% MID - AMERICA DAIRYMEN, INC.

253 E. CHESTRUT EXPWY - SPRINGFIZLD MISSOURI 685802 L AC. 417/885-7100

November 18, 1996

Mr. Richard McKee
Director, Dairy Division
USDA/AMS/Dairy Division
Room 2968 South Building
P.O. Box 96456
Washington, DC 20090-6456

Dear Mr. McKee,

Mid-America Dairymen, Inc. requests an emergency National Federal order hearing to consider
flooring the Basic Formula Price for use in calculating Class | and Il prices at $13.50 effective
January 1, 1997 and continuing for an indefinite period of time.

Dairy farmers continue to suffer major financial hardship due to a cost/price squeeze. Milk and
dairy product prices recently reached record high levels. However, these prices did not last long
enough for farmers to recover from record high feed costs earlier this year.

The reported decrease in central market grain prices is misleading as to the economic well being
of dairy farmers. While grain prices are currently lower in grain producing areas, in many parts
of the country where dairy farmers purchase their concentrate from commercial feed
manufacturers, their feed costs do not reflect the lower cornt and sovbean prices. This is at a time
when cull cow prices continue at depressed levels. Consequently, farmers are once again caught
between lower milk checks and high feed bills. Forage cost and availability continues to be a
problem which is not addressed by decreases in grain prices at central elevators. These two
factors continue to cause dairy farmers economic stress.

Mid-Am does not expect low prices to continue throughout 1997. As the milk supply seasonally
tightens in curly fall, we belivve the Basic Forniula Price will rise above 513.50. However,
flooring the Basic Formula Price that sets Class I and I prices at $13.30 will “bridge the gap”
until dairy commodity markets become more stable.

Volatility is not good for producers, handlers or consumers. Financial planning becomes
increasingly difficult for producers. Handlers must contend with customers who don’t understand
the complicated milk pricing system, especiallv when the cheese market is the primary
determinant of fluid milk and cultured product prices.

The Basic Formula Price is directly related to the 40 pound cheddar block price at the National
Cheese Exchange as illusirated by the attached Chart A, Mid-Am estimates the December Basic
Formula Price will be $11.16 per cwt., a decrease of $4.21 from the September peak of $15.37 A
price decrease of $4.21 per ewt. will force large numbers of dairy farmers over large areas of the



country out of business during the first quarter of 1997. The result of this exodus of dairy farmers
will jeopardize the supply of milk available tor fluid use next fall in broad areas of the United
States. This will not be good for producers, handlers or consumers.

A $4.21 decline in Class [ and Il prices is not justified. The resulting decline in Class [ and I1
prices is a function of an outdated method of pricing milk. The market for Class I and I
products, by definition, is different from the market for Class IIl and HI-A products, Prices for
Class | and II products should be decoupled from the value of milk used to manufacture cheese,
butter or nonfat dry milk. There is no reason for the raw product cost to be reduced when
consumers have not demonstrated a reduction in demand at the retail level. The attached Chart B
compares Class [ utilization for various Federal orders at times of high prices and low prices.
During July through September, 1996, Class I producer milk in all Federal orders was 1.7]1%
higher than the same period in 1995, The average Basic Formula Price used to calculate Class [
prices during this period was $2.80 per cwt (25%) higher in 1996 compared to 1995. Clearly,
consumner demand was not adversely affected by an increase in raw milk prices.

The Federal order system is the ideal forum in which a price floor can and should be
administered, Fair and equitable pricing consistent with stable marketing conditions for
producers and handlers alike, can best be accomplished through the use of Federal orders. A floor
under the Basic Formula Price in all Federal orders would not cause competitive problems
among handlers. No change to Class [ differentials 1s requested, so the relative price surface
would remain unchanged.

For the above stated reasons, Mid-America Dairymen, Inc. requests an emergency hearing to
consider a $13.50 minimurmn Basic Formula Price for use in establishing Class [ and II prices in

all Federal orders effective January 1, 1997 and continuing for an indefinite period of time. Your
prompt response would be greatly appreciated.

Sincerely,

MID-AMERICA DAIRYMEN, INC.

Bill Blakeslee
Corporate Vice President,
Chief Operating Officer of Southern Fluid Group

BB/dr



Proposal to Increase Milk Prices

The Basic Formula Prics is expected to drop $4.21 per cwt
from September to December of s year.

Higher Class | utilization markets will see their blend prices
drop significantly starting in December (checks recaived in
January), Lower Class | utilization market blends are already
raflecting the drop. For example, the Upper Midwast and
Maw Mexico - West Taxat Federal order blend prices for
October were down $0.57 and $0.70, respectively

N
'‘AA’ Butter Price

1985 BEL] 1897
January $0.5648 $0.7923 £0.6900"
February .70 0.7214 ©.6900°
March 0.7200 0.7200 0.760
Aprii 0.7200 0.7620 0.8004
May 4.7200 0.949Q O.B50T
June 0.7600 1.3663 a.8900
Sty 0.BO6E 15194 0.9000°
August £.850¢ 1.630¢ 0.9484°
Saptember 0.8810 1.5300 0.9687
Otk 1.0274 1.4006 1.0000~
Navember 1.1000 9.197x 0.953%
Db 05028 10,6900 0. 7600
Average A §i 85T  sOBETT
* Esxtimated

3
|
5 Central States NEDM Price

1896 hLELY 1397
January 51.0671 $1.1486 $1.1300"
Fabruary 1.07%8 1.1064 1.0900
e :h 1.9777 1.1008 1.0930
Aprii 1.0786 1.1032 10990
May 1.0684 1.1600 1.0980"
June t.0676 12976 1. 10600
July 1.0669 13287 11100
August 1.0069 1,300 11220
Septembar 1.07T18 1.3190 140
Qctober 1.0864 1.3166 11160
Navember 1130 13T 11978
Decamber 1.1761 1.2233 10580
Average $1.0658 TP siiove
*Estimated

Grade "AA' Butter Price
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Green Bay Block Cheddar Cheese Price : : BAEIC FORMULA PRICE
1995 1996 1997 1995, 1996 & 1997
JHinyary b s $1.3788  $1.2600" .
Fabruary 12780 13776 1.2600¢ e
March 1.24900 1.3874 1.2684 . s .
April 12110 14328 13140 R
May 1.2113 1.4926 1.3500¢ : ; B
Jine 12625 14553 1400 § nH
July 1.2603 1.6623 1.45000 e
Augu st 1,307 1.6368 1.4560¢ -
Septermber 13774 1.6942 1.6900 i :
October 14148 1.6793 1.6800 . ! Lo S ! :
i N ¥ J T L) T T T
Novesnbet 1.422% 1.2978 1.6600 | AN FER  MAR APR MAT JUN  JUL AUG BER OCT  NOY nerc
Decymber 1419 1. 26800 14400
Average §i35aa STOST  sTAum 5 1906 1386 "':‘;:‘:"‘ "";’;:;'“ |
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Basic Eormula Milk Price | Proposat to Increase Milk Prices
1936 1956 1897 :
January $11.34 HITY $1139 | i
February 11.1% 12.69 11.46" | Plan of Action
March 11.89 1270 11.61*
April 118 13.08 12.06° (1) Raise or pravent the decrease of the Basic Formula
May 112 fan 1241 Price (BFP)
June 1142 13.92 1219 {a} Urge the Secretary of Agricuiture to increase
whily nas 14.49 13.08' Dairy Expurt Incentive Program (DEIP) salas
Avgust 1155 14,94 13,26 (sse page 12)
September 12.08 15,57 13.38° .
261 14.43 13.74" (b) Activate the DEIP Coalition (see page 13}
Novembar 12.87 1143 13,87 (g} Urge the Secretary of Agriculture to increase
Decamber 1284 11.96° 12.94* : purchases of Cheese for the Food & Nutrition _
Average FiEs §i5e $1TBE | Satvice (Schoal Lunch Program) (see page 14) :
* Estirnated : {d) Attempt to create a Gheese Marketing Agency ]
| |
K'Y M l A0 i
Proposal to Increase Milk Prices i Dairy Export Incentive Program
Plan of Action Con't (DEIP}
. | POUNDS OF PRODUCT 19% 1994 1934 1333
{8) Wrge the Secretary of Agficulture to use the } BUTTER/BUTTERCHL 0 38,340,817 83 627.092 45,006,509
Food for Progress Program — food assistance | :
donatians under P.L. 480 (see page 15) | NFDM TRATTSTA 733839350 161811057 258273298 |
{ .. Dovap 1,681,632 3,169,428 31,318,543 LERITRER]
! (N Focus advertising on cheese. Ask all other TOTAL BO1SY256  315.630377 2320200 TENINIAIG
promotion groups to maximize cheese
N AMERICAN CHEESE 1,769,478 2,255,306 4,914,083 5,654 733
i adVEﬂlS!ng budgat (SE!G! page 16) ‘ MOZZAREL LA SHEEBE 6T a6 9481, 959 2566, 184 1,042 459
(2} Raise or Floor Class Prices under Federal Qrders GOUDA CHEESE o a P :
[a)} Decouebe Class | & 1 prices from dactining cheege CREAM CHEESE 194 414 [’ ] u
T 433,311 5.207,268 782088 | &7 280

prices by asking for an emergency nearing o oot
the BIFP at $13.50 (see pages 17 - 20)

(b} Work through our vanous Common Agencies to MILK POUNDS GOH 419488 LTI4.608,288 3065810365  A.650.473 667
merease premiums in Class | markets andior
sstablish a BFP floor (see page 21)

BN

GOVERNMENT COSTS  $6.061.927.26 ¥69,166,322.66 $1%%,140,630.70 $144 004, 000.00
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The DEIP Coalition
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Emergency Food Assistance Programs

Pubiic Law (F.L.) 480:
Emphasizes food security, hunger relief and sconomic
sacurity.

Saection 418(b):
Provides for donations of COC-owned surplus commodities
for developing countries, Allows for GCC commodities 1o
pe usad for P L. 480 Titles Il and Il and the FFP program.

Food for Peace (FFP):
May be Uzsed to enhance the development of private
sector agriculture in recipient countrias. This program
may ba fundad Swrough P.L. 480 Tithe | appropriations and
Seation 416(b) resources.

Letter to Mr. Richard McKee, Director, Dairy
Division requesting the hearing to floor the
Basic Formula Price at $13.50 per cwt. is
attached.

Total Cheese Purchased for School Lunch Program

67.7 83.8 6a.1 j

i Advertising and Promotion

DI and ether qualified local, regionat and
| nationai pramotion agencies are reviewing
their ardvertising budgets in order to make

funds available to "heavy-up" on cheese

advertising and promotion.

BASIC FORMULA PRIGE VS BLOCK CHEDDAR CHEESE
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Pounds of Milk Sokd for Fluid Uses & Average
Basic Formuls Price used t Sat Class 1 Prices
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! Class 1 Common Marketing Agencies
Where Mid - Am is a Member
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