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Mr. Chairman, on behalf of Select Milk Producers, Inc. and Continental Dairy Products, Inc., thank you for giving us this opportunity to discuss with you the economic conditions that face dairy today with a focus on the opportunities and challenges ahead for this industry.

My name is Brad Bouma.  I and my wife Barb live in Plainview, Texas where we operate an integrated dairy farm.  With the addition of our sons Brandon and Brent to the management team, we represent 5 generations of dairy farming that began in The Netherlands.  I also partner in a dairy farm in NW Indiana and am the operating partner in a commercial dairy heifer feedlot in Hale Center, Texas.

I serve as President of Select Milk Producers, Inc., my marketing cooperative and as a member of the Board of Directors of Greater Southwest Agency.  I am a member of Continental Dairy Products which markets my Indiana farm milk.  I also serve on the Board of Directors of First National Bank, El Paso.  

Select Milk is a milk marketing cooperative with members in New Mexico, Texas, Oklahoma, and Kansas.  The Greater Southwest Agency is a cooperative of four cooperatives—Dairy Farmers of America, Lone Star Milk Producers, Zia Milk Producers, and Select.  The annual deliveries by members of GSA would qualify it, if a state, as the third largest milk producing state after California and Wisconsin.  What makes it unique is that virtually all of the milk produced in that region is jointly marketed in a highly coordinated fashion so as to deliver milk to the customers in the most cost effective manner and provide benefits to the producers supplying that market.  

GSA has brought producers less costs in marketing their milk through greater efficiencies in hauling, testing, and pricing.  By working with other producers and gaining the trust of our buyers, GSA has succeeded in managing the milk marketing in that region for a decade without the need for a single milk marketing order hearing for Southwest Milk Marketing Area issues.  No other order can say that.

GSA balances the milk in the region and fairly handles the details associated with allocating the costs of such balancing.  GSA is a partner in one of the largest cheese plants in the world, Southwest Cheese located in Clovis, New Mexico.  We continue to research new plant and partnership opportunities that will make our co-ops more efficient and competitive in the world market.  

Continental Dairy Products, Inc. is a milk marketing cooperative with members in Michigan, Ohio, and Indiana.  The milk of Continental’s members supplies customers in the Mideast, Appalachian, and Southeast marketing orders.  Due to its high quality feed, abundant fresh water, good dairying climate, and proximity to the major markets of the United States, that region of the country along with the Upper Midwest are poised for further growth.

Though using different legal entities to maximize tax, estate planning, and other business goals, all of the farms that are part of Select and Continental are owned and operated by families just as I and my family do.
The farms in the SW are typically some of the largest in the world. However, the size of the farm will not define the successful dairies of the future. As we discuss the future we all must get away from the “large and small” debate.  Rather we must channel our resources in the direction of what it takes to compete in today’s world market.  Farmers, regardless of size, in the USA can and must produce the highest quality milk possible. We have been the World’s leader in high quality, affordable food stuffs and we must enhance this position.  Size of dairy farm does not change that.


With the goal of moving as a world leader here some of the challenges facing the dairy industry.

Animal ID is important.  The degree of traceability from farm to the store must be transparent to assure our customers that we provide the safest food available.  We support animal ID. 
We must engage in on-farm energy audits and research all alternative on-farm energy sources available. Members of our cooperative have invested heavily in and currently are operating numerous methane digesters powering electric generators for use on our farms in Indiana; they are studying a solar alternative in Texas;  and are very close to successfully compressing methane gas into compressed natural gas (CNG) that will power our truck fleets.

By employing these technologies and recycling the by-product of the manure processing we are able to shrink our carbon footprint tremendously. 

This combination of harvesting energy from the farm and use of the remaining nutrients as fertilizer, we will create a “sustainability model” that is world class. The size of the dairy farm has no effect on the above opportunities if we as a nation put in place the proper incentives.

The current economic depression in dairy farming will result in major changes in the location and method of dairy farming.  The business model that called for only owning the dairy and buying inputs, one of the most popular in the West, is failing those who relied upon it.  This crisis has proven that successful dairymen must be further integrated with their feed supply.  The owners and operators of these farms and their successors will necessarily have to be more efficient and located more strategically to sources of feed, water, and markets.


As serious as this economic situation is, and it is very serious, there is little than can be done now to alleviate it.  It simply must pass.  At the same time we certainly appreciate the efforts of the Secretary to increase purchases of dairy products.  Realistically we do not see that as a long term program.  There is only so much domestic demand whether through government or consumer purchases.  It is the drop in exports which has reduced demand below our supply. It is increasing exports that promises a brighter future.


This crisis has shown the need for better price risk management by dairy farmers.  Those dairymen who weather this storm the best will be, for the most part, those who had the foresight to manage their price risk before the markets failed.  Though such practices did not “lock in a profit” in every case, each of them certainly were able to fix their losses to a level which could be weathered.  As the industry moves forward the need for and use of the price risk management tools will increase.  


There are other changes occurring in the dairy industry not driven by the depression.  One of those is the growth in consumption of organic milk.  The USDA’s organic certification program has been a major boost to this sector by assuring consumers that the organic label means that the products contained in the package are produced in a way that minimizes or eliminates pesticides, herbicides and other chemicals in the food supply.


Select and Continental members with farms in Texas and Indiana are one of the major suppliers of organic milk.  Though not at the steep curve experienced in recent years, we expect this sector to continue to grow.  Some of these sales are additional milk sales and, as such, increase demand for dairy products.


To further increase demand, Select has invested millions of dollars over the last decade to develop innovative products which would increase sales of dairy products, not cannibalize other milk sales.  Through patented technology, Select has developed the means to create “designer milks”.  High quality milk fresh from the farm goes through several filtration processes separating the fat from the protein from the sugars from the calcium and other solids from the water.  These then are recombined in different ratios to provide a different profile of milk.  The double sugar, lactose, is converted to two simple sugars, glucose and galactose.  These sugars are sweeter than lactose and thus the carbohydrates in the drinks can be reduced while maintaining the same sweetness of milk.


For five years HEB has been marketing one such milk in Texas  This designer milk, called Mootopia, has more protein and more calcium (all fresh from cow’s milk) but with fewer carbohydrates.  This lactose free milk still tastes the same sweetness as regular milk.  


We have also recently introduced a new designer milk called Athlete’s Honey Milk.  This product delivers more milk protein with natural honey added.  The result is a restorative drink with natural carbohydrates and proteins to aid individuals after biking, running, rowing, or other physical activities.  With our food scientist in Idaho we continue to look for other ways to provide quality food products for consumers using milk. 


Without doubt the single most important federal program in dairy today is the milk marketing order program.  Since its inception, this program has succeeded in developing a great industry.  


The fundamental part of the FMMO program is minimum pricing.  Since the late 1990’s USDA has relied in part or in whole on product formulas for pricing milk.  These product to price formulas prices use surveyed commodity product prices, make allowances, and yields to determine the milk value.  


Despite this long term use of such formulas, there has not been the kind of on going systematic research and study of what the yields and make allowances should be to derive a fair price.  Instead the Department has relied upon public testimony from those who would benefit the most from lower milk prices.  The result is a hodgepodge of a system that surveys product prices of one subset of the commodity, uses make allowances from plants making other products, and yields which have never been supported in any study.  

More importantly, this pricing method has had the effect of forcing prices down on dairymen.  The current make allowances reward plant inefficiencies by shifting them to producers.  It is ironic that at this time when many dairy farmers receive less money for their milk than the cost of the feed that went into them, plants that use that milk remain profitable.  Considering the formulas are designed to do this, it is not surprising, nor is it consistent with the spirit of the AMAA.     


A recent decision on make allowances shows the Department’s refusal to even think in terms of what it costs a dairyman to produce milk.  In the recent Farm Bill, the Secretary was required to determine cost of production in the marketing areas and consider these factors in changing make allowances.  The Department failed to do any of that when it substantially reduced producer milk prices.  This is unfortunate.  While we certainly do not want prices for milk linked to cost of production, certainly the Department must show that it knows whether or not current price levels are sufficient for a significant portion of dairy farmers to profitably produce milk. Complying with the law would be the first step.

In any event, this end product pricing must end and end soon. The four classes of milk need to be replaced with a much simpler one price discovery system with two classes of milk—bottled and everything else.  The system would allow plants and producers negotiate competitive prices for milk used in manufacturing.  These prices would be surveyed and used to establish minimum prices for class I.  Plants in combination with their producer suppliers would be free to price and market dairy products to the world.

We are working with NMPF and IDFA and others to develop a competitive pricing series that lets the market place tells us the value of milk.  This will bring an end to the product formulas and the contentious hearings that they bring.


The Farm Bill also modified procedures for amending marketing orders.  The first hearing after these took effect was one involving a few changes to some Class I pricing in southern counties of the Mideast Order.  It was a very simple issue with a few players and took a few days.  The new rule changes worked fine in that environment and successfully brought a rulemaking proceeding within a tolerable time frame.

Broader, national hearings, do not easily fit into the strictures of these new mandated time lines. Select and Continental recently participated in the first national hearing called under these new rules. The producer handler hearing was held to consider twenty-nine proposals which requested 159 amendments to the marketing orders.


To meet the hearing deadlines imposed by the Farm Bill, the hearing on producer handler exemptions was held in one location, Cincinnati, and went 12 long days, some of them until 9 pm.  The transcript is nearly 4000 pages with over 100 plus official notice of numerous other collections of dairy statistics.  The witnesses numbered over forty.   


The hearing was handled superbly by ALJ Jill Clifton and Dairy Programs provided responses to large data requests by the participants.  The transcript, professionally done, is among the best of any FMMO hearing in memory.  Briefs are due this Friday.  


Such mandated compression of a formal rulemaking of such a magnitude has not come without cost.  First, for the participants, not just the professionals, but witnesses, affected dairy farmers and processors, and government employees it required nearly three week absences from families and jobs.  The speed at which the hearing was called and held also impaired the ability to provide the kind of testimony and evidence that would help in making the decision better founded. Having it in only one location, made necessary because of the time limits, denied some parties the opportunity to participate because of distance.  

In the past, during the time leading up to the hearing and during the hearing itself, parties begin to compromise positions and coordinate and coalesce around just a few proposals.  This assists everyone in making much more focused record, briefs, and decision.  The short time frame made that opportunity unavailable.   The intense hearing schedule left little time to prepare witnesses and even less time for participants to discuss compromise.  


For the Department to meet its own deadlines, it has restricted public participation by denying the use of emails or faxes to present positions and has effectively shut off the use of the Postal Service to deliver comments.  In the past emailed or faxed comments or comments postmarked on the due date were timely.  For this hearing only physical copies delivered to the hearing clerk in DC will be timely.  This can be accomplished only by having someone physically come to DC to make the filing or rely on expensive delivery services.  While for the professionals involved in this process, it is an inconvenience, for producers and consumers it is a barrier to participation that is simply unacceptable.  This should not happen in the future.


One thing that did assist the industry and the Department in holding this hearing in the short time frame was that the issue was well understood by the industry, long debated, and all parties could marshal the resources necessary quickly.  In future hearings involving novel issues or facts, this may not be the case.  Under the new regime it is possible for a party to do massive research and preparation for major proposals and wait until it is ready to make that presentation.  While it was able to dictate the time, the Department and all of the respondents will be forced to do so with immovable deadlines ahead.  The potential for serious sandbagging is now present.


Overall the changes are beneficial by providing the industry with timely decisions.  The Department is committed to complying with the law.  On the other hand, we would recommend that the Department be given some ability to exercise discretion for cause in adjusting the deadlines to adapt to the nature and magnitude of the issues being addressed at the hearing.  In the case of major rule changes, such as proposals for competitive pricing, it will be necessary to allow greater preparation time for all participants as well as response by the Department. 

Another long time dairy program is the Dairy Price Support Program.  It has outlived its usefulness.  The current method of marketing NFMP by large co-ops has made CCC the price support program for the rest of the world.  It keeps US powder in the United States at higher than market prices allowing other world players to grow demand for their products. The large inventories of powder will dampen prices for dairy farmers for some time. The program also takes away market signals to producers to produce less.

In connection with the FMMO pricing, we need to replace both the DPSP and end product pricing.  It creates unneeded incentives to build plants and make product for which the demand is cyclical.  

The protection that DPSP used to provide can be done with new programs such as non-recourse loans, expansion of the Livestock Gross Margin program, or a loan deficiency payment program for dairy. 

In response to today’s crisis there is a call for the US to implement some form of supply management.  We oppose that.  Base programs and production controls have not worked anywhere else in the world. Europe’s base plan is in shambles and on farm prices are the lowest in decades, with farmers protesting all over the Continent. Canada’s system keeps production volumes matched with domestic usage. This only works if you have in place tight tariff controls on imports.  If we attempt to shrink US milk production to equal domestic consumption, imports of MPC, casienates, and milk fat will pour into our country further eroding our own internal market.  We will not only lose our place in the world market, we’ll lose more and more of our market at home as well.  

The issue of climate change legislation is challenging. We do not have any answers but would note that we have been working for years to reduce our carbon footprint through innovative methods of handling and using our manure.  We appreciate the Chairman's successful efforts in protecting early innovators and leaving the oversight of agriculture under the USDA.
As this committee knows, high prices for corn and soybeans as well as fuel further reduce margins already low due to the low milk prices.  A significant part of these higher commodity prices are due to excessive speculation in the exchanges.  We applaud Chairman Peterson and the committee’s efforts at working to reign in this improper speculation.
As populations grow, the need grows to move more and more product. The time has come to increase the size of trucks hauling milk to reduce fuel usage, reduce emissions and meet the needs of a growing market for food and other products.  We ask the Members support for changes in the Federal Highway Reauthorization Act to allow states to authorize the use of 6-axle, 97,000 pound tractor semi-trailers on the Interstate Highway System.  We commonly move milk in the Southwest to the fluid markets in Eastern and Southern Texas over 500 miles.  Giving states like Texas the option would reduce fuel consumption and costs for producers, processors and consumers.


The need for a comprehensive change in immigration to allow a guest worker program usuable by dairy farmers is long overdue.  Any help by this committee and its members in that regard would be appreciated.
America has historically been the world’s source of high quality affordable, accessible food. If we are to maintain this position we must do the following things:

A.
We must create incentives for our farmers, large and small, through performance based tax incentives to develop and implement the technologies create energy on farm.  These include capturing methane gas that powers generators that create the electricity for the farm or nearby communities,  converting excess methane to CNG to power farm machinery and transportation of milk, implementing wind and solar power options. Good old American ingenuity will create the most sustainable and competitive dairy industry in the world if we put our Ag dollars to work in the right areas.

We must overhaul our pricing and safety net systems to allow our industry to compete on the world stage.
We must let market forces work.  Less, not more, government involvement is needed to make the dairy industry the best in the world.
Thank you.
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