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1315 K STREET
MODESTO, CALIFORNIA 95354-0917

TELEPHONE (209) 527-6453
FAX (209) 527-0630

Åugm,t '29, '2007

John R. Mengel, Chief Economist
USDA! AMS/bairy Programs

Offce of the Chief Economist
STOP 0229-Room 2753
1400 Independence Ave.
SW., Washington, DC 20250-0229

Re: Docket # AMS-07-0047; DA-06-07; July 2, 2007 Federal Register; Pages 36341-36345

Dear Mr. Mengel:

Western United Dairymen (WUD) is the largest dairy producer trade associallon in California,
representing approximately 1,100 of the state's 1,800 dairy farm families. On behalf of our members, we
would like to support the Dairy Product Mandatory Reporting program and offer comments on the
prevalence of the use of forward contracts in nonfat dry milk reporting procedures.

With respect to mandatory reporting of dairy product prices, quantity, moisture content and storage of
dairy products, we urge USDA to move rapidly towards the establishment of the program. Accurate,
timely data is essential as the information is a vital element in sending appropriate market signals. .The
published information is also used by industry stakeholders in assessing market conditions and in making
important business decisions. Inaccurate reporting undermines confidence in the system and creates
undue hnrdi;hip for thoi;e impacted-

'With i-espect tu the inclusiun u.f D_.rwanl cuntnicts in the nun.fat dry inilk repurting prucedures, ~"ie u.Ier
the following comments:

. The California Department of Food and Agriculture (CDF A) recently concluded a public

hearing on the weekly and monthly nonfat dry milk reporting procedures for the issuance of
the monthly California Weighted Average Price (CW AP) for use in setting the California
regulated minimum prices.

. Currently in California, negotiated fixed prices and associated volumes are reflected in the

CW AP price for the period in which it is delivered, regardless of its relation to the spot price
for that pei-où or contrad execution ùate. 'ilie CWAP NFDM piic¡;s are then useù to sd th¡;
minimum class prices for the same period. This means, a forward contracted price negotiated
on January 1, 2007, for instance, could be reflected in the minimum Class 4a price for January
2008 (or any other mont~, depending on when the volume is shipped).

. WUD petitioned for the hearing and suggested that California's price reporting procedures for
NFDl\ll be revised- Specifically, we asked that only those contracted sales that are delivered
within 90 days of contract execution shall be included in the weekly and monthly CW AP prices.
That is, we suppoi1ed the inclusion of sales for which prices are set up to 90 days before the
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transaction is complete (i.e., nonfat dry milk is shipped out and title transfer occurs). TIiis
proposal is less restrictive than the 30-day window proposed in the interim final rule.

. TIic inclusion of fixcd priccd contracts in Califon1ia lcd to hugc disparitics bctwccn thc CW AP
and NFDM price repoi1ed by NASS beginning late 2006 through June 2007 when the contract was
finally filled. The usual predictors of price (demand, production, inventories, etc.) were muted
::eaini;t laree volumei; of powder th::t wai; priced many monthi; prior- Our memheri; fp..e trut
outcomes such as this arc in conflict with the general intent of end-product pricing.

.

We put together a pIT'po~al w-ith the intent to captui-e l'.JTf)l'f pi-ice~ that ai-e i-eflective of cunent
market conditions while at the same time allowing for some flexibility in the marketing ofNFDM
and price risk sharing.

Opponents of our proposed changes argue that a 90-day limitation for the inclusion offixed priced
~ontnld~ wi11 inhihit thp. ahility to markp.t nonfat nry milk intp.t'ationa11y T Tnnp.i.~tannahly, thp.

global marketing of powder is no easy task. Resources are needed to research, plan and make
critical marketing decisions. We are well aware of the need to maintain this ever-growing market
as it is cei1ain1y a market of our future. However, we believe marketers of powder would be able
to operate effectively under our proposed price reporting procedures as our proposal allows for the
inclusion of fixed plice volume within a 90-day period. This doesn't mean that marketers can not
offer a longer fixed price forward contract; it just means that the risk of price fluctuations beyond
90 days wil need to be hedged. The risk of price fluctuations within a 90-day period will be
borne by the producer, the lisk beyond 90 days will be borne by the marketer ofthe product.

Because the marketer ofNFDM is privy to the exact volumes and prices for contracted sales
that are shipped beyond 90 days from contract execution, they have the ability to utilize risk
management tools. Though the Chicago Mercantile Exchange (CME) nonfat dry milk futures
have historically experienced litte to no volume, the tool is available. We understand that the
exchange has historically lacked intcrcst from scllcrs ofNPDM but that buyers would be
p.~,gp.r to I'm""iriI'~tp. Thmi,gh wP. rp.ro,gni7p. ~()mp. initi~l rp.~i~t~nrp. (~nn I'0tp.nti~l h~rrip.r"') to
trading NFDM futures at the CME might exist, we believe this market could eventually
experience the same liquidity and interest as other dairy contracts at the exchange, especially
as buyers worldwide turn to u.S.-sourced powder.

.

. We recognize that our suggested changes do not min-or the NFDM sales report speeifioations set
forth in USDA's interim final rule. We urge USDA and CDFA to communicate and work towards
convergence of the two reporting systems. If California's procedures stay status quo with no
limitations, and USDA adopts its interim m1ing, it is certain to create massive problems for
producers and processors alike. Large, sustained discrepancies are a catalyst for disorderly
marketing practices and arbitrage incentives would undoubtedly develop. .

We greatly appreciate your attention to these matters and look folvvard to USDA rcaching a final decision.

Very truly yours,~Øf,.
Michael L. H. Marsh, CPA
Chief Executive Offcer


