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     1 Sunkist is owned by its member growers and packing houses, and has a fiscal year that ends ***.   Sunkist
reported total revenues of $1.005 billion in its fiscal year 2005 of which over 80 percent was represented by sales of
fresh fruit.  Sunkist’s sales of “fruit products,” which include lemon juice, lemon oil, orange juice, grapefruit juice,
and other processed fruit products, totaled $48.6 million in that year.  “Federated” refers to members’ activities as
regional as opposed to local.  Sunkist described its legal relationships with lemon growers as follows:  ***. 
Sunkist’s processors’ questionnaire response to question II-9.  

This structure also is described in a USDA publication, “Cooperatives in the U.S.-Citrus Industry,” which states
in summarized form that the Sunkist system is a “pyramid” linked by contractual agreements at three levels, the
packinghouse, the district exchange, and Sunkist Growers, Inc.  The grower (who has to be a member of Sunkist
Growers, Inc.) has the right to decide what varieties and how much to plant; growers also are affiliated with a district
exchange.  The packinghouse coordinates grove care, fruit harvesting, and hauling, and obligates itself to pack only
the fruit of Sunkist members and to comply with Sunkist standards and regulations; the packinghouse signs a
licensing agreement with the district exchange and with Sunkist.  District exchanges (which sign membership
agreements with Sunkist and are represented on Sunkist’s board of directors) are a mechanism for collecting and
disseminating information between Sunkist Central and the local packinghouses, and for coordinating sales orders
and shipments of fresh lemons.  Within the Sunkist system, the selling and decisionmaking relationships are different
between fresh and processed product marketing.  Growers, packinghouses, and district exchanges decide on selling
prices for fresh lemons.  However, in processed products, Sunkist Growers owns the processing facilities and makes
all decisions on processed product pricing and marketing.  Fresh lemons are categorized by quality within weekly
pools with different per-box prices (prices differ according to quality and proximity to market).  On the other hand,
processed products are shipped to Sunkist’s plant and enter the same cost year-long pool (i.e., because all processed
pool costs are deducted from the gross revenues and the net proceeds are returned to members on their prorata share
of deliveries to processing, growers essentially obtain the same unit value).  Reportedly the accounting records and
pools for fresh lemons and processed lemons are not commingled, and there are two separate accounting revenue and
cost streams.  See Jacobs, James A., “Cooperatives in the U.S. Citrus Industry,” USDA, Rural Business and
Cooperative Development Service, RBCDS Research Report 137 (December 1994), pp. 24-26 (hereafter, “USDA
RR137 study”).  Other than amending four statements regarding fresh fruit, this study was commented on favorably
in Sunkist’s postconference brief, pp. 12-16.  Also, see Jermolowicz, Andrew A., “Cooperative Pooling Operations,”
USDA, Rural Business-Cooperative Service, RBS Research Report 166, May 1999.
     2 Ventura Coastal is an independent processor that purchases lemons for processing from unrelated packing
houses, and it has a fiscal year that ends ***.  Lemon juice *** in 2005; Ventura Coastal reported *** in 2005.
     3 USDA RR137 study, p. 36.  Compare the data for fresh lemons and processed lemons in terms of utilization of
production and value of production  for crop years 2002/03, 2003/04, and 2004/05 in USDA, Citrus Fruits 2005
Summary, pp. 14 and 15, respectively (contained as exhibit 8 in the petition).  At the conference, industry witnesses
stated that if a lemon does not make the quality standard for the fresh lemon market, then it is processed.  See
testimony of Frank Bragg, President of Sunkist, conference TR, p. 47.
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PART VI:  FINANCIAL EXPERIENCE OF U.S. PROCESSORS

BACKGROUND

Two processors, accounting for the vast majority of reported U.S. production of lemon juice in
2005, provided usable financial data on their lemon juice operations, including their ***.  One of these
firms, Sunkist, is a federated agricultural cooperative1 while the other firm, Ventura Coastal,2 is a
producer of citrus products that is not affiliated with growers. 

Appearance factors are important in citrus products going to the fresh market and lemons
generally are graded, sorted, and packed by grade at the packinghouse.  Physical appearance is not an
issue for processed lemons, and processed products represent a residual usage for fruit not suited for the
fresh market, with yearly processing volumes varying depending on fresh market conditions.3  Lemons
for processing constituted about 31 percent of the total lemon crop harvested in the 2004/05 crop year by
volume (the percentage varies by crop year), but only a tiny fraction–about 1 percent–of the total crop, by



     4 The percentage of the crop that is processed has generally fallen, from about 64 percent in the 1980/81 crop year
down to about 31 percent in the 2004/05 crop year, while it averaged about 37 percent during the period of
investigation (the three crop years of 2002/03 through 2004/05).  Calculated from data in table C-14 on page 87 in
Fruit and Tree Nuts Situation and Outlook Yearbook, FTS-2005/October 2005, petition, exh. 8.  The residual nature
of lemons for processing means that such usage is affected by the size and quality of the lemon crop and by U.S.
domestic and export demand for fresh lemons.  Sunkist noted that Japan, its largest overseas lemon market, and other
markets around the Pacific Rim were open to Argentine, South African, and Chilean production while there was
growing competition in the U.S. market.  It noted that the United States was the high-cost producer of lemons. 
Sunkist Growers, Inc., “2003 in Review,” p. 6, found at Sunkist’s Internet site.  A Commission study on the citrus
industry also noted that U.S. production costs have been rising, attributed to rising costs of labor and other inputs,
increasingly stringent labor and environmental protection regulations, restrictions on land and water use, and energy
costs.  Conditions of Competition for Certain Oranges and Lemons in the U.S. Fresh Market, Investigation No.  332-
469, USITC Publication 3863 (July 2006), p. 4-1.  Frank Bragg, President of Sunkist, stated that Sunkist’s Ontario,
CA plant is in one of the most heavily regulated areas of the country, indicating that it purchased and installed a $7
million wastewater treatment plant to meet those regulations.  See testimony of Frank Bragg, conference transcript,
p. 40.
     5 See testimony of Frank Bragg, conference transcript, p. 25.  Also, see Petitioner’s postconference brief, pp. 30-
31.
     6 Each of the respondents have criticized the petition’s proposed industry and Sunkist’s questionnaire response. 
For example, respondents state that lemon juice is a by-product and any injury suffered by Sunkist’s growers is the
result of allocation between lemons for the fresh market and the processed market, and is offset by the increase in
market prices for fresh lemons because Sunkist manages per-acre net returns (The UniMark Group’s postconference
brief, p. 5).  A similar argument is advanced by SAGARPA, that because lemons for processing are a by-product of
lemons sold in the “fresh” market, then the by-product should have no cost; SAGARPA takes issue with the transfer
prices of lemons from growers to Sunkist and the split between lemon juice and lemon oil (SAGARPA’s
postconference brief, pp. 5-7).  Another also notes that lemon juice is only one product in Sunkist’s integrated
operation, and states that Sunkist’s *** (Greenwood Associates’ postconference brief, pp. 1-3).  EastCoast Flavors
argues that the domestic industry should include lemon growers while also raising questions about cost allocation
between lemon juice and lemon oil; EastCoast also states that Sunkist is insulated from the effects of imports
because it is merely the agent for its member growers (EastCoast’s postconference brief, pp. 2-7 and appendix, p. 2). 
The Argentine exporters group argue that lemon juice production is not a profit-making endeavor (i.e., it is a cost-
reducing effort), and, therefore profitability is essentially meaningless (Argentine Exporters’ postconference brief,
pp. 2-8).  Coca-Cola likewise argues for an expansion of the industry, citing the growers’ stake in processed
products and their ownership of Sunkist, and the use of lemons in downstream processed products; Coca-Cola also
argues that Sunkist’s structure insulates it from losses (Coca-Cola’s postconference brief, pp. 9-21 and 34).  Finally,
Tropicana and PepsiCo. state:  Because (1) Sunkist acts as an agent for its growers, it is similar to a not-for-profit;
(2) it fully recovers its marketing and processing costs;  and (3) Sunkist’s lemon juice processing operation is not in
business to make a profit.  These respondents conclude that the question of how much revenue remains available for

(continued...)
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value.4  Essentially all of the lemon is processed in the production of lemon juice and lemon oil (the two
primary co-products) and byproducts such as lemon pulp, lemon peel, and animal feed.  The incremental
revenues from such residual usage add to grower incomes or cover processing costs.  Additionally, simple
disposal without processing is not a viable alternative.  As Frank Bragg of Sunkist testified at the staff
conference, “such vast quantities of unprocessed lemons are highly acidic and would pose environmental
disposal problems.  Neutralizing the acid from lemons that would otherwise been processed . . . would be
a costly proposition.”5

OPERATIONS ON LEMON JUICE (INCLUDING ***)

The Commission requested financial data from processors of lemon juice.  Two processors
responded, as noted earlier.  The combined data of Sunkist6 and Ventura Coastal are shown in table VI-1;



     6 (...continued)
distribution to the growers is immaterial to whether Sunkist is materially injured by reason of the subject imports
(i.e., it is insulated from the effects of imports of lemon juice).  Tropicana and PepsiCo. also recalculate Sunkist’s
results of operations by subtracting raw materials from COGS (Tropicana and PepsiCo’s postconference brief, pp. 2-
8 and 13-15).  Petitioner counters that this is only another type of integrated industry similar to other ones that the
Commission has investigated in the past.  Petitioner’s postconference brief, p. 15.  It should be noted that Sunkist
reported a loss on its overall operations in 2002, 2004, and 2005.  See Sunkist Growers, Inc., “Consolidated
Statements of Operations and Comprehensive Loss,” at Sunkist’s Internet site.
     7 Sunkist Growers, Inc. and Subsidiaries, Notes to the Consolidated Financial Statements, As of and for the Years
Ended October 31, 2005 and 2004, p. 18, found at Sunkist’s Internet site, retrieved on September 26, 2006.  See
footnote 1 in this part of the report for a description of Sunkist’s structure.
     8 AICPA’s Statements of Position are a source of established accounting principles (GAAP).  SOP 85-3 covers
the accounting by agricultural producers and agricultural cooperatives, and establishes the accounting by
cooperatives for products received from patrons.  A primary difference between cooperatives and other business
enterprises is that the cooperative and its patrons operate as single economic units to accomplish specific business
purposes, here the marketing of citrus products.  A “patron” is defined as any individual, trust, estate, partnership,
corporation, or cooperative with or for whom a cooperative does business on a cooperative basis, whether a member
(which has voting rights) or nonmember (does not have voting rights) of the cooperative association.  Members
control the organization in their capacity as patrons and not as equity investors (i.e., the patron’s role as an investor
is secondary and incidental to his business relationship).  Patronage is defined as the amount of business done with a
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these data include ***. 

Table VI-1
Lemon juice:  Aggregated results of *** of Sunkist and Ventura Coastal, fiscal years 2003-05,
January-August 2005, and January-August 2006 

*            *            *            *            *            *            *

Based on the aggregated results, between 2003 and 2005 the quantity of sales and tolling fell by
approximately *** gallons @ 400 GPL, the value of sales and tolling fell by $***, and the two processors
together reported ***.  Although the total combined quantity and value rose, the ***.  Sunkist accounted
for *** shown in table VI-1 (Ventura Coastal accounted *** percent of the combined quantity, ***
percent of the combined value, *** percent of the combined COGS, and reported *** in 2005 compared
with Sunkist’s *** in that year).  Sunkist’s *** in January-August 2006 compared with January-August
2005; Ventura Coastal’s ***.

Table VI-2 presents the data reported by Sunkist.

Table VI-2
Lemon juice:  Results of *** of Sunkist, fiscal years 2003-05, January-August 2005, and January-
August 2006 

*            *            *            *            *            *            *

Sunkist reported ***.  The value added to raw materials that Sunkist ***.
There are considerable differences between Sunkist and Ventura Coastal in terms of their form of 

business organization, which lead to differences in reporting of sales and cost accounting.  “All of the
products’ grade fruit received by Sunkist is accounted for under cooperative pooling principles, in
accordance with pooling plans established by the Board of Directors.”7  The cooperative pooling
principles are those in accordance with the AICPA’s Statement of Position (SOP) 85-3, “Accounting by
Agricultural Producers and Agricultural Cooperatives.”8  Patrons’ fungible products, lemons for



     8 (...continued)
cooperative by one of its patrons, here the quantity or value of lemons received by Sunkist.  Patronage allocations
are the proportionate share of a patron’s earnings, which are defined, in turn, as the excess of a cooperative’s
revenues over its costs arising from transactions done with or for its patrons.  Pools are accounting cost centers used
to determine earnings and patronage refunds, in this case, for each lemon crop that Sunkist receives from its growers,
and assets are distributed periodically to patrons on a patronage basis.  See SOP 85-3, April 30, 1985. 
     9 Sunkist, Notes to 2005 Consolidated Financial Statements, p. 18.  These notes further describe fruit products
inventory as being carried at the lower of fruit value plus the average cost incurred in production or marketing. 
AICPA’s SOP 85-3 discusses the use of net realizable value (market-based value) as the accounting basis of
inventories, noting that its use is appropriate by pooling cooperatives for products received from patrons (paragraph
083 of SOP 85-3).
     10 Sunkist’s U.S. processors’ questionnaire, response to question III-11.
     11 Submission by Sunkist, October 19, 2006, p. 2.
     12 Sunkist states that “the market value of member fruit received for processing is included as part of fruit
products inventory.  When such fruit inventory is sold, the fruit value is reflected . . . in the {consolidated
statements}.”  Sunkist, Notes to2005 Consolidated Financial Statements, p. 18.
     13 Fruit and Tree Nuts Situation and Outlook Yearbook/FTS-2005/October 2005, petition, exh. 8. 
     14 Testimony of Amy Warlick, conference transcript, p.  37.
     15 Sunkist’s U.S. processors’ questionnaire response to question III-12.  In an e-mail to staff, ***.  E-mail
received October 27, 2006.
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processing, are commingled in “pools,” and the excess of revenues over costs for each pool is allocated to
patrons on the basis of their pro rata contributions to the pool.  Sunkist makes transfer payments on
lemons for processing, which are reflected in “raw materials” in table VI-2, in two parts:  “the first
payment is an advance payment, made six months after fruit delivery that is equal to 50 percent of the
projected market value of the fruit when delivered to the plant; the second, or final settlement, is made
when most of the products have been sold and the product pool has been financially closed.”9  The
Commission has conducted many investigations where one or more U.S. producers were cooperatives. 
Typically, the financial results of those cooperative producer(s) were presented separately from the results
of other producers because cooperatives do not prepare conventional financial statements that include
results of operations.  Staff presents Sunkist’s data in a manner that resembles its cooperative nature in
appendix E.

The Commission’s questionnaire requested processors to provide data for the quantity and value
of lemons that they purchased or received for processing.  Sunkist provided the requested data, which are
shown in the following tabulation:10

*            *            *            *            *            *            *

The quantity reconciles with Sunkist’s *** of lemon juice.  The ***11***.12  Nonetheless, the unit
value is *** on a per-carton (76 pounds) basis than that shown by the USDA data which show such
values at the packinghouse door at approximately 1 cent per box,13 and ***.14  As noted earlier, Sunkist
***.15 

Table VI-3 presents the data on operations by Ventura Coastal.



     16 Testimony of William Borgers, President, Ventura Coastal, conference transcript, p. 26.
     17 Ventura Coastal’s U.S. processors’ questionnaire, response to question III-11.  Because Ventura Coastal ***. 
Ventura Coastal’s U.S. processors’ questionnaire, response to question III-12.
     18 Ventura Coastal’s U.S. processors’ questionnaire, response to question II-12.  Sales and costs of ***.
     19 Testimony of William Borgers, President, Ventura Coastal, conference TR, p. 27.
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Table VI-3
Lemon juice:  Results of *** of Ventura Coastal, fiscal years 2003-05, January-August 2005, and
January-August 2006 

*            *            *            *            *            *            *

As noted earlier, Ventura Coastal reported *** in 2003 when ***.  Ventura Coastal reported
producing ***.  The average unit value of *** was $*** while its *** was $***, both per gallon @ 400
GPL.  Expressed as a ratio to *** revenue, *** costs were *** percent while its *** percent.

Ventura Coastal processes lemons “into lemon juice, lemon oil, and various lemon by-products,
including dried lemon peel for pectin,”16 like Sunkist.  However, Ventura Coastal differs from Sunkist in
several ways.  Ventura Coastal purchases lemons on the cash market (the purchase price is reflected in
“raw materials” in table VI-3) and it is ***.  Compare, for example, Ventura Coastal’s lemon purchases,
shown in the following tabulation,17 with Sunkist’s purchases (shown earlier):

*            *            *            *            *            *            *

Ventura Coastal operates two facilities at which it processes other fruit in addition to lemons,
compared with Sunkist’s one facility that is dedicated to processing lemons.  Ventura Coastal ***.18 
Finally, Ventura Coastal has tried to put its sales emphasis on value-added products such as ultra-low
pulp and clarified lemon juice.19

Variance Analysis

A variance analysis based upon the results of the U.S. firms on their operations producing all
lemon juice (i.e., the data in table VI-1) is presented here in table VI-4.  A variance analysis, which
provides an assessment of changes in profitability as a result of changes in volume, sales prices, and costs,
is effective when the product under examination is homogeneous through the periods examined, with
little or no variation in product mix.  Because the usefulness of the analysis may be diminished by the
product mix and cost differences *** at the end of table VI-4.  

This analysis shows that the decrease in operating income between 2003 and 2005 of $*** was
attributable to combined unfavorable variances of net cost/expense ***, and lower sales volume; these
were the same factors behind the increase in *** between January-August 2005 and the same period in
2006.  However, while lower volume led to the ***.

Table VI-4
Lemon juice:  Variance analysis on results of operations, fiscal years 2003-05, and January-August
2005-06

*            *            *            *            *            *            *



     20 ***.
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CAPITAL EXPENDITURES AND RESEARCH AND DEVELOPMENT EXPENSES

Sunkist provided data on its capital expenditures,20 which are are shown in table VI-5. 

Table VI-5
Lemon juice:  Value of capital expenditures of Sunkist, fiscal years 2003-05, January-August 2005,
and January-August 2006

*            *            *            *            *            *            *

Sunkist stated that the value of its research and development (“R&D”) expenses was ***. 
Ventura Coastal ***, stating that such ***.  Sunkist provided detailed data for its capital expenditures in
2005.  These were aimed toward ***. 

ASSETS AND RETURN ON INVESTMENT

The Commission’s questionnaire requested data on assets used in the production, warehousing,
and sale of lemon juice to compute return on investment (“ROI”) for 2003 to 2005.  The data for *** are
from table VI-1.  Operating income was divided by total assets, resulting in ROI.  U.S. producers’ total
assets and their ROI are presented in table VI-6.  The total assets utilized in the production, warehousing,
and sales of lemon juice fell from 2003 to 2005 because of lower values in the following categories:  ***.

Table VI-6
Lemon juice:  Value of assets used in the production, warehousing, and sale, and return on
investment, fiscal years 2003-05

*            *            *            *            *            *            *

CAPITAL AND INVESTMENT

The Commission requested U.S. processors to describe any actual or potential negative effects of
imports of lemon juice from Argentina and Mexico on their firms’ return on investment or growth,
investment, ability to raise capital, existing development and production efforts (including efforts to
develop a derivative or more advanced version of the product), or the scale of capital investments.  Their
responses are as follows:

Actual Negative Effects

Sunkist:  ***.

Ventura Coastal:  ***.

Anticipated Negative Effects

Sunkist:  ***.

Ventura Coastal:  ***.
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APPENDIX E

COOPERATIVE FORM FOR 
SUNKIST’S RESULTS OF OPERATIONS 
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     1 See, Sunkist Growers, Inc. and Subsidiaries, Consolidated Statements of Operations and Comprehensive Loss,
found on Sunkist’s Internet site, retrieved on September 26, 2006. 
     2 Staff notes that Sunkist Growers, Inc. reported “retained income before income tax expense” in 2002 ($2.5
million) and in 2003 ($29.6 million, including gain on sale of land of $23.6 million).  Sunkist reported a “retained
loss before income tax expense” in 2004 of $3.5 million, and in 2005 of $989,000.
     3 Sunkist’s submission of October 19, 2006, question (4).
     4 Sunkist’s Notes to Consolidated Financial Statements, p. 18.
     5 See, for example, Eastcoast Flavors’s postconference brief, p. 21; Coca-Cola’s postconference brief, p. 34;
Tropicana and PepsiCo.’s postconference brief, p. 8.
     6 Tropicana and PepsiCo.’s postconference brief, pp. 13-16. 
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This appendix presents a restated profit-and-loss table for Sunkist on its operations on lemon
juice.  The format has been altered from that in the Commission’s questionnaire to one that more closely
resembles Sunkist Growers’ consolidated statements in the form that an agricultural cooperative prepares. 
Two changes have been made:  (1) the line item for “raw materials” has been removed from cost of
processing (previously, “cost of goods sold”) and the “raw material” cost data are shown on a newly-titled
line “distributions to members;” (2) other lines have been retitled as well for clarity.

Sunkist is an agricultural cooperative that acts as an agent on behalf of its member patrons.  As
such, its patrons retain title to fruit that they deliver to the cooperative and it remits back to its patrons the
sales proceeds net of expenses (processing fees, selling and administrative expenses, transportation, and
the like) that it incurs on their behalf.  The structure of its consolidated statements of operations adds the
various sources of total revenues and then subtracts the various items of costs and expenses (including
“payments on products’ fruit delivered and sold”), resulting in a line item for revenues in excess of costs
and expenses.1  The total of payments to members less payments on products’ fruit delivered and sold is
deducted from this last line, resulting in retained income or retained loss.2

On the line for *** to “payments on products’ fruit delivered and sold.”  The explanatory notes to
Sunkist’s consolidated statements lend credence to this statement as does an explanation received from
Sunkist’s attorney.3  The notes state:

Payments on products’ fruit are generally made to members in at least two parts.  The
first payment is an advance payment, and is made in the sixth month after fruit delivery. 
The amount of the advance is equal to approximately 50% of the projected market value
of the fruit when delivered to the plant.  Final settlements are made after most the
products have been sold and the products pools financially closed.4  

Several of the respondents argued that Sunkist is insulated from the impact of any injury from
imports by the nature of its co-op structure and its recovery of costs.5  Respondents Tropicana and
PepsiCo. state that Sunkist *** and compare Sunkist’s operating results with and without raw material
costs, resulting in the respondents’ conclusion that “Sunkist’s misallocation of costs has caused it to
***.”6  Staff notes that Sunkist prepared its questionnaire response in conformity with its corporate
statements and included its transfers to members on the raw material costs’ line to comply with the
Commission’s questionnaire. 

As shown in table E-1, the distributions (payments) Sunkist made to its members were, ***. 
Sunkist, a not-for-profit operation, explained that it ***. 
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Table E-1
Lemon juice:  Results of *** of Sunkist, fiscal years 2003-05, January-August 2005, and January-
August 2006 

*            *            *            *            *            *            *
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APPENDIX F

ADDITIONAL PRICING DATA AS REPORTED BY ***
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Table F-1
Lemon juice:  Weighted-average f.o.b. prices and quantities of domestic product 1 as reported 
by ***, by months, January 2003-August 2006

*            *            *            *            *            *            *

Table F-2
Lemon juice:  Weighted-average f.o.b. *** prices and quantities of product 1 imported from Mexico
as reported by ***, by months, January 2003-August 2006

*            *            *            *            *            *            *

Table F-3
Lemon juice:  Weighted-average purchase prices and quantities of products 1 and 2 imported from
Argentina as reported by ***, by months, January 2003-August 2006

*            *            *            *            *            *            *

Table F-4
Lemon juice:  Weighted-average purchase prices and quantities of product 1 imported from
Argentina as reported by ***, by months, January 2003-August 2006

*            *            *            *            *            *            *


	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



