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My nameisAl Squire. | am adairy producer from Hagerman, New Mexico. My wife
Lindaand | own and manage South Wind Dairy. South Wind Dairy milks approximately 3800
cows and has been operated continuoudy since 1994. We ship our milk through DFA and the
Greater Southwest Agency. South Wind Dairy isamember of Dairy Producersof New Mexico
and my testimony is given today on behalf of Dairy Producersof New Mexico.

Dairy Producersof New Mexico (DPNM) isa not-for-profit trade association of
producersin New Mexico and Wes Texas. It advocatestheinterestsof its producer members
beforelegidative, judicia and agency proceedings. DPNM representsapproximately 80 percent
of thedairy producersin that region. We serveasaliaisonfor national, stateand loca issues,
provide educationd servicesfor our New Mexico dairy farmers,; and act as a source of
informationfor our communities, regulators, and legidators. Dairiesthat join DPNM do soona
voluntary basisand pay membership dues. As a producer-only organization, we are one of the
few groupsthat spesk on behalf of only producers.

Dairy Producersof New Mexico has been very activein the debate of national dairy
policy, especially on matterswhich impact the prices recelved by dairy farmers. For example,
DPNM wasvery activein the rule making required by the 1996 FAIR Act, particularly inthe

establishment of pricing formulasfor Class111 and ClassIV milk.



Dairy Producersof New Mexicoisachief proponent of several proposasbeforethe
Department. In addition, other partieshavejoined in their support of our proposals. They are
Select Milk Producers, Inc., Lone Star Milk Producers, Inc., ZiaMilk Producers, Inc., and
Continental Dairy Products, Inc. Whilewe are pleased to havethe support of these cooperatives
for our proposals, my statementsheretoday have not been reviewed or endorsed by any of them.

Severd Lone Star, Select, and Ziamembersare also membersof DPNM. DPNM aso
has many DFA shippersas our members. While DFA has not formaly joined in support of our
proposals, we do gratefully acknowledgetheir support of some of our proposals. For example,
DFA Proposa Fiveisthe sameasone portion of our Proposal Six addressinga mathematical
error inthe calculation of butterfat shrink. Similarly, we sharecommon ground with one of
DFA's proposals. Inthe case of the use or non-useof barrel cheesein the formula, if our proposa
to replaceNASS with CME is hot accepted, we support DFA's proposal to eliminate barrels
from theformulas.

History of DPNM?’s positions. DPNM believesthat dairy regulation must result in
pricingthat isfair to all producersof al sizesin al geographicregionsof the country. When end
product pricing becamethe formulawe expected afair and full disclosureonformulas. We
proposed the use of CME pricing in 2000 and we believethat the past few years have shown that

the CME providesthe best measure of commodity prices.




Natureof thedairy industry in New Mexico' and West Texas?
Milk productionin the state of New Mexico has grown fiom 600 million of poundsin 1980 to
7.6 billion poundsin 2006. Our 360,000 milking cowsare managed by 172 producers, ranking
New Mexico seventhin the nationin milk productionwith 4% of national milk production. New
Mexico ranksfirst in herd size per farm (more than 2,000 milking cows per farm). The dairy
industry impactsthe New Mexico economy in threeways: 1) it hasadirect impact inthe
economy as processing plants (fluid, cheese, powder, icecream, etc.) demand and buy milk or
meat animalsdirectly fiom the dairy farmers; 2) it hasan indirect impact by purchasing labor,
feed, energy, livestock, real state, etc. from linked local industriesto produceafinal product as
milk or meet animals; and 3) it hasan induced impact by the consumption effect of people
employed in thedairy industry and peoplein other allied industries. Accordingto aforthcoming
analysisof the economicimpact of the dairy industry in New Mexico, dairying resultsin $1.03
billionin cash receiptsfor producersand accountsfor 1600 direct jobs. Thetotal economic
impact reaches$2.64 billionin total economic activity and directly or indirectly contributesto
over 15,000 jobsinthe state.

Accordingly, itisintheinterest of New Mexicoto seethat itsdairy industry is not
negatively impacted by changesto the manufacturingprice formulas. Accordingto New Mexico

State University, “milk cash receiptsare the most important incomein New Mexico dairy farms,

'«The New Mexico Dairy Industry: An Economic Engine," Victor E. Cabrera, Robert
Hagevoort, Extension Dairy Specialists, New Mexico State University (publicationforthcoming).

*The Dairy Industry in Texas: Accounting for its Economiclmpacts' Victor E. Cabrera,
Robert Hagevoort, Extension Dairy Specialists, New Mexico State University (publication
forthcoming).



which may account for as much as about 95% of the grossincomein dary farms. Therefore, the
pricefarmersreceivefor their milk has a substantial influencein the overall economicimpact the
dairy industry to the New Mexico economy.™

Texashasasimilar impact on its economy asaresult of dairy farming. Thestate of
Texas produced 6.44 billion pounds of milk (3.6% of the 177 billion poundsof milk producedin
the United States) in 2005. Milk productionin Texashas experienced anincrease of 78%in the
last 26 years (1980-2005). Today, six out of thetop ten dairy countiesin Texasarelocated in
the Northern High Plainsof West Texas, accounting for 319 of Texas milk production. Thetota
cashreceiptsof Texasdairiesin 2005 was$ 1.031 billion, of which 95% was dueto the sale of
milk.
Proposalsat thishearing

Theproposalslby DPNM can be broadly described as (1) using the CME spot pricesto
replace NASS surveyed pricesin the pricing formula; (2) correctionof amathematical error in
the butterfat shrink portion of the formula; (3) adjust the yieldsin formulasto reflect current
manufacturing efficiencies; and (4) adjust make alowancesto conformwith Cornell’s reported
survey results. Detailsand datain support of each of these proposalswill be provided by other
witnesses. | am not atechnical witness, and will defer any questionsabout the specificsof the
proposalsto those witnesses.
Positionson other proposals

DPNM opposes proposal one. We oppose proposa one asit conflictswith our proposa
threeto sat make alowances based upon the Cornell Study.  Other witnesseswill havethe

specificson that proposal. DPNM opposesthe use of Californiaplant costsfor setting make



allowancesin the rest of the country. What it coststo produce cheesein Cdliforniaasacostis
irrelevant to the cost to produce e sewhere. 1t would be like setting sal aries based upon the cost
of livingin New Y ork City or San Francisco and applyingthoseto placeslike Roswell, New
Mexico or Strongsville, Ohio.

We oppose proposal two. This proposa isabackdoor way of significantly raising make
allowancesbased on older, lessefficient plantsin afew milk marketing orders. Thefocusshould
be on the efficient. More importantly the complaint has been that the NASS survey pricelimits
processorsthe ability to passon costs. By adopting our proposal to use the CME, the need for
such high make allowancesis unnecessary.

We support proposa fivethrough our proposa six. Proposal fiveby DFA is nearly
identical to our proposal six.

We oppose proposal nine. As USDA has stated, thereis no presentation of datato show
the value of whey cream or how itisused. Other witnesseswill addressthe technical aspects of
our opposition.

We oppose proposal ten. For similar reasonsin opposing IDFA’s proposal ten, we oppose
AgriMark’s proposa ten.

We oppose proposa eeven and twelve. The need for a barrdl adjustment i s unnecessary
with the use of the CME block pricein place of the NASS survey. Inthe event that the
Department does not accept our proposal to replace NASS survey with CME, wewould support
proposal thirteen by DFA and NDA.

We oppose proposdl fourteen. The problemswith NASS survey usage are severd

including alag between the CME and incorporationinto formulasand the issueof circularity in



theformulas. This proposa only addressesthe lag and not the other. Replacement of NASS
with CME solves both and makesa simpler program.

We have no pogition on sixteen. We have not had sufficient timeto anadyze and discuss
sixteento take a pogtionat thistime.

We oppose proposa seventeen. Energy costs are a key component in producing milk. We
useit to power our milkers, cool our milk, irrigateour fields, harvest our crops, feed our cattle,
handle our animal waste, and haul our milk. The only way we haveto recoup higher energy costs
isfrom the buyersof our milk. Thereisno other avenue. Proposal seventeen not only blocks
that potentia but automatically shiftsthe higher costs of energy at plants back onto producers.
Producersshould not be madeto assumetherisk of energy cost increasesat the plant. They
should get it from the market. If current formulas keep that from happening, thenfix the
formulas.

We do not have a position on proposal eighteen. During the FAIR Act reform, DPNM
was aleader in therequest for the use of acompetitive priceformulafor settingvaues. Itisthe
only formulathat can capturefarm economicfactors. Unfortunately thereisan insufficient
supply of unregulated milk. Wewill look to seewhat the evidenceisand may takea position
later in the proceedings.

We do not have aposition on proposal twenty. This proposal hascometoo latefor usto
analyzeand discussaposition. Adoption of our proposa fifteen will make such proposa
unnecessay.

Additiona argumentsregarding our positions on these proposalswill be included in our

post-hearing brief.



