4. CLASSIFICATION OF MILK AND RELATED ISSUES

The Federal nilk order system should continue to contain
uni formclassification provisions, but with sone nodification
The proposed nodifications are consistent with the Agricultura
Mar keti ng Agreenment Act of 1937, which requires that m |k nust be
classified “in accordance with the formin which or the purpose
for which it is used.”

The uni form provisions contained in this final decision
provide for 4 classes of use. They are simlar to the uniform
classification provisions contained in the proposed rule, but with
sone nodifications. |In particular, creamcheese has been noved
fromdass Il to dass Ill, and the proposed fluid m |k product
exclusion for products packaged in “all-netal, hernetically-sealed
contai ners” has been changed back to the present standard:
“fornmul as especially prepared for infant feeding or dietary use
(rmmeal replacenent) that are packaged in hernetically-seal ed
cont ai ners.”

In addition to these changes, the proposed shrinkage
provi si ons have been revised to nore closely resenble the
provisions that are nowin the orders, and the provision for mlk
that is dunped or used for animal feed has been added back to the
orders, but has been noved fromCass IIl to a new paragraph
8§ 1000.40(e), which specifies other uses of mlk that are to be
priced at the “lowest class price for the month,” be it I, II,

11, or IV. MIk that is lost in an accident, flood, or fire
(i.e., 8§ 1000.40(c)(3) in the proposed rule published on January
30, 1998, at 63 FR 4972) has been conmbined with nmilk that is
dunped or used for animal feed in the new paragraph (e). Finally,
the classification for inventory of fluid mlk products and fluid
cream products in bulk form has been noved fromCass IlIl to d ass
V.

Changes in the proposed rul e that have been carried forward
to this final decision include the reclassification of eggnog from
Class Il to dass |, the formation of a new d ass |V which
i ncludes mlk used to produce butter and any mlk product in dried
form and elimnation of the termfilled mlk fromthe orders.

In addition to changes in the class uses of nilk, this fina
decision nodifies the definitions of fluid mlk and conmerci al
food processing establishment. Al so, this decision contains
nodi fied administrative rules related to the classification of
mlk. These include rules for classifying skimmlk and butterfat
that is transferred or diverted between plants, general rules
pertaining to the classification of producer mlk (including the
determ nation of shrinkage and overage), rules describing howto
allocate a handler’s receipts of skimmlk and butterfat to the
handl er’s utilization of such receipts, and provi sions concerni ng
the market administrator’s reports and announcenents concer ni ng




classification. The classification and classification-rel ated
provi si ons have been restructured, in part, to standardi ze and
sinplify the regul atory program

Furt her details concerning these changes are explained in the
foll owi ng di scussi on

da. Fluid Milk Product (8 1000.15).

The new orders contain a nodified fluid mlKk product
definition in 8§ 1000.15. The changes to the fluid m |k product
definition include elimnating the termfilled mlk, including
eggnog in the list of specified fluid mlk products, and revising
the word butternmilk to read cultured buttermlk. The revised
fluid mlk product definition reads “any mlk products in fluid or
frozen formcontaining | ess than 9 percent butterfat and nore than
6.5% nonfat mlk solids that are intended to be used as beverages.
Such products include, but are not linmted to, mlk, skimmlk,
lowfat mlk, mlk drinks, eggnog, and cultured buttermlKk,

i ncl udi ng any such beverage products that are flavored, cultured,
nodi fied with added nonfat mlk solids, sterilized, concentrated
(to not nore than 50%total mlk solids), or reconstituted.”

The term“buttermlk,” as used in the fluid m |k product
definition, is changed to read “cultured buttermlk.” The revised
termclearly distinguishes the “beverage” butterm | k product from
the butterm | k byproduct which is produced froma continuous
chur ni ng operati on.

The fluid m Ik product definition also is nodified to exclude
“filled mlIk” and to include eggnog in its list of products.

Al though it is apparent that eggnog is a beverage m |k product and
clearly neets many of the criteria for being considered a fluid
mlk product, it is not nowincluded in the Iist of products
identified as fluid mlk products. The addition of eggnog to the
list of fluid mlIk products results in a change of the product’s
classification froma Oass |l product to a dass | product. The
elimnation of the term“filled mlk” fromthe fluid m |k product
definition is discussed later.

In the proposed rule, certain changes were proposed for
section 15(b) (1) of the fluid mlk product definition. Currently,
this section exenpts fromthe fluid mlk product definition
“fornmul as especially prepared for infant feeding or dietary use
that are packaged in hernetically-seal ed containers.” As contained
in the proposed rule, this exenption would have applied to
“fornmul as especially prepared for infant feeding or nea
repl acement”--without regard to the type of container--and “any
products packaged in all-nmetal, hernetically-seal ed containers.”
These changes were not wi dely supported and have been dropped
because they could result in reclassifying certain fluid mlk
products fromCass | to Class IlI. The language in this fina




decision is identical to Section 15(b)(1) of the present orders.

4b. Fluid Cream Product (8 1000.16).

No change has been nade to the fluid cream product
definition. The current definition is uniformunder all the
orders and should be used in the newy nerged orders. There were
no conments supporting a change in this provision

4c. Filled Milk.

The definition of filled milk has been elimnated from al
mlk orders and the termhas been renoved fromthe fluid mlk
product definition and other provisions within the orders. Filled
mlk is a product that contains a conbination of nonmlk fat or
oil with skimmlk (whether fresh, cultured, reconstituted, or
nodi fied by the addition of nonfat milk solids). Filled nmlk was
first produced and marketed in the 1960s. |n 1968, the orders
were anended to provide a definition of filled mlk. Currently,
there is little or no filled m |k being produced under Federa
orders. The termfilled mlk is used 18 times in each of the mlk
orders. It serves little purpose today except to conplicate and
| engthen the regul atory | anguage. For this reason, any reference
to filled mlk has been renoved fromall orders.

The formof filled mlk and purpose for which it is used are
the sane as the formand purpose for which whole mlk is used.
Filled mlk is marketed by handlers in the sanme types of packages
and in the sane trade channels as whole nmilk, and is mainly
i ntended to be used as a beverage substitute for nmilk. Whether
made from vegetable fat and fresh or reconstituted skimmlk, or
any conbi nation thereof, the resulting product resenbles whole
mlk in appearance. Therefore, any filled m |k produced and
marketed in the future will be classified as a dass | product
under the revised fluid nmilk product definition

No letters were received comenting on this change.

4d. Commercial Food Processing Establishment (8§ 1000.19).

The definition of comrercial food processing establishment
(CFPE) has been revised by renoving the filled mlk reference, for
t he reasons previously discussed, and by renoving the word “bul k”
fromthe definition. The removal of the word “bulk” will allow a
CFPE to receive fluid mlk products and fluid cream products for

Class Il use in certain sized packages as well as in bulk.
Presently, the CFPE definition prohibits the receipt of fluid
m |k products for Class Il use in relatively snall pre-neasured

packages that m ght reduce the CFPE s production costs. Wil e
packaged fluid mlk products should be pernmitted to be transferred
to a CFPE in any size, only those products that are shipped in

| ar ger -t han- consuner - si zed packages (i.e., larger than one gall on)



should be eligible for a ass Il classification. If mlk is
received in gallon containers or smaller, the mlk should be
priced as Jass | mlk since there is no way of guaranteeing that
such products will not be sold for fluid use. Permitting mlk in
any sized container to be sold to a CFPE for Cass Il use if the
contai ner had a special |abel, such as “for commrercial food
processi ng use only,” was considered, but such a provision would
be inmpractical and it woul d be prohibitively expensive for a
handl er to prepare specially |abeled products for snmall accounts.
The current restriction barring a CFPE from havi ng any di sposition
of fluid mlk products other than those in consuner-sized packages
(one gallon or less) should be retained under the new orders.

These two restrictions are based upon practica
considerations. The integrity of the classified pricing system
woul d be nmuch nmore difficult to maintain if the market
adm ni strator were forced to audit every CFPE on a regul ar basis.
By prohibiting the sale of fluid mlk products in consuner-sized
packages to a CFPE for anything but Cass | use, there would be
less need to regularly audit CFPE' s to be sure that such products
are not being sold to the public. Simlarly, since packaged fluid
m |k products in containers larger than one gallon are rarely, if
ever, found in retail outlets, it is unlikely that such products
will be sold for fluid use. By restricting fluid m |k product
di sposition by CFPE s to packaged products not |arger than one
gallon in size, there is reasonable assurance that mlk priced as
Class Il will not be disposed of as fluid mlk sold by the glass
froma bul k di spenser

There were no comrent letters that addressed these
recomendations in response to the proposed rule.

4e. Classes of utilization (8 1000.40).

H storically, the fluid or beverage uses of nilk have been
classified in the highest-priced class (Class |), and soft or
spoonabl e products, those fromwhich some of the noisture has been
renoved, have been classified in the internediate class of mlk
(Aass I1). The final decision issued on February 5, 1993 (58 FR
12634) provided 3 uniformclasses of mlk for all orders. d asses
| and Il continued the traditional classification of mlk, while
the lowest-priced class (Cass Ill) contained the hard, storable
products. 1In a final decision that becane effective Decenber
1993, a fourth class -- Cass IlIl-A (actually a sub-section of
Cass IIl) -- was established for nbst orders for mlk used to
produce nonfat dry mlKk.

This final decision continues to provide a O ass |
classification for mlk used for fluid and beverage use, wth
certain exceptions for fornulas especially prepared for infant
feeding or dietary use in hernetically-seal ed containers and



products with I ess than 6.5 percent nonfat mlk solids. Soft or
spoonabl e products, nost soft cheeses, and mlk that is used in

t he manufacture of other food products or sweetened condensed ml k
will continue to be classified as Cass II. dass Il wll
continue to apply to mlk used in hard cheeses, cream cheese, and
ot her spreadabl e cheese, but will no Ionger apply to butter
Finally, the new Class |V applies to all skimmlk and butterfat
used to produce butter or any milk product in dried form

Cass IV wll also apply to bulk mlk that is in inventory at the
end of the nonth.

A new paragraph (e) has been added to § 1000. 40 that
classifies other uses of mlk that are priced at the
“l owest-priced class” for the nonth.

Under the pricing fornmulas proposed for the new orders, it is
not certain whether the dass Ill price or the Class |V price will
be the | owest class price for the month. |In viewof this price
uncertainty, a new paragraph has been added to § 1000.40 to
guarantee that mlk that is lost in an accident, dunped, or used
for livestock feed is accounted for at the nonth’s | owest class
price.

Conmments filed regarding the nunber of classes of utilization
for the proposed nerged orders varied fromsupporters of one
class, which would elimnate all manufacturing classes, to
supporters of 5 classes of mlk. Coments concerning the addition
of an export class were also received. However, a large nmgjority
of the coments on this issue supported 4 classes of utilization
as proposed.

4F. Class 1 Milk.

In this final decision, Cass | mlk includes all skimmlKk
and butterfat contained in mlk products that are intended to be
consuned in fluid formas beverages, with certain exceptions.
These exceptions include plain or sweetened evaporated or
condensed nmilk, mlk that is used in fornulas especially prepared
for infant feeding or neal replacenent if such products are
packaged in hernetically-seal ed containers, and any product that
contains by weight less than 6.5 percent nonfat m |k solids.

Under this final decision, eggnog will join | owfat eggnog as
a Cass | product. Cdass | products are generally classified on
the basis of their fluid formand intended use. Eggnhog, a highly
seasonal product, is clearly intended to be consuned as a
beverage. Since this product is manufactured, packaged and
distributed to the consuner as a drinkable beverage, it should be
classified as a Class | product. Coments received regarding the
recl assification of eggnog were generally in support of its
reclassification into Class |, although a few handlers submtted
conment s opposing this change, arguing that it would increase the



cost of eggnog and, therefore, reduce consuner demand for this
pr oduct.

Gass | Used-to-Produce. In order to sinplify the
accountability for mlk products classified as Cass | that may
contain nonm |k ingredients and/or previously processed and priced
skimm |k and butterfat, the proposed rule recomended addi ng a
“used-to-produce” category to Class |I. The proposed rule stated
that the used-to-produce accountability method woul d precl ude the
need to devel op and mai ntai n nonstandard conversion factors and
non-mlk credits (i.e., salt, flavoring, stabilizers) for mlk
product accountability and woul d i nprove the accuracy of handl er
reporting and mnimze audit corrections w thout sacrificing any
statistical information, pricing considerations, or classification
criteria.

Several conment letters were received arguing that the
proposed O ass | used-to-produce category would not sinplify the
accounting system but instead would conplicate it. No comrents
were received endorsing this proposal

Qur anal ysis of the proposed Cass | used-to-produce category
general | y supports those who argued against it. |f there were no
need to follow a pool distributing plant’s route disposition to
its ultimate source to determ ne under which order the plant would
be regulated, it would be possible to sinplify accounting by
adopting a dass | used-to-produce category. However, with the
pool i ng standards adopted in this final decision, the proposed
used-t o- produce category would sinply require dual accounting with
no of fsetting benefit. Accordingly, the dass | used-to-produce
proposal has been dropped fromthis final decision

4g. Class 11, 111, and IV Milk.

The classification of mlk used in dass IIl, Ill, and IV uses
and products is essentially the sane as contained in the proposed
rule with a few excepti ons.

First, creamcheese is noved fromdass Il to Cass |11
where it has been for nany years.

Second, fluid mlk products and bulk fluid cream products in
i nventory at the end of the nonth have been noved from d ass ||
to Cass IV

Third, the skimmlk equivalent of nonfat solids used to
nodify a fluid mlk product that has not been accounted for in
Cass | has been nmoved fromdass IIl to dass |V.

Fourth, the proposed Cass Il classification for any fluid
product in an “all-netal, hernetically-sealed container” is
changed to what is nowin the orders: i.e., “fornulas especially
prepared for infant feeding or dietary use (neal replacenent) that
are packaged in hernetically-seal ed contai ners”

Finally, the surplus classification for mlk that is dunped



or used for animal feed is added back to the orders, but, as
described earlier, it has been placed in a new paragraph (e) of

8§ 1000.40 which prices milk in the lowest-priced class for the
nmonth. For the sane reasons cited previously, mlk which is |ost
in afire, flood, or accident al so has been noved fromd ass ||
to the “other uses” class.

Under the proposed rule, the classification of cream cheese
woul d have been changed fromdass IIl to Cass II. The rationale
for this change was that the mlk used in Class Il products is
used to process or manufacture products for which handlers know a
consuner demand exists and that such products are neither as
peri shable as fluid products nor performa bal ancing function for
the market, as do butter, powder, and the hard cheeses.

This proposal was not well received by a large najority of
t he handl ers and producer organi zations that conmented on it. The
International Dairy Foods Association argued that the pricing of
m |k used for cream cheese under California s state order is bel ow
the Federal order Class Il or IIl price and noving cream cheese
fromdass IlIl to Cass Il would create a huge conpetitive
di sadvantage for mlk used in cream cheese under Federal mlk
orders. The National MIk Producers Federation, Dairy Farners of
America, and numerous individual handlers repeated essentially the
sanme ar gunent.

Sone conments addressed the classification of cottage cheese
and ricotta cheese, in addition to cream cheese. A nationa
manuf act urer of cheese argued that mlk used in cottage cheese and

ricotta cheese should be reclassified fromCass Il to Class Il]
The handl er stated that due to falling demand for cottage cheese,
it should be placed with other cheeses in dass IIl. Another

cottage cheese nmanufacturer made the sanme suggestion. Severa
conment letters also pointed out that ricotta cheese was priced
under California’s Cass 4-b, giving California processors an
advant age over processors naking ricotta fromm |k priced under
Federal mlk orders. Wile these conments may have sonme nerit, we
believe that nore information is needed before these changes can
be consi dered.

Ending inventory of fluid mlk products and fluid cream
products in bulk formshould be noved to Class |IV. Since the O ass
IV price is expected to be the | owest class price in the long run
it islogical to classify ending inventory in Class IV. Also,
par agraph (c)(4) of § 1000.40, should be noved fromCass IIl to
Cass |IV. This paragraph prices the skimmlk equival ent of
nonfat mlk solids used to nodify a fluid mlk product. Wth the
inclusion of a Cass IV classification for all products in dried
form the nonfat mlk solids used to nodify a fluid mlk product
shoul d be priced as ass IV, together with other dried products,
rather than dass |11



Products lost by a handler in a fire, flood, or vehicular
acci dent and products that are dunped or used for aninal feed have
been noved fromdass IlIl to a new paragraph (8§ 1000.40(e)) which
woul d price skimmnilk and butterfat in such uses at the | owest
class price for the nonth. Under the pricing formulas proposed
for the new orders, the ass IIl price or Class IV price is
likely to be the | owest class price for the nonth, but it is
possi bl e under sonme orders that the Cass | or Il price could be
the lowest class price for the nonth if conponent val ues were
increasing rapidly. In view of this price uncertainty, a new
par agr aph has been added to § 1000.40 to guarantee that mlk that
is lost in an accident, dunped, or used for livestock feed is
accounted for at the nonth’s | owest class price.

As previously noted, formulas especially prepared for infant
feeding or dietary use (neal replacenent) that are packaged in
herneti cal |l y-seal ed contai ners should continue to be classified as
Cass |l products. Although the proposed rule suggested a
nodi fication of this exenption, there was insufficient support to
nove forward with this suggestion. Accordingly, no change was
made fromthe | anguage that is nowin the orders.

The treatnent of buttermilk should remain unchanged fromthe
proposed rule. No coments were received in opposition to the
proposed distinction between butterm |k for drinking purposes and
butterm | k for baking purposes. As set forth in the proposed
rule, drinking butterm |k would have to be | abeled as “cul tured
butterm I k” while butterm |k for baking nust contain food starch
in excess of 2% of the total solids in the product and the product
must be labeled to indicate the food starch content.

The proposal to account for all Oass Il products on a used-
t o- produce basi s was unopposed. Accordingly, this accounting
met hod, which now applies to all Cass Il products, except for

sone fluid cream products, is extended to the remaining Cass |
products that are currently accounted for on a disposition basis.

As noted above, a large majority of the comment letters
supported the 4 classes of utilization as set forth in the
proposed rule, including the separate Class IV for butter and mlk
products in dried form Therefore, no change has been nmade to
Cass IVin this final decision except for the addition of the
itenms al ready di scussed.

Several conmenters reiterated requests made prior to the
proposed rule to reclassify bul k sweetened condensed mlk from
Cass Il to dass IV. The conmenters explained that sweetened
condensed nmilk is primarily used in commercial food processing
establishments and in the confections industry and that it is
i nterchangeabl e with powdered nil k products and sugar in
i ngredi ent markets for processed foods and candy. They argued
t hat manuf acturers of sweetened condensed nilk are currently at a



conpetitive disadvantage with manufacturers of nonfat dry mlk
and urged that the 2 products be classified identically.
According to one conmenter, the Gall oway Conpany, the current
system of classification places sweetened condensed mlk at a
signi ficant disadvantage and has virtually destroyed t he market
for sweetened condensed ml k.

Her shey Foods Corporation filed a conment letter objecting to
the difference in classification for fresh mlk used to nmake
chocol ate conpared to fresh mlk used to make powder that is used
to make chocolate. Specifically, Hershey argued that the Cass |
classification for fresh mlk used to make chocol ate, conpared to
the Class IV classification for mlk used to nake powder that is
subsequently used in chocolate violates the Act because such mlk
starts out in the same formand is used for the same purpose.

Her shey expl ai ned that whole mlk, sugar, cocoa butter, and
chocol ate liquor are used to nake “chocolate crunb,” which is
further processed to nmake chocolate. According to Hershey, the
chocol ate crunb has a noisture content of only 1 percent, which
means that if a nmanufacturer receives fresh whole mlk, it nust
renove 99 percent of the water fromit in order for the mlk to
performits function in the chocolate. An alternative to starting
with whole milk and drying it is to purchase whole mlk powder and
mx it with the sugar, cocoa butter, and chocolate |iquor to rmake
t he chocol ate crunb.

Her shey argues that mmintaining the current disparate
classifications for fresh mlk used to make chocol ate and fresh
mlk that is first dried and then used to nake chocolate, in
conbi nati on with the proposed 70-cent Class |l differential, wll
pressure manufacturers to change their manufacturing processes and
formul as, reduce the use of fresh mlk and i ncrease the use of
m | k powders, reduce mlk solids in product formulas, replace mlk
solids with lower cost alternatives, and m ght even influence the
| ocation of chocolate manufacturing plants. Hershey also notes
that the State of California does not discrimnate between
manuf acturers of chocolate, but instead prices all mlk used to
manuf act ure chocolate in the sanme class whet her the chocol ate
manuf acturer begins its process with fluid nmlk, sweetened
condensed nil k, evaporated mlk, nonfat dry mlk, or whole milk
powder .

Gal | oway and Hershey conclude that there is no justification
for pricing mlk used to nmake sweet ened condensed mil k or
chocolate crunb in a higher class than mlk used to produce
powdered ml k. However, Galloway states, if sweetened condensed
mlk is kept in a class higher than powder, the differential for
that class should be no nore than 30 cents per hundredwei ght.

Bul k sweet ened condensed nmilk/skimmlk is used as an
i nternediate product in ice cream candy, and other manufactured



products. However, these manufactured products can al so be nmade
frompowdered mlk. Wen powder prices are lowrelative to the

Class Il price, there is an economc incentive for powder to be
substituted for bul k sweetened condensed mlk. As a result, there
nmust be an econonic relationship between the Cass Il price and
the cost of using alternative dry or concentrated products to make
Cass |l products. Under current pricing provisions, the dass |
price can be excessive relative to using nonfat dry mlk since the
Class Il price is a neasure of the value of mlk in cheese (the
Class IIl price) plus a differential

Conceptual ly, we do not believe that the value of mlk used
i n demand-driven products |ike chocol ate and sweet ened condensed
mlk that is used in food products is the same as mlk that is
sonetimes nade into powder for |ack of any other use. The maj or
point of the ability to substitute anong forns of mlk, sweetened
condensed nilk, and nonfat dry milk in certain uses is that there
is a fixed relationship between the ass Il and Cass |V price.
The appropriate price relationship is discussed in the dass |
pricing section of this decision.

In the proposed rule, no allowance was provi ded for dunped
mlk or mlk used for aninal feed, and a Cass IIl classification
was recomended for mlk lost in a fire, flood, or accident. Many
handl ers and the National MIk Producers Federation objected to
the renoval of the Class IIl classification for mlk that is
dunped or used as ani nal feed.

On the basis of the comments filed on this issue, a surplus
use has been established for mlk that is dunped or used as ani nal
feed. The price applicable to such use will be the | owest class
price for the nonth

4h. Shrinkage and Overage.

Shrinkage is experienced by handlers in nmilk processing
operations and in the receipt of farmbulk tank nmilk at receiving
stations and processing plants. MIKk is unavoidably lost as it
remains in pipe |ines, adheres to tanker walls and/or other plant
equi prent, and is washed away in the cleaning operations. In
addi ti on, unexpected | osses, including spillage or |eaking
packages, also contribute to shrinkage.

In the proposed rule, we proposed a pro rata assignnent of
shri nkage based on a handler’s utilization. In other words, each
handl er’ s shrinkage woul d have been cl assified according to the
handl er’s use of milk that was not lost in transit or processing.
W believed that the adoption of such a provision would have
sinplified both order |anguage and accounting procedures, and we
t hought that it would be acceptable to handl ers because, although
in sone cases it increased their costs slightly, the change
applied equally to everyone.



There were very few coment |etters that supported the
proposal and an overwhel mi ng nunber of comrents urging us to keep
the current provision. Many of the opponents were high Cass |
utilization handl ers who conpl ai ned that the proposed change woul d
reclassify their shrinkage fromdass Il to dass |, increasing
their costs for this lost mlk.

It was not only handlers that disliked the proposed shrinkage
provision. Several producer organizations, including Dairy
Farmers of America and the National M|k Producers Federation
al so voiced their opposition to the proposal. Mst of the coment
letters urged us to retain the key features of the present
shri nkage provision, but there were comments suggesting a sinpler
provi si on.

Based on the comments received, this final decision retains,
in large part, the present nethod of cal culating shrinkage
al  owances and pricing shrinkage, but with certain nodifications.
Just as in the current provisions, there are specified allowances
for shrinkage. The najor difference is that shrinkage is not
automatically assigned to a specified class, as it is now, but
rather is assigned to the “lowest-priced class.” This change was
made to conformw th the new 4-class pricing systemand, nore
i mportantly, to recognize that there is no fixed relationship
bet ween cl ass prices because of the different formulas used to
conpute them For exanple, because the formulas for dass Il and
IV prices are not directly related, it cannot be known in advance
which class price will be lowest. Since the relationship between
class prices will vary fromone nonth to the next, under the
provi si on adopted here shrinkage may be priced in dass Il one
nmonth and in dass IV the next. It is necessary to price
shrinkage in the lowest-priced class to avoid the situation where
a cheese plant, for exanple, would have to pay nore for its
shrinkage than it would for mlk used in cheese. Such would be
the case if shrinkage was always priced in Cass |V and the d ass
IV price exceeded the Cass IlIl price. Pricing shrinkage in the
| owest - priced class prevents this probl em

As noted, the current shrinkage all owances has been retai ned
in the revised provision. Thus, a pool plant operator would
receive a |l owest-priced class shrinkage all owance based on 2
percent of the total quantity of m |k physically received at the
plant directly from producers’ farms on the basis of farmweights
and tests, plus 1.5 percent of bulk mlk received on a basis other
than farm weights and tests, and mnus 1.5 percent of the quantity
of bulk mlk transferred to other plants, excluding concentrated
mlk transferred to another plant for an agreed-upon use other
than ass |I. A cooperative association handler that delivers
mlk to pool plants on a basis other than farmweights and tests
woul d receive a shrinkage all owance of .5 percent of the tota



gquantity of mlk picked up at producers’ farms. Shrinkage in
excess of these allowances will be assigned in series starting
with Cass | to the extent of available utilization

The shrinkage provision adopted for the new orders contains
| anguage to acconmnodate shrinkage associated with “concentrated
mlk.” Prior to the 1993 classification decision, condensed ml Kk,
which is nade for use in ice creamand other manufactured
products, was not a fluid mlk product. Hence, it was not
addressed by the shrinkage provision. This changed after the
deci si on, however, when condensed nmilk becane a fluid mlk
product. In naking this change to the fluid mlk product
definition, certain conform ng changes that should have been nade
in the shrinkage provisions were overl ooked. The current
proceedi ng i nvolving all Federal orders has been the first
opportunity to rectify this oversight. During the interim period,
t he uni que probl em associated with condensed nil k has been handl ed
adm ni stratively. Thus, the new | anguage added to the shrinkage
provi si on does not represent a change fromthe way the rules have
been adm ni stered but nerely codifies them

Sone plants receive mlk from producers, condense (i.e.
concentrate) the mlk into a product that contains not nore than
50 percent total milk solids, and then transfer this product on an
agr eed- upon basis to another plant for use in sone product other
than a fluid mlk product (e.g., ice cream. |In this case, the
first plant should retain the full 2 percent shrinkage all owance
because it incurs processing shrinkage in the course of
concentrating--i.e., nost |ikely condensing--the mlk. The plant
purchasing this concentrated (i.e., condensed) mlk should get no
shrinkage all owance on this mlk since the designated use of this
mlk is for non-fluid use. Accordingly, the value of any
shrinkage incurred in further processing this concentrated nilk
woul d not be nuch less than its use val ue.

As noted el sewhere in this decision, a recent devel opnent in
m |k processing is the use of on-farmfiltering equiprment (e.g.
reverse osnosis or ultra-filtration) to concentrate mlk before it
is shipped to a plant for use in a variety of ml|k products.
Al though this nmilk falls under the same broad “concentrated m | Kk”
category as condensed mlk, it is actually a very different
product which can conceivably be used for fluid use as well as in
a manufactured product such as cheese or ice cream Thus,
| anguage is needed in the shrinkage provision to differentiate
this type of concentrated milk fromcondensed mlk. W have
accommodat ed these 2 types of concentrated mlk by allow ng the
shi ppi ng and receiving handl ers to agree on the use of this mlKk.
Accordingly, if a handler receives concentrated mlk from anot her
pl ant by agreenment for use in Class IIl, Ill, or IV, the receiving
handl er will get no shrinkage on this nmilk. |[|f no such agreenent



is specified, however, the receiving handler will get the 1.5
percent shrinkage allowance, just as would be the case for
unconcentrated mlk that was received from anot her plant.

For exanple, mlk may be concentrated at a plant by using
reverse osnosis or ultra-filtration techniques and then be
transferred to a 2" plant for use in a fluid mlk product. In
such case, the mlk will not be transferred by agreenment for other
than G ass | use, but instead will be allocated to use at the 2
plant receiving this concentrated mlk. 1In this instance, it is
appropriate to treat this mlk just like unconcentrated nilk that
is received at a plant and then transferred to a 2" plant. Thus,
the first plant will initially get a 2 percent shrinkage all owance
for the mlk received fromproducers, but will be required to
subtract 1.5 percent fromthe 2 percent when the milk, even though
concentrated, is transferred to the 2" plant. The 2" plant will
get a shrinkage all owance based on 1.5 percent of the
reconstituted volume of the concentrated mlk. In other words,
for accounting purposes the water that was initially renmoved from
the milk will be added back to the concentrated m |k before
conputing the 1.5 percent shrinkage allowance for the 2" plant.

In the exanpl e above, the concentrated mlk will |ikely be
froma farm plant which concentrates its mlk before shipping it
using either reverse osnosis (RO or ultra-filtration (UF). As
explained in the uni form provision discussion in this fina
decision, nmlk froma single farmw th RO or UF equi pnent will be
treated as producer nmlk of the first pool plant receiving this
ml k. However, when the mlk of 2 or nore producers is conm ngl ed
on a farmwith RO or UF equipnent, that farmwill be treated as a
plant and the dairy farmer owning or leasing the farmw |l be the
responsi ble handler for all of the nmilk processed that nonth.

The shrinkage provision in this final decision differs from
the current shrinkage provisions in one other respect. At the
present tine, when a nmanufacturing facility that has absolutely no
Class | utilization has “excess shrinkage” (i.e., shrinkage that
exceeds its 2 percent shrinkage all owance) the excess shrinkage is
assigned to dass | even though the plant has no d ass
utilization. Thus, the milk that is “lost” by the plant is
actually priced higher than the mlk that is “used” by the plant.

Under the proposed provision, such excess shrinkage woul d be
assigned to whatever utilization the plant has, starting with

Cass |I. 1In the case of a cheese plant that has no utilization
other than dass Ill, the excess shrinkage woul d be assigned to
Class Il1.

After shrinkage is assigned pursuant to 8 1000.43(b) of the
proposed orders, it will be added to a handler’s reported
utilization to arrive at the “gross utilization in each class.”
The gross utilization in each class will then be carried over to



8 1000.44, where it will be used to allocate the handler’s
receipts to its gross utilization of such receipts.

Overage occurs when the reported utilization of producer mlk
exceeds the reported quantity of producer mlk received. Overage,
as well as shrinkage, can occur for a nunber of reasons but is
usual ly the result of record-keepi ng and nmeasurenent errors.

As set forth in the proposed rule, overage woul d have been
classified by being prorated to a handler’s reported utilization
It then woul d have been subtracted fromthe handler’s reported
utilization to arrive at the gross utilization in each class which
woul d have been used to allocate a handler’s receipts in
8§ 1000. 44.

No coments were received specifically focusing on the
proposed treatnment of overage, undoubtedly because the proration
of overage does not have the sane financial inpact as the
proration of shrinkage. Nevertheless, in conjunction with the
change in the treatnment of shrinkage, the treatnent of overage
al so should remain the same as it is nowin the orders.
Accordingly, in this final decision, overage is classified in
§ 1000.44(a)(11) by subtracting the excess pounds of skimmlk and
butterfat fromeach class, beginning with dass IV. This
treatrment is identical to the way overage is classified under the
present orders in Section 44(a)(14), except for the fact that now
-since there is no Cass |IV--the allocation begins with Cass III.

4i. Classification of Transfers and Diversions (8 1000.42).

Certai n changes have been nade to the classification of
transfers and diversions section of the orders to sinplify and
clarify order |anguage. The changes discussed in this fina
decision are virtually identical to those contained in the
proposed rul e, except for mnor corrections and conform ng changes
necessitated by other changes in order provisions. There were
very few coments pertaining to this section of the proposed rule.
Those that were received supported the changes proposed.

At the present tinme, in many orders if any mlk that is

diverted fromone order to another for requested ass Il or Il
use is assigned to Class I, the dairy farnmer who shipped that mlk
is defined as a producer under the order receiving the mlk with
respect to that portion of the mlk assigned to dass |I. |n other

orders under simlar conditions, the dairy farmer becones a
producer on the receiving order for all of the mlk diverted even
t hough only a portion of the mlk was classified as Aass |I. Wen
this type of adjustment is necessary, the diverting handler is
inforned by the nmarket administrator’'s office that there is not
enough Cass Il or IIl use remaining in the receiving plant to
absorb all of the milk diverted. In such case, the diverting



handl er may pick which load or |oads of diverted nmlk will becone
producer mlk under the receiving order

Since the orders are not precisely clear on how inter-order
diverted m |k should be handl ed, sone nodification is needed in
t he order | anguage. Under nost orders, and as provided in this
final decision, mlk may be diverted fromone order to another for

a requested use other than Class |I. However, if there is not
enough dass Il, IIl, or IV utilization in the receiving plant to
be assigned to the diverted mlk, some mlk may have to be
assigned to dass |I. Wen this happens, the practica

admi ni strative problens involve deternining which mlk of which
dairy farmers and which loads of mlk will be shifted as producer
mlk fromone order to another

Mar ket admi ni strators should be given sone flexibility to
handl e t hese admi ni strative problems on a market-by-nmarket and
case-by-case basis. As a practical matter, nost mlk diverted
bet ween orders is diverted by cooperative associations that
rebl end proceeds to their nmenbers. |n nost cases, it nakes little
difference to a cooperative association whether a dairy farmer is
a producer on one order or another order; any differences in blend
prices between the orders will be washed out in the rebl ending
process. In the case of m |k of nonmenber producers that is
di verted between orders, however, differences could arise in a
producer’s net proceeds for the nonth dependi ng upon how nuch mlk
was pooled in each order. Therefore, these situations should be
handl ed in such a way as to be least disruptive to individua
dairy farners.

A market adm nistrator does not know until handlers’ reports
have been received that some portion of mlk reported as diverted
to anot her order cannot be absorbed by the amount of non-d ass |
utilization in the receiving order’s plant. In such case, the
di verting handl er should be given the option of designating the
entire load of diverted mlk as producer mlk at the plant
physically receiving the mlk. Aternatively, if the diverting
handl er wi shes, it may designate which dairy farmers on the
diverted load of milk will be designated as producers under the
order physically receiving the mlk. As a last resort, the market
admnistrator will prorate the portion of diverted nilk anong al
the dairy farmers whose mlk was received fromthe diverting
handl er on the last day of the nonth, then the second-to-I|ast day,
and continuing in that fashion until the diverted mlk that is in
excess of Class Il, Il1l, and IV use has been assigned as producer
m | k under the receiving order

A conform ng change that should be nade in each order rel ates
tomlk that is transferred or diverted for Cass Il or Il use.
Presently, mlk may be transferred or diverted on a requested
Cass Il or Ill basis. However, with 4 classes of utilization in



the new orders, mlk could be diverted for requested Cass |V use
al so. Rather than specifying “Cdass Il, IIl, or IV,” however, the
orders should sinmply state “other than Cass |I” to accompdate a
system of nore than 3 classes. This |anguage is sinpler, shorter
and acconpl i shes the sane end.

To sinplify and clarify the classification of transfers and
diversions of bulk fluid mlk products and bulk fluid cream
products froma pool plant to a nonpool plant, which are
classified by assigning the nonpool plant’s utilization to its
recei pts, the phrase, “excluding the mlk equivalent of both
nonfat mlk solids and concentrated mlk used in the plant during
the nonth,” has been added in 8§ 1000.42(d)(2)(i). This |Ianguage
will help to clarify the steps to be followed in verifying the
utilization of bulk fluid mlk and cream at the nonpool plant. It
has been added to ensure adninistrative consistency and does not
represent a change in the application of this provision

In § 1000.42(d)(2)(vi), the allocation process for bulk fluid
mlk transferred frompool plants to nonpool plants is nodified
such that any remmini ng unassi gned receipts of bulk fluid products
be assigned, pro rata anong such plants, to the extent possible
first to any remaining Class | utilization and then to all other
utilization, in sequence beginning with the | owest class at the
nonpool plant. This change returns the order |anguage to the
assi gnment sequence that was adopted in the Uniform d assification
Deci sion of 1974. Receipts frompool plants should not be given
preference by assigning such mlk to the available dass Il use
before assigning receipts fromdairy farners who constitute the
regul ar source of mlk for such nonpool plant. GCenerally, mlk
transferred or diverted frompool plants to nonpool plants is
surplus mlk and woul d be used in storable manufactured products,
such as nonfat dry milk and butter. By assigning transferred or

diverted mlk to a nonpool plant’s Class Il utilization first, the
pool plant operator is forced to account for this mlk at the
Class Il price, even though the nonfat dry m |k or other surplus

product that was made with the mlk is of a |lesser value. This
process will prevent the assignment of receipts at a higher
utilization than the actual utilization

Recei pts of bulk fluid cream products at nonpool plants from
pool plants and plants regul ated under other Federal orders,
simlarly, will be assigned to the | owest class utilization first.
Cenerally, a plant operator will use its regular source of supply
in the highest valued uses before using alternative supplies.
Thus, if a nonpool plant receives creamfroma pool plant or a
pl ant regul ated under another Federal order, it is likely that the
regul ated plants were trying to di spose of their excess cream
The nonpool plant receiving the creamw |l nost likely use it for
manuf act uri ng purposes; therefore, it should be assigned to the



lowest class first. The priority given to regular source supplies
is recogni zed and the provision nodified to reflect this.

4j. General classification rules (8 1000.43).

For classification purposes, the nilk of a cooperative bul k
tank handler--i.e., a “9(c) handler”--that is delivered to a pool
plant will be treated as “producer mlk” of the pool plant
operator. This change will shorten and sinplify the allocation
section.

The conputation and classification of shrinkage and overage
have been added to this section. This will elimnate Section 41,
the section previously used for this purpose. A so, the |ast
par agraph of Section 43 has been renoved because mlk for dass IV
use now woul d be classified in Section 44 of the orders.

No coments were received pertaining to this section

4k. Classification of producer milk (8 1000.44).

A handler may receive mlk froma producer, a cooperative
associ ation acting as a handler on bulk tank mlk, by transfer
from anot her pool plant, or from “other sources” such as nonpoo
plants, partially regulated plants, and plants that are regul ated
under other orders. Because of this diversity in sources of
receipt, it is necessary in a mlk order to go through an
al l ocation sequence to determ ne which source of mlk gets
priority to a particular class of utilization and to determ ne how
producer mlk was used. |In sone orders, this allocation sequence
is done on a systemw de basis; in others, it is done for each
pl ant receiving producer mlKk.

Section 44 is one of the nost conplicated and difficult-to-
understand sections in a mlk order. Consequently, an attenpt has
been nade to sinplify and shorten it. Part of this task was nmade
easi er by proposed changes to other sections (e.g., elimnation of
filled mlk, elimnation of individual handler pools, and
nodi fication of the treatnent of inter-order transfers and
di versi ons).

Al'l orders are not now uniformin the classification of
producer mlk. For exanple, some orders (e.g., Chicago Regional)
provide for systemallocation while others allocate receipts on a
pl ant - by-plant basis for a nultiple plant handler

Under the consolidated orders, mlk will be allocated on a
pl ant - by-pl ant basis, as nodified to reflect other changes
proposed herein. The systemallocation nethod that is found in
sone orders is based upon a set of marketing conditions concerning
the locations of handlers’ plants and the nmarket’s available nilk
supply in relation to those plants. These provisions were
i ntended to stop abuses that occurred when mlk was transferred
fromone nmarket to another. Rather than permt an inter-order



transfer to be assigned at a handler’s high dass | utilization
plant, while the handler’s producer mlk was assigned to | ower use
val ue at another of its plants, the systemallocation provisions
assigned the transfers on the basis of the handler’s utilization
at all plants conmbined. The objective was to prevent nore distant
other order mlk frombeing assigned to Class | use at the expense
of producers who were |located nearer to the city markets and who
represented the normal source of supply for the markets’ fluid

m | k needs.

The 11 new orders do not fit within the paraneters of the
cl assi cal nodel where a mmjor consunption area is surrounded by
production areas. The marketing areas proposed for the
consol i dat ed orders span several states and have a nunber of major
popul ation centers. They also have pockets of mlk production
that, in a nunber of cases, are in higher-priced areas than sone
of the fluid mlk plants within the marketing area. This mlk may
not be economically available to a fluid mlk plant severa
hundred niles away. In fact, it may be that a plant near the
peri phery of a multi-state market may find its cl osest and
cheapest source of supply fromoutside the market rather than from
within the marketing area. Accordingly, the systemallocation
rules are not supported by current narketing conditions.

Therefore, all orders have been nodified to allocate nmilk only on
a plant-by-plant basis rather than on a system basi s.

Anot her change that has been made in the allocation section
concerns the “98/2" rule. At the present time, only 98 percent of
t he packaged fluid mlk products transferred between orders is
allocated to Class |I; the remaining 2 percent is allocated to
Cass IIl. This provision, originating fromthe June 19, 1964,
“conpensat ory payment” decision, was adopted to provide an
al l owance for “route returns.” According to that decision, “it is
reasonabl e to expect some route returns will be associated with
inter-market transfers just as there are in connection with nmlk
locally processed in the receiving narket...a small allowance of 2

percent for such returns, which nust fall into surplus use, should
be included to avoid such over-assignment in Cass I.” (29 FR
9120).

This final decision classifies route returns based upon the
use of such returns. |f route returns are used for ani mal feed,
an “other use” classification is provided and such nilk is priced
at the lowest class price for the nonth. |If route returns are
used to nake anot her product, such as cottage cheese for exanpl e,
the mlk would be reclassified as Gass Il. This classification

not only applies to packaged products nade from producer nilk, but
al so includes packaged products that were received from ot her
plants, distributed on routes, and then returned to the last plant
of receipt.



A handl er transferring packaged fluid mlk products to
another handler’s plant may incur some |ost product en route to
t he buying handler’s plant. 1In such case, the transferring
handl er may report such product as route returns and account for
the mlk used in such product at the | owest class price.

In view of the reclassification for route returns for either
handl er involved in an inter-order transfer who reports such
returns, subject to market adm nistrator verification, it is not
necessary to classify interorder transfers of fluid m |k products
at 98 percent Cass | and 2 percent Class Il because this rule
over conpensates handl ers for route returns and unfairly reduces
i ncome to producers. For these reasons, the “98/2" rule has been
el i m nat ed.

In addition to the changes discussed above, Section 44 has
been shortened and sinplified by renoving unnecessary references
that serve to confuse the | anguage rather than nake it easier to
understand. Were possible, sinpler |anguage has been used to
repl ace | engthy section references.

No coments were received supporting or opposing these
reconmendat i ons.

41. Conforming changes to other sections (88 ----.14, ----.41,
and ----.60).

Paragraph (b) of the other source mlk definition has been
renoved to reflect the fact that all packaged fluid cream products
now woul d be accounted for on a used-to-produce basis. Al so, as
previously noted, the sinpler and shorter treatnment for shrinkage
shortens the existing shrinkage provision to the point where it is
no | onger necessary to keep a separate section for it. Therefore,
a separate section for shrinkage is elimnated and the revi sed
contents of that section are now i ncorporated as a new paragraph
(b) in 8§ 1000.43. Finally, conform ng changes have been nade to §
----.60 (Handler's value of mlk for conputing the uniformprice)
toreflect the elimnation of filled mlk fromthe order, and to
refl ect changes in references due to other nodifications such as
the changes in the treatnment of shrinkage and overage.

4m. Organic milk.

During the devel opment stage of the order reform process, a
proposal was received fromHorizon Foods to exenpt organic mlk
frompricing and pooling under Federal m |k orders.

In 1990, Congress passed, and the President signed into |aw,
the Organic Food Production Act of 1990 (7 U . S.C. 6501 et seq.),
establishing the first Federal standards for organic food
products. A proposed rule was issued on Decenber 5, 1997, and
published in the Federal Register on Decenber 16, 1997 (62 FR
65849), to inplenment the National O ganic Program




Organi c dairy products can now be found in many, if not nost,
maj or grocery chains in netropolitan areas. The retail price of
organi c dairy products is well above non-organic products. In
addition to carrying organic mlk, many supernmarkets now al so
carry organi ¢ yogurt, sour cream butter, and other organic dairy
products. Al of these products are priced well above their non-
organi c counterparts.

Processors of organic m |k have asked for exenption from
Federal regulation. |In a May 20, 1997, letter to the Departnent,
Hori zon Foods argued that (1) organic mlk is a different
commodity; (2) the market for organic dairy products is a niche
mar ket ; and (3) Federal order regulation of organic mlk is
contrary to the intent of the Organi c Foods Production Act because
it does not “facilitate interstate comerce in fresh and processed
food that is organically produced.” Horizon’s proposed solution
was to exenpt organic mlk fromthe producer mlk definition if
the mlk is produced on a certified organic farmand if the broker
pays the producer at |east 110% of the nonth’s Class | price for
such m | k.

The proposal to exenpt organic nilk from Federal order
pricing is denied for several reasons. First, contrary to the
assertions of Horizon Foods that all organic mlk is priced at
110% of the Cass | price, regardl ess of howthe mlk is used,
there is evidence that sone organic mlk has been pool ed and
priced as non-organic mlk under sone orders, including the
Chi cago Regi onal and Sout hern M chigan orders, for exanple.

Second, although the retail price of organic nmlk is well above
non-organic mlk, we believe that organic mlk conpetes with the
regul ated market and, therefore, also nmust be fully regul at ed.
Third, if Congress wi shed to exenpt organic mlk fromFederal mlk
order regulation, they could have done so either in the Organic
Foods Production Act or in the 1996 Federal Agricultura

| mprovenent and Reform Act; but they did not. Fourth, there is no
i ndication that all processors of organic mlk price their

recei pts the same way as Horizon Foods. Even if they did,

however, the one cl ass/one price systemcurrently used by Horizon
could be a tenporary phenonenon due to the rapidly expandi ng

mar ket for organic products. The day nay conme when the organic
mar ket beconmes saturated and milk in excess of fluid needs must be
di sposed of at conpetitive prices. |f and when this happens, it
is likely that some formof classified pricing will be

i mpl enented. Finally, the Act provides for classifying and
pricing mlk on the basis of its formand use. As a result,
different costs that nmay be associated with produci ng organic nilk
or other types of nmilk are not relevant. For these reasons, it
woul d be inappropriate at this tine to exenpt organic mlk from
pooling or to provide any other type of special treatment for it



under the guise of Federal order reform

No comments were filed concerning this issue with the
exception of Horizon Foods, which continued to support its
pr oposal

4n. Allocation of Location Adjustment Credits

A provision that is now common to nost orders has not been
carried forward to the consolidated orders. This provision, which
all ocates location adjustrment credits that are applied to
transfers of bulk fluid mlk products between pool plants, is
commonly found in Section 52 of nbst current orders (See, for
exanpl e, 88 1001.53(h), 1007.52(b), 1030.52(c), or 1079.52(d)).

Under nost orders, intra market shiprments of mlk between
handl ers are assigned to Cass | use, unless both handl ers agree
on a lower classification. MIk that is assigned to dass | use
is priced at the receiving plant subject to a |ocation adjustnent
credit that may apply if it is denonstrated that such mlk is
actually needed for Qass | use. |If the credit is applied, the
mlk is priced at the transferring plant. This assignnent of
| ocation adjustnment credits is intended to prevent the use of poo
proceeds to pay the hauling cost for the transfer of bulk mlk
bet ween pool plants when the intended use of the mlk is for other
than O ass | use.

To carry out this concept, the provision typically assigns a
pool distributing plant’s Cass | use first toits mlk receipts
directly fromproducers, then to bulk mlk received froma
cooperative bulk tank handler, then to mlk received by diversion
from anot her pool plant, and then to packaged fluid mlk products
received fromother pool plants. The remaining ass | use in the
distributing plant is then assigned to bulk mlk received by

transfer fromother pool plants. 1In sone orders, this remaining
Class | use is assigned pro rata to all of the pool plants from
which bulk mlk was obtained. |In other orders, the remaining

Class | mlk is first assigned to pool plants with the same d ass
| price and then, in sequence, to pool plants with progressively
lower Class | prices.

This final decision is based on the premse that dass | mlk
does not have the sane value at every location. For this reason
Class | differentials have been established for each order with
| ocation adjustnments that result in establishing a unified dass |
price structure that applies to every county and city in the
contiguous 48 states. G ven this approach, it is no |onger
appropriate to classify a bulk novenent of milk as Cass | nmilk in
one section of the order and then in another section of the order
depart fromthe principle of pricing such lass | mlk at the
pl ant where it was physically received.

In actual practice, a distributing plant does not receive a



fixed amount of milk each day of the week. Sonme days are heavy
bottling days when nore mlk is needed for dass | use. On such
days, a distributing plant may not be able to obtain enough |oca
mlk to neet its Cass | needs and nay have to inport plant nilk
fromnore distant |ocations. At the end of the nonth, however,
when the allocation of |ocation adjustnent credits takes place, it
may appear that there was nore than enough local nmilk to neet the
distributing plant’s fluid needs, even though this was not the
case when recapped on a daily basis. Nevertheless, the allocation
provi sion allocates |ocation adjustnent credits based on nonthly
vol unmes of mlk, not daily volumes, so the supply plant could be
in a position where it receives no Cass | |ocation adjustnent
credit even though the m |k was indeed shipped for Cass | use.
Sone of the new orders have transportation credit provisions
that provide for hauling credits on bulk mlk received by transfer
froma plant regul ated under another Federal order and assigned to
Class | use at the receiving plant. To arrive at the
classification of such mlk, the mlk is assigned to the | ower of
the receiving plant’s or the receiving nmarket’'s O ass
utilization. Wen nilk is purchased in this manner, the
transportation cost of the mlk assigned to Cass | is absorbed,
for the nost part, by the transportation credit that is provided



for the handler purchasing the nmlk without regard to whether mlk
coul d have been purchased froma cl oser source of supply.

Finally, the current application of the provision in guestion
can result in a situation where there is nmore incentive to receive
bulk milk transferred froma plant regul ated under anot her Federa
order than froma plant regul ated under the same order, whether or
not any other transportation credits are involved. Should this
occur, it can result in a transfer of dass | sales to the
transferring plant’s Federal order market.

For all of the reasons cited above, the all ocati on of
| ocation adjustment credits has been renoved fromthe orders.
Several conment letters were received supporting this change; none
were received in oppositiontoit.



