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Presenter
Presentation Notes
(Tim)  Good Afternoon, Senator Dill, Representative Hickman, and members of the Agriculture, Conservation, & Forestry Committee.  I am Tim Drake, the Executive Director of the Maine Milk Commission.  (Julie-Marie)  I am Julie-Marie Bickford, Executive Director of the Maine Dairy Industry Association.  Thank you for inviting us to walk you through the challenging world of milk pricing. 



Milk = Complicated
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Presenter
Presentation Notes
(Tim) While milk is full of nutrition, and has been a simple food staple since the beginning of time, the modern economics of milk are highly complex.  



Cows
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Presenter
Presentation Notes
(Julie-Marie) ON the surface, milk production is fairly straightforward.  Milk is part of a mammalian biological process.  In order to collect milk, healthy cows must give birth and start a lactation cycle.  Voila! – milk.  But the cows are not machines and require rest and care between the finite lactation cycles.  Cows either do 1 of 2 things – they either give milk or they don’t.   They do not have a pause switch.  So farmers must be committed to caring for animals and milking everyday, 2 to 3 times a day, 365 days a year.



Milk
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Presenter
Presentation Notes
(Tim)  Milk is a highly perishable product that requires strict regulation and monitoring to maintain high health standards. Milk is also bulky in its fluid form and difficult to store and transport.  It requires strict temperature controls in its unprocessed form.(Julie-Marie) Milk is very good at growing things…  And it requires a great deal of attention to detail through extensive testing for cleanliness, animal health, and food safety to make sure that it’s calcium and protein contribute to growing strong bones & teeth, healthy muscles, active brains – and not microscopic “stuff”.   But the most complex part about the milk – and by far the most frustrating to farmers – is that there is little to no relationship between what it costs to make the milk and what the U.S. dairy farmer gets paid for the milk.  



The Need for Regulation
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Presenter
Presentation Notes
(Tim) In the early days, milk rarely traveled far from the farm to the table.  With industrialization in the early 20th century, more people began living “off” the farm, requiring basic food staples to be made available in large quantities to purchase.  The advancement of pasteurization to eliminate potential pathogens such as tuberculosis and other bacteria, meant that processing and packaging of milk began to be regionalized rather than on every farm.  The additional transportation of the milk meant that farmers had very little time between when the milk was gathered from the cows to when it needed to be processed before spoiling.  This gave the processing plant owners a great deal of leverage in determining how much (or how little) to pay farmers for the milk.  So the State of Maine in 1935 created the Maine Milk Commission to oversee such transactions.  And in 1937,  Congress passed the Agricultural Marketing Act to help farmers to secure a fair price from milk dealers. This created a uniform federal system for pricing milk in the U.S.
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Maine milk can only be shipped in one 
direction, or must stay within Maine

Presenter
Presentation Notes
(Tim)  Maine milk only has 2 options in finding a processing and a consumer “home”.  The milk must stay in Maine, or the milk can be transported to processing facilities outside of Maine via Interstate 95 through Kittery.  Even with the recent trade agreements, milk cannot be shipped into Canada, and is too bulky to travel via the ocean.  



Milk Price depends 
on Final Disposition

4 Classes of Milk

Class I Fluid milk for drinking

Class II Soft products (sour cream, yogurt, 
cottage cheese, ice cream, etc.)

Class III Cheese

Class IV Butter, Powder /Whey
7

Presenter
Presentation Notes
(Tim) Milk is priced by categorizing the processed products made from milk into 4 categories.  They are priced in order from most perishable and bulky (which has the highest value) to those with the longest shelf-life (which tend to have a lower value).  4 Classes of MilkClass I 	Fluid milk for drinkingClass II	Soft products (sour cream, yogurt, cottage cheese, ice cream, etc.)Class III	CheeseClass IV	Butter, Powder /Whey
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A new CA 
federal order 

was just 
recently 

approved to 
be included 

in the federal 
pricing 
system.  

ME is not officially in 
Federal Order One –
but the 2 major fluid 
processing plants in 
ME are subject to 
federal order pricing 
because they sell  
< 25% of their product 
into states that are in 
the federal order – so 
ME dairy farmers are 
paid federal order 
pricing by those plants.

Industry Consolidation has resulted 
in the majority of Maine Milk 

being pooled & priced into FMMO-1

Presenter
Presentation Notes
(Tim)   US milk is priced at the federal level in 11 Federal Milk Marketing Orders. Federal milk marketing orders (FMMOs) require regulated milk processors, called handlers, to pay minimum prices for milk and adhere to other specified rules. FMMOs are authorized under the Agricultural Marketing Agreement Act of 1937, as amended. The system is set up so that the payment that the farmer receives is pooled or blended with all the other farmers in each federal order region, depending on how the milk is used.  Milk that goes into a cheese plant is paid the Class III price.  Milk that goes to a fluid plant gets paid the Class I prices and so on.  So to prevent fighting between farmers to send milk to fluid plants to get the higher price, and to ensure that lower priced milk will be available to operate butter and powder plants,  all the milk produced in a federal order region gets “pooled” together and then each farmer gets paid the average price of all the milk.   So farmers in a dominant Class I (fluid) area, like Maine, will be paid less that the Class I value of the milk, while farmers in Vermont, a dominant Class III area, will get paid higher than the Class III price due to the blending or averaging of all the milk prices.There are 11 federal milk marketing orders, affecting about 80 percent of all milk marketed in the country.   California, which produces 20% of the milk marketed in the U.S., recently joined the federal order system. Previously, California had a state order, which operated much like the federal orders, except that it also included a system of supply management. The rest of the milk in the U.S. (the white areas on the map)  is priced under other state orders or is not subject to FMMO regulation (primarily Grade B milk).According to the USDA, the three major objectives of FMMOs are to: (1) assure consumers of an adequate supply of wholesome milk at a reasonable price; (2) promote greater producer price stability and orderly marketing; and (3) provide adequate producer prices to ensure an adequate current and future Grade A milk supply.“  (Julie-Marie)  From the perspective of the farmer, the FMMOs are failing to meet the 2nd and 3rd objectives!(Tim) You’ll notice that Maine appears in white, which means that technically Maine is not part of a Federal Milk Marketing Order.  However, if a Maine farmer’s milk travels beyond the state or is processed by an in-state plant that sells 25% or more of its finished product outside the state, then the raw milk is subject to federal order pricing for the region involved.  Our 2 major fluid processions plants – H.P Hood and Oakhurst, both located in Portland – meet the 25% criteria and are subject to federal order pricing.   Farmers who sell directly to the public or whose milk is processed by Houlton Farms Dairy, Smiling Hill, or another small processors whose sales are contained within the state fall under Maine’s State pricing system.
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Maine Milk Commission
(State Order Pricing)

History and Background

• A Maine Milk Control Law was enacted in 1935 by the 87th Legislature to 
eliminate a number of serious problems confronting the dairy industry and 
the consuming public. Glaring conditions necessitating this corrective 
action included price wars, farmers failing to receive payment for milk 
deliveries, dealer bankruptcies, consumers receiving low quality milk, etc.

• Under the law, a Maine Milk Commission was created to arbitrate 
differences, establish minimum prices in designated areas after proper 
hearings and exercise general supervision over the milk industry. Its basic 
function was, and still is, to ensure that there will be a plentiful supply 
of pure, wholesome milk available at all times, in all places, at 
reasonable prices.

Presenter
Presentation Notes
(Tim)  Maine’s efforts bolster our dairy industry go back to 1935 with the passage of the Maine Milk Control Law.  Price wars over milk, farmers not getting paid by dealers, dealer/processor bankruptcies, and variable quality milk to consumers were all cited as reasons for state government to step in and create a Maine Milk Commission.  Its goal – then and still today – is to ensure that Maine consumers have access to a consistent supply of quality milk produced on Maine farms, processed by Maine dealers, and distributed through locally accessible retail outlets – all at reasonable prices.  
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Maine Milk Commission
(State Order Pricing)

• The Maine Milk Commission is comprised of five members, four of whom are 
appointed by the Governor and shall serve a term of 4 years. Within its 
membership shall be the Commissioner of Agriculture, Conservation and 
Forestry, ex-officio and the remaining four members shall have no official 
business or professional connection or relation with any segment of the dairy 
industry.

• The Maine Milk Commission is financed by a $0.05 per hundredweight fee on 
milk paid by licensed dealers. The Commission receives no general fund tax 
monies.

• Among the specified powers granted by the Legislature, the Commission has 
the authority to set minimum prices paid to producers as well as minimum 
retail and wholesale milk prices. The Milk Commission is authorized to audit 
dealers' books and to determine the utilization of all milk purchased.

Presenter
Presentation Notes
(Tim) 

https://www.maine.gov/dacf/milkcommission/commission_members.shtml
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Maine Milk Commission
(Studies to Determine Appropriate Minimum Pricing Levels)

Studies conducted via RFP/contract on 3-year rotation.

• Cost of Production (Producer Margin) – Ch. 26
Last completed on 2017 calendar year.  
Awaiting Legislative review/approval – Jan/Feb 2019

• Cost of Processing (Dealer Margin) – Ch. 29
Study complete on 2018 processing costs.  
Public comment period closed Nov 5, 2018.  
Decision anticipated at Nov 20, 2018 monthly price setting hearing.

• Cost of Retailing (Retailer Margin) – Ch. 27
(RFP request anticipated to be announced mid-2019.)

Presenter
Presentation Notes
(Tim)  The modern MMC has 4 primary activities.  On a 3-year rotating schedule, it conducts studies to assess the costs of producing, processing, and retailing milk in Maine.  This type of information can be used to bolster arguments in favor of enacting other state programs.  USDA NASS also may have some of this information as a result of their own surveys. 



Breakdown of Federal Order Pricing 
Statistical Uniform Blend
(retroactive 2-months)12

Chapter 3 Rule:  
Monthly Schedule of 

Minimum Prices

Class I Federal Order Announced Price

Producer Margin (Cost of Production 
Adjustment, based on Ch 26 studies)

Federal & State Promotion Fee

Over-Order Premium (Set by Co-ops) - % 
of Class I sales = pd to farmers

Federal Components Pricing

Minimum Wholesale & Retail Prices, 
by size of container

(Based on Chapter 27 & 29 Studies)

Presenter
Presentation Notes
(Tim)  The Commission used the information from those studies to set monthly minimum prices at the producer level, the wholesale (or dealer) level, and at the retail level.  It is against state law to sell or price milk below these levels, however, the only limitation on the higher side is competition from the marketplace.  Minimum prices are calculated using different formulas, and in the case of the producer price, are based on the federal order price, with a few opportunities to reflect dynamics at the state and regional levels.  (Producer Margin & Over-Order Premium, also called the Milk Commission Premium.)



13

Maine Milk Commission
(Maine Milk Pool)

• The Maine Milk Pool was created by state statute in 1983, to allow the 
Commission to assess a Producer Margin (also known as a “Cost of 
Production adjustment”, or “an Adjustment for Maine conditions”) as 
needed through the Maine Minimum Price setting system.

• Established as a set amount, but calculated using the each milk dealer’s 
Class I utilization rate, the amount is collected each month from each milk 
handler/dealer, pooled together, and equally distributed to Maine dairy 
farms.

• Initially limited to 15-cents/cwt, the Producer Margin is established each month 
through rulemaking, after a public hearing during which testimony can be offered 
to update the Commission on the financial conditions of Maine farms.  In later 
years, the Producer Margin has risen as high as $1.68/cwt, however, declines in 
Class I sales have also lead to smaller percentages of the set amount being 
collected and distributed. 

Presenter
Presentation Notes
(Tim)   The 3rd primary function of the MMC is to operate the Maine Milk Pool, which was put in place in 1983.  It allows an opportunity for Maine farmers to recoup a few more cents when milk from Maine stays within our borders and is processed and then sold to Maine consumers.    It operates very similarly to the federal order pool, just at a smaller scale.  
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Maine Milk Pool Program
Flow of funding

Processors 
(Houlton Farms, Garelick Farms, 

Hoods & Oakhurst)
send funds to

Department of Agriculture

Agriculture distributes funds to Processors
for distribution back to farmers,

based upon department calculations

Funds from Milk Processors
on milk sold in Maine
based upon premium

set by Milk Commission monthly

Smiling Hill Farm, 

Presenter
Presentation Notes
(Tim)
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Maine Milk Commission
Chapter 14 Rule:  30 Days Notice

01 DEPARTMENT OF AGRICULTURE, CONSERVATION AND FORESTRY
015 MAINE MILK COMMISSION

SUMMARY: Notice requirement adopted by the Maine Milk Commission for distributors to give 
before terminating milk deliveries to a customer.
Distributors must give 30 days written notice by registered or certified letter before terminating delivery to any 
customer in their delivery area or in the traditional delivery areas of a distributor they have purchased. The 30 
days notice requirement does not apply to cancellations resulting from failure to pay bills.

2. The notice will identify the closest delivery point where the distributor's product will be available 
for pickup by the affected customer.

3. The distributor will identify other distributors, if any, by name and address who are servicing the 
area and from whom a replacement supply may be available.

4. A copy of the notice dated and signed by an official of the distributor will be sent to the Maine Milk 
Commission identifying the customer by name and address, within the same 30 days requirement.

STATUTORY AUTHORITY: 7 M.R.S.A. §2953 (PL 1975, c. 5A Section 2, May 11, 1989).
EFFECTIVE DATE: January 1, 1990

Presenter
Presentation Notes
(Tim)   The MMC also has oversight over the Chapter 14 Rule (passed in 1990) – a requirement that processors or handlers must give farmers - AND the Commissioner of Agriculture and the MMC - a minimum of 30 days notice in writing before they will no longer pick up their milk.  For example, this year 7 farms who had been shipping milk to Horizon Organic were notified that their contracts would not be renewed and their milk would not be picked up after a specific date.  (It was different for each farm.)   In all cases, notice was given much earlier that the 30-days, and most farmers were able to do a little bit of planning on how they would either adjust their herd size, change the focus of their operation to use or expand on-farm processing, or develop an exit strategy for the farm.  



Milk 
Money

 November 2017 Prices
 Based on information from the Maine Milk Commission

Average Price Paid 
by Maine Consumer

$4.16

Minimum Price
Paid to Farmer 

(Federal Order Statistical Uniform Blend Price)

$1.48

Minimum Price Paid 
to Maine Processor

$3.36
Maine Retail 

Minimum Price
$3.74

Maine Farmer Short-run 
Breakeven Cost of Production*  

*2013 Maine Cost of Production Study, adopted by the Maine Milk 
Commission, pending Legislative approval of major substantive rule & 

incorporation into the Maine Dairy Stabilization “Tier” Program.

$2.01

16

Prices per 1 gallon whole milk

Presenter
Presentation Notes
(Tim)  Here’s a breakdown on the Milk Commission’s pricing levels.  This is from November 2017.



Milk 
Money

 October 2018 Prices
 Based on information from the Maine Milk Commission

Average Price Paid 
by Maine Consumer

$4.14

Minimum Price
Paid to Farmer 

(Federal Order Statistical Uniform Blend Price)

$1.48

Minimum Price Paid 
to Maine Processor

$3.35
Maine Retail 

Minimum Price
$3.73

Maine Farmer Short-run 
Breakeven Cost of Production*  
*2017 Maine Cost of Production Study – adopted by the Maine Milk 
Commission, but pending approval by the 129th Maine Legislature.

$1.80
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Prices per 1 gallon whole milk

Presenter
Presentation Notes
(Tim)   Here’s a look at October 2018’s pricing “jug”, which includes updated numbers on the cost of producing milk.  Farmer efficiency and lower energy and input costs contribute to the lower cost of production figure – which this committee will be looking at more next week.  



What goes in the Milk Check?

+ Blend Price
+ Over-order premium
+ Quality or Volume premiums
+ Components (protein, butterfat, other solids)

+ State Premiums
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Presenter
Presentation Notes
(Tim)  30-45 days after the milk has left the farm, the farmer receives payment.  The milk check that the farmer receives for the milk they produce starts with the blend price.  Farmers also can receive over-order premiums with reflect the need to divert milk to different processing plants to achieve adequate supplies to run the plants.  Quality premiums are also offered for milk with low bacteria counts and other food safety measures.  Volume premiums are sometimes offered to larger producers to reflect the added savings involved in only having to stop at a single farm to gather a full tanker-load of milk.  Quality and volume premiums are often negotiated items between the farmer and the processor or cooperative that markets the milk.  The last few years have seen a significant reduction in these premiums, to the point of complete elimination in some cases.  Farmers can also be paid a slightly higher price for the level of components (protein, butterfat and other solids) that are found in milk and are useful in making dairy products.  Farmers’ payments can also be deducted if these components fall below the minimally acceptable levels.  Maine farmers may also receive an additional state premium, established by the Maine Milk Commission (MMC) each month to reflect the added cost of producing milk in Maine.  This amount fluctuates monthly to reflect grain, fuel, or other input costs, and is based on comprehensive cost of production studies that are commissioned by the MMC every 3 years.  However, the MMC historically has never been able to put the Cost of Production Adjustment at or even near its full level because of the fear of a negative impact on the competitive marketplace of Maine milk compared to out of state milk that does not have to pay the cost of production adjustment.  Over-order premiums are set premiums that reflect the need for milk in regional fluid plants.  The amount generally remains fairly constant, though the portion of the over-order premium that used to be associated with rBST-free milk has been eliminated in the region -  a loss of roughly $.41/cwt to all farms.  The over-order premiums paid on milk produced and processes in Maine are pooled and redistributed to all Maine dairy farmers.   



What comes out of the Farmer’s 
Milk Check?

- Hauling
- Promotion (15¢ / cwt)

- Maine Milk Commission (2.5¢ / cwt)

- MDIA (1¢ / cwt {mandatory})

- Co-operative Deductions 
- CWT Program (2¢ / cwt)

- Other designated payments
*Loan payments
*Monthly Bills19

Presenter
Presentation Notes
(Julie-Marie)  Farmers also have a variety of deductions from their milk check each month.  Some are required by law, others are voluntary and some are a means of streamlining routine monthly payments required as part of doing business as a Maine dairy farm.  The Hauling charge is the costs of transporting the milk from the farm to the processing plant.  It involves a Stop Charge, which reflects the costs of stopping at a farm to pick up the milk and a milk sample test which is run each time the milk collected, and a Hauling Charge, based on the number of miles the milk has to travel from the farm to the processing plant.  Each dairy farm in the nation is required to pay 15-cents per cwt of milk for promotion and nutrition research.  In Maine, 10-cents of that stays in Maine and is used by the Maine Dairy Promotion Board and the Maine Dairy Nutrition Council to promote the sale and consumption of milk and dairy products.  The remaining 5-cents goes to the National Dairy Promotion Board, whose most famous activities were the now retired “Got Milk” ads.  The dairy processing industry also pays in to fund these organizations.  Farmers also pay $.025/cwt to fund the Maine Milk Commission (MMC).  Maine processors also pay an equal amount to fund the MMC.  Maine farmers also pay a mandatory 1-cent per cwt to fund the Maine Dairy Industry Association (MDIA), a trade association that represents all the cattle dairy farms producing milk in Maine and shipping into commercial markets for processing.  Some farms also pay an additional voluntary fee into MDIA to fund such efforts as working with USDA and the State of Maine to create safety net programs for dairy farmers and find alternative ways to price milk that would be more beneficial to farmers.    Maine dairy farmers can also choose to participate in a cooperative, or a group of farmers who operates as a unit for the benefit of its members in the marketing of milk and creating a system of equity that usually involves the purchase/operation of a dairy processing plant.  Cooperative usually charge a membership fee to participate.  The National Milk Producers Federation (NMPF) created a voluntary program that pays farmers to sell their cows and stop producing milk, as a way of impacting the supply and demand nationally in an effort to raise milk prices. Farmers can also choose to have other monthly payments, like equipment loans, operating loans, grain bills, or routine monthly amounts to other vendors paid directly from the processors or co-op and deducted from the milk check before it is sent to the farmer.  
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Presenter
Presentation Notes
(Julie-Marie) Over the years technology has advanced, allowing farmers to improve their operating practices and the production and management of their crops and their cows, creating efficiencies that have resulted in higher milk production per cow and the ability to grow more of the food needed to feed the cows and purchase whatever else is needed to create the proper nutritional blend for the animals.  Transportation improvements and refrigeration have made it easier and safer to transport milk long distances to be processed and packaged.  And today, an average Maine resident is 3 generations removed from living on a farm and being able to source products at home.  During this same time period, we’ve seen a dramatic consolidation of the processing sector for dairy so that now a handful of very large corporations hold tremendous influence over all things “milk”. And the federal pricing system has evolved from something that initially protected farmers from being paid below fair market value prices for their milk, to being the source and means of farmers getting paid below fair market value for their milk.  Like everything else that is created in law, it can be amended, and the federal order system has been amended and perverted so many times that it is now one of the most complex financial systems around –a permanent employment program for lawyers and lobbyists – and the cause of extreme financial stress for dairy farmers across the nation.



The Pricing Disconnect….
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Presenter
Presentation Notes
(Tim)  So the Maine Milk Commission operates as a State Order with some flexibility to respond to local conditions, but still has its pricing foundations in the federal order system. (Julie-Marie) That system, over time, has been tweaked and twisted away from its original goal of ensuring that farmers are paid a fair price for their milk.  There is no longer a clear connection between the value of the milk, as charged to the consumer, and the price that farmers are paid to produce that milk.  All that translates into a lower milk price for farmers AND a justification for putting state programs in place.  
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Early Maine State Efforts

1984 – Maine dairy farmers created a volunteer group to talk 
about industry challenges & find ways to work together to 
solve them.  (Creation of Maine Dairy Industry Association)

1991 – Created the Maine Dairy Farm Stabilization Act & 
Vendor Fee (MRSA Title 36; Part 7; Ch. 708-A  - Collected 5-cent/gal on milk processed in 
Maine and paid $ from dedicated account back to Maine dairy farmers.)

1994 – Massachusetts enacted similar legislation, which was 
struck down  by the courts (West Lynn Creamery, Inc. v. Healy  512 US 186 - 1994)

1994 – Maine revised its program in response to the court 
case.   

Presenter
Presentation Notes
(Julie-Marie) The first of the big national changes to milk pricing started in the 1980’s, at which point a group of Maine farmers got together to brainstorm responses to different challenges they were facing on their individual farms.  By 1991, national and regional pressures and event had led to huge number of Maine farms closing their doors.  The state legislature took notice and created a mechanism to help – Known as the Vendor Fee Program.  The Massachusetts legislature thought it was a good idea and copied it, but since MA was a net importer of milk (with its larger processing capacity than production), farmers from outside MA sued to get their share of the money and the Court struck down the MA law.  Even though Maine’s law had not been challenged in court, Maine revised its Vendor Program in 1994, changing the farmer payout from a dedicated account to a General Fund payment – in essence, separating the money coming in from the money going out.  



Regional & Federal Changes
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1997 – Northeast Dairy Compact was ratified by NE states and 
approved by Congress.  

Maine repealed its Dairy Farm Stabilization / Vendor Program.  

2000 – Federal Order System implemented component 
based pricing (instead of the Minnesota-Wisconsin price 
discovery system).

2001 – Northeast Dairy Compact failed to be re-authorized 
by Congress.  

Presenter
Presentation Notes
(Julie-Marie) Meanwhile positive things were changing on the regional and federal level, in the form of the Northeast Dairy Compact.  For a time, things improved for dairy farmers in Maine, so the state program was repealed.  Then the Compact failed to be re-authorized by Congress.  



And the price Rollercoaster took off! 
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Presenter
Presentation Notes
(Julie-Marie) And the pricing rollercoaster took off.   First the issues with food security/national disaster after 9-11-2001, then the first of many drastic price drops began in 2003 – and the volatile up/down cycles that have continued.    2006,  2009,  2012 -  all saw significant price drops.  2014 was a bright spot with unusually high milk prices (mostly due to high volumes of dairy products being exported),  before dropping in 2015 and then plummeting in 2017 in a downward cycle than has continued all the way to the present day.   



A Failed Federal Pricing System

25

Presenter
Presentation Notes
(Julie-Marie)  The federal system for pricing milk has strayed so far from its original intent, and is operating in such a different world than when it was first created, that it is no longer serving the needs of the dairy farmer.  The current federal system of end product pricing bases the price that the farmer is paid for his or her milk on the speculative market associated with the movement of what is deemed “surplus” dairy products.  Not milk in its fluid form – raw or processed, but products with a much longer shelf-life, such as cheese, butter, and powder products.  The farmer’s price is derived through a complex series of formulas based on essentially the lowest possible cost for these dairy products that can be stored and then strategically released into the marketplace.  There is no relationship between what it costs the farmer to produce the milk and the amount of money that farmer can get to cover costs.  Ultimately, the objective is to ensure cheap food for consumers regardless of the impact on the farmer producing the milk.  Farmers are left with little recourse  other than to trim expenses, increase efficiency, and/or make more milk.  Over the last 20-30 years the dairy industry has see its production shift west as federal water subsidies and other incentives have opened up huge areas to dairy production, and most of the farms in that part of the country have embraced the concept that more cows equals more milk equals more money.  Consequently, we have seen a significant trend over past few years that as dairy farms go out of business in the north and east, the cow and jobs have gone west to New Mexico, Idaho, California, South Dakota and Texas, which have become some of the top dairy producing states today.   The dairy processing and retail sectors have also seen a huge demographic shift.  Smaller, independent plants and store have been purchased by bigger and bigger entities, many of them are international corporations.  Some have closed smaller processing plants in more rural areas in favor of larger operations closer to population centers.   This consolidation of the processing sector has limited the places where Maine dairy farmers can market their milk.  And since the dairy farmer is also responsible for the cost of transporting their milk to the plant, the negative impact of these demographic shifts has landed on the farmer’s bottom line.    Processors are also feeling the sting of consolidation, since the same shifts are occurring at the retail level among grocery chains and big box stores.  As these corporate heavyweights grow in size and market share, they drive out the smaller “mom & pop” stores that used to accommodate & feature local farmers.  Wal-Mart has even taken the bold step of building it’s own dairy processing plant in Indiana (causing other plants to close or reduce the amount of milk they purchase from local farmers.  The Wal-Mart plant is expected to be one of the largest milk processing facilities in the US and will service Wal-Mart stores in 6-8 states from Indiana to Ohio to Tennessee.  The plant is expected to come online in mid-July 2018.  



Predicting Milk Prices
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Presenter
Presentation Notes
(Julie-Marie)  Predicting milk prices is like looking into a crystal ball – you take your best information, create a “what if” scenario, and hope you are right more than 50% of the time.  Most of the time, the milk has been produced, shipped, processed, distributed, sold to customers and consumed before the farmer even knows what he or she will get paid for that milk.  By then, the farmer is on to making the next batch of milk.  So when milk prices drastically fall – especially below predictions -  farmers are often caught between a rock and a hard place financially.



Predicting Milk Prices

27

Presenter
Presentation Notes
(Tim) This is the most recent dairy price forecast from the Dairy Economists from the Northeastern dairy cooperative Agri-Mark (makers of Cabot & McAdam brand butter & cheeses).  Not only can you see the complexity and disparity in the pricing structure between the different class prices,  but you can see the variability of the futures and the differing prices for the components of the milk, like the butter fat, protein, and solids/other.  The Boston Blend Price (also called the Statistical Uniform Price, or Blended Price) represents the amount that the farmer actually gets paid after the milk is pooled together in Federal Order One and divided among the farms in the region.  This price does not reflect any premiums or incentives, not does it include any marketing assessments or other fees and charges that the farmer must pay.  As you can see, 2019 is anticipated to bring slowly climbing prices, however the recovery will be slow and may be negated by rising inflation and interest rates in anticipation of an expected U.S. recession on the horizon.



Low milk prices 
impact every state
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Presenter
Presentation Notes
(Julie-Marie)   This pricing cycle has impacted every state and has caused hardship for the farmers in every state.  In Maine we are unique that we only border one other state in the union.  Federal laws prohibit selling milk into Canada and our other border is ocean, so the milk can only flow from the farms into Maine plants and/or journey to markets south and southwest of us.  This also puts us at the end of the supply chain for inputs.  Both of these dynamics add to the financial challenge of producing milk in Maine.



Federal Dairy Price Support

The 2014 Farm Bill implemented an insurance 
program where dairy farmers could purchase 

margin (payments over feed costs).  

Pros:  Farmers could receive a support payment if they hedged high enough. 
Cons:  Farmers were required to pay the premiums to get margin levels (when 

cash was scarce ) – early results were very disappointing!
Federal government made money– at the expense of struggling dairy farmers!
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Margin Protection Program (MPP)
A risk management insurance-style program that is funded through producer-paid 
premiums  - farmers decide how much risk/reduction below on-farm costs they can 
stand/afford (since premiums increase incrementally w/the level of protection.
No federal budget line

Presenter
Presentation Notes
(Julie-Marie)



New 2018 Farm Bill…
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Amended slightly to offer more 
premium subsidies and created 

greater depth in premium levels. 

Possibility that when new rules are 
written,  farmers may have option 
to have premiums refunded if no 

payments made.
NOT A VIABLE 

LONG-TERM SOLUTION!

Eliminated the “higher of” formula in 
calculating the Class I price.

This change is anticipated to cost U.S. 
dairy farmers a minimum of $ .74 / cwt

(The change will help processors and 
stores have more predictability in the 

price of milk and dairy products. )

Amended MPP:

Changed Federal Order Formula:

Presenter
Presentation Notes
(Julie-Marie)



Federal Legislative Issues

Since 2005
MDIA has been working 

to find a national 
solution that would 

restore balance between 
dairy farmers, 

processors, & retailers.
31

Presenter
Presentation Notes
(Julie-Marie)  Ultimately, the best solution to the milk pricing problems for every state would be some changes to the way milk is priced at the Federal Order level.  MDIA has been researching and advocating since 2005 to change the way milk is priced to the U.S. farmer.  The biggest challenge is in building a coalition of dairy producers from other states,  and the daunting cost of lawyers, expert witnesses, and travel involved with preparing a case before the Administrative Law Judge that hears all proposed changes to the USDA Federal Order System.



A Maine way to deal 
with the problem…

32

Presenter
Presentation Notes
(Julie-Marie) MDIA has ben working on developing a better way to price milk at the federal level since 2005.  However, we are a very small dairy state on the national scene, and in order to be successful we need to encourage more partners from other states to join us. MDIA knew if we wanted to protect Maine farms that produce Maine milk for Maine processors who distribute to Maine retailers who sell to Maine consumers, then we were going to have to come up with a Maine response to a federal pricing system that isn’t working, that would be in place to sustain our industry while we set upon the task of finding a better way for farmers to be paid at the federal level. 



The Maine Dairy 
Stabilization Program

“Tier” 
Program 

33

Presenter
Presentation Notes
(Julie-Marie) In 2003 MDIA proposed legislation to create its own price support program to help bridge the gap between the price dairy farmers got paid and what it actually costs for those farmers to produce the milk. That legislation resulted in the creation of the Maine Dairy Stabilization Program, which is often referred to a the Tier Program – and you’ll see why in a minute.   Hundreds of farmers, feed and equipment dealers, veterinarians, and other businesses that are closely linked with the dairy industry, along with consumers converged on the state capitol and urged lawmakers to create a safety net for Maine dairy farmers to protect the milk being produced, the family farm businesses that made the milk along with all the other businesses that depended on sales to or from the farms, and to keep the open space that the farms represented that supports Maine’s tourism industry.



Cows at the Capitol

34

Presenter
Presentation Notes
(Julie-Marie) We even brought cows to the lawn of the State Capitol complex.  And the mix of economic concerns, environmental/land use concerns, and agricultural concerns was a match to the overall public policy concerns of Maine’s elected leaders that it was in the State of Maine’s best interest to find a way to help prevent the loss of dairy farms. The program was passed in 2004 and went into effect in 2005.



The Tier Program Concept

Fill the gap between the 
price farmers are paid 
and their cost 
of production

35

Presenter
Presentation Notes
(Tim)  The Tier program provides a payment from the state’s General Fund directly to farmers when the amount that they receive from the marketplace for their milk falls below their cost of production.  The cost of production is determined through a study conducted every 3 years and authorized by the Maine Milk Commission.  Surveys gather aggregate data, then researchers go and analyze the actual financial records of dairy farms around the state. This is real data, actual balance sheets from dairy farms operating in Maine in Maine economic conditions.  This information is then run through various models to compare against other parts of the country, and then estimated cost of production levels are assigned for multiple sizes and types of farm operation, as well as in different financial categories, such as Short-run breakeven, and Cash Cost, and variations of the 2 with or without interest or depreciations or other financial variations.  The results are presented to the Maine Milk Commission for adoption as Chapter 26 rulemaking, and a required to be reviewed by the Legislature as major substantive rulemaking.  



Current 
Maine Dairy Stabilization Program

Tier Levels         (Effective 7-1-2012)
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Tier Level: Annual Production 
Range:

Target Price:

Tier 1 0 – 16,790  CWT $21.00

Tier 2 16,791 to 49,079 CWT $20.36

Tier 3 49,080 to 76,803 CWT $18.01

Tier 4 Over 76,803 CWT $17.83

Presenter
Presentation Notes
(Tim)  In the studies the data is analyzed and broken down into 4 categories (changed in 2010) using a clustering methodology.  Each cluster, or “tier”, represents a range of production and an average cost of production assigned to that range of production.  For example,  the 1st tier, or small cluster, could include farms ranging in size from 15 cows up to 110 cows, but with an average size within the cluster of 55 cows.  The reason for the variation is that there are many different factors that influence the amount of milk a cow produces, such as breed, whether they feed on pasture or year-round mixed ration, the type of milking system and breeding system used in the herd, and other production variables.  Since the farmer gets paid per cwt, that is the more important measurement than the number of cows. And the cost of production is based on thorough budget models created for each cluster and represents the short-run breakeven cost (which really means the amount that the farm needs to bare-bones cash flow, not including interest, depreciation and other capital investments and improvements.  In the Maine Dairy Stabilization System, or as I’ll refer to it from here on out – the Tier System, the short-run break even cost of production for each cluster becomes the state safety net price. In May 2012, the Maine State Legislature approved updating the Tier levels to reflect only the Actual Cash Cost levels of cost of production as listed in the 2010 Cost of Production Study conducted by the Maine Milk Commission.  Despite an update to the study during it’s public hearing process that recognized the dramatic increased that occurred in 2011 in the areas of feed/grain and fuel costs,  the Legislature chose to adopt the 2010 lowest levels - with a slight modification - because of concerns that higher levels would be too costly for the State of Maine.  A small caveat was that the Tier 1 level (which all farmers are eligible to receive) was raised above its Actual Cash Cost level to $21 to acknowledge the increased costs.  With Governor LePage’s support, the bill was passed without any restrictions, caps or limitations and took effect on the June 2012’s milk production, which was paid in July 2012.



Traveling through the Tiers

June – Everyone’s production starts at 0 pounds = Tier 1

Move through the Tiers

More cows = move faster

37

Presenter
Presentation Notes
(Tim) The Tier Program is based on milk production over the course of a year.  The idea is that your first pounds are the most expensive to make, because of the capital investment, etc.  As production increases, certain economies of scale are achieved.  This is demonstrated in the cost of production study models.  So under the Tier program, all dairy farms start out in June in Tier 1 (the small category with the highest cost of production) for a safety net.  We start in June because the payment for June milk will be in July, the first month of the state fiscal year.  As farms produce milk throughout the course of the year, they can move through the tiers.  A 55-cow farm will likely stay in Tier 1 for all 12 months, but a 200 cow farm may move into Tier 2 (the medium size category) in 7-9 months.  And a 1500+ cow farm could move through all the levels into Tier 4 in a matter of weeks.  



Understanding How to Calculate 
the Tier Payments     (December 2018 prices)

Basic Price for Milk (Statistical Blend) $16.27

Over Order Premium for  +  $    .47
( average / 45% Class I utilization of $1.04)

=  $ 16.74

38

Presenter
Presentation Notes
(Tim)  Now, like everything else related to milk, it is not quite that simple.  To figure out how much each farm receives each month, we start with the Basic price of milk, which is the same as the Uniform Statistical Blend.  For us in Maine, we use what is commonly referred to as the “Boston Blend”, which is set by the USDA Federal Order System.   The way the tier program was written, any other federal support payments based on milk price must be taken into consideration before calculating the tier payment. (MILC payments were deducted, but the MPP program is a risk management style program, not a premium or support payment, so it is not included.)  Then we add any over order premiums, which are premiums recognized by the Maine Milk Commission as being paid to farmers, usually by cooperatives, to secure a steady supply of milk.  After those calculations are completed, the resulting sum is considered the price the farmer was paid for his or her milk.  



Traveling through the Tiers

Each farm’s production is 
individually tracked each month

Each farm’s Tier Payment is 
individually calculated 

for each month
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Presenter
Presentation Notes
(Tim)  Every farm’s cumulative production for the year is assess monthly and their tier payment is individually calculated to reflect the tier category in which they fall for that month.  In the months where a farm crosses from one tier into another, the farm will get paid for those pounds produced in the smaller tier and then any above will be counted towards the next tier level.Even though all the calculations and prices are based on conventional federal order pricing, Maine organic farms also receive Tier payments.  The amount of their payments is calculated as if they were receiving conventional prices.  This additional payment has proven to be an essential help to Maine organic dairy farms because the  high cost of feed and extra costs of compliance with organic certification & management is not always covered by their contract price.     The Tier Programs success is linked to the concept that a rising tide floats all boats.



Understanding How to Calculate 
the Tier Payments    (December 2018 prices)

Support Level Minimum Price Tier Payment

Tier 1 $21.00 - $16.74  = $4.26 / cwt

Tier 2 $20.36 - $16.74 = $3.62 / cwt

Tier 3 $18.01 - $16.74 = $1.27 / cwt

Tier 4 $17.83 - $16.74 = $1.09 / cwt
1-30-19 edition40

Presenter
Presentation Notes
(Tim)   So in figuring their Tier program payment, we take the basic price plus any federal payments and any over order premiums, and compare it to the short-run breakeven cost of production figure for the tier that each farm is in for that month.  So, based on November 2017 figures, Tiers 1-3 would receive payments because the compared price was less than the Tier support levels.  Tier 4 was the exception, because the price paid to farmers was 4-cents higher than the support price, thus no payment.  Like most states, Maine has been struggling with budget shortfalls which have required belt-tightening.  The State  has made a commitment of scarce resources to support Maine dairy farmers because the Legislature and the Governor has recognized that the dairy industry is a critical part of Maine’s agricultural economy and plays a key role in support Maine agriculture infrastructure.  However, budget pressures have not allowed the Tier program to keep up with the latest cost of production levels.  As a result, the current Tier Levels don’t full reflect current on-farm costs and are too low to function as safety nets, despite having gained full financial backing in the Legislature.  The anticipated low milk prices of 2018 are expected to exacerbate this State financial strain.



2017 Cost of Production Study 
Tier levels
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Tier Level: Annual Production 
Range:

Cash Operating Costs 
/ Average Short-run 

Breakeven Costs:

Tier 1 0 – 16,790  CWT $21.64

Tier 2 16,791 to 49,079 CWT $21.86

Tier 3 49,080 to 76,803 CWT $17.19

Tier 4 Over 76,803 CWT $20.06

These numbers have been approved by the Maine Milk Commission, but have not been reviewed by the Maine Legislature or adopted for use in 
the Maine Dairy Stabilization “Tier” Program.  (Est. dates of review:  January-March 2019)

Presenter
Presentation Notes
(Tim) 



2013 Cost of Production Study 
Tier levels
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Tier Level: Annual Production 
Range:

Cash Operating Costs 
/ Average Short-run 

Breakeven Costs:

Tier 1 0 – 16,790  CWT $24.25

Tier 2 16,791 to 49,079 CWT $23.64

Tier 3 49,080 to 76,803 CWT $21.83

Tier 4 Over 76,803 CWT $21.47

These numbers were reviewed by the Maine Legislature in Spring 2015, at which time no changes were made to the support levels in the Maine 
Dairy Stabilization “Tier” Program.  )

Presenter
Presentation Notes
(Julie-Marie) An updated analysis of the cost of producing milk was submitted to the Maine Milk Commission in 2014 and reviews by the Legislature in 2015.  The Legislature determined that since 2014 has seen higher than normal milk prices, and the cost of production levels in the 2013 study would be a significant increase in the Tier support levels (causing strain on the state budget) that new Tier program numbers would not be adopted.  So the numbers currently in place for the Tier Program support levels were last adjusted in 2012.



Govt Solution to Govt Failure

Dairy Farmers want 
to be paid a fair 

value for their milk.  

The money should 
come from the 
marketplace43

Presenter
Presentation Notes
(Julie-Marie)  As much as we in Maine enjoy tremendous public support for our dairy farmers, significant expenditures for the Tier program do take a chunk out of the state coffers.  So the same year that the Tier Program was passed, the state legislature and governor also passed a Milk Handling Fee. Based on strong polling that showed that Maine consumers were willing to pay more for Maine milk if they knew the money was somehow going to support Maine dairy farmers, the Milk Handling Fee was set up to “re-direct” some of the consumer’s money from their purchase of fluid milk in Maine back to the state’s General Fund, which is also, conicidentally, the source of funding for the Tier program.  However, the General Fund being the “big mixing pot of state money”, there is no direct link between the revenue from the Milk Handling Fee and the payments made through the Tier program.  This is an important legal distinction because of an early 1990’s court case from Massachusetts where that state copied another dairy price support program Maine had pioneered that involved dedicated funds, which was then struck down by the Massachusetts court.  So NO LINK BETWEEN HANDLING FEE AND TIER PROGRAM.  But just in case you wanted to know, here’s how the handling fee works…



Milk Money

Milk Handling Fee

First entity to touch 
milk, pays fee to 
state of Maine
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Presenter
Presentation Notes
(Tim)   The Milk Handling Fee places a floating surcharge on each gallon on fluid milk sold in Maine. The responsible party for paying the fee is the first entity to touch the milk in Maine (after it leaves the farm). In the case of milk that is produced in Maine and processed in Maine, the processing plant is responsible to remit the fee to the state.  In the case of fluid milk that is bottled outside the state of Maine and shipped in for sale, the retailer or distributor pays the fee.  If milk is produced in Maine, but shipped outside the state for processing, that milk is not subject to the fee.  The administration and collection of this fee is handled by Maine Revenue Services.



Current Handling Fee Schedule
Effective March 2010

Class I Price 
of Milk

Class I
of Milk

Per Gallon 
Fee

$21.00 and over $ 0.04
$20.00 to $20.99 $ 0.08
$19.50 to $19.99 $ 0.12
$19.00 to $19.49 $ 0.16
$18.50 to $18.99 $ 0.20
$18.00 to $18.49 $0.24

Handling Fee increases incrementally by $.04 every $.50 of Class I price
Maximum Fee Rate = $0.84 / gal 

(reached when Class I price falls below $10.99/cwt)45

Presenter
Presentation Notes
(Tim) The Handling Fee schedule has a graduated rate scale and the level of the fee depends on the price of Class I milk for the fluid market as set by the Federal Order system.  As the Class I price for milk drops, the fee increases, thus creating a relatively stable price for the consumer (in theory).  Thehandling fee rate never drops below 4-cents a gallon, and the fee will never exceed 84-cents a gallon.  



Money In is NOT Money Out
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Milk Tier Program Flow of funding

Distributors
or Retailers send these 

funds to
Maine Revenue 

Services

Agriculture requests 
general fund transfers 

if necessary based 
upon calculations 

& distributes funds to 
over 220 farmers

Funds from Milk 
Distributors or Retailers

(Handling fee)
i.e. Hood, Oakhurst
based upon rate set 

monthly
by Federal Market Order 

1

Presenter
Presentation Notes
(Tim) 



The Future of the Tier Program…

Economic 
Outlook
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Presenter
Presentation Notes
(Julie-Marie)  As for the future of the tier program – I think that one phrase says it all.  If the economy and dairy prices rebound, then there will be less pressure for the Tier Program to make payments and the program will continue.  If things don’t improve, especially for state revenues and the budget picture, then the Tier Program, like many other things in state government, will be at risk.  One thing is for certain – right now the future of Maine’s dairy industry is at risk.  The future of the 221 farms currently shipping some of the best milk in the world is at risk.  The financial liability left behind if these farms where to cease operation is staggering and would have profound impacts throughout Maine agriculture.  



Maine’s Organic Dairy Farmers also 
Feel the Pinch – but slightly differently

Maine organic dairy farmers 
can benefit from the 

predictability of contract pricing, 
but are subject to significantly 

higher input costs & compliance 
requirements for certification.
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Increasing competition from milk-alternative beverages and 
slower-than-anticipated growth in organic milk sales have created 
slack in the supply-and-demand balance of organic milk, leading 
to an erosion of premiums, addition of marketing/transportation 
charges, implementation of quota limitations on production, and 

reduction in contract prices.  

Presenter
Presentation Notes
(Julie-Marie)  Historically, Maine farmers have been able to choose between farming  and shipping using traditional methods and commercial channels, or managing their herd and lands using organic standards.  Processors are willing to pay organic producers more for their milk under contractual arrangements that establish a consistent set price for period of time (generally 1-2 years).  Contract pricing provides a predictability and stability in the income stream that is not found through conventional markets.  However, organic producers can be subjected to reductions in income through marketing or transportation deductions (stop charges) , erosion or elimination of premiums, and supply-and-demand market conditions that can drive down contract prices during the renegotiation period.  These reductions and erosions within the organic milk check have been steadily increasing and, along with a limited number of entities marketing/processing organic milk in the Northeast, competitive alternatives for Maine organic dairy farmers have become somewhat limited.  Currently, there is no in-state processing facility for organic milk other than artisna-scale, on-farm value-added production of cheese and other products.



The Impacts are HUGE !
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Fuel Dealers Equipment Dealers & Mechanics

Maine’s Rural Communities

Veterinarians & Other 
Ag/Livestock Specialists

Professional Services 
– Banks, Insurance, 
CPAs, Attorneys …

Feed & Fertilizer 
Dealers

Milk Haulers

Presenter
Presentation Notes
(Julie-Marie)  When dairy farmers get paid, it is usually 30-45 days AFTER their milk has left the farm and gone to the processing plant.  And when that check hits their local bank, immediately the farmers begin sending it out to the other businesses in their local community, as well as paying employees.  The money becomes the economic backbone of our rural and urban communities.  So, in essence, the Tier Program is a successful form of economic development throughout the state of the Maine, but especially in our rural communities!

http://www.google.com/url?sa=i&rct=j&q=john+deere+manure+spreader&source=images&cd=&cad=rja&docid=QwjndtV5JyNXJM&tbnid=BFKI3OFlYhsO8M:&ved=0CAUQjRw&url=http://www.deere.com/wps/dcom/en_US/products/equipment/frontier_implements/livestock_and_equine_equipment/manure_spreaders/manure_spreaders.page&ei=cJAcUeGzOKix0QGzyoFQ&bvm=bv.42452523,d.dmQ&psig=AFQjCNHjsRcaE4wVeeHw8hDzv-64sIn5NA&ust=1360912851765408
http://www.google.com/url?sa=i&rct=j&q=fuel+oil+truck&source=images&cd=&cad=rja&docid=jJzeRuyd_ItDzM&tbnid=nCTi8tIDDw-i2M:&ved=0CAUQjRw&url=http://www.energycircle.com/blog/2010/12/30/live-blogging-energy-retrofit&ei=TpEcUbOKMsa70AHOmYCwAw&bvm=bv.42452523,d.dmQ&psig=AFQjCNHJpqGpduCbhdcwu6jEMp5sy_lPsA&ust=1360913085613079


Maine Dairy – By the Numbers

• 221 Maine Dairy Farms
• 15 out of 16 counties of Maine
• 700,000 acres of dairy-related land
• 615 million pounds of milk/year

(71 million gallons)
• 60 organic dairy farms (27%)
• Over 150 dairy processors (4 major 

fluid processors, plus cheese, 
yogurt, ice cream, butter, & other)
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Presenter
Presentation Notes
(Julie-Marie)   All but 3 of Maine dairy farms are family owned and operated.  The 3 exceptions are the dairy herds at the University of Maine, Orono – Witter Center; Wolfe’s Neck Farm; and Pineland Farms.  Hancock County is the only county without a cattle dairy farm that is shipping milk.  However, the region does have several goat and sheep dairies, as well as several micro-diversified farms that offer raw milk for sale.  



Maine Dairy – By the Numbers

• $570 million in annual economic impact to 
Maine

• $25 million in state and local taxes

• 4000 Maine jobs 
1300 on the farms 

+     2700 in dairy-dependent businesses

• $150 million payroll employing Maine 
people

51

Presenter
Presentation Notes
(Julie-Marie)  Economic Impact Study numbers (May 2004)
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