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Mr. Chairman, congratulations on your Chairmanship and thank you for the opportunity to be here today.  As you know, Wells' Dairy has given Le Mars, Iowa, the distinction of being the "Ice Cream Capital of the World."  Our Member of Congress, Representative Steve King, also serves on this subcommittee, so with you and Representative King, Wells' feels like the Farm Bill is in good hands.

As a large regional processor serving a national market, federal orders and our nation's dairy policies greatly impact our business.
At Wells’ Dairy, we are constantly looking for ways to make our business processes faster, more efficient and reduce waste. Competition in the dairy industry is challenging and our margins are squeezed very tightly. We have a strong relationship with our suppliers and we take pride in dealing with all family owned farm businesses.
Unfortunately, Federal Milk Marketing Orders and other federal dairy programs are based on outdated, inefficient business models that in many ways impede our ability to increase sales of dairy products in the marketplace.  This isn't good for our business or for farmers, and we think the programs need to change. Since 1976, milk consumption has declined by 36% to 21 gallons per capital in 2005 - the lowest level on record. 
Looking back, Federal Orders played an important role -- helping to stabilize the milk supply after the Great Depression and through World War II. However, with our modern infrastructure and a growing milk supply, we need to ask, "Do Federal Orders help us or hurt us in making today's dairy producers and processors more competitive in the marketplace?"  
I can’t think of any other business in America, outside of dairy, where the government sets the price, constrains my allowable overhead costs, requires manual reporting of what is bought, manufactured, transported, and sold; and then charges us – the milk buyers - for the cost of administering this system. 

Let me give you an example of how illogical, time consuming, and costly the system has become.  Wells operates partially in the Central Order, which stretches from Oklahoma to South Dakota and Illinois to Colorado. In 2005, the rules changed so that now, to qualify for the producer settlement fund, or "pool", we have to ship farm milk that would normally be processed in our Omaha yogurt plant to Le Mars. At the same time, we have to do the reverse – that is, transport milk that is produced close to our Le Mars plant to the Omaha plant.  This change has increased our transportation costs, for no logical reason, but merely to comply with unnecessary federal regulations.  Can anyone imagine a business voluntarily swapping inventory between two plants?  Perhaps even worse, Federal Order rules didn't allow processors to vote on this decision … only dairy farmers, or more pointedly their coops, were the only voters.

Wells competes with companies inside the Federal Orders, with California which is outside the federal system, and with some unregulated plants. You've heard how cumbersome and slow the regulatory pricing system is. And, you have probably heard of ideas being discussed to "fix the system" - such as, bringing CA into the federal system, or making one national order.  It is impossible to generalize about the impact of these proposals on Wells' Dairy -- the devil is in the details -- that is why we need a Commission to study and make non-politicized recommendations and wring as much inefficiency out of the system as possible. We can look to California for a possible model to consider. Their system does have speed and responsiveness in making cost changes. 
Mr. Chairman, that brings me to another important point. One way to improve the system is to take away some of the uncertainty, and better manage price risk, by allowing producers and processors to forward contract.  Because of Federal Orders, processors like Wells are restricted from working out price agreements, or forward contracts, with producers.   Wells participated in USDA's dairy forward contracting pilot program, until it expired in 2004. The program was successful in helping farmers go into business in Western Iowa. We need to get this basic risk management tool back. And please, in the process, don't add unnecessary paperwork and oversight.  Dairy processors and producers are sophisticated business people, and we do not need additional USDA handholding. 
Mr. Chairman, bringing back the dairy forward contracting program is the number one Farm Bill issue for us at Wells Dairy.  Forward contracting will help us plan ahead to ensure that Iowa's processing capacity can handle Iowa's growing milk supply. Forward contracting will make it easier to do long-term planning and attract needed investment in farms and plants. I can tell you from first hand experience it helped dairy in Iowa grow.  

I want to finish on the point I started out in this testimony -- business efficiency can only go so far unless it is complemented by government efficiency.  We need more efficiency in the Federal Order system - and to find the right solutions will require a well thought out consensus from a Commission of experts -- not quick fixes. Unrestricted use of dairy forward contracting is also needed to ensure that all milk buyers and sellers can achieve greater price stability -- a key component in any successful business plan.

Thank you for your time today.
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