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{Docket No. AO-14-AT6, et .. DA—O’?—OI}

I am Neil Gulden, Dlrector of Fluld Marketmg for Assoclated M.llk Producers Inc. (AMPT). My oﬁce a.ddress }

is 315 North Broadway, New Ulm, Mm.nesota, 56073 I have been employed by AMPI for 36 years the last 30_' |

of whlch I have represented AMPI at most federal order hea;rmg procedures

N AMPI represents apprommately 4000 dalry fanners in7 Imdwest states Currently our. mtlk 1s pooled in Federal :

' Orders 1030 (Upper Mldwest) and 1032 (Central)

My testnnony is m opposition to proposals I, 2,3, 4 and 5ag offered by Natronal Mllk Producers Fedcraoon'

(NMPF)

' AMPI i8 & member of Natlonal Mﬂk Producers Federatlcn, but certamly are not represented by NMPF on this

ISSUG

In thetr request for an emergency hearmg on Class I and II prices, NMPF statcs their basm is dlrectly related to

the proceedings in [Docket No. A0-14~A74 et al.; DA-06-01] dealmg w1th “make allowance” adjustments in

the formulas for setting Class Il and TV pnces They state that “any changes to the Class ]]I and IV make”
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 allowances will also result in lower Class I and 11 prices for producers” and that tlﬁi_s will oreate'unneeessa:y and

- unjustified economic hardships. for dairy producers, .

The fact is that formula prlclng thh ﬁxed make allowanc:,s has gradually overbtated CIass I and v pnces )

: relatwe to the value of' the commodmes used in Those formules, namely eheese whey powder, butter and honfat’ '

- dry mllk To the extent that processmg costs ]mve xncreased since the late 1990’5 when the make allowances

were determmed manuiacturers of these products have not been able to realnze the “formula calculated“ Class

1 and IV return from the market value of these commodities. On the other hand, since Class 1 and I pnces are

a dlrect result of Class Il and IV pnces plus a dlfferemlal suppliers of Class I and II milk sxmply pass on these'- 8

“formula calculated” minimum prices 1o ﬂutd rmlk customers, who are legal]y bound fo pay them

NMPF argues that if these make allowances are 1ncreased to aetual or mcreased at all, that suppllers of Class I

and 11 mllk should receive “‘offsettmg compematxon“

Tn the ahbenee of component f'ormula pricing the make allowances would not have even been an issuc because

the competmvo price used prior would have reﬂected the mc:eaﬁ;ed make allowances in the Class IH and IV B

prlce and consequently in the Class 1 and I pnees

- We believe that what has really been created by formula pm ing w1thout ‘make allowance adjustments is an

wnintended increase of Class T and TT milk prices and enhanced blend pnces the benefit of' which was

dlspropomonately based on utll1zat10n NMPF § proposal now treats this pnce enhancement as an enutlement




The fact, as NMPF states, that producers costs of milk production and supplying Class I and 11 maskets has

increased is indisputable. However, this is insufficient reason to effectively raise Class I and II differentials at

all ldcatio_ns, as stated.in the Depa.rtmei_mts preliminary economic analysis of the NMPF proppéal.

One of the key questions is whether there is an adequate :auppiy of grade AN rmlk USDA’s Agncultural
I' ..Marketmg Service’s Mllk Markcnng Order Stausucs for J'anuary through Octobcr ’3006 for a.ll markcts
combined shows aClass 1 utilization of ?7% The balance, almost 2/3 of the federal order mllk has to be used :
in somc form of manufactuzfing either (_Jlass 11,' 1] or IV. . We contend that the federal order pricing system has _

created moro than a sufficient supply for Class I use.

The Federal Milk Marketing Order program is a mar_kcting program \mth the objective of assuring that fluid -

(drinking) milk rnarkets are ad.cquatcly sup'plied There is no. guarantee that ali the milk needed Will be

produced or bottled in thoae same markets, but the fact that the bystem, by settmg minimum pnces has created '

o enough grade. A milk to get the Job done is hard to deny.

Logistics' may be more of 'a.problcm_in\éome areas than others, but the system and the market place have taken

care of that through individual order regulatibns,'plus over-order premium structures where needed. If there

isn’t enough milk yca_r»rdund_in some ,.a}eas, the market finds the best way to get it there and should be allowed

to continue to do so. There arc better regulawry,taols,'with much less burden on prn_dubcrs and consumers, for
-this ‘purpose.  These include expanded use of transportation credits, balancing payments, and location

adjustments in producer blend prices to account for differences in raw milk value to the market in which milk is

pooled. - )




' The 15sue as we see it is not whether cost of production and supplymg Class 1 and IT milk have 1ncreased The

issue is w‘hether the system has created the proper mcentwe to prov1de enough Grade A milk and 1f the rnarkets:_ |

are being adequately supplled The answer to both of those is yes.

Eﬂ"ectwely tncreasmg Class I dlﬂ‘erenuals 73¢ per hundredwelght across all orders would certamly raise prices
o dalry farmers but very inequitably. A lot more to some in higher Ciass I utlhzatlon markets and very Itttle to

 those in predommantly manufacturmg areas of the country

It would most certainly create a supply Tesponse whieh would work its way baek into manufactured products
and have a depressmg price effect on Class m and IV prices. This would effecttvely turn the lm:uted Class I_'

_ beneﬁt malow ut111zat10n market into a net negattve result

_ Keeping 'Class‘ I and ﬁ:prices l.inked tlirectly to conlmodity inarkets through the Class I and IV prices .is .
) 1mportant Supply ancl dernand does work and as Iong as the Federal M1lk Marketmg Order ob]ectlves as we
‘have - dlscussed are bemg met, effectlvely mcreasmg Class T and I differentials would simply help some
farmers at the expense of others The Federal Mﬂk Marketmg Orcler program isa marketmg tool, not a support.

' pnce program.

' IfUSDA truly wants to help cover dalry farmer s iricreased costs, one equltable way to handle any effeetlve

N increase in Class [and I dlfferentlals would be to pool. the revenue generated ona Natronal basis.

Another alternative would be to make the price support pro'graln. better reflect actual costs. I realize this is -
. outside the ability of this proceeding, but as long as the link to Class Il and IV is retained, it absolutely helps all

dairy farmers,




Emergenc\i Marketing Cenditions :

We belleve that emergency marketmg cond1t1ons do not exist, espemally in hght of the short time ﬁ*ame

- between the hearing announcement and the hea.rmg date A recommended decxsmn with ample tlme for

comments is needed before any actton by USDA Part1cular1y in llght of the possnble ramlﬁcatlons and reglonal

contentiousness of thls 18sue,

~ This concludes my statement,




