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Option 1 — Immediate End of the Program and Replacement with
State Program

(a) TERMINATION OF FEDERAL PROGRAM FOR TOBACCO --=
Notwithstanding any other provision of law, beginning, as soon as
determined by the Secretary to be practicable taking into
consideration the desire to avoid undue disruption of "tobacco
narketings, federal price support for tobacco, and restrictions
on the production of tobacco as conducted or provided for under
the provisions of the Agricultural Act of 1949 and the
Agricultural Adjustment Act of 1938, shall terminate.

(b) ALLOWANCE OF STATE PROGRAMS — - Upon such termination
as is provided for in (a), individual States may provide for
their own price support program for tobacco and may regulate the
production and sale of tobacco in their respective states in such
manner as they determine appropriate in order to insure the well
being of tobacco producers. Further, Congress hereby consents to
the forming of interstate compacts between States to provide for
income and other support of tobacco producers and regulation of
tobacco to replace the current system of federal support and
requlation. All such intrastate or interstate programs’ shall be
subject to review by the Secretary of Agriculture of the United
States to determine the consistency of such programs with
obligations of the federal government and to rejection in the
case of any such inconsistency.

-
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Option 2 — End of the Federal Program after 7 years and
Replacement with State Program

(a) TERMINATION OF FEDERAL PROGRAM FOR TOBACCO —
Notwithstanding any other provision of law, effective.beginning
with the 2005 crops of tobacco, all federal price support for
tobacco or restrictions on the production of tobacco as would
otherwise be conducted or provided for under the provisions of
the Agricultural Act of 1949 and the Agricultural Adjustment Act
of 1938, shall terminate. '

(b) ALLOWANCE OF STATE PROGRAMS — - Upon such termination
as is provided for in (a), individual States may provide for
their own price support program for tobacco and may regulate the
production and sale of tobacco in their respective states in such
manner as they determine appropriate in order to insure the well
peing of tobacco producers. Further, Congress hereby consents to
the forming of interstate compacts between States to provide for
income and other support of tobacco producers and regulation of
tobacco to replace the current system of federal support and
regulation. All such intrastate or interstate programs shall be
subject to review by the Secretary of Agriculture of the United
States to determine the consistency of such programs with
obligations of the federal government and to rejection in the
case of any such inconsistency.



Uos 11798

SUSSE

LHU L9:40 IFrAA 4&Ve &V Vaut vornaATL L

Northeast Interstate Dairy Compact

The United States Constitution provides that individual states may, with the consent of Congress,
form compacts among themselves to solve common problems. An interstate compact is the
highest and most binding legal tool available for formal cooperation among states. A compact is

essentially a treaty between two Or more states and is authorized by Article 1, Section 10 of the
United States Constitution.

The Constitution requires compacts to be approved by Congress if they will effect either the
political balances within the federal system or a specific government power. Once a compact
receives approval from two or more participating states’ legislatures and is approved by Congress,
Congress then has the power to amend or rescind the interstate compact at any time. Since the
late 1700's, nearly 200 compacts have been formed in the United States.

In 1988, legislators in several northeastern states begin developing language for the Northeast
Interstate Dairy Compact (the compact). The compact grew out of previous meetings and
concerns that dairy farmers throughout the Northeast were receiving a low price for their milk.
There were also concerns expressed over the lack of uniformity in milk marketing regulations,
which inhibited the efficient marketing of milk in the Northeast.

After approval of the compact by six northeastern states, Connecticut, Maine, Massachusetts,
New Hampshire, Rhode Island andVermont, legislation granting congressional consent was
introduced in the Senate on May 2, 1994. This bill, S. 2069, provided that six additional
northeastemn states, Delaware, Maryland, New Jersey, New York, Pennsylvania and Virgina could
also enter the compact along with states contiguous to compact states following congressional

approval provided each state passed authorizing legislation. That bill failed to reach the Senate
floor.

There were various attempts to include language in the 1996 Farm Bill authorizing the compact.
Both the House and Senate versions of the Farm Bill failed to include Congressional approval, but
the final Conference bill contained a provision that provided Congressional consent for the
compact under certain conditions. The 1996 Farm Bill provided that the Secretary could grant

the States that had ratified the Compact the authority to implement based upon 2 finding of a
compelling public interest in the Compact

The Northeast Interstate Dairy Compact would establish a comumission to administer the compact.
The commission would be composed of delegations consisting of not less than three nor more
than five persons from each state included in the compact. Delegation members must be residents
and voters in the appointing state and at least one member of each delegation must be a dairy
producer and at least one must be a consumer representative.

The commission would have authority limited to the area served by the compact to: (1) review
existing laws and regulations and measure their impact on the production, marketing and
shipments of milk, (2) prepare model dairy laws and regulations dealing with inspection, sanitary
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codes, labelling, standards, producer security programs and fair trade laws, (3) encourage the
solution of problems, (4) review and recommend changes in the exasting structure for assembly
and distdbution of milk, (5) investigate costs and charges for producing, hauling, processing,
distributing, selling and other services, (6) examine current economic forces affecting production,
consumption, farm prices, and the financial conditions of dairy farmers, and (7) establish an over-
order price to producers above the Federal order minimum price. This last authority has been by
far the most controversial. '

The commission must hold a public hearing prior to the initial adoption of regulations establishing
a compact over-order price. At the public hearing, the commission is required to make findings
with respect to: whether the public interest will be served by the establishment of minimum milk
prices and what the level of prices that will assure that producers receive a price sufficient to

cover their costs of production and will elicit an adequate supply of milk for the inhabitants of the
compact states and for manufacturing purposes.

The commission's authority to impose an over-order price only applies to milk used as fluid (Class
I). The commission would be required to take into account the following factors when
establishing the over-order Class I price: the supply-demand balance for milk in the compact
states, the costs of producing milk, the prevailing price for mitk outside the compact, the
purchasing power of the public and the price necessary to yield a reasonable return to milk
producers and distributors. The commission cannot establish the over-order Class I price higher
than $1.50 per gallon times the change in the Consumer Price Index since 1990. After deciding
on a price level, the commission would hold a producer referendum on the proposed price with
two-thirds of the voting producers required for approval. The commission must take such actions
as necessary to ensure that the over-order price does not create an incentive for praducers to
generate additional milk supplies. The commission would have the authority to require that all
handlers, except producer-handlers, receiving milk from producers located in the compact states
pay producers the over-order price for milk used in fluid products.

Regulations establishing a compact over-order price may contain provisions for the
reimbursement to participants of the Women's, Infants and Children Special Supplemental Food
Program (WIC) to offset the increased cost of fluid milk products. In addition, the commission 18
required to compensate the Commodity Credit Corporation (CCC) for the cost of any increase in

CCC dairy purchases which results from milk production in the compact states increasing faster
than the national rate.
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Northeast Dairy Compact

The Northeast Dairy Compact has been ratified by Congress as part of the Farm Bill passed
by the U.S. Senata on Marca 28 and the U.S. House of Represeniatives on March 29. Tne
approval of the Compact was for 2 limired duration and is linked vo the time table for reduc-
ing the nummber of Federal Milk orders from 33 to 14 (or fewer). This should take approxi-
mately two to three years, but could last longer if legal or administratve problemns dejay the
mergers.

Congress has also established one last hurdle before the Compact can become cffective. The
Farm Bill dictated thar the U.S. Secretary of Agriculture must determine that there is a
"compelling public interest” in the New Engfand region before allowing the Compact 1
proceed. We are in the process of providing both political motivaton and cconomic and
social justification for the Secretary. Although his approval is not assured, I believe 1t is
likely within the next month ot so. ' :

While the Secretarv is deliberating, we are encouraging the six New England states to go
ahead and appoint their Compact Commission members. As written in law, each state must
have from three to five members on their state Compact delegation; one member must be a
dairy farmer and another must be a consumer representative. The rest can be of the state's
choosing.

In Vermont, the dalegztion must have three dairy farmers (including one independent), one
consumer representarive, and one handler, with the Commission of Agriculture serving as 2
non-votng member. In Massachusetts, the delegation must have two dairy farmers, one
consumes, one handler, and the Commissioner of Food and Agriculture (2s 2 votng mem-
ber). Generally the Govemor appoints the Compact Commission members. [n most states
the Nompact law also includes the appointment of a handler and a government representative
to the delegation. Aeri-Mark supported this concept since handler and government input is
crucial to making this effort successful. Each state will have one vote in the Compact Com-
yission. The 3 1 5 member delegation from each stte will detesmine how their stere will
vote on each issue and on seting a price.

Once the Secretary has approved the Compact and each state has chosen its delegarion, the
Commission must establish the rules and rezulations bv which it must operate. Most of these
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rules and regularions are spelled out in detail in the Compact legislation; however, many are
not. As primary examples, the Commissicn must appoint an execunve director. establish 2
Class I price along with the means collect funds and andit compliance, and finally deter-
mine how the revenue will be distributed among dairy farmers. This last point will no doubt
be the most conwoversial .

All dairy farms physically located in the six New England states will share in the Compact
pool, unless their state chooses not 10 participare. Individual states can opt out. Some New
York producers (and perhaps others outside of New England) will also share in the Compaxt
over~order price to the extent they serve the New England Market.

New York State can only join the Compact by obtaining both state and Congressional ap-
proval. Other Northeast swmres could then follow using the same procedure, but only after
New York is approved, since additonel swates must share a common border with 2 Compact
state in order fo participate. Although Agri-Mark will pursue New York state inclusion, it is
unlikely that this would happen within the limited life span of the current Compact.

The Comnissioner must conduct an informal rule-making procesding 10 provide interested
persons with an apportunity to present data and views before establishing any regulations. A
public hearing must also be held prior to the adoption of such regulaton. Finally, a producer
referendum must be held 10 seek approval of the issuance or amendment of all regulanons.
Cooperatives can block vote in that refevendum- pece 6‘" e oad 2 s .

Once the rules and regulations have been establisEed, the New England Class price must be
set. The Commission is limited 1o serting a Class I price only; it cannot set prices for other
classes of milk  This Class I price needs to be established by the fifth of the proceeding
month, so Class I handlers can coordinate it with the Federal Order Class I price. It's hard to
te]] what the price level would be at this point; a possible benchmark might be 2 $16.50 price
at Boston since that level has worked wel] under the Maine vepdor tax. Given tbe April 1996
Class I price, that would establish 2 $.69 Class I premitum and return about $35 percwt. 10
dairy farmers. Given Class I prices at their 1995 low (July), it would have established a
$2.14 Class ] premium and reurned more than $1.00 per cwt. to dairy fasmers. Ounce again,
what the actual price will be is up to the Compact Commission. The Compact does scta
maximum Class I price level of $17.40 adjusted by the Consumer Price Index.

At the end of each pricing month, the money rust be collected according to the information
filed by Class I handlers. In the Farm Bill, the New England Market Adminiszator (MA) is
directed 1o ‘assist the Compact efforts. The use of his reports will make life easier for han-
dlers and the Compact Commission. The MA could probably bill the handler for the Com-
pact premium, but he will probably be reluctant 10 handle the money involved. The Compact
Commission staff can perform that fanction. It is also likely that the Commission can piggy-
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The Commission may impose an administrative assessment on handlers who purchase milk
from producers within the region. Thar assessment may not exceed one-tenth of one percent
of the Federal Order blend price (about 1.2 10 1.4 ccnts per CwL).

While the Farm Bill provisions were very positive regarding the role of the MA, they were
conversely as negative regarding the use of compensatory payments under the Compact
Compensatory payments are allowed under the Federal Orders and involve the option of
Class [ payments into the pool by unregulated handlers who sell Class I packaged milk into
the markerting area as ag altemative 10 buying regulsted pool mulk. This payment assures
regulated handlers thar they will not have compefitive disadvantage relative to those un-
regulated handlers. Such payments aré 00 Jonger allowed under the Compact. However,
under the Compact, anvone who sells Class T packaged milk into the six New England states
or buys milk from producers located in those states must be either a fully regulated or par-
tially regulated handler according W the law establishing the Compact Commission. This
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tive plaving ficld. While it would be easicr to have compensatory palments for handlers

with small volumes of outside milk, it can still be done using the partially regulated plant
comcept-

The Compact Commission has 2 provision which would allow competitive credits with
respect to regulated handlers who market outside the regulated area. In addition, producer-
handlers, as defined under the Federal Order, are not subject 10 a compact over-order price
since they are not subject to the Federal Order Class I price.

Payment dates by hagdlers and to producers under the Compacrt should follow Federal Order
dates to every extent possible although there may be an ad{:l.itional week or so lag each month
as the additional step of sending information from the MA office to the Compact staff takes
place. Under the Federal Orders, handlers make payments 10 the pool by about the middle of
the following month and producers ase paid by the 20th of the following month. Although
there may be delays inigally, [ would expect haadlers to pay the Compact pool by the 20th of
the following month (or soouer) and producers should be paid by the end of that month.

The current time table for enacting the Compact is not firm, however, even if everything falls
into place perfectly, farmers will probahly not receive 2 payment until lare August or early
September ar the earliest. An opiimum Yime table is shown below.
Month Action '
1996 April USDA. Secretary approves Cornpact, States name delegation members
May Compact Commission meerts, establishes rules and regulations and
holds a producer feferendum
June Sets a July Class I price by June 5th
July Compact price in effect
August Handlers pay July Compact price by 20th of month. Producers get
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Any delay on the part of the Secretary or the Compact Comxpissiog_could push the first
payment into the fall months. A legal challenge could do ljkewise. However, if the Compact
is sued by an out-of-area handler, we would urge the Court 10 escrow the amount of money

involved and not stop the Compact provisions.

A lawsuit against the Compact is highly likely. Keep in mind that Federal Orders were
regularly challenged in court during their first years in existence. However, the Compact was
writen 1o survive a court challenge aad that is the rcason why we sought congressional
approval.

The Farm Bill also includes a provision that the Compact Commission must compensate the
Commodity Credir Corporation (CCC) if that agency is buying surplus product that is gener-
ated from increases in milk production m the Compact region which is in excess of the

projected narional average rate ofincrease. This is almost a nop-issue since the CCC is pot

expected to buy much, if any. product in the next three years unless U.S. milk production as a
whole increases significantly. :

As | said at the beginning of the Compact project several years g0, each step in the process
will become increasingly more difficulr. First, we had to getall producers o agree oD basic
Compact provisions, then we bad to pass itin all six New England states, and then on to
Congress. Now we must 2et the Secretary to approve it, get bevond any legal challenges and
then make it work. The lastitem will probably be the most challenging task of all.
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