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Thank you for the opportunity to be here today.  I'm Warren Erickson, Chief Operating Officer of Anderson-Erickson Dairy Company in Des Moines, Iowa.  I am a third generation dairy operator and run the company with my sister and father.   AE is one of the few remaining, large independently-owned dairies in the country.   You know our company well, Mr. Chairman, and I would like to thank you for your leadership as our Congressman on behalf of the Iowa dairy industry.
I came back to my family’s dairy business after some time in the accounting industry. And, I’m here to tell you that complicated accounting and tax regulations can’t hold a candle to Federal Milk Marketing Orders. That is why, we support Congress creating a Commission of industry experts and USDA officials to look at the future of the Federal Milk Marketing Orders and the problems that plague the system. Here are just a few we have experienced, for example:

· After 70 years, the federal government still operates a discriminatory pricing system that assigns prices to milk based on the products it’s used to make. At AE, we pay the highest prices because we produce fluid milk, known as Class I, and yogurt and other cultured products, known as Class II. There are also two other classes – Class III for milk used to make cheese and Class IV for milk being turned into butter and powder. As far as I know, no other perishable commodity in America regulates prices this way. And there is no real reason milk should be.
· For fluid milk processors, like us, we also pay more for our milk based on a system that originally priced milk according to the distance of a plant from Eau Claire, Wisconsin. Known as “Class I differentials” today, you can see from this map that the price of Class I milk still goes up the further you get from Eau Claire. This regional based pricing method doesn’t fit today’s economics or dairy industry. 
· And, I can tell you from first-hand experience that the formal rule-making process used by USDA to modify complicated Federal Order rules is unresponsive based on the realities of our business environment, unreasonably slow and costly to everyone involved.

Here’s an example of how out of touch the Orders are. We buy from both co-op and independent farms at AE.  We have a new dairy farm in our area and we plan to buy their milk. But, how do I explain that the Class I price – reported each month from USDA, is what I pay for the milk, but not what my farm suppliers receive?  In frustration, I refer to it as a communist system where the market administrator tells me what to pay, instead of what my supplier and I both agree on is a fair price.   In addition it is exceedingly complicated to explain to the supplier what they will receive as payment for their milk shipped to AE.  A more straightforward approach would be much easier for all parties involved.
At AE we would value being able to directly forward contract for the milk going into our yogurt products – it's a simple, understandable, and voluntary price agreement that would take the guess work out of milk procurement for me and my farmers. Please fix this by reauthorizing the dairy forward contracting pilot program in the Farm Bill. 
But Federal Orders have bigger problems than restricting the use of forward contracts. For example, several years ago I testified at a USDA hearing on the implementation of congressionally-mandated Federal Order Reform. Can you imagine being cross examined by USDA officials on the interplay between cheese, butter and powder prices, and the distance of my plant from Eau Claire, Wisconsin? I gave it my best shot. 
After three years of deliberations during the last Federal Order reform, countless hours of testimony and hundreds of thousands of dollars spent by processors, co-ops and the government on the process, USDA ultimately proposed a more market-oriented pricing system. However, Congress intervened and mandated a different scheme with higher Class I differentials. This result hit our bottom-line pretty hard. Higher prices for our milk lead to less consumption, which not only hurt my business but hurt our dairy farmers as well.
From my perspective, a pricing system that makes my milk from Iowa more expensive than milk sold to a Minnesota cheese plant, but less expensive than the price of milk in Florida doesn’t make sense.

You see now why we have this tension in the system – the outcome is always different depending on where your farm or plant is located, and what the milk is used for.  There has got to be a better way.
However, no one can agree on how to fix the Federal Order system. And, fixing it will not be an easy or fast process because the problems are so complex and solutions so politically-charged. 

Mr. Chairman, I believe Congress can rise above the regionalism and divisiveness that comes with trying to solve such problems in the political arena by charging the dairy industry to work together to find a consensus and solve our own problems. That is why we support Congress creating a commission made up of producers, processors, USDA officials and experts to recommend ways to streamline and simplify the system, increase its responsiveness to market forces, and ensure that it’s still serving the best interests of the industry and consumers.

In spite of all of the complications and uncertainty, AE will continue to do our best to meet our consumers’ demands and try to increase milk and dairy consumption.   We will continue to do business according to the high standards of quality my grandfather used when he started our company 77 years ago.  In the short term, please give us some assistance by establishing a Federal Order commission. Thank you.
