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Presentation by the Producteurs de lait du Québec

The Producteurs de lait du Québec would like to thank you for allowing them this opportunity to
testify before your committee. We are happy to be able to share our expectations of the government
and our concerns with regard to certain characteristics of our industry.

We are a trade association established under the Professional Syndicates Act (RLRQ, c. S-40) and
representing the 5,624 bovine dairy farms across Quebec. This demaocratic organization is affiliated
with the Union des producteurs agricoles.

The mission of the Producteurs de lait du Québec includes:

e Uniting Quebec’s dairy producers through its leadership in marketing high quality milk,
meeting societal expectations and ensuring the sustainable development of dairy farms;

e Serving as a board of producers in accordance with the Act respecting the marketing of
agricultural, food and fish products.! This includes administering the Quebec Milk Producers’
Joint Plan (1980) (the Joint Plan),? the main objectives of which are:

- To organize and control the production of milk in order to obtain a superior quality
product, respond to market needs and demand, and avoid overproduction;

- To find ways to reduce the costs of marketing milk, protect producers against the loss or
deterioration of their product in the hands of a third party, lower the costs and improve
the conditions of production, improve quality and increase productivity and implement
solutions deemed beneficial for all producers concerned.

Brief overview of the Quebec dairy industry

In 2015 nearly three billion litres of milk were marketed by Quebec dairy farms.* The farm value of
that production was approximately $2.38 billion dollars. The dairy industry represented more than
82,000 direct and indirect jobs, contributing more than $6 billion to Canada's gross domestic product,
and generating tax revenues for all three levels of government. This achievement is the result of
organized and effective marketing.

! RLRQ, Chapter M-35.1.
> RLRQ, Chapter M-35.1, R. 205.
% Les Producteurs de lait du Québec, 2014 Annual Report, page 1.
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TABLE 1—PROFILE OF THE QUEBEC DAIRY INDUSTRY

DAIRY FARMS IN 2015

Number of dairy farms 5,624

Number of owners 11,948

Volume of production 3.001 billion litres of milk
Value of production $2.38 billion

Annual investment $345 million

ECONOMIC SPINOFFS 2014"

Primary Processing Total
industry industry
Jobs
Direct jobs 22,050 8,079 30,129
Suppliers of goods and services 14,252 13,488 27,740
People whose income depends on the dairy industry 12,903 11,889 24,792
Total 49,205 33,456 82,661
Economic contribution in millions of dollars
Contribution to GDP 3,194.2 2,953.0 6147.2
Tax revenues 678.2 621.7 1,299.9

Largest agriculture sector in Quebec:
o Nearly 28% of agricultural revenue in Quebec

Largest milk producer in Canada:
o With 37% of milk production

Number one in Canadian dairy processing:

¢ More than 80% of yoghurt

Nearly 54% of all cheese

More than 60% of fine cheese, 400 varieties
Nearly 40% of organic dairy production

* Economic spinoffs are generated by the personal spending of employees and owners who work on dairy farms and
in dairy processing plants, as well as their suppliers.

2014 sources: Producteurs de lait du Québec, Statistics Canada and data drawn from the study of the economic
impacts of the Canadian dairy industry conducted by consulting firm EcoRessources, using the cross-sectoral model.
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1. Our expectations and concerns for the development of Canadian dairy production;
2. Distinguishing ourselves through the quality of our product and our practices;

3. Competitiveness of our businesses.

We firmly believe that the development of export agriculture lies first and foremost with a strong
domestic agricultural industry and profitable agricultural businesses. In Canada, supply management
has been chosen as the tool for developing dairy production. This decision to treat the domestic
market as a priority has not prevented farms and processors from developing, or the market from
expanding more than 9.5% in the last five years. This growth has involved value-added products like
fine cheese and yoghurt, among others. Given that only 9% of world dairy production is exported, we
are clearly not alone in prioritizing our domestic market.

The concessions made in the context of two new trade agreements, as well as some faulty
administrative decisions, have served to weaken Canadian dairy production. The following is a brief
overview of the facts, as well as Quebec dairy producers’ expectations of the federal government.

The Comprehensive Economic and Trade Agreement with the European Union

On 18 October 2013, the Government of Canada reached an agreement in principle with the
European Union (EU) on the Comprehensive Economic and Trade Agreement (CETA). The
agreement gives the EU a major concession of 17,700 tonnes of cheese, including 16,000 tonnes of
fine cheese. This concession could represent up to 30% of the retail market for these cheeses.
Based on the annual growth of the fine cheese industry, which is only 1%, Canadian producers’
share of this industry’s supply could shrink by 25% following implementation of the new quota over a
five-year period.

The Trans-Pacific Partnership free trade agreement

The multilateral negotiation of the Trans-Pacific Partnership (TPP), in which Canada had been
actively involved since 2012, concluded last October in Atlanta with an agreement in principle. This
agreement in principle must be ratified by the parliaments of the signatory States before coming into
effect. To reach this agreement, Canada made a concession in the dairy industry that represents at
best 3.4%, and at worst 4%, of the Canadian dairy market. Canada’s concessions in the dairy
industry are proportionally greater than those made by the United States and Japan to other
countries.
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An overview of the impact of the TPP and CETA

The combined coming into force of the two trade agreements will eventually lead to a recurring loss
to producers of approximately 6% of the Canadian dairy market, on top of the 8% share of the
market that Canada had already conceded to its trade partners in previous agreements.

- Losses in milk sales (gross income) of approximately $400 million per year:
- TPP ($250 million);
- CETA ($150 million);

- Perpetual annual losses in milk sales of $29,000-$33,000 per Quebec farm.

In October 2015, the government announced three compensation programs:

Income Guarantee Program: According to the information provided on 5 October 2015, this $2.4-
billion program would only cover an average of $11,000 in revenues per dairy farm for a period of 15
years. The perpetual loss of market share associated with the TPP and CETA would not be fully
compensated.

Quota Value Guarantee Program: This $1.5-billion program is intended to cover a potential
reduction in quota value when the quota is sold following implementation of the TPP. It is unlikely
that the quota value will decrease, however. In a context where supply management is maintained, it
is more likely that demand for quotas will remain, and even increase, because producers will want to
replace lost production.

In the long run, the TPP and CETA will deprive Canadian dairy farms of sales of 19,700 tonnes of
milk fat (MF). For an average-sized farm, this corresponds to a decrease in sales of a little over
1,700 kg of MF annually, which is about 6% of total annual production. In order to re-establish its
initial position, the farm will have to repurchase that amount in quotas. Given a price of $25,000 per
kg of MF per day, the business will be required to spend $115,000. Across Quebec, this represents
approximately $650 million. The figure for the entire country would be $1.35 billion. These numbers
are staggering, but they give a good idea of the market value that Canada has conceded to its
trading partners.

Processor Modernization Program to help processors in supply-managed sectors to advance
their competitiveness and growth: $450-million program for processors, but not producers.

WHAT WE ARE ASKING OF THE GOVERNMENT OF CANADA

Given that the income compensation program would only partially and temporarily compensate
for the loss of gross revenues caused by imports, and the fact that the amounts anticipated for
compensating for a hypothetical decrease in quota value are unlikely to be used:

We are asking that the government maintain the $2.4 billion for guaranteeing income and that the
anticipated $1.5 billion be paid to producers based on the value of their quotas, in proportion to
the market share lost to imports.
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For a number of years now, dairy producers have been grappling with the problem of the
circumvention of border controls. In the late 1990s, it was butteroil/sugar blends. More recently,
unlimited and duty-free imports of liquid protein concentrates have reached worrisome proportions.

These products are chosen for importing because they provide for avoiding duties under Chapter 4
of the Customs Tariff (dairy products). Also, due to a lack of consistency between the Canada
Border Services Agency (CBSA) and the Canadian Food Inspection Agency (CFIA), they can
circumvent the limits on use established by the Canadian Cheese Compositional Standards.
Government authorities have been aware of the problem for at least two years, but have still not
resolved it. Farm losses caused by imports of protein concentrates are estimated to have totalled
$200 million in 2015. During the last election campaign, all political parties, including the Liberals,
reiterated their commitment to resolve this problem. It is one that clearly threatens the future of our
Canadian agricultural policy for the dairy industry, and it must be addressed very soon.

The government recently formally recognized the existence of the problem. On 5 February, La Terre
de chez nous printed excerpts from a written statement obtained from the office of Minister
Lawrence MacAulay. “We are aware of the industry’s concerns with regard to the use of diafiltered
milk in the manufacture of cheese. Under the Cheese Compositional Standards, it was never
intended that diafiltered milk be used instead of milk. We are working to ensure that the rules are
clear for everyone. Canada recognizes the importance of effective measures to control and manage
imports in accordance with its international trade obligations.” [Translation] This statement was
repeated two days later during a speech by the Minister to delegates of the Dairy Farmers of
Canada. Despite these repeated commitments, no concrete measures have yet been announced by
the government.
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What we are asking for to enhance the effectiveness of Canadian agricultural policy for the dairy
industry:

e Create an interdepartmental committee (Finance, International Trade, Agriculture and
Public Safety) to identify and coordinate the implementation of solutions to border control
issues.

e Consider reclassifying diafiltered milk. For example:

o Include a supplementary note in Chapter 35 that clearly specifies that the tariff lines
apply to “milk protein isolates” in dry form only;

and

o Include a supplementary note in Chapter 4 that clearly specifies that all milk protein
substances in liquid form are classified under Chapter 4 (dairy produce) and that
customs tariffs apply.

o If the reclassification solution is rejected, the government must at a minimum:

o Ensure that the compositional standards treat diafiltered milk as an ingredient and
regulate its use in cheese recipes;

o Ensure that standards also limit its addition to other dairy products in which it could
be used (yoghurt, dairy beverages, etc.)

e Given the limited resources of the CFIA and its expertise geared toward the health and
safety of food:

o Delegate the verification of compositional standards to the Canadian Dairy
Commission in order to ensure that they are respected.

e Some importers use the Duty Deferral Program to import dairy products and defer the
payment of customs duties for up to four years.

¢ In the case of the dairy industry, the importing of several thousand tonnes of milk fats in this
fashion has destabilized the butter market and led to significant losses for producers.

e This program was not designed for foods, which for the most part, are perishable well inside
of four years. The Import for Re-export Program exists for the food industry. It functions well
and is audited by the Canadian Dairy Commission.

What we are asking:
e The government should act on its commitment to exclude food products, particularly
those that are supply managed, from the Duty Deferral Program.

1. Distinguishing ourselves through the quality of our product and our practices;

The milk produced in Canada meets high standards of quality. Dairy farmers have developed the
proAction initiative in order to certify their milk for purchasers (processors, retailers, restauranteurs,
consumers). ProAction will be the first mandatory certification program in Canada, with independent
auditing, to cover six key modules of farming. Some of the modules are already in place on dairy
farms, while others are still in development:

- Milk quality (standard of 400,000 SSC [somatic cell count]), already in place;
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- Canadian Quality Milk (CQM), already in place;

- Traceability, already in place for Quebec farms;

- Animal Welfare, implementation beginning in September 2017;
- Biosecurity, implementation beginning in September 2019;

- Environment, implementation beginning in September 2021,

The CQM module is already in place. Its primary objective is to manage, reduce and prevent risks to
the safety of farm-produced food, whether it be milk or meat, by putting in place standardized work
processes. It is based on the principles of HACCP (hazard analysis critical control point), a globally
recognized analysis system for identifying, evaluating and controlling hazards associated with food
safety through the adoption of best practices.

Although implementation of these six modules will not be without costs to producers (time, expertise,
investments), no additional revenues will be generated as a result. This is clearly an area where the
support of the Canadian government could facilitate the adoption of the required measures, and
perhaps expand them over time to keep up with evolving societal and market expectations. The
distinctive and renowned quality of Canadian milk can only be of benefit to all industry stakeholders,
and of course consumers, wherever they may be.

2. Competitiveness of our businesses.
At the farm level:

The global dairy market is characterized by significant price volatility. This is the case for most
foodstuffs. It is estimated that 8%—9% of world milk production is internationally traded. Furthermore,
it is not milk that is exported, but rather processed products. The way the industry is organized and
the constraints placed on it are therefore determining factors in whether or not it is able to capture
international market share.

Aside from New Zealand (and Australia to a certain extent), whose production model cannot be
reproduced elsewhere (extensive practice, low investment, quasi-monopoly on export marketing,
etc.), all countries sell the vast majority of their production domestically, and import very little. For
example, Europeans and Americans only import approximately 1%—3% of their consumption. This is
very low compared with the approximately 14% access that Canada will guarantee its partners once
its recent trade agreements are fully implemented. Farm competitiveness cannot be assessed by
simply comparing production prices. The determining factors include bioclimatic conditions and the
domestic agriculture support policies of the major agricultural powers. Canada’s northern climate
implies investments and practices that are not an issue for many countries. Furthermore, national
domestic production support programs were excluded from the CETA and TPP negotiations. This
exclusion significantly penalized the Canadian dairy industry, the stability of which is ensured by
tariff policy rather than domestic support, i.e., a production subsidy system. The exclusion of these
policies precluded a level playing field for the negotiations. It goes without saying that if Canada
participates in new negotiations, it must either exclude agriculture or require that all other
agricultural policies be on the table, not just those that are tariff based.

At the processing level:
As we mentioned in the discussion on our concerns, the recent trade agreements will place

significant financial pressure on dairy farms, but also on small cheese manufacturers, who have just
seen a share of the market they developed with dairy producers surrendered, to Europeans in
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particular. Some of the support programs for processors must go to these businesses, which are
often the most innovative, but also the most fragile.

These same businesses are probably the ones with the most potential for export development. They
operate in a niche market in which Quebec and Canada could distinguish themselves with high
valued-added products. European specialty cheeses come from high-volume businesses that benefit
from subsidized agriculture. To be competitive, we have to offer innovative products and find new
consumers. Our cheese manufacturers are often small and do not have the critical mass to acquire
the tools that will enable them to innovate and develop markets. Supporting their innovation will
require strong centres of expertise that can work with them. Investments in research are also a key
factor in the innovation chain.

Knowledge and mastery of marketing channels, as well as the costs to access the export market,
can rapidly become a deterrent for businesses with only a few employees. Support for an organized
offering could help to reduce the cost of intermediaries, whose mark-up can exceed the costs of the
raw materials and processing. International competitiveness cannot be decided through a price war
among producers, because the retail mark-up of intermediaries is too high. For example, with an
artisanal cheese that retails for $56.90, only $7.57 (13%) goes to producers (see Appendix 3). It
would be difficult to justify lowering the price paid to those producing the raw material without
subsidies while intermediaries take mark-ups but add no value. In addition, there is nothing to
guarantee that the intermediaries would pass the lower prices on to consumers, rather than just
pocketing the difference themselves.

A number of administrative and trade decisions in recent years have negatively affected dairy
producers. The government has the power and the obligation to intervene in order to maintain a
strong domestic dairy industry. Export potential lies mainly with value-added markets, rather than
commodities already supplied by countries that financially support dairy production through
subsidies. We must focus on the distinctive qualities of our production and support processors in
developing innovative products and marketing capacity.
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Appendix 1

Supply management...What is it? How does it work?

= ==
OFFRE DEMANDE|

iy -

Search for balance and ensure the stability of prices and supply

Translation

Production Consumption

Imports Exports

Supply Demand
Stocks

Risk management in agriculture: Why supply management works

Instabilité de
approvisionnement
et des revenus

Préoccupation des
gouvernements
/
* Agir? I > Comment??
(B [

Translation

Agricultural risks  Instability of income and supply
Concern for governments

Act??? How???

Developed countries » Have agricultural policies

Ex.: Farm Bill (E-V.) X1 Gastion da Vottre

e (i
Translation
Budgetary approach Regulatory approach
E.g. Farm Bill (US) E.g. Supply management
CAP (EU)
GF2 (Canada)
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Appendix 2

Comparison with other markets

Comparison with other markets
The United States

COMPARISON OF RETAIL PRICE INDICES FOR
DAIRY PRODUCTS AND THE PRICE TO PRODUCERS IN
~ THE UNITED STATES FROM 1992 TO 2014

190

P

¥ Retail price index for dairy products—United States
M Index of price to producers—United States

Source: Bureau of Labor Statistics (BLS) and United States Department of Agriculture (USDA)

Comparison with other markets
Canada

COMPARISON OF RETAIL PRICE INDICES FOR
DAIRY PRODUCTS AND THE PRICE TO PRODUCERS IN
CANADA FROM 1992 TO 2014

WM 16 MM 00 00 2004 005 M08 N 2 M

M Target price index—Canada
B Retail price index for dairy products

Sources: Statistics Canada and the Canadian Dairy Commission
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Comparison with other markets
Australia

AUSTRALIA DEREGULATED K ’ .
TS DAIRY SECTOR IN 2000
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Comparison with other markets
Australia
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TS DAIRY SECTOR IN 2000

Since then:
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price of dairy L J
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A SUCCESS STORY
WORTH IMITATING? ((
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Comparison with other markets
The highest prices... myths and reality

§1.15 per titre $1.19 per itre 51.30 per titre $1.81 pertitre $1.83 per iitre $2.35 per litre

a8

Sources: Dairy Farmers of Canada and The Nielsen Company, 2014.

Comparison with other markets

HIGHER PRICES IN CANADA, NOT JUST FOR MILK

COMPARISON OF FOOD PRODUCT PRICES IN CANADA
AND THE UNITED STATES

5.00
400
3.00
. Canada
200
. United States
100 7| Sources: Statistics Canada
and Bureau of Labor
0 Statistics (BLS), 2014.
Ground beef Bread Apples Bananas Oranges Coffee
(2509) (6750 (ka) (ko (ka) (1009
Comparison with other markets
AVERAGE RETAIL PRICE OF BEVERAGES IN CANADA,
PER 250 ML PORTION
$
1.80
160
140
1.20
1.00
080
0.60
040
0.20
0.00 L n
& & g S F S «®
St (& & «
Sources: Dairy Farmers of Canada and The Nielsen Company, 2013.
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Appendix 3

PRICE OF MILK IN

1 KILO OF CHEESE

Stakeholders’ shares
in the price of cheese
sold for $40.90

Retailer

37%

Distributor Producer

Processor

Cost of milk: $7.97
Retail price of 1 KG: 712
Producer’s share: 66%

%

b

Cheddar

Cost of milk: $7.97
Retail price of 1 KG: $19.99
Producer’s share: 39,5%

_{ )

Mozzarella

Producer’s share: 57.57
Processor’s share: 57.99
Distributor’s share: $1 0.33
Retailer's share: $15.01
Retail price of one kg: $40.90

Note: In Quebec, artisanal cheese is often made
by a dairy farmer who processes the milk from
his own herd, or by a cheesemaker who receives
milk from one or a few dairy farmers. The
manufacturing cost is higher than for comparable
European cheeses, since these cheeses are

often manufactured on a large scale.

* Source: based on the 2008 costs of a processor,
updated by the FPLQ in 2013

Cost of milk: $7.57
Retail price of 1 KG: $33.90
Producer’s share: 22%

=
‘\_/\../‘

Cost of milk: $7.57
Retail price of 1 K6: $56.90
Producer’s share: 1 3%

Artisanal
cheese

Source: FPLQ, IGA May and July 2013
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Strong and United
for Supply Management
Imports of dairy ingredients
Our dairy farms are threatened

The importation of dairy products into Canada is restricted by customs tariffs, which are
essential for the smooth functioning of the supply management system. However, since the
late 1990s, dairy ingredients have been entering the country duty-free because of loopholes
in tariff classifications that allow for circumventing import restrictions. The most serious case
at present is milk protein isolates (MPI), which are increasingly being used to replace fresh
Canadian milk protein in the manufacture of certain dairy products. It is estimated that MPI
imports will reach 32,000 tonnes in 2015, leading to losses of more than $200 million for
producers. If nothing is done in the short term to stop this practice, supply management and
the future of Canadian dairy farms will be at risk.

LA
ULTRAFILTRATION
PROTEINES 0U LAIT

7

ISOLAT DE PROTEINES AIT DIAFILTR:
LATIERES

0

SEC LIQUIDE
P —— 15 % e prtéines e

Translation

Water, Fat, Proteins, Lactose and Minerals
MiLk

ULTRAFILTRATION

MILK PROTEINS

MILK PROTEIN ISOLATE DIAFILTERED MILK
DRY LIQUID
(85% milk protein) (15% milk protein)

When it leaves the cow’s udder, milk consists of approximately

Technology allows for splitting these components into various milk ingredients. Milk protein isolate
(MPI) is a protein-rich concentrate (85% or more on a dry basis) obtained through the ultrafiltration of skim milk to
remove the lactose and soluble minerals and keep only the protein. The liquid concentrate is then dried to facilitate
transport, and must be rehydrated before being used to produce cheese.

Technology also provides for producing a liquid concentrate—diafiltered milk—comprising about 15% protein. This
technology also uses the ultrafiltration of skim milk to extract the lactose and minerals and keep only the protein and
water. The resulting product is much more functional and easier to use in making dairy products because it does not
need to be rehydrated.
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THE ROOT OF THE PROBLEM

In 1995, in accordance with the WTO agreement and the rules of international harmonization, all dairy products were
classified in the tariff lines of Chapter 4, which covers milk and dairy products, among others. This classification limits
imports to predetermined levels, beyond which duties are imposed. When MPI appeared in 1999, the Canada Border
Services Agency (CBSA) erroneously classified it under a duty-free line in Chapter 35, which covers albuminoidal
substances, modified starches, glues and enzymes. The CBSA recognized and corrected its error in 2003. But
following a long court case, the product was reclassified under line 3504 in 2006, creating a permanent loophole at
the borders.

Cheese compositional standards to limit the damage

In order to limit the damage, the government used section 28 of the GATT to impose a new tariff quota limiting
imports of MPI to 10,000 tonnes. However, under NAFTA, the United States is not subject to this quota. European
Union and Trans-Pacific Partnership countries will also be exempted, rendering this limit meaningless. The other
control mechanism introduced in 2008 was the Cheese Compositional Standards. These standards establish a
minimum percentage of proteins (casein) in cheese that must come from fresh milk, and limit the addition of dairy
products such as MPI to complete the processing recipe. The problem was thought to be resolved, until the arrival of
diafiltered milk in 2013.

The dual “personality” of diafiltered milk provides for circumventing import limits and standards

The CBSA decided to classify diafiltered milk, which contains 15% protein, as an ingredient equivalent on a dry basis
to MPI, which contains 85% and more protein. The Canadian Food Inspection Agency (CFIA), which is responsible
for enforcing cheese manufacturing standards, considers diafiltered milk to be fresh milk, which can be added in
unlimited quantities to cheese recipes. It goes without saying that a product cannot be a milk ingredient when it is at
the border and milk when it is used to make cheese.

WHAT ARE THE CONSEQUENCES?

Controlling imports is one of the essential pillars of supply management. We can’t plan production to meet market
demand if we can’t accurately predict the level of imports. The exponential increase of imports of protein concentrates
is destabilizing the system and having a very negative impact on producers’ income.

Imported concentrates, which are mainly from the United States (which, unlike Canada, subsidizes dairy production),
are used in place of Canadian protein, thereby increasing the surplus of Canadian solids-non-fat. Canadian dairy
processors benefit from a guaranteed mark-up for drying these SNFs into skim milk powder (SMP), which is sold at a
loss (lower than the world price) for animal feed at the expense of producers.

In 2013, 16,249 tonnes of MPI were imported. In 2014, that number reached 20,782. Between January and August of
2015, imports had already climbed to 24,303 tonnes. At this rate, it is predicted that 32,400 tonnes of MPIs will have
penetrated our market by the end of the year. The losses for Canadian producers in 2015 are estimated at more that
$200 million.

Imports of MPI and diafiltered milk, and the surplus
skim milk powder (SMP) generated by these imports
2010-2015

50

40 — ]

30

2010 2011 2012 2013 2014 2015~

Surplus SMP (kg) generated by imported MPI
B MPI imports (kg)
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ANOTHER PROBLEM: DUTY DEFERRALS

Some importers use the Duty Deferral Program to import dairy products and defer the payment of customs duties for
up to four years. In the case of the dairy industry, the importing of several thousand tonnes of milk fats in this fashion
has destabilized the butter market and led to significant losses for producers. This program was not designed for
foods, which for the most part, are perishable well inside of four years. The Import for Re-export Program exists for
the food industry.

The government should move ahead with its commitment to exclude supply-managed products from duty deferrals.

A SOLUTION THAT IS FIRST AND FOREMOST POLITICAL

The solution is first and foremost political. All federal parties have come out in favour of maintaining supply
management, and made campaign promises to control imports. There must be a willingness on the part of the
government to resolve this problem. The cooperation of four ministers and their departments is also required:
Agriculture and Agri-Food, which is responsible for the CFIA; International Trade; Finance; and Public Security, which
is responsible for the CBSA.

We are seeking:
The creation of an interdepartmental committee to identify solutions and coordinate their implementation.

A reclassification of diafiltered milk is the best solution:
e include a supplementary note in Chapter 35 clearly specifying that the tariff lines apply to “milk protein
isolates” in dry form only; and
¢ include a supplementary note in Chapter 4 clearly specifying that all milk protein substances in liquid form
are classified under Chapter 4 (dairy produce) and that customs tariffs apply.

If the reclassification solution is rejected, the government must:
e ensure that compositional standards treat diafiltered milk as an ingredient and place limits on its use in
cheese recipes;
e ensure that standards also limit its addition to other dairy products in which it could be used (yoghurt, dairy
beverages, etc.).

Given the limited resources of the CFIA and its expertise geared toward the health and safety of food:
o delegate the verification of compositional standards to the Canadian Dairy Commission in order to ensure
that they are respected.
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ISOLAT DE PROTEINES LAIT
LAITIERES DIAFILTRE

@

LIQUIDE

5% + de protéines ladies (15 % de protines latires)

CHAPITRE 35
Maires albuminaides

ion dénommés
compris ailleurs

MILK PROTEIN ISOLATES

DRY

(85%+ milk protein)

CHAPTER 35

Albuminoidal substances,
modified starches, glues,

enzymes

CUSTOMS TARIFFS

DIAFILTERED MILK
LIQUID
(15% milk protein)

CHAPTER 4

Dairy products, birds’ eggs, natural honey,
edible products of animal origin, not elsewhere
specified or included
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PRODUCE MILK INGREDIENTS IN CANADA?

Producers and processors negotiate mutually advantageous agreements that serve to promote Canadian SNFs and
their use in Canadian dairy products. But the unregulated situation at the borders is affecting the balance of the
negotiating relationship and will not provide for a durable solution to the problem.

Canadian processors have no incentive to invest in producing MPI here because they can import it cheap and duty-
free. Ironically, pursuant to the rules of supply management, producers are required to buy back surplus skim milk
solids from processors at a price that guarantees the latter’'s manufacturing mark-up. This only serves to confirm
processors in their current conduct.

It is therefore urgent that the government take action at the borders in order to provide producers and processors with
the stability required for investment and growth, for the benefit of the dairy industry and the Canadian economy as a
whole.
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