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Federal Milk Marketing Orders
= Authorized by the AMAA of 1937, as amended

= Adequate supply of fluid (beverage) milk for
processors and consumers

= Structure for marketing — regulates handlers
= Producers request and maintain

= Paid for by handlers — not dairy farmers
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FMMOs Help Producers By:

= Establishing monthly minimum prices based on supply
and demand paid by handlers

= Allowing market forces to determine over-order
payments

= Ensure proper payments by:
= Auditing handler records for milk use
= Verifying weights and tests of milk
= Enforcing timely payments

= Providing substantial market information
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Basic Reasons for Establishing = i

FMMOs Continue Today:

= Inherent instability in milk markets
= Highly perishable, ship daily, expensive to transport
= Reserve supply is needed to balance markets
= Producers are price takers

= Contributes to market power balance between
producers and processors

= Contributes to stable fluid milk supply for consumers
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A Federal Milk Order Does: = o

= Provide a framework to make buying and selling milk
a more orderly process.

= Allow market supply and demand conditions to
determine the basic price level of milk.

= Enforce timely minimum payments to producers.
= Promote equity among handlers by establishing
iIdentical minimum class prices for all handlers

similarly located.

= Provides market statistics and economic analyses
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A Federal Milk Order Does Not: ==

= Regulate producers or guarantee a market for milk
= Set maximum levels of prices to producers
= Set wholesale or retail packaged milk prices

= Regulate from whom a handler may buy or sell milk
= Restrict production

= Establish sanitary or quality standards
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A Word About the California USDA s
Milk Marketing System

=Very similar to Federal Milk Marketing

Orders

= History back to 1930’s
= Classified Pricing

= Marketwide Pooling

= Formula Pricing

= Some things are different

= Solids Standard
= Classification Categories

= Component Pricing on all classes of milk
= CME vs. NASS in formulas
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Important Concepts —— e

= Classified Pricing

= Handlers pay for milk based upon how it is used (Class |,
1, 11, 1V)

= Manufacturing uses based upon competitive prices
for dairy products
= Same in all locations

= Class | differential added for milk in fluid use to reflect
additional costs — primarily transportation and quality
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Important Concepts —— e

= Marketwide Pooling

= Total classified value of milk for the market is averaged
or “pooled” among ALL dairy farmers who ship to the
market regardless of how their milk is used

= Qualification requirements for producers
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Service

Sharing the Higher-Valued Milk Utilization
O

|
Class | %&
Lbs. |
rder

Federal o
Pool

Average Pric
(Blend/Uniform Price)
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Simplified Pooling Example

Class Classified

Pounds Price Value
Class | (25%) | 100,000,000 |X $14.00 = | $14,000,000
Class Il (75%) | 300,000,000 |X $12.00 = | $36,000,000
(100%) | 400,000,000 $50,000,000

$ 50,000,000 @ 4,000,000 cwt = $12.50 per cwt

Average Value (Statistical Uniform Price)
(cwt = hundred pounds of milk)

= April 13-15, 2010 Presentation to the Dairy Industry Advisory Comnittee
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For more Information = o

Dana Coale, Deputy Administrator
USDA — AMS - Dairy Programs
1400 Independence Ave, Washington, DC 20250
202-720-4392
Dana.Coale@ams.usda.gov
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