centum) 
speetfied therein which Is produced or marketed 
withIn the prodUctIon or mnrketJng nren specified 
thereIn lends 10 prevent the effecluatlon 01 the de­
clared policy 01 thIs !lUe wltl1 rcspect 10 SUCll com­
mod1Ly or Pl'oduct, nnd 

(B) Th.t the Issunnce 01 sucl' order Is the only 
practical menns ot ndvancing the interests ot the 
producers of such commodity pursuant to the de­
clared polley, nnd is approved or fnvorcd: 

(J) By at least two-thIrds of lhe pl'oducers (except 
that ns to eltrus Crults produced In any Bren produc~ 
Ing what Is known a, Call1omta cttrus frutts saId 
order must be npPl'oved or fnvored by three-fourths 
of the producers) who. during a representative perloct 
determined by the secretary. have becn engaged, 
wIthin the production Bren speclfled in such market .. 
1ng agrecment or order, In the production for marltet 
of the cCtmmodlty specified thcrcln, or who. during: 
such repl'esentatlve per1od, havc been cngaged In the 
pl'oduction oC such commodity [or snl0 In the mal'ket­
lng oren specified In such marketing agreement, or 
order, Dr 
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policy of this chapter will be better achieved thereby (i) the com­
modities of the same general class and used wholly or in part for 
the same purposes may be combined and treated as a single com­
modity and (ii) the portion of an agricultural commodity devoted 
to or marketed for a particular use or combination of uses, may be 
treated as a separate agricultural commodity. All agricultural com­
modities and products covered hereby shall be deemed specified 
herein for the purposes of subsections (6) and (7) of this section. 

(3) Notice and hearing. 
Whenever the Secretary of Agriculture has reason to believe 

that the issuance of an order will tend to effectuate the declared 
policy of this chapter with respect to any commodity or product 
thereof specified in subsection (2) of this section, he shall give due 
notice of and an opportunity for a hearing upon a proposed order. 

(4) Finding and issuance of order. 
After such notice and opportunity for hearing, the Secretary of 

Agriculture shall issue an order if he finds, and sets forth in such 
order, upon the evidence introduced at such hearing (in addition 
to such other findings as may be specifically required by this sec­
tion) that the issuance of such order and all of the terms and con­
ditions thereof will tend to effectuate the declared policy of this 
chapter with respect to such commodity. 

(5) Milk and its products; terms and conditions of orders. 
In the case of milk and its products, orders issued pursuant to 

this section shall contain one or more of the following terms and 
conditions, and (except as provided in subsection (7) of this sec­
tion) no others: 

(A) Classifying milk in accordance with the form in which or 
the purpose for which it is used, and fixing, or providing a 
method for fixing, minimum prices for each such use classiflca­
tion which all handlers shall pay, and the time when payments 
shall be made, for milk purchased from producers or associa­
tions of producers. Such prices shall be uniform as to all han­
dlers, subject only to adjustments for (1) volume, market, and 
production differentials customarily applied by the handlers 
subject to such order, (2) the -grade or quality of the milk pur­
chased, and (3) the locations at which delivery of such milk, or 
any use classification thereof, is made to such handlers: 

(B) Providin,g: . 
(i) for the payment to all producers and associations of pro­

ducers delivering milk to the same handler of uniform prices 
for all milk delivered by them: Provided, That, except in the 
case of orders covering milk products only, such provision is 
approved or favored by at least three-fourths of the producers 
who, during a representative period determined by the Secre­
tary of Agriculture, have been engaged in the production for 
market of milk covered in such order or by producers who, 
during such representative period, have produced at' least 

If 
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three-fourths of the volume of such milk produced for market 
during such period; the approval required hereunder shall be 
separate and apart from any other approval or disapproval 
provided for by this section; or 

(ii) for the payment to all producers and associations of 
producers delivering milk to all handlers of uniform prices for 
all milk so delivered, irrespective of . the uses made of such 
milk by the individual handler to whom it is delivered; 

subject, in either case, only to adjustments for (a) volume, 
market, and production differentials customarily applied by the 
handlers subject to such order, (b) the grade or quality of the 
milk delivered, (c) the locations at which delivery of such milk 
is made, (d) a further adjustment to encourage seasonal adjust­
ments in the production of milk through equitable apportion­
ment of the total value of the milk purchased by any handler, 
or by all handlers, among producers on the basis of their market­
ings of milk during a representative period of time, which need 
not be limited to one year; (e) a provision providing for the 
accumulation and disbursement of a fund to encourage seasonal 
adjustments in the proDuction of milk may be included in an 
order; and (f) a further adjustment, equitably to apportion the 
total value of milk purchased by all handlers among producers 
on the basis of their marketings of milk, which may be adjusted 
to reflect the utilization of producer milk by all handlers in any 
use classification or classifications, during a representative period 
of one to three years, which will be automatically updated each 
year. In the event a producer holding a base allocated under this 
clause (f) shall reduce his marketings, such reduction shall not 
adversely affect his history of production and marketing for the 
determination of future bases, or future updating of bases, ex­
cept that an order may provide that, if a producer r educes his 
marketingS below his base allocation in anyone or more use 
classifications designated in the order, the amount of any such 
reduction shall be taken into account in determining future 
bases, or future updating of bases . Bases allocated to producers 
under this clause (f) may be transferable under an order on such 
terms and conditions, including those which will prevent bases 
taking on an unreasonable value, as are prescribed in the order 
by the Secretary of Agriculture. Provisions shall be made in the 
order for the allocation of bases under this clause (f)-

(i) for the alleviation of hardship and inequity among pro­
ducers; and 

(ii) for providing bases for dairy farmers not delivering milk 
as producers under the order upon becoming producers under 
the order who did not produce milk during any part of the repre­
sentative period and these new producers shall within ninety 
days after the first regular delivery oj milk at the price for the 
lowest use classification specified in such order be allocated a 
base which the Secretary determines proper after considering 
supply and demand conditions, the development of orderly and 
efficient marketing conditions and to the respective interests of 

\ '6 
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producers under the order, all other dairy farmers and the con­
suming public. Producer bases so allocated shall for a period of 
not more than three years be reduced by not more than 20 per 
centum; and 

(iii) dairy farmers not delivering milk as producers under the 
order upon becoming producers under the order by reason of a 
plant to which they are making deliveries becoming a pool plant 
under the order, by amendment or otherwise, shall be provided 
bases with respect to milk delivered under the order based on 
their past deliveries of milk on the same basis as other producers 
under the order; and 

(iv) such order may include such additional provisions as the 
Secretary deems appropriate in regard to the reentry of pro­
ducers who have previously discontinued their dairy farm enter­
prise or transferred bases authorized under this clause (f) ; and 

(v) notwithstanding any other provision of this chapter, dairy 
farmers not delivering milk as producers under the order, upon 
becoming producers under the order, shall within ninety days be 
provided with respect to milk delivered under the order, alloca­
tions based on their past deliveries of milk during the represen­
tative period from the production facilities from which they are 
delivering milk under the order on the same basis as producers 
under the order on the effective date of order provisions autho­
rized under this clause (f) ; Provided, That bases shall be allo­
cated only to a producer marketing milk from the production 
facilities from which he marketed milk during the representa­
tive period, except that in no event shall such allocation of base 
exceed the amount of milk actually delivered under such order. 
The assignment of other source milk to various use classes 
shall be made without regard to whether an order contains pro­
visions authorized under this clause (f). In the case of any pro­
ducer who during any accounting period delivers a portion of 
his milk to persons not fully regulated by the order, provision 
shall be made for reducing the allocation of, or payment to be 
received by any such producer under this clause (f) to com­
pensate for any marketings of milk to such other persons for 
such period or periods as necessary to insure equitable participa­
tion in marketings among all producers. Notwithstanding the 
the provisions of subsection (12) of this section and the last 
sentence of subsection (19) of this section, order provisions 
under this clause (f) shall not be effective in any marketing 
order unless separately approved by producers in a referendum 
in which each individual producer shall have one vote and may 
be terminated separately whenever the Secretary makes a de­
termination with respect to such provisions as is provided for 
the termination of an order in subsection (16) (B) of this sec­
tion. Disapproval or termination of such order provisions shall 
not be considered disapproval of the order or of other terms of 
the order. 

(C) In order to accomplish the purposes set forth in para­
graphs (A) and (B) of this subsection, providing a method for 

\9 



Agricultural Marketing Service, USDA 

MINOR CIVIL DIVIS!ONS IN THE STATE OF 
VERMONT -Continued 

RuHand city ................................ ................... .... . 
Rulland town ............... .................................. . 
Sherburne town ......................... , ............... . 
Shrewsbury town ...................................... '" 
Sudbury lown ..................................... . 
TinmoU'lh town ... , ............... " ...................... . 
WaUJnglord town ..................................... .. . 
Welistown .............................................. . 
West HaViln town .............. . 
West Rutland lown ....................................... . 

Freight 
zone (miles) 

221-225 
221-225 
226-23<> 
211-220 
221-225 
201-210 
201-210 
201-210 
201-210 
21'-220 

COUNlY IN THE STATE OF V IRGINIA 

Clalile ......... ......... .. ..... .. ···················· 1 251-250 

MINOR CIVIL DIVISIONS IN THE STATE OF WEST 
VIRGINIA 

8ERKElEY COUNTY 

Alden district ... 
Falling Waters district ........................ . 
Gerrardstown dlstricl ............... " ...... " ......... " .... . 
Hedge-svllle district ............ , ..... , .. 
~insburg dIstrict ........................... ................ . 
Mill Creek district .............................................. . 
Opequon dl5trict ... .. ............... .. 

JEFfERSON COUNTY 

Charles Town dIstrict ............................... ........ .. 
Harpars Ferry district ........................................ . 
Kablelown district ............................................ . 
MddJeway district ......... .. ............................... .. 
Sheperdstown district ...................................... .. 

241-250 
231-240 
251-200 
241-250 
241 - 250 
2SH260 
241-250 

241-250 
241-250 
251-260 
241-250 
241-250 

{26 FR 10859. Nov. 21. 1961. Redesignated at 26 
FR 12762. Dec. 30, 1961] 

PART l004-MILK IN THE MIDDLE 
ATlANTIC MARKETING AREA 

Subpart-Order Regulating Handling 

GENERAL PRoVISIONS 

Sec. 
1004.1 General provisions. 

DEFINITJONS 

1004.2 Middle Atlant ic marketing area. 
1004.3 Route disposItion. 
1004.4 Plant. 
1004.5-1004.6 (Reserved] 
1004.7 Pool plant. 
1004.8 Nonpool pla.nt. 
1004.9 Handler. 
1004.10 Producer-handler. 
1004.11 Dairy farmer. 
1004.12 Producer. 
1004.13 Producer mIlk. 
1004.14 Other souree milk. 
IOM.15 Fluid milk product. 
1004.16 Fluid cream product. 
1004.17 Filled milk . 
1004.18 Exempt milk. 

1004.19 Federat ion. 
1004.20 Cooperative association. 
1004.21 Product prices. 

Pt. 1004 

1004.22 Commercial food processing estab­
li shment. 

HANDLER R EPORTS 

1004.30 Reports of receipts and utJlizatlon. 
1004.31 [Reserved) 
1004.32 Other reports. 

CLASSIFICAT ION OF MILK 

1004.40 Classes of utilization. 
1004.41 Shrinkage. 
1004.42 ClaSSification of transfers a.nd diver-

sions. 
1004.43 General classifica.tIon rules. 
1004.44 Classification of producer milk. 
1004,45 Market administrator's reports and 

announcements concerning classifica­
tion . 

CLASS AND COMPONENT PRICES 

1004.50 Clas:; and component prices. 
1004.51 Basic formula prices. 
1004.52 Location differentials to handlers. 
1004 .53 Announcement of class prices and 

component prIces. 
1004.51 Equivalent prices or Indexes. 

DIFFERENTIAL POOL AND HANDLER 
OBLIGATIONS 

1004.60 Handler's value of milk for comput­
ing uniform prices. 

1004.61 Computation of weIghted average 
differential price, weighted average dif­
ferenttal price for base mIlk . and pro­
ducer nonfat milk soUds price. 

1004.62 Computation of uniform price. 
1004.63 Announcement of weighted average 

differential price. weighted average dif­
ferential price for base milk, nonfat milk 
solids price and producer nonfat milk 
solids price. 

PAYMENTS FOR MILK 

1004.70 Producer-settlement fund. 
1004.71 Payments to the producer-settle­

ment fund. 
1004.72 Payments from the producer--settle­

ment fund . 
1004.73 Value of producer rnllk. 
1004.74 Payments to producers and to coop­

erattve associations. 
1004.75 Location dIfferentials to producers 

and on nonpool milk. 
1004.76 Payments by a handler operating a 

partially regulated distributing plant. 
1004.77 Adjustment of accounts. 
1004.78 Charges on overdue accounts. 
1004.79 Direct dellvery dtfferentlal. 

167 



§ 1004.86 

pursuant to § 1001.9(0). and milk trans­
ferred in bulk from a pool plant owned 
and operated by a cooperative associa.­
tion) and receipts of concentrated fluid 
milk products from unregulated supply 
plants and receipts of nonfluid milk 
products assigned to Class I use pursu­
ant to §1001.43(e) and other source milk 
a.llocated to Class I pursuant to 
§ 1001.44(&)(8) and (3)(12) and the cor­
responding step of § l004.44(b). except 
such other source rnilk tha.t 13 excluded 
from the computations ptITflUant to 
§1001.60(f) and (h); 

(b) Each handler in his capacity as 
the operator of a partially regulated 
distributing plant with respect to his 
route disposition in the marketing area 
in excess of his receipts of Class I milk 
from pool plants, cooperative associa­
tions as handlers pursuant to § lOO1.9(b). 
and other order plants assigned to such 
disposition. 

[40 FR 18753. Avr. 30, 1S'75, as amended at 56 
FR 5337. Feb. 11. 1991; SO FR 61352. Dec. 3. 
1991; 56 FR 27783. May 11.1993] 

§ 1004.86 Deductions fol' marketing 
services. 

(a) Except a3 set forth in paragraph 
(b) of this section. each handler, mak­
ing payments directly to producers for 
milk (other than milk of his own pro­
duction) pursuant to § l004.74(a) shall 
deduct 5 cents per hundredweight or 
such lesser amount as the Secretary 
may prescribe and sha.ll pay such de­
ductions to the market administrator 
on or before the 20th day after the end 
of the month. Such money shall be ex­
pended by the market administra.to~~ to 
provide market information and to ver­
ify or estabUsh the weights, samples 
and tests of milk of producers who are 
not receiving such service from a coop­
erative association; and 

(b) In the case of producers for whom 
the Secretary determines a. cooperative 
association is actually performing the 
services set forth in paragraph (a) of 
this section, each handler shall make, 
in lieu of the deduction specified in 
paragraph (a) of this section, such de­
ductions from the payments, to be made 
directly to such producer pursuant to 
§ 1004. 74(a) as are authorized by such 
producers on or before the 18th day 
after the end' of each month a.nd pay 

7 CFR Ch. X (1-1-95 Edition) 

such deductions to the cooperative ren­
dering such services. 
(56 FR 6135-2, Dec:. 3, 1991] 

BASE-EXCESS PLAN 

§ 1004.90 Base milk. 
Base milk means milk received from a 

producer by a pool handler which is not 
in excess of such producer's daily base 
computed pursuant to §1001.92 multi­
plied by the number of days in such 
month on which such producer's milk 
was so received: Provided. That with re­
spect to any producer on every-other­
day delivery. the day of nondelivery 
prior to a day of delivery. although 
such prior day is in the preceding 
month, shall be considered as a day of 
delivery for purposes of this paragraph. 

§ 1004.91 Excess milk. 
Excess milk means milk received from 

a producer by a pool handler which is 
in excess of base milk received from 
such producer during the month. 

§ 1004.92 Computation of base for each 
prod.ucer~ 

For each month of the year, the mar­
ket administrator shaH compute, sub­
ject to the rules set forth in § 1004.93, a 
base for each producer described in 
paragraphs (a) throug-h (e) of this sec­
tion by dividing the applicable quan­
tity of milk receipts specified in such 
paragraph by 153 (by 154 in the case of 
a producer on every-ather-day delivery 
schedule who delivered August 1) less 
the number of days. if any, during the 
applicable base-forming period of Au­
gust through December for which it is 
shown that the day's production of 
milk of such producer was not received 
by a pool handler as described in the 
applicable paragraphs (a) through (e) of 
this section under which such produc­
er's baee is computed: Provided, That in 
DO event shall the number of days used 
to compute a producer's base pursuant 
to this section be less than 120. 

(a) For any producer. except as pro­
vided in paragr~phs (b) through (f) of 
this section, the quantity of milk re­
ceipts shall be the total pounds of pro­
ducer milk received by all pool han­
dlers from such producer during the 
immediately preceding months of Au­
gust through December. 
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(b) Except as provided In paragraph 
(0) of this sectioD, for any producer 
whose milk was received at a plant 
which first became a pool plant after 
the beginning of the preceding August­
December period. which plant was a 
pool plant for e.t lee.st 120 de.ys during 
such period, the Quantity of milk re­
ceipts to be used in the computation of 
such producer's base shall be the total 
pounds of milk received from such 
dairy farmer at such plant during the 
entire August-December period. 

(c) For any producer who on August 1 
was an Order 2 (New York-New Jersey) 
producer and who held such status in 
all or part of the 2 months of August 
and September and who otherwise was 
a producer only under this part for all 
of the remaining August through De­
cember period. the Qua.ntity of milk re­
ceipts shall be the total pounds of milk 
received from such dairy farmer by 
pool handlers under both orders 
throughout the August-December pe­
riod. 

(d) For any producer whose milk was 
recei ved during the preceding August 
through December period at a plant 
which became a pool plant pursuant to 
§ 1004.7(&) during or afCer such August 
through December period, the quantiCy 
of milk receipts she.1I be the total 
pounds of milk received from such 
dairy farmer during such August-De­
cember period by pool handlers as pro­
ducer milk and at such plant as a 
nonpool plant. 

(e) [Reserve) 
(0 Any producer who made no quali­

fying milk deliveries during the be.se­
forming period of August through De­
cember, or who relinquishes his estab-­
Iished be.se pursuant to §1004.94, she.1I 
have a base renecting the percentage 
of his average dally deliveries of pro­
ducer milk each month as set forth in 
the following te.ble. A new base Is 
earned on the be.sls of his milk deliv­
eries during the subsequent August 
through December period. 

Percentage 
Month of produc· 

tior. as base 

Januaty and February ............ .......................... 60 
March through June ................ ~............... ......... 50 
JItoj .................................. ................................. 60 
Aug~ lhrough November .......................... _.... 70 
December ............................. .......................... 00 

§ 1004.93 

(40 FR 18753. Apr. 30. 19'75, as amended at 49 
FR 44987. Nov. 14. 1984; 56 FR 5337, Feb. 11, 
1991] 

§ 1004.93 Base rule •. 
The following rules she.lI e.pply In 

connection with the establishment of 
bases: 

(a) A be.se computed pursuant to 
paragre.phs (e.) through (e) of § 1004.92 
(except ... provided In pe.ragraph (I) of 
se.id secMon) shall be effective for the 
subsequent months of March through 
February, inclusive. 

(b) A base computed pursue.nt to 
paragraphs (a) through (e) of § 1004.92 
may be transferred only in its entirety 
to another dairy farmer a.nd only upon 
discontinuance of milk production be­
cause of the entry into military service 
of the baseholder. 

(c) Base transfers shall be accom­
plished only through wri tten applica­
tion to the market administrator on 
forms prescribed by the market admin­
istrator and she.1I be sill'lled by the 
base holder and by the person to whom 
such base is to be transferred: Provided, 
ThM if e. be.se 15 held jointly. except as 
provided In pare.gre.ph (e) of this sec­
tion, the entire base only is transfer­
able and only upon receipt of such a.p­
plication signed by all joint holders. 

(d) If a producer operates more than 
ODe farm and milk is received from 
each at a pool plant or by a cooperative 
association in its capacity as a handler 
pursue.nt to § l004.9(b) or (c), he shall 
establish a. separate base with respect 
to producer milk delivered from each 
such farm : Provided, That if such farms 
and herds are combined into one dairy 
farm, the separate bases may be com­
bined into one base subject to approva.l 
of the market administrator. 

(e) Only one base shall be a.lIoce.ted 
with respect to milk produced by one 
or more persons where a dairy farm is 
Jointly owned or operated: Provided, 
That In the ce.se of e. be.se established 
jointly, If e. copy of the partnership 
agreement setting forth as a percent­
age of the total interest of the partners 
In the be.se Is flied with the market ad­
ministrator before the end of the base­
forming period, then upon termination 
of the partnership agreement each 
partner will be entiUed to hie ste.ted 
sha.re of the be.se to hold in his own 
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right or to transfer in conformity with 
the provisions of paragraph (b) or (c) of 
this section (including transfer to a 
partnership of which he is a member). 
Such termination of par'tnership shall 
become effective as of the end of any 
month during which an application for 
such division of base signed by each 
member of such partnership is received 
by the market administrator. 

(f) Two or more producers with bases 
may combine such bases upon the for­
mation of a bona fide pa.rtnership oper~ 
ating from one farm. Such a combina­
tion sha.ll be considered a joint base 
under paragraph (e) of this section. 

(g) Subject to approval by the mar­
ket administrator. the name of the 
baseholder may be changed to that of 
another member of the baseholder's 
immediate family but only under cir­
cumstances where the base would be 
applicable to milk production from the 
same herd and on the same farm. 

§ 1004.94 Relinquishing a base. 
A producer holding an established 

base can, upon notificatIon to the mar~ 
ket administrator. :relinquish his esta.b­
lished base and be paid pursuant to the 
provisions of §1004.92(f) beginning with 
the first day of the month in which 
such notification is reoeived by the 
market administrator and extending 
until March 1, next. 

§ 1004.95 Announcement of bBBe. 

On or before February 25 of each 
year 1 the market administrator shall 
notify each producer, the handler re­
ceiving his milk and the cooperative 
association of which he is a member of 
the dally base established by such pro­
ducer. 

PART IOOS-MILK IN THE 
CAROLINA MARKETING AREA 

Subpart-Order Regulating Handling 

GENERAL PRoVISIONS 

Sec. 
1005.1 General provisions. 

DEFINITIONS 

1005.2 Carollna marketing a.rea. 
1005.3 Route disposition. 
1005.4 Plant. 
1005.5 DIstributing plant. 
1005.6 Supply plant, 

1 CfR Ch. X (1-1-95 Edition) 

1005.7 Pool plant. 
1005.8 Nonpool plant. 
1005.9 Handler, 
1005.10 Producer-handler. 
1005.11 (Reserved] 
1005.12 Producer. 
1005.13 Producer mIlk. 
1005.14 Other source milk. 
1005.15 Fluid mIlk product. 
1005.16 Fluid cream product. 
1005.17 F1lled milk. 
lOOS.HI CooperatIve association, 
1005,19 Commercial food proceSSing estab­

lishment. 
1005.20 Product prIces. 

HANDLER REPORTS 

1005.30 Reports Of receipts and utilization. 
1005.31 Payroll reports. 
1005.32 Other r-eports. 

CLASSIFICATION OF MILK 

1005.40 Classes of utl11zat1on. 
1005.41 ShrInkage. 
1005.42 Classification of transfers and diver-

sions. 
1005.43 General classification rules. 
1005.44 ClassificatIon of producer milk. 
1005.45 Market adminIstrator's reports and 

announcements concerning classifica­
tion. 

CLASS PRICES 

1005,50 Class prices. 
1005.51 Basic formula price. 
1005.52 Ba.sic Class 11 formula price. 
1005,53 Plant location adjustments for han­

dlers, 
1005.54 Announcement of ela.as prIces. 
1005.55 EquIvalent price. 

UNIFORM PRICE 

1005.60 Handler's value of milk for comput­
Ing un1form prIce. 

1005.61 Computation of unlform price (in­
cluding weighted a.verage price and uni­
Conn prIces for base and eXcess mHk). 

1005,62 Announcement of uniform prIce and 
butterfar, differentIal, 

PAYMENTS FOR MILK 

1005.70 Producer-settlement fund. 
1005.71 Pa.yments to the producer-settle­

ment [undo 
1005.72 Payments Cram the producer-settle­

ment fund. 
1005.73 Payments to producers a.nd to coop­

erative associattons. 
1005.74 Butterfat differentIaL 
1005.75 Plant location adjustments for pro­

ducers and on non pool milk. 
1005.76 Payments by handler operating a 

partIally regulated distributIng plant. 
1005.77 Adjustment of accounts. 
1005.78 Charges 0"£1 overdue accounts. 
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shipm e nts shall be calculated by addi ng 
the tota l volum e of sh ipments for the 
seasons th ey d id sh ip red seedless 
grapefruit, divide by th e number of 
seasons, d ivide hlfther by 33. New 
handlers with no record of sh ipm en ts 
cou ld ship s ize 48 and 56 red seedless 
grapefruit as a percentage of total 
shipments equ al to the percentage 
applied to other h andlers' average week; 
once such han d le rs have recorded 
ship me nts, their average week sha ll be 
calcu lated as an average of tota l 
shipments for the weeks they have 
shipped red seedless grapefruit d urin g 
the current seaso ll . When used in the 
regulation of red seedless grapefruit, the 
te rm season me::l!lS th e weeks beginning 
the third Mouday in Septl>!mher and 
ending the first Sunday in the follow ing 
May. The term regulation period means 
the II weeks beginning the third 
Monday in September and ending the 
first Sund<JY in Del.:cmber of the current 
season. 

(b) When a size lim itati on restricts th e 
sh ipmeo t of a portion of sizes 48 and 56 
red seed less grapefrui t dur ing a 
particular week as provided in § 905 .52, 
the committee shall compute the 
quantity of sizes 48 and 56 red seedless 
grapefruit that may be shipp ed by each 
handler by multiplying the handler's 
calculated average week sh ipments of 
such grapefruit by the percentage 
established by regulation for red 
seedless grapefruit fo r that week. 

(c) The committee sh all not ify each 
handler of the q uanti ty ofs i:lc 48 and 56 
red scedless grapefruit su ch h an dler 
may handle during a particular week. 

(d) Durin g an y regulat ion week for 
w hich the Secreta ry ha s fixed the 
percentage of siz.es 48 and 56 red 
seedless grapefruit, any person who has 
received an allotment may h andle, in 
addition to their total allo tm ent 
av ai lablc, an amount of size 48 and 56 
red seed less gnl pefruit up to 10 percent 
greate r than their allotment. The 
quantity of the overshipment sh a ll be 
deducted from the handler 's allotment 
for the fo ll ow ing week. Overshipments 
w ill not be allowed during week II . [f 
the hand ler fails to lise his or her entire 
allotment, the under shipment is not 
carri ed forward to the fo llowing week. 

(e) Any hand ler may transfer or loan 
any or a ll of th e ir shippin g allotment 
(excluding the overshipment allowance) 
of size 48 and 56 red seedless grapefruit 
[0 any other handler. Each handler p arty 
to such transfer or loan sha ll promptly 
noti fy th e committee so the proper 
adj ustment ofrecords may be made . In 
each case , the committee shall confirm 
in writin g all su ch transact ions, pr ior to 
the following week. to the handlers 
in vo lved. The co mmittee may act on 

beha lf ofhand lc rs wanting to arrange 
allotment loan s or participa te in the 
tran sfer o f allotments. 

Da ted: Dece mber 24,1996. 

Robert C. Keeney, 

Director, Fruit alld Vegetable Divisioll . 

(FR Doc . 96-33268 Filed 12 - 30- 96; 8:45 am ] 
BILLING CeDE 341()"'{)2-P 

7 CFR Par!s 1004, 1005, 1007, 1011 , 
and 1046 

[OA-96-15] 

Mi lk in the Middle Atlantic, Carolina, 
Southeast, Tennessee Valley and 
Louisville-Lexington-Evansville 
Marketing Areas ; Termination of 
Certain Provisions of t he Ord er 

AGENCY; Agrkultliral Marketing Service, 
USDA. 
ACTION: Fi nal rule. 

SUMMARY: This d ocum ent termina tes th e 
base-excess pay ment pla n provisions of 
the Middle Atlantic , Caro lina , 
Southeast, Tennessee Valley, aod 
Lou isville-Lex ington -Evansv ille Federal 
milk marketing orders due to the 
expirat ion of legislative author ity to 
incorporate base-excess p lans in Federal 
milk marketing orders on December 3 1, 
1996. 
EFFECTIVE DATE: January 1, 1997. 
FOR FURTHER INFORMATION CONTACT: 
Nicholas Memoli, Marketing Specialist, 
USDA/AMS/Dairy Division, Order 
Formulat ion Branch, Room 297 1, South 
Building, P.O. Box 96456, Washing ton , 
DC 20090-6456, (202) 690-1932, e-mail 
address 
NichoI8 s_X_Memol i@Usd8.gov. 
SUPPLEMENTARY INFORMATION: The 
Dep3rtment is issuing this final rule in 
conformance with Executive Order 
t 2866. 

Th is fio,a} ru le ha s been reviewed 
und er Execut ive Order 12988, Civil 
Ju stice Reform. Th is wle is not intended 
to have a retroact ive e ffect. Thi s rule 
will not preem pi any state or local laws, 
regu lation s, or policies, unless they 
present an irreconcilable confl ic t with 
thi s rule. 

The Agricullura i Marketing 
Agreement Act of 1937, as amended (7 
U.S.c. 601-674), provides that 
admi n ist rat ive p roceed in gs must be 
exhausted before parties may file su it in 
COlirt. Undcr sec ti on 608c(l5 )(A) of the 
Act , any handler subject to an order may 
request mod ification or exemption fro m 
sll ch ord er by filing wi th th e Secre tary 
a petition Slatin g tha t th c order, any 
provision of lhe o rde r, or any ob ligation 
imposed in con nection with the order is 
not in accordance wi th the law. A 

handler is afforded the opportun ity fo r 
a h ea ring on the pet ition. After a 
hearing, the Secretary would ru le o n the 
petition. The Act provides that the 
district cour l of the Un ited States in any 
district in which the handler is an 
inhabitant, or has its principal place of 
business, has jurisdiction ill equity to 
review the Secretary's ruling on the 
petition, provided a bill in equity is 
filed not laler th an 20 days afler the da le 
o f the entry of the ruling. 

Smali llus io css Consideration 

In accordan ce wi th the Regu latory 
Flexibility Act (5 U.S.C. 601 et seq.), as 
amended, the Agr icu ltura l Marketing 
Service ha s considered the eco ll omic 
impact of th is action on small enti ties 
and believes that this rule could have a 
significant economic impact on a 
substantial number of sma I! entities. For 
the purpose of the Regu latory F lexibi l ity 
Act, a dairy farm is considered a "small 
business" ifi t has an annua l gross 
revenue of less than $500,000 . and a 
dairy prod ucts manufacturer is a "small 
business" if it ha s fewer than 500 
employees. For the pu rposes of 
d e termining which dairy fa rm s are 
"small bus inesses," the $500,000 per 
year criterion was used to establish a 
production guideline of 326,000 pounds 
per m onth. AlLhough th is guideline d oes 
not fac tor in additional monies that may 
be received by dairy producers, it 
shou ld be an inclusive standard for 
mos t "small" dairy farmer s. For 
purposes of determining a hand ler 's 
size, i f the p lant is part ofa larger 
company operating multip le plants that 
collec tively exceed the 500 employee 
limit, th e p lant will be considered a 
large business evcn if the local plant ha s 
fewer than 500 employees. 

This rule terminates the base-excess 
plan provisions offive Fedenll mi lk 
orders. Producers with earned base w ill 
no longer receive base prices as in the 
pas t, but will be paid at least the 
uniform price throughout the year for 
their hundredweight of milk. 

Under a b ase-excess paymen t plan, a 
producer is p aid a "base price" for 
"base milk" and an "e xcess price" for 
prod uction in excess of base mi lk. 
During the base-paying peri od ofa base­
excess plan, base prices are higher than 
the uniform pr ices computed for those 
months , wh ile the excess prices are 
below th e uniform prices. Us ing a 
represe ntative period o f May 1996, the 
difference between the base and 
uniform prices in the five orders wa s 
not greater th an SO.26/c wt., while the 
differe nce be tween the uniform and 
excess prices ranged from $0.45 to 
$2.8 1/cw t. 



Jiederal Register I Vol. 61, No. 252 I Tuesday, December 31, 1996 I Rules and RegulatIOns 69017 

The econOlll ic impact of the 
termination of base-excess plans is 
likely to be threefold. Fint, for those 
producers who have been most 
successful in shifting their herel's 
production from the spring to thc fall, 
there will be a reduction in toLal 
revenue. The loss in revenue would be 
determined by multiplying the 
producer's total hUlidredwcight oftnilk 
by the uniform price and subtracting 
that figure from the producer's base 
milk at the estimated base price phiS the 
excess milk at the estimated eXCeSS 

price. This calculation would have to be 
computed [or each month of the basc­
paying period. On the other hand. for 
those producers who h,we made no 
effort to shift production from the spring 
to the fall, there is likely to be an 
economic windfall at the difference 
between the uniform price multiplied 
by their total productiun and what the 
producer's milk would have earned 
llsing base and excess prices. 

A second economic impact for 
prod ucers under Orders 5, 7, 11, and 46 
will he experienced by those producers 
who were planning to go out ofhusiness 
and sell their base at the end of the b(jse­
building period, but before the start of 
the base-paying period. These proc1ucers 
will lose the amount ofmolley that they 
could have realized by selling their 
base. For example, during the 1995 
base-building period, 5500 producers 
earned base in the Southeast market. 
The average daily base for a single 
producer was 2,933 lbs. Based on the 
average price per pOllnd for base in 1995 
(S1.62Ilb. based on figures obtained 
from the Market Administrator's office), 
an average producer in the Southeast 
could have obtained $4,751.46 from the 
sale of such base in 1997. 

The final effect of the base-excess 
plan termination is impossible to 
measure in advance of the facts. Under 
the base <lnd excess plaos in Orders 5, 
7,11 and 46, dairy farmers who w~re 
not on a market during the base­
building period are discouraged from 
pooling their milk on the market during 
the base-paying period because they 
would only receive the excess price for 
their milk. Vlithout a base and excess 
plan, however, there wouid be no sllch 
disincentive. Theoretically, therefore, it 
is possible that prodllcers who arc oot 
normally associated with these markets 
will become associated with them 
during the flush production months to 
take advantage ora price difference 
between these generally deficit, high 
Class I utilization markets and the 
producers' normal, lower utilization. 
lower-priced market. To what extent the 
attachment of this additional milk will 
lower the uiliform price in the 5 base-

excess plan markets canllot be 
dctermined at this time. 

Reg:.udkss of the possible econom k 
effects which may result from 
termination of seasonal base plans UrO:1 
small entities. there is no alternative to 
this termil12tion action since the 
underlying st at 1I tory au thority expires 
on December 31. 1996. 

In considering the impact of this 
action on small businesses, the 
termination of seasonal base plans will 
<llso cause a red uction in paperwork. 
Rase-cxcess plans generate a large 
volume of paperwork for the Market 
Admjnistra~()r's office, as well as for 
cooperative associations and handlers' 
with non-member supplies. Termination 
OfSllCh plans will place less ofa 
regulatory burden on those responsible 
for recordkeeping. administration, and 
co:npiLnce with these pro\isions. 

Statement of Consideration 

This order of term ination is i,-;Sll cd 
pursu:lllt to the provisions ofthe 
Agricultural Marketing Agreement Act 
and of the orders regulating the 
handling of milk in the Middle Atlantic, 
Carolina, Southeast, Tenoessee Valley, 
:lI1d Lou is vllle-Lexington -Evan sville 
marketing areas. 

Tt is detenn ined that notice of 
proposed rulemaking and public 
procedure thereon is impracticable, 
unnecessary and contrary to the public 
interest. The expiration of authority to 
incorporate seasonal base plans in 
Federal milk marketing orders on 
December 31, 1996, necessitates the 
term in atio:1 of base-excess plan 
provisions. 

The l)epartment received several 
letters requesting that seasonal base 
plans be suspended, rather than 
terminated. While the Department 
considered s'.lspending the provisions, 
we concluded that an order provision 
cannot be suspended once the 
underlying legislative authority for th3t 
provision has expired. Nevertheless, 
should Congress pass f·\.ltme legislation 
authorizing seasonal base plans, it could 
provide for an expedited procedurc to 
reinstate the order provisions. 

After consideration of all relev~\llt 
material, and other available 
information, it is hereby found and 
determined that effective Janu<lry 1, 
1997. the proviSions of each of the 
orders specified below du nol tend to 
effectuate the declared policy of the Act: 

List of Subjects ill 7 CFR Parts 1004, 
1005,1007,1011, and 1046 

Milk marketing orders. 
For the reasons set forth in the 

preamble, 7 CFR Parts 1004, 1005, 1007, 
1011, and 1046 are amended as follows. 

zs 

1. The uuthority citation for 7 CFR 
Paris 1004, 1005, 1007, 1011, and 1046 
continues to read a" follows: 

Authority: 7 U.S.C. 601· 674. 

PART 1004-MILK IN THE MIDDLE 
ATLANTIC MARKETING AREA 

§ 1004.61 [Amended] 

2. In § 1004.61, paragraph (b) is 
removed and reserved, and the section 
heading and introductory text are 
revised to read as follows: 

§ 1004.61 Computation of weighted 
average dlfferenlial price and producer 
nonfat milk solids price. 

For each month the market 
administrator shall compute a 
"weighted average differential price" 
and a "producer nonfat milk solids 
price", as follows: 

* 
§ 1004.63 [Amended] 

3. In § 1004.63, the words "the 
weighted average differential price for 
base milk and" are removed, and the 
section heading is revised to read as 
follows: 

§ 1004.63 Announcement of weighted 
average differential price, nonfat milk solids 
price and producer nonfat milk solids price. 

* * 
§ 1004.73 [Amended] 

4. In § 1004.73, paragraph (a) 
introductory text is amended by 
removing the word "base", paragraph 
(a)(1) is amended by removing the 
phrase "for base milk computed 
pursuant to § 1004.61(b)" and the word 
"base", and paragraph (b) is removcd. 

§ 1004.75 [Amended] 

5.ln § 1004.75, paragraph (a), the 
words "for base milk computed 
pursuant to § 1004.61(b)" are removed. 

§§ 1 004.90, 1004.91, 1004.92, 1004.93, 
1004.94 and 1004.95 [Removed] 

6. § 1004.90 and the llndesignated 
ccntcrheading prcceding it. and 
§§ 1004.91 through 1004.95 arc 
removed. 

PART 1005-MILK IN THE CAROLINA 
MARKETING AREA 

§ 1005.32 [Amended] 

7. In § 1005.32, paragraph (a) is 
removed and reserved. 

§1005.61 [Amended] 

8. In § 1005.61, paragraph (a) 
introductory text is amended by 
removing the words "of June through 
January", paragraph (a)(6) is amended 
by removing the words "for the months 
oUune through Janu3ry", paragraph (b) 
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is removed , and the sect ion heading is 
revised to read as follows: 

§1005,61 Computat ion at uniform price 
(including weighted average price). , , , * 
§ 1 005.62 [Amended) 

9, In § 1005,62 paragraph (b) is 
revised to read as fo ll ows: 

§100S.62 Announcement of uniform price 
and butterfat differential. 

• * • 
(b) The 11th day after the end oreach 

month the uniform price pu rsuant to 
§1005.6 1 for such mon th. 

§ 1005,71 [Amended) 

10. ~l § 1005,71, paragraph (a)(2)(i), 
the letter "(s)" at the end of the word 
"price(s)" is removed. 

§1005,73 [Amended] 

11, In § 1005,73, poragraph (.)(2; 
introductory text is amended by 
re moving the letter "(S)":11 the end of 
the wo rd "price(s)" and the words "or 
base milk and excess milk", paragrap h 
(c)(2) is amended by removing th e word 
"appropri ate" and th e letter "(5)" at the 
end of the word "price(s)", paragraphs 
(d)(4) and (5) are amended by removing 
the letter "(5)" at th e end of the word 
"rate(s)" everywhere it ap pears, and 
para graph Cd)(3) is removed and 
reserved. 

§ 1005,74 [Amended) 

12. § 1005.74 is amended by removing 
the letter "(5)" at the eod of the word 
"pri ce(s)". 

§ 100S,75 [Amended) 

13 , In § 1005 .75, paragraph (a) is 
amended by removing th e words "an d 
the uniform price for base milk". 

§§ 1 005.90, 1005.91, 1005.92, 1005.93, and 
1005.94 [Removed] 

14 . § 1005.90 and the undesignated 
cenwrhcading preceding it, and 
§§ 1005.91 through 1005,94 are 
removed. 

PART 1007-MILK IN THE SOUTHEI'.sT 
MARKETING AREA 

§1 007,32 [Amended) 

I S. In § 1007.32, paragraph (a) is 
removed and rcserved. 

§ 1007.61 [Amended] 

16, ~, § 1007,61, paragraph (a) 
introductory text is amended by 
removing the words "of June through 
January", paragraph (a)(6) is amended 
by rem oving the words "for the months 
of June through January", paragraph (b) 
is removed, and the sect ion heading is 
rev ised to read as follows: 

§1007.61 Computation of uniform price 
(including weighted average price). 

* • • * • 
§1007.62 [Arnended] 

17. ~J § 1007.62, por"graph (b) is 
ame ll ded by removing the word 
"applicable" and the letter "(s)" at the 
end of the word "price(s)". 

§ 1007,71 [Amended] 

18, In § 1007,71, paragrap h (a)(2)(i) is 
amended by rt!moving the It!tler "(s)" at 
thc end of the word "price(s)". 

§ 1007.73 [Amended) 

19, In § 1007,73, paragraph (a)(1) is 
amended by removing the phrase "or if 
the producer had no estab l ished base 
upon which to rece ive paymen ts during 
the base paying months of February 
through M,y,", paragraph (a)(2) 
introductory text is am ended by 
removing the letter "(s)" at the end of 
the word "price(s)" and the words "or 
base milk and excess milk", paragraph 
(d)(2) is amended by removing the word 
"appropriate" and the lette r "(s)" at the 
cnd of the word "price(s)", paragraphs 
(0(4) and (5) are amended by removing 
th e letter "(s)" at the end of the word 
"ratc(s)" and thc word "(arc)" wherever 
tht! y appt!ar. and paragraph (0(3) is 
removed and reserved. 

§ 1007.74 [Amended ] 

20. In § 1007.74, the letter "s" at the 
end of the wo rd "prices" and the words 
"for base and excess milk" are rem oved. 

§ 1007,75 [Amended) 

2 1. In § 1007,75 , paragraph (a) is 
amended by removing the phrase "and 
the uniform price fo r ba se milk". 

§§ 1007,90, 1007,91 , 1007,92, 1007,93, and 
1007.94 [Removed) 

22. § 1007.90 and the undersigllated 
centerheading precedi ng it, and 
§§ 1007,9 1 through 1007,94 are 
rem oved. 

PART 1011-1II1ILK IN THE TENNESSEE 
VALLEY MARKETING AREA 

§101 1,32 [Amended] 

23, III § lOll ,32, paragraph (a) is 
removed and reserved. 

§101 1.61 [Amended] 

24, In § 1011.61, paragraph (a) 
introdu c to ry text is amended by 
removing the word s "of July through 
Pebnlary", paragr<lph (b) is removed, 
and the sec tion head ing is re vised to 
read as follows: 

§ 1011.61 Computation of uniform price 
(includ ing weighted average price) . , , • , 

§1011,62 [Amended] 

25, In §1011.62paragraph (b) is 
ame nded by removing the word 
"applicab le" and the le tt er "5" [It the 
end of the word "prices". 

§1011,71 [Amended) 

26. In § 10 11.71, paragraph (a)(2)(i) is 
amended by removing the letter "s" at 
the end of the word "prices". 

§1011,73 [Amended) 

27. In § 10 11.73, paragraph (a)(2) 
introductory text is amended by 
removing thc phrase "or base m ilk and 
excess milk" <lnd th e letter "(s)" at the 
end of th e word "price(s)", paragraph 
(c)(2) is amended by rem oving the word 
"appropriate" and the letter "(s)" at the 
end of the word " price(s)", paragraphs 
(d) (4) and (5) are amended by remov ing 
the letter "(s)" at the end of the word 
"rate(s)" wherever it appears, and 
paragraph (d )(3) is removed and 
reserved. 

§1011 .74 [Amended] 

28, In § 1011.74, the letter "(s)" at the 
end of the word " price(s)" is rem oved. 

§1011.75 [Amended] 

29, In § 1011.75, paragraph (a) is 
amended by removing the words "and 
the uniform price for base milk". 

§§101 1,90, 1011,91, 1011,92, 1011,93, and 
1011.94 (Removed] 

3D. § 1011.90 and the undesignated 
centerheadiog preceding it, and 
§§ 1011.91 through 101 1.94 are 
removed. 

PART 1 046-MILK IN THE 
LOUISVILLE·LEXINGTON-EVANSVILLE 
MARKETING AREA 

§ 1046,32 [Amended] 

3 1. In § 1046.32, paragraph (d) is 
rem oved an d rese rved. 

§ 1046,61 [Amended) 

32. In § 1046,6 1, pa ragraph (a) 
in troductory text is amended by 
removing the words "of Ju ly through 
February " , paragraph (b) is removed, 
and the sec tion heading is revised to 
read as follows: 

§ 1046.61 Computation of uniform price 
(Including weighted average price). 

* * • * , 
§ 1046.62 [Amended] 

33, In § 1046,62, paragraph (b) is 
amended by removing the word 
"app licab le" and the letter "(s)" at the 
end of the word "price(s)". 

§ 1046:11 [Amended] 

34. In § 1046.71, paragraph (a)(2)(i) is 
amended by removing the word 
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"applicable" and the letter "(s)" at the 
end of the word "price(s)". 

§ 1046.73 {Amended] 

35. In § 1046.73, the last s~ntencc in 
paragraph (a) is removed, paragrLlph (b) 
introductory tcx.t is amended by 
removing the lcller "(5)" at thc cnd of 
the word "prke(s)" 2.od the wurds "or 
base milk and exccss milk", paragraphs 
(d) (4) and (5) ar;;: amcnued by removing 
the lctter ''(s)'' at the end of the word 
"r'Jte(s)" everywhere it <lppeal's, and 
paragraph (d)(3) is removed and 
reserved. 

§1046.74 [Amended] 

36. In § 1046.74, the letter "(s)" at the 
cnd orthe word "price(s)" is remuved. 

§ 1045.75 (Amended1 

37. In § 1046.75, paragnph (a) is 
amended by removing the phrase "and 
the uniform price for base mille". 

§§ 1 046.90, 1046.91, 104·6,92, 1046.93, and 
1046.94 [Removed] 

38. § 1046.90 and the undesignated 
centerheading preceding it, and 
§§ 1046.91 through 1046.94 are 
removcd. 

Dated: December 23, 1996. 

Michael V. Dunn, 

A ssiHall t Secret(lI)" Marketill g and 
Regulatory Programs. 

[FR Doc. 96-33000 filed 12-30-96; 8:45 am] 
BILLING CODE 3410-02-? 

DEPARTMENT OF JUSTICE 

Immigration and Naturalization Service 

8 CFR Par1242 

[INS. No. 1627-96] 

RIN 1115-AE69 

Administrative Deportation Procedures 
for Aliens Convicted of Aggravated 
Felonies Who Are Not Lawful 
Permanent Residents 

AGENCY: Immigration and Naturalizuliuil 
Service, Justice. 
ACTION: Pinal rule. 

SUMMARY: In accordance with s<.'!ction 
442(d) of the Antiterrorism and Effective 
Dcath Penalty Act of 1996 (AEDPA), this 
final rule adds a new paragraph to the 
administrative deportation procecdings 
regulation. The new paragraph explains 
how the Immigration and N<lluralization 
Service (Service) will conduct 
administrative deportation proceedir::gs 
without immigration court hearings for 
certain aliens convicted of aggravatcd 
felonies in light of two recent statutory 
changes. The Service is promulgating 

this final rule to comply \vith the 
statutory requirement that the Service 
pllhli~h 0.11 implementing regulation by 
J::lIluary 1, 1997. The final rule states 
that the Service 'NiH continue to process 
aliens under the current regulation until 
March 3, 1997, and will suspend 
administrative deportation proceedings 
from M<lrch 3,1997, 11ntil the effective 
date of the implementing regulations for 
the JIleg;:.lI Immigration Rdorm and 
Immigrant Responsibility Act of 1996. 
EFFECTIVE DATE: March 3, 1997. 
FOR FURTHER INFORMATION CONTACT: 

Leonard C. Loveless, Detention and 
Deportation Officer, Immignltion nnd 
Naturalization Service, 425 I Street, 
NW., Wnshinglon, D.C 20536, 
Telephone (202) 514-2865. 
SUPPLEMENTARY INFORMATJON: Section 
130004(a) of the Violen t Crime Con trol 
and Law Enforcement Act of 1994. 
Puhlic Law 103-322, created a new 
section 242A(b) of the Act, 8 U.S.c. 
1252a(b), to provide for the deportLltion 
without an immigration court hearing of 
certain aliens con victed of aggravated 
felonies. On August 24, 1995, the 
Service published a final rule at 60 PR 
43954 to create 8 C.F.R. 242.25 that 
implemented section 242A(b) of the Act. 
Section 442 orthe Antiterrorism and 
Effective Death Penalty Act of 1996 
(AEDPA) modified section 242A(b) and 
required that the Attorney General 
publish implementing regulations by 
January 1, 1997, to tuk!.! dfect 60 days 
after public8tion. 

On September 30,1996, however, 
Congress passed the Illeg;}l Immigration 
Reform and Immigr3nt Responsibility 
Act of 1996 (IIRIRA), Public Law 104·-
208. Section 304(c) of the HRIRA, 
effective April 1, 1997, f1lrther amended 
<ldministrative deportation proceedings 
by nullifying some of the amcndments 
made by the AEDPA and by 
renumbering the statutory section from 
section 2<12A(b) of the Act to section 
21H(b). 

Till! AEDPA amendments would 
require significant changes in 
operational procedures and forms t113t 
arc not \vorthwhilc, given that those 
amendmeilLs will be effective only for 
approximately 1 month. For cxnmple, 
the AEDPA added the requirement that 
adrr.inistrative deportation proceedings 
he "conducted in, or translated for the 
alien into,:J language the alien 
understands." This provision would 
rcql!ire the Service to translatc all 
documents used in the proceedings, 
rather than only the form 1-851, Notice 
ofIn1.ent to Isslle Final Administrative 
Deportation Order. (Current Iransi<ltion 
and explanntion requirements arc set 
forth in 8 erR 242.25(b)(2)(iv». Since 

the IJR]R!\ has eliminated the statutory 
translation requirement, it would bc 
unduly hurdensome to implement this 
requirement for 1 month. 

Accordingly, us a policy matter, the 
Service has determined that these 
implementing regulations will simply 
nllilounce a suspension of the operntion 
of administrative deportation 
proceedings, which includes the 
issuance of both Form 1-851 and Form 
1-851 A, Fio al Administrative Order of 
Deportation, until the implementing 
regulations for the IIRIRA, under 
separate notice of proposed rulemaking, 
are effective. The Service will continue 
to process aliens under the current 
version 0[8 CFR 242.25 until March 3, 
1997, From that date until the IIRIRA 
amelldrnents to administrative 
deportation take effect, the Service will 
cease all ad ministrative deportation 
proceedings. During that period, aliens 
otherwise amenable to administrative 
deportation will be placed instead in 
regu lar deportation proceedings before 
an immigration judge. This change does 
not affect the enforceability of 
administrative deporU'\tion orders 
previously entered. 

The Service has determined that the 
publication of this rule as a final rule is 
based upon the "good cause" exceptions 
found at 5 U.S.c. 553(b)(3)(B). The 
Service has determined that public 
notice and comment on this rule is 
impracticable because of the January 1, 
1997, statutory deadline for publishing 
a final rule. In addition, public notice 
and comment is unnecessary because 
the final rule makes no change that 
affects an individual's rights. It simply 
continues until March 3, 1997, the 
existing rules governing administration 
deportation. On thnt date, the Service 
will suspend administrative deportation 
proceedings, and proceed under existing 
regulations governing regular 
deportation proceedings. Since there 
wil.l be public notice and comment on 
the IIRIRA amendments to 
administrative deportation proceedings, 
public notice and comment on this final 
rule is unnecessary. 

Regulatory Flexibility Act 

The Commissioner of the lmmigration 
und Naturalization Service, in 
3ccordance with the Regulatory 
rlcxihility Act (51J.S.t:. 605(b)), has 
reviewed this regulation and, by 
approving iI, certifies that this nlle \vill 
not have a significant economic impact 
on a substantial number of small entities 
bec<luse the affected parties are 
individual aliens who have been 
ordered deported from the United 
States. 



Summary of statements on Quota: 

8 "In 2014 Congress provided a necessary prerequisite for correcting this condition when it 
re-authorized the language in the 1996 Farm Bill allowing the USDA to promulgate a 
California FMMO while retaining the California state quota program." Exhibit 19, Page 
5, Written Testimony of Elvin Hollon. 

• "That Congressional authorization makes clear that a California FMMO will have all the 
benefits and characteristics of the other ten FMMO's, while maintaining the unique 
California system of sharing milk sales revenues through the state quota program." 
Exhibit 19, Page 5, Written Testimony of Elvin Hollon. 

• "The definition of the California marketing area follows directly from the language of the 
2014 farm bill (the Agricultural Act of2014) which specifically links the quota 
authorization to a petition fol' a marketing order for the 'state of California. '" Exhibit 
34, Page 4, Written Testimony of Tom Wegner. 

• "In fact, paramount to any consideration of a California federal milk marketing order 
(FMMO) was the assurance that the quota program would not in any way be diminished 
or affected. Congress recognized this and in the 2014 Farm Bill language dealing with 
the promulgation of an FMMO in California directed that the marketing order provisions 
allow for the continuation of the quota program in California." Exhibit 42, page 2, 
Written Testimony of Eric Erba. 

• "The language from Congress makes it clear that the quota program should have the 
right to exist within the framework of a FMMO." Exhibit 42, page 24, Written 
Testimony of Eric Erba. 

• "In fact, paramount to any consideration of a California federal milk marketing order 
(FMMO) was the assurance that the quota program would not in any way be diminished 
!>r affected. Congress recognized this and in the 2014 Farm Bill language dealing with 
the promulgation of a FMMO in California directed that the marketing order provisions 
allow for the continuation ofthe quota program in California." Exhibit 54, pages 6-7, 
Written Testimony of Lon Hatamiya, "The Economic Importance of the California Dairy 
Quota Program." 

• "In order to best 'recognize quota vallle,' the full economic value must be determined 
and maintained." Exhibit 54, page 7, Written Testimony of Lon Hatamiya, "The 
Economic Importance of the California Dairy Quota Program." 

• "So Congress knew what the system was and it authorized this hearing, and it authorized 
a Federal order that incorporates quota .. . " Opening Statement of Marvin Beshore, 
September 25, 2015, transcript page 767, lines 14- 16. 
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The Agricultural Act of 2014 and Prospects for the 
California Milk Pool Quota Market 

Daniel A . Sumner and Jisang Yu 

We find that the Agricultural Act of2014 has mixed effects on the market for California 
milk pool quota. First, the new Margin Protection Program (MPP) likely lowers the 
expected price of quota by increasing future expected dairy profitability. However, the 
MPP likely mitigates temporary declines in the price of quota by increasing liquidity 
during financial stress. The proposed federal milk marketing order for California would 
also have mixed effects on the price of quota. Higher minimum prices cause slightly 
lower farm profits and thereby raise quota prices. However, de-pooling would reduce the 
amount of milk eligible for the pool and shift down the demand for quota causing a lower 
price. Finally, by reducing the perceived quota policy risk, the fann bill contributed to the 
rise in the price of quota in 2014. 

Key words: Agricultural Act of2014, MPP, California milk marketing order, California 
dairy quota, farm bill, dairy policy 

After years of economic fluctuations U.S. dairy policy changed substantially with the 

Agricultural Act of2014. These policy changes may affect markets nationwide and 

globally. California dairy farms have recently faced even more economic turmoil than 

those in most of the rest of the United States. As a result, in addition to supporting 
changes to federal dairy policy, many producers, processors and others, have suggested 

changes in California state milk pricing regulations. 

California has had its own separate state milk marketing order since the 1930s. The 

California Department of Food and Agriculture (CDFA) operates a classified price and 
revenue pooling program that, while similar in many ways to tbe federal milk marketing 

order (FMMO) system, also has significant differences. One difference is that a portion 

of the pooled revenue under the California order is distributed to dairy producers in 

proportion to the ownership of California milk pool quota. California and the FMMOs 

also differ in how they set minimum prices by end use class. California minimum prices 

have often been well below the federal minimums, especially for the non-fat milk 

Daniel A. Sumner is the Frank J. Buck Jr. professor in the Department of Agricultural and Resource Economics, 
University of Cali fomi a at Davis, a member of Giannini Foundation and the director of the University of 
California Agricultural Issue Center. Jisang Yu is a Ph.D. candidate in the Department of Agricultural and 
Resource Economics, University of California at Davis and a graduate student researcher in the University of 
California Agriculturallssue Center. We extend thanks to the editor Mariu Bozic, Nina Anderson, and two 
anonymous referees. We also thank the dairy marketin~j,~,,c~ of the California Department of Food and 
Agriculture. ~\ to' . 
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component used in cheese production. This deviation in milk prices stimulated renewed 
interest in California shifting to the FMMO system. In response, the Agricultural Act of 
2014 specifically provides that California may join the FMMO system while maintaining 
some form of a California pool quota program. 

This paper focuses on how the Agricultural Act of2014 is likely to affect the market 
for and the value of California milk pool quota. The potential shift to the FMMO system 
is one influence on the quota market, but the removal of price supports and the adoption 
of the Margin Protection Program for Dairy Producers (MPP) also have the potential to 
influence the value of quota. 

It is important to understand at the outset that the California milk pool quota program 
is distinct from typical agriculture quota programs since the quota does not impose any 
production or marketing limits. Total quantity of the quota asset and the flow returns 
have been fixed since 1994 by the state. The quota is strictly a financial asset tbat 
provides fixed monthly flow returns to "quota" owners. The quota asset is freely tradable 
among dairy producers in California. 

About $13 million dollars, about 2% of California milk revenue, is distributed 
through the milk pool quota system each month. The capital value of this quota is 
currently about $1.1 billion. Thus dairy farmers have significant wealth and potential for 
financial losses when dairy policy changes in ways that may affect the quota market. 
Given the long history of the quota program and the stability of returns changes in quota 
returns or operations are highly controversial and major issues for farmers considering 
changes in the marketing order. 

The Agricultural Act of 2014 and California Federal Milk Marketing Order 

First consider tbe provision for California to join the federal marketing order system. 
Section 1410(d) of the Agricultural Act of2014 amends section 143(a) of the Federal 
Agricultural Improvement and Reform Act of 1996 by eliminating its time limitation of 
final amendments so that California can still be included in a separate FMMO even 
though the original deadline passed years ago. Section 143(a) of the 1996 Act states: 
"The order covering California shall have the right to re-blend and distribute order 
receipts to recognize quota value." This provision, which is now operative again, allows 
California to join FMMO and maintain a quota system of distributing milk pool revenue, 
but is silent on precisely how that might be done. 

Even though they are similar, there are complications in actually shifting from the 
California rules to the FMMO rules. In our analysis below, we highlight implications of 
two ditIerences between the California and FMMO systems that have been the focus of 
much discussion (Newton, Thraen, and Novakovic (20 14)). Most important are the 
differences in the milk pricing formulas themselves. Differences in rules regarding de-
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pooling, whicb means withdrawals from the pool of processing plants, can also bave 
significant implications. 

The regulated minimum prices oftbe solid-nat-fat component for milk entering 
FMMO Class III and California Class 4b (milk used for cbeese) have diverged widely in 
recent years with the California price much lower than the federal price. The value 

attributed to whey has been much lower in the California Class 4b price compared to tbat 
under the federal system. We sbow below tbat economic prospects for dairy investments 
have the potential to affect the market for quota, therefore higher milk prices in 
California under a federal order may be expected to affect the price of quota. 

Under the FMMO milk processing plants typically have marc flexibility to "de-pool" 
and "re-pool" than they have under the California milk marketing order. Under the 
federal system, plants processing dairy products such as cheese, dry milk powder or 
butter can be de-pooled and not be subject to the minimum prices of marketing order. 
Under prevailing quota rules only producers delivering to plants in the pool may 
witbdraw additional revenue from pool. Therefore, the potential for de-pooling under a 
FMMO for California would be likely to imply adjustments to which farms would own 
quota. 

Under tbe MPP a dairy producer receives indemnity wbenever the national all-milk 
price minus a national feed price index falls below that farm's selected coverage level. 
We do not yet know bow lucrative the MPP will be (Balagtas, Sumner, and Yu (2013), 
and Bozic et al. (2014)). However, tbe program is likely to increase expected profitability 
and the liquidity of dairy producers, due to subsidy and insurance aspects of the program. 

Statistics released by Farm Service Agency in January 2015 show 69% of California 
dairy fanns enrolled in the MPP and 35% oftbose wbo enrolled cbose to buy coverage 
above the minimum for 2015 (USDA FSA (2015)). The enrollment is high enough to 
potentially affect the demand for quota. We sbow bow changes in tbe long run expected 
profitability and the sbort run liquidity affect tbe demand for quota. 

Witb this background we turn to considering implications for the market for quota. 

The Capital Value of Farm Program Benefits 

Several studies have found high rates of return for Canadian milk quota, whicb limits tbe 
production or marketing of milk (Moschini and Meilke (1988), Barichello (1996), and 
Nogueira et al. (2012)). Capital value of quota depends on the flow of returns defined by 
fann programs, the risk of quota in tbe context of the portfolio of farm assets, and the 
policy default risk in the program. Barichello (1996) and Alston (1992) empbasize how 
studies of quota can shed light on capitalization of government program benefits in 

general. 
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Sumner and Wolf (1996) showed that unlike most otber quota programs, California 
milk pool quota does not limit milk production or marketing, but only determines an 
additional revenue flow and in that sense is a financial asset tradable among California 
dairy farms with no effective limit on productions or marketings. Since tbe quota asset is 
a tradable financial asset with fixed flow returns, it is also different from other infra­
marginal payments that deter exit decisions affirms. Exit deterrence is very unlikely 
since most of dairy farmers including quota owners are above marginal level. And even 
for infra-marginal farmers, tbeir internal valuations of quota need to be a lot greater than 
tbe market price of quota to deter exit decisions since the quota asset is a tradable asset. 
Regarding exit deterrence and infra-marginal payments, de Gorter, Just, and Kropp 
(2008) provide an illustrative theoretical framework and empirical evidence on tbe old 
Milk Income Loss Contract program. 

Sumner and Wilson (2005) sbow tbat by having returns that are eitber not correlated 
witb or vary inversely with returns to farm investments, investment in quota lowers tbe 
variability of the typical portfolio of dairy farms in California and tbus, tbe producers pay 
extra for quota. The plausible alternative explanation of the high rate of return for dairy 
quota is policy default risk. Wilson and Sumner (2004) specify tbe price of quota as a 
function of expected flow return, liquidity of dairy farmers, and policy events, and fmd 
evidence supporting the importance of these explanators and of policy default risk. 

The Flow Return and Market Price of California Milk Pool Quota 

Buyers contribute revenue to the milk pool based on minimum prices for each end use 
class. Before that pooled revenue is distributed per unit of milk marketed, quota owners 
draw revenue from the peal for eacb unit of quota they own. Tbus, the weighted average 
(blend) price that farms receive per unit of milk is total pool revenue (after deducting 
some relatively small allowances) minus payment to quota owners over total quantity of 
milk supplied to the pool. 

Since 1994 the fiow return to dairy quota bas been fixed and so bas been 
(approximately) tbe quantity of quota. Tbe pool revenue, R, of a farm i tbat owns Q, 
pounds of pool quota is 

R, = PM, + FQ, 

where M, is tbe quantity of milk supplied to the pool and flow returns to quota, F, are 
only paid up to tbe amount of M, for farm i. In other words, farms cannot receive 
payments on more milk than tbey market througb tbe pool. Also, note that the payments 
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are based on the SNF component of the quota milk. Tbe weighted average (blend) price, 
P, is defined as 

p = R -FQ 
M 

wbere R, Q, and M are the pool-wide totals oftbe terms defined above for individual 
farm, i, (Wilson and Sumner (2004)). 

The flow return per unit of quota has been fixed at $0.195 per pound of solid-non-fat 
(SNF) per day, which is approximately equivalent to the annual return of $7 1 per pound 
of SNF. However, the capital value of quota varies with the expected future capital gains, 
(including expectations about program changes), and the relevant discount rate applicable 
to future returns. Expected flow returns could differ from the historical return if the 
program provision changes. Determinants of this capital value are discussed in more 
detail in the next section. 

There is an active market in quota and prices of sales of quota are recorded each 
month by the CDF A. Several dozens of farms buy or sell quota each year, and the market 
is active every month. Figure I shows California milk pool quota prices per pound of 
SNF from January 1994 through September 2014. Prices of quota have been highly 
variable even tbougb the flow return itself has not changed. 

600 

550 -

til -'- r ,.., 
500 

.. rv»f' "I t 450 

~ /lAJ 1I /" J 400 
\ I' , V 350 

V\. ... f'J 
300 

250 , , , , , , , , , , , , , , , , , , , , , 
11; ~ ~ ~ m m 8 n N ~ 11 ~ :g ~ i'l m a n N ~ :. ~ 

m m m a a a a a a n n n n n 
0 0 " 10 0 < '" 

0 < 0 0 0 0 < < 0 0 0 0 0 " 0 
.!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 .!1 

Figure 1. The Merket Price of California Milk Pool Quota Vories Suhstantially from Month 
to Month 
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How Potential Policy Changes Affect the Market for Quota 

We characterize the individual willingness to pay for a unit of milk pool quota, with a 
simple net present value model: 

N, 

WTP = '\' F , L. (1 + ran 
n=O 

(1) 

where F is again tbe fixed flow return to quota, r, is the subjective discount rate of the 
individual i, and N, is the subjective time horizon oftbe quota program of the individual 
i. We treat expectation of future F as fixed and assign the changes in the quota demand to 

ri and Nt, 
The subjective discount ratc, r/; is an increasing function of the expected rate of return 

from alternative investments, 1fi , which represents the opportunity cost of investment in 
quota. For the dairy producers, the most relevant driver of n, is the expected rate of 
return to investments in dairy farming (cows, barns, equipment, etc,), which is a 
decreasing function of the rate of dairy investment, I, . As the farmer shifts capital from 
quota ownership to the investments in dairy farm assets he faces a declining rate of 
return, which limits the size of the farm at some stage. Dairy producers face upward 
sloping supply functions for access to capital, which indicates that It is a decreasing 
function of the quantity of quota, Q" that individual i owns. Increasing the investment in 
quota lowers investments in farm asseta and hence raises the rate of return from dairy 
farming and the subjective discount rate for owning quota. The higher long run expected 
rate of return to dairy farming, n" the higher the SUbjective discount rate and the lower 
the price of quota given fixed flow returns. 

The discount rate also depends on the farmer's liquidity at the time of decision about 
investment in quota which we denote as liquidity,. Liquidity indicates the producer's 

immediate access to capital including cash flow. We expect the higher the liquidity" the 
lower the subjective discount rate and the higher the price of quota. 

The third factor affecting the subjective discount rate is the risk premium a farmer 
assigns to quota, r isk premium,. The risk premium, which does not include policy 
default risk, indicates how investment in quota contributes to the variability of the 
portfolio of the dairy producer. We expect the less the quota investment contributes to the 
total variability of the farm investment portfolio, the more one would value the flow 
return from the quota investment. The less returns to quota are correlated with returns to 
dairy farm investments the more farmers would be willing to pay for quota. 

, Therefore, we express the subjective discount rate as 

r, = r(n,(I,(Q.» , liquidity" risk premiumD (2) 
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which is increasing in the amount of quota demand, Q,. Substituting (2) into (I), we 

denote the will ingness to pay for quota for the individual i is increasing in liquidity, and 
decreasing in TCl and risk premiuml' 

The time horizon, Nt , measures how long the individual i thinks the program will last 
in its current form. We represent a higher policy default risk, including expectations 
about negative changes in the flow return, or other program adjustments that lower the 
value of quota, as a smaller value of Nt . 

Since payment of quota revenue accompanies milk revenue from the pool, producers 
receive no revenue for quota in excess of the milk they market through the pool. That 
means the maximum aggregate demand for quota is total pool milk marketed in 

California, which we denote as Q. Consider the distribution of WT P, per unit of quota for 
an individual farm and across farms. We assign a willingness to pay for quota to each 

unit of milk marketed through the pool in California. The function [(x) defines the 
density of the quantity of milk with a willingness to pay of x for an associated unit of 
quota. Thus, the market demand for quota may be expressed as 

D(P) = r f(x)dx, 

where P is the market price of quota and D (P) is quantity of quota that elicits a 
willingness to pay greater than or equal to that price. 

Figure 2 shows the distribution of willingness to pay for quota. In Figure 2, the area 

under the density function is equal to Q. The quantity of milk changes from month to 
month, while the quantity of quota is essentially constant. The quantity of quota has 
recently been equivalent to about 20% of the milk marketed in the California pool. We 
illustrate in Figure 2 that the market price of quota is at approximately 80% quantile of 
the willingness to pay distribution, with area A in Figure 2 equal to the total quantity of 
quota in California. 

We use the framework of Figure 2 to explore how the Agricultural Act of2014 is 
likely to affect the demand for California milk pool quota and therefore the market price 
and capital value of quota. The Agricultural Act of 20 14 authorized the implementation 
of the MPP nationwide, whereas it only states the permission for California to join the 
FMMO system while maintaining the own milk pool quota program. 
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Figure 2. Distribution of the Willingness to Pay for California Milk POD) Quota 

Expected Changes in the Price of California Milk Pool Quota from MPP 

The MPP increases expected returns to dairy farm investments through the net subsidy 

element. To the extent tbat long run expected profit for the dairy operation increases due 
to the MPP, demand for quota falls. Willingness to pay for quota falls as dairy 

profitability, tr" tbe opportunity cost of capital for investments in quota, increases. 

Nicbolson and Stepbenson (2014) argue tbat tbe MPP may cause lower margins since 

dairy farms would not reduce production as mucb wben dairy margins trigger tbe MPP 
indenmity payments. However, even iftbe MPP results lower margins, producers 

perceive dairy farming as more profitable witb tbe MPP tban otherwise due to its subsidy 
element. That means the impact on quota market also follows. 

Through the insurance element, the MPP increases liquidity and access to capital in 

times of low dairy returns. The improvement of liquidity caused by the insurance element 
of the MPP has the opposite effect on the price of quota. With better access to liquidity, 

less quota is offered for sale in times of low returns from milk production. Dairy 

producers who would purchase quota but have a lack of liquidity and expensive credit 
will demand more quota under the MPP. Similarly, MPP reduces pressure to sell quota to 

raise capital when dairy cash flow is negative. In otber words, MPP increases liquidity, 
in equation (2), which in turn implies that dairy producers apply a lower discount rate on 
the future flow return from the quota investment and would therefore be willing to pay 

more for quota. We expect MPP to keep tbe price of quota (and other assets owned by 
dairy farms) from falling as mucb during periods when farmer liquidity is low, such as 

during periods oflaw margins, 
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A third effect of MPP follows from the role of quota in the farm portfolio. MPP may 
substitute for quota in producers' risk management plans. As Wilson and SUlnner (2005) 
discuss, the investments in quota may reduce risk of tbe full investment portfolio of dairy 
producers. MPP also reduces the risk in the portfolio of dairy producers by eliminating 
the lower tail of the milk to feed price margin distribution, wbicb suggests the potential 
substitution between quota and MPP. In this case, tbe introduction ofMPP increases tbe 
risk premium, in equation (2) and raises the subjective discount rate ri' The price of 
quota would therefore fall. 

In sum, introduction of MPP bas three distinct effects on tbe price of quota. First, 
improved liquidity from tbe insurance element is expected to keep the price of quota from 
falling especially in times of financial stress as observed in 2009 (Figure I). Second, any 
increase in the long run expected profitability of dairy farming would reduce tbe long 
term demand for and the average price of quota. And, third, tbe general risk management 
value ofthe MPP substitutes for quota and also reduces demand for quota. Empirical 
examination of the magnitude of tbese impacts is underway using 20 years of montbly 
data on quota, milk, and feed prices, and county quota quantities. 

Expected Cbanges in the Price of Quota from Including California in the Federal 
Milk Marketing Order System 

We consider the case ofa federal order for California tbat keeps many oftbe current 
features and continues to distribute pool revenue to quota owners who deliver to the pool. 
We focus on two specific changes. First we consider the increase in the average pool 
price tbat is the main motivation for considering a federal order. Second we consider the 
increase in availabi lity of de-pooling, whicb is an option that may become attractive to 
some proprietary processors in California. 

increase in Minimum Prices 

Establishing a FMMO for California would likely increase the regulated minimum milk 

prices received by California producers. If the increases in tbe minimum prices mean that 
the profitability in dairy farming increases, the price of quota should fall for the reasons 
outlined above. To summarize, if the increase in the minimum prices due to FMMO 
adoption implies an increase in the rate of return of investments in dairy farming, the 
increases in the minimum prices would increase 7r, in equation (2). If California dairy 

farmers expect the return from investments in dairy farm assets to be higher, given their 
finite access to capital, they would invest more in farm assets and less in quota. Or, as we 
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can see from equation (2), the willingness to pay for quota falls as 1f, increases and the 
demand for quota shifts inward. 

However, it is not clear whether higher regulated prices would be perceived by quota 
owners as increasing the profitability of dairy farming. Under current marketing order, 
the market for milk in California clears at prices sligbtly above the minimum prices, 
especially for Class 4b, where regulated minimums are most below their federal 
counterparts. In recent years in California larger over order premiums are mbre 
commonly paid by proprietary cheese plants than hy other plants. Given linkages across 
components and minimums across end use classes, determining the effects of raising 
minimum prices on revenue and profits is complicated, but a few simple considerations 
are helpful. If the higher rninimum prices are binding in the market, quantity of milk 
demanded falls and less milk is sold into that end use class. Since California producers 
almost surely face elastic long run demands for cheese (and milk used for cheese), 
increasing the minimum prices would reduce total revenue and producer surplus. In this 
context, we must be careful to consider how the market for milk clears when prices aTe 

set above market equilibrium. Of several potential options, one is for excess milk to be 
shipped at a loss out of the marketing order region and a second is for cooperatives or 
some other organization to limit access to the market with supply restrictions. 

P, 1---""­
Pp _ A_ 

Po I---+-- ------'7<... 
B 

/ 

s 

Q, Quantity mar keted 
Figure 3. Increase in the Minimum Price of Milk and Industry Profit 
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Figure 3 illustrates a simple case of binding minimum prices. Before the higher 
minimum price, the market price is set where quantity demanded equals quantity supplied 
<at clearing price, Po}. If the demand elasticity facing milk from California is greater tban 
1.0, which is surely true because more than 90% of California milk is sold in national and 
global commodity markets, area A will be smaUer than area B, and the producers lose 
from the new binding minimum price P" 

Moreover, unlike a monopoly supplier, the marketing order cannot control the 
quantity produced by individual farmers, whicb means tbat an increase in minimum 
prices leads to excess supply and, as noted above, the welfare effects depend on how the 
excess supply is bandIed. Individual farmers may face a perceived expected price witb a 
probability of seUing at the minimum price less tban one. If we set the probability of milk 
seUing at the minimum as tbe ratio oftbe market demand at tbe minimum price over the 
market supply at the perceived price, tben tbe perceived expected price Pp satisfies 

p. = p D(Pmtn} 
p mIn s(pp) , 

where we set a price of zero for milk not sold at the minimum price. We can then derive 
tbe possible range of tbe market supply at the equilibrium as 

wbich clearly indicates the presence of excess supply. Extra losses occur from tbe excess 
supply Q, - Qd in figure 3. 

Under this example, California dairy farmers as a wbole may expect lower profit 
under an FMMO. Lower rates of return to dairy investments on the farm, ITi' would lower 

the subjective discount rate for the capital value of quota, rio and raise the willingness to 
pay for quota. In that case, the price of California milk pool quota would rise because 
long term prospects for dairy farming fall. 

De-pooling 

Under the current California marketing order, aU Grade A milk is subject to the minimum 
prices of tbe marketing order, so there is little incentive for a plant to leave the pool. 
Furthermore producers cannot receive quota bene.fits if their milk is delivered outside the 
pool. If de-pooling aUows a plant to avoid paying minimum prices, raising minimum 
prices creates incentive for plants in California to de-pool so that they could pay their 
milk suppliers directly rather than indirectly througb the pool. 
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Consider the potential effects of de-pooling under the assumption that milk supplied 
to de-pooled plants would not be eligible for quota returns. In that case, producers who 
wish to keep their quota would avoid delivering to de-pooled plants. Plants that wish to 
de-pool would need to offer incentives sufficient to compensate suppliers who own quota 
for selling their quota. In the context of our conceptual framework, the WT Pi would fall 

to zero if individual i decides to leave the pool. De-pooling would cause excess supply of 
quota in the market and the price of quota would fall . Those who previously valued quota 
more highly would need to find buyers who were unwilling to own additional quota at the 
prevailing price. Thus the price must fall to entice them to buy. Producers with quota may 
supply plants inside and outside the pool, so long as they supply to the pool a quantity not 
less than the amount of quota they own, but the same pressure on quota price applies. The 
price of quota fails with de-pooling, but the magnitude of the fall requires further data 
analysis. Data on the milk demanded by de-pooled plants and the milk produced by 
current quota owners who would shift to de-pooled plants are the key information to 
account for the magnitude of the fall in the price of quota. 

Expected Changes in tbe Price of Quota from Cbanges in Policy Default Risk 

Policy default risk represents the likelihood of a policy change that substantially lowers 
the return from policy-created assets. Sumner and Wilson (2005) conclude that the high 
rates of return to California milk pool quota could not be fully explained by high 
portfolio risk and default risk was a likely alternative. Wilson and Sumner (2004) provide 
empirical evidence supporting the importance of policy default risk for California milk 
pool quota. Nogueira et al. (2012) calculate the policy default risk for Canadian dairy 
quota and fmd the policy default risk increased until the Uruguay Round Agreement and 
decreased after the establishment of the World Trade Organization in 1994. 

In tbe context of equation (1), we express policy risk as a lower Ni , which is the 
perceived time horizon over which quota returns are expected to last. Clearly, the 
willingness to pay is increasing in N,. Therefore, a fall in N, would shift the demand for 
quota inward and the price of quota would fall. 

The provision in the Agricultural Act of2014 that allows California to join FMMO 
without eliminating the current quota system likely caused a fall in the policy default risk, 
because it seems to provide for continuing quota even with a shift to a federal order. 
California producers who thought a federal order might be likely and would make the 
quota program vulnerable would have less concern after the legislation was signed into 
law. The rise in the price of quota in the spring and summer of2014 is consistent with 
this hypothesis (Figure I). Of course, the rise in price of quota is also consistent with 

~o 
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temporarily high milk margins that created a temporary rise in liquidity without raising 

long run expectations of profitability. 

Conclusion and Further Research 

We have discussed on how policy changes in the Agricultural Act of2014 may affect the 
demand for California milk pool quota and the price of quota. The immediate change 

from the legislation was the authorization of the MPP. We expect the MPP to decrease 

the average price of quota in the long run, but lead to smaller declines in the price of 

quota in periods of financial stress. Another likely response to the legislation was a fan in 

perceived policy default risk, which may have caused a rise in the price of quota. Thus, 
the immediate change from the legislation itself would be to increase the price of quota. 

We have raised several issues concerning prospects for the price of quota under a 
transition to a federal milk marketing order for California. If California joins the FMMO 

system, minimum prices would likely rise. Contrary to some expectations, we suggest 

that higher pool minimums would lower the profitability of dairy farming in the long run 
and raise the demand for and price of quota. We show that de-pooling under a federal 

order for California would likely lower demand for and the price of quota. 
This paper has raised many questions about the market for California milk pool quota 

after the Agricultural Act of2014. One of the most interesting issues surrounding a 

proposed Federal order for Califomia would be the Federal order' s effect on the price of 

quota. This question affects the value of an asset owned by California dairy farms that is 
now worth about $1 .1 billion. Therefore, it is worthwhile to develop further empirical 

information on these questions, which is one ofthe topics of our current research using 

monthly and county data on quota prices and quantities along with relevant dairy market 

information. 
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