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component values, some of which are
determined by their market value, with
a competitively set producer pay price.

The prospect of lactose being added to
milk by producers for the purpose of
benefitting from the other solids price
was discussed by several hearing
participants. The incentive to adulterate
milk with added lactose should be no
more of a problem than the current
incentive to adulterate milk with water.
Testing to determine whether lactose
has been added should, in fact, be easier
than testing for water since it would be
part of the testing necessary to
determine producers’ payments. In
addition, added lactose can be detected
during normal testing procedures
currently conducted on milk.

NCI’s concern that testing for total
solids would increase handlers’ costs
and difficulty of testing was not
established in the hearing record. In
fact, testimony indicated that many
handlers are already testing for total
solids. Hearing testimony also showed
that the testing for total solids is as
accurate or more accurate than testing
for butterfat or protein. In addition, the
infrared machines that are used by most
laboratories will test for total solids at
the same time the butterfat and protein
tests are done. Therefore, there should
be no significant increase in testing cost
or testing difficulty with the
implementation of the component
pricing plan incorporated in this
decision.

LOL, in its comments on the
recommended decision, pointed out a
‘‘flaw’’ in the formula used to compute
the other solids price. LOL noted that
the M–W price is adjusted to a 3.5
percent butterfat test, but that the skim
component tests are left ‘‘at test.’’ What
this means is that the protein and other
solids tests do not reflect the quantity of
protein or solids in milk of 3.5 percent
butterfat, but rather the quantity of
protein and solids in the milk at test.
Therefore, the value of the protein that
is deducted to arrive at the residual
value for computing the other solids
price may be incorrect, thus resulting in
an incorrect other solids price. The
problem could be magnified because the
other solids test does not reflect the
correct quantity of other solids in the
remaining skim milk. The effect of this
‘‘flaw’’ is relatively small; however, this
decision adjusts the computation of the
other solids price to eliminate the
shortcoming observed by LOL.

c. Butterfat. The value of butterfat in
the amended orders will be the same as
under the current orders. There was no
proposal or testimony to change the way
butterfat currently is valued. One expert
witness testified that the current system

of basing the value of butterfat on the
value of butter is proper.

This decision continues the historical
relationship of the values of butterfat
and butter. The difference between the
pricing of butterfat in the amended
order and the current order is due to the
way that value is expressed. Currently
the value of butterfat is expressed as a
differential; that is, the difference in
value between 0.1 pound of butterfat
and 0.1 pound of skim milk. The
amended order will express the value of
butterfat on the basis of a price per
pound. Whichever method is used, the
total value of butterfat in milk is the
same. However, by expressing the value
on a per-pound basis instead of a
differential, the objective of
demonstrating clearly to producers
where the value is in milk is easily
achieved.

As proposed, the butterfat price per
pound in the amended order will be
determined by multiplying the butterfat
differential by 965 and adding the Class
III price. The resulting price per
hundredweight would then be divided
by 100 to give a price per pound of
butterfat. For example, if the result of
the computation is $0.73085, the
announced butterfat price would be
$0.7309 per pound of butterfat.

d. Miscellaneous. The three
component prices: butterfat, protein,
and the other solids, will be expressed
on a per-pound basis with four places to
the right of the decimal. Analysis has
shown that by expressing these prices to
the nearest one-hundredth of a cent, the
accuracy of the prices is significantly
enhanced over expressing the prices to
the nearest cent. Additionally, the
difference between what is paid into the
producer settlement fund and what is
drawn from the producer settlement
fund is much closer to zero than when
prices are rounded to the nearest full
cent.

In contrast to other orders that have
multiple component pricing provisions,
this decision incorporates only one
protein price as well as one other nonfat
solids price. The pooling of the
components to include the Class I skim
portion is incorporated within the
computation of the producer price
differential. This feature of the pricing
plan allows for the elimination of
separate handler and producer protein
prices and separate handler and
producer other solids prices, and
resulting confusion over which price,
handler or producer, should be used
when. In addition, a handler’s per-
pound price for protein or other solids
is the same whether the handler is
buying milk from producers or from
other handlers.

The producer price differential, which
represents the additional value of Class
I and Class II milk in the pool and any
positive or negative effect of Class III–
A, will be determined by computing for
each handler, and then accumulating for
all handlers, the differential value (from
Class III) of the Class I, Class II, and
Class III–A product pounds. The
differential value is adjusted, when
appropriate, for shrinkage and overage,
inventory reclassification, receipts of
other source milk allocated as Class I,
receipts from unregulated supply plants,
location adjustments, and, in the
Chicago Regional order, transportation
and assembly credits.

For the purpose of eliminating
differences between handler and
producer component values, the value
of the Class I skim milk and the values
of the protein and other solids
contained in the skim milk allocated to
Class II and Class III (and somatic cell
adjustments) will be added to, and the
values of the protein and other solids
contained in all producer milk (and
somatic cell adjustments to producer
milk) subtracted from, the differential
pool. The accumulated total for all
handlers is then adjusted by total
producer location adjustments and one-
half the unobligated balance in the
producer settlement fund. The resulting
value is then divided by the total
pounds of producer milk in the pool,
and an amount not less than four cents
nor more than five cents is deducted.
The result is the producer price
differential to be paid to producers on
a per hundredweight basis.

It is possible for the producer price
differential to be negative. A negative
producer price differential can result for
two reasons. Any of the Class I, II, or III–
A differential prices may be negative
and/or the minus adjustments may be
large enough to offset any positive
contribution from the differential price.
A negative producer price differential
would be equivalent to a uniform price
less than the Class III price.

An issue that was not directly
addressed in this proceeding concerned
testing for protein. The five orders
included in this hearing currently base
protein testing on the standard Kjeldahl
method, which tests for nitrogen and
then converts the nitrogen result to
protein. Since there is a certain amount
of free nitrogen in milk this test
somewhat overstates the protein content
of milk. Recent developments in testing
allow for testing for true protein which
is a more accurate reflection of protein
content. In no way does this decision
mandate a specific testing procedure.
However, when (or if) the industry does
move to testing for true protein, this


