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P-ROCE-EDI-NGS
(8:01 a.m)

JUDGE GUTHRI DGE: Good norning. M
nane is Clay Guthridge. | ama Chief
Adm ni strative Law Judge in the Federal Maritine
Commi ssion and |'ve been detailed to the U S.
Department of Agriculture to preside over this
rul emaki ng hearing. First thing, let ne ask you,
if you would please, if you have cell phones,
ot her el ectronic devices such as that, either
turn it off or at least put it on silent.

Can | have the appearances of the
counsel , please?

MR HLL: M nane is Brian H Il from
the United States Departnment of Agriculture's
O fice of General Counsel. |'mrepresenting the
Department of Agriculture in this matter.

JUDGE GQUTHRIDGE: One is missing, so
counsel for --

MR. DAVIS: Dw ght Davis, counsel for
t he Proponent.

MR QU ROS: Paul Quiros, counsel for

Neal R. Gross and Co., Inc.
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Pr oponent .

M5. MYERS: Regina Myers, counsel for
Pr oponent .

JUDGE GUTHRI DGE: Thank you. W're
here today on a proposal to pronul gate a
mar ket i ng agreenent covering 15 states, a
mar ket i ng agreenent for pecans pursuant to the
requi renent of the Agricultural Marketing
Agreenment Act of 1937. The Act is codified as 7
United States Code Section 601-674, and the
proposal is Docket No. 15-0139AC FV, and the
proposal itself was published in the Federal
Regi ster on July 2, 2015, 80 Federal Register,
Page 38021 to 38032.

The proposal was submtted on behal f
of the pecan industry by the Anerican Pecan
Board, the Proponent group which is conprised of
pecan growers and handl ers from across the
production area. And the production area is
defined as the Carolinas, south to Florida, and
t hen across the Southern United States, all the

way to California.

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

The proposed order woul d provide
authority to collect industry data and to conduct
research and pronotion activities. |In addition,
the order woul d provide authority for the
i ndustry to recommend grade, quality, and size
regul ation as well as pack and contai ner
regul ati on, subject to approval by the Depart nent
of Agriculture.

The program woul d be financed by
assessnents on pecan handl ers and woul d be
| ocal |y adm ni stered under USDA oversight by a
council of 17 growers and shellers, also known as
handl ers, nom nated by the industry and appoi nted
by t he USDA.

Hearing sessions will be held here in
Las Cruces today, July 20th and 21st, and with a
carryover, possibly, until Wdnesday the 22nd,
then the hearing will continue in Dallas, Texas
on July 23rd and 24, with a possible carryover to
July 25th, and then Tifton, Georgia fromJuly
27t h through the 29th, with a possible carryover

to July 30th
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The purpose of the hearing is to
receive information relating to the proposal and
it is my function and responsibility to conduct
the hearing and to ensure that all persons who
want to present relevant evidence or otherw se
participate in the public hearing have an
opportunity to do so.

The information presented at the
hearing will be conpiled into a witten record
and used by the Secretary of Agriculture to make
a decision on the record. The decision will be
based on the record nmade in the hearing
consisting of the testinony and statenents of the
wi t nesses and any exhibits submtted and entered
into the record.

Any interested person may testify. |If
you're here and not already on a witness list, if

you'd I et one of these U S. Departnent of

Agricul ture personnel know that you want to
testify, and they'll see to it that | get notice
of that.

The testinony may be admitted as | ong
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as it's not immterial, irrelevant, or
repetitious. Interested persons nay al so submt
a witten statement instead of or in addition to
testifying. A witten statenment should identify
t he person who is naking the statenment, including
nane, address, and ot her contact information, and
occupati on.

I f you submit it, please send in five
copies, either give it to the court reporter if
you're here, or send it to the Departnent of
Agriculture in Washington. The witten statenent
wi |l becone an exhibit and given to the reporter
to transmt to the Secretary's office.
Representatives of the Departnent of Agriculture
are available to give you assistance on that.

Any interested person may ask
guestions of w tnesses who present testinony. |f
you want to ask questions of a w tness, please
respond when | ask you at the conclusion of the
Wi t nesses prepared testinony.

Deborah Gonzal ez, who's seated stage

| eft over there, is the court reporter and she'll

Neal R. Gross and Co., Inc.
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record everything said at the hearing and then
prepare a witten transcript of this testinony,
which will beconme part of the record. |'msure
that she'll appreciate that if you are testifying
or asking questions, you speak clearly into the
m crophone and make sure she can under st and.

After you testify, | may ask you to
consult with her to clarify any words that she
m ght not have clearly understood. |f you want a
copy of the transcript, you would need to nake
your own arrangenents. There'll be one via copy
on file with the Departnent of Agriculture in
Washi ngt on.

Now, M. Hill, there are four
foundati onal exhibits that | understand need to
go into the record right at the beginning. Do
you have those?

MR HLL: That is correct. Rupa wl]l
be handling this one.

M5. CH LUKURI: Yes, Your Honor. So

JUDGE GUTHRIDGE: Is that on?

Neal R. Gross and Co., Inc.
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M5. CHI LUKURI: Okay. Yes, Your
Honor, so we'd like to mark sone exhibits for
addition to the record, and as you said, these
four exhibits are required by the regulation in
this proceeding. So Exhibit 1 is a copy of the
Federal Register Notice of this proceeding and it
was published on Thursday, July 2, 2015. Exhibit
2 is atrue copy of the Notice of Hearing to
i nt erested persons.

Exhi bit Nunber 3 is a press rel ease
regarding this hearing, and it's also a
certificate of the press release. And Exhibit
Nunber 4 is a certificate of officials notified
concerning this hearing. And here, there are 15
states in the proposed production area, so the
Governors of those 15 states were notified.

And | would |ike those four exhibits
to be admtted to the record, Your Honor, and
"1l pass themoff to the court reporter.

(Wher eupon, the docunents referred to
were marked as Exhibits 1 through 4 for

i dentification.)

Neal R. Gross and Co., Inc.
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objection to the adm ssion of those four

exhi bits?

regul atory text.

MR. QU ROS: Thank you very

her e.

exhibits are admtted into the record.

Neal R. Gross and Co., Inc.
(202) 234-4433 Washington DC
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JUDGE GQUTHRI DGE: Is there any

MR, QUIRCS: Your Honor, we don't have
any objection. | just want a clarification. As
part of the Exhibit Nunber 1, the copy of the
Federal Register Notice of this proceeding, it
i ncludes a copy -- does it include a copy of the
proposed federal marketing order for pecans?

MS. CH LUKURI: Yes, the Notice of
Heari ng, what was published would be the, |

guess, preanble, but it also is a proposed

nmuch.

M5, CH LUKURI : ' msorry, Your Honor,
| didn't have a chance to identify nyself before.
"' m Rupa Chilukuri. So that's RUP-A GCHI-L-

UK-URI, and I'mrepresenting the Departnent

JUDGE GUTHRI DGE: Ckay. Thank you.

So if there's no objection, then those four

Ms.

www.nealrgross.com
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CGonzal ez, |l et me know when you're ready. You
ready? M. Hill, would you call your first
Wi t ness, please.

(Wher eupon, the docunents previously
mar ked as Exhibits 1 through 4 for identification
were received into evidence.)

MR HLL: W'dlike to call Don
H nman.

JUDGE GUTHRI DGE: Pl ease rai se your
ri ght hand.

VHEREUPCN,

DON HI NVAN
was called as a witness by Counsel for the
Department and, having been first duly sworn,
assuned the witness stand, was exam ned and
testified as foll ows:

JUDGE GUTHRI DGE: Pl ease state your
nane, address, and occupation for the record.

THE WTNESS: M nane is Donald
H nman, spelled DO NA-L-D, HI-NNMA-N, and ny
profession is econonm st, and ny hone address is

Al exandri a,

Neal R. Gross and Co., Inc.
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Virginia
JUDGE GUTHRIDGE: M. Hill?
MR HLL: M. Hi nman, could you
please tell us a little bit about your
educati onal background?
THE W TNESS: Yes, | have a Master's
and Doctorate in Agricultural Econom cs from
M chigan State University. | have worked for the
Pronotion and Economics Division and its
predecessor divisions for 13 years, and prior to
that, | was a teacher of economcs in the
Uni versity of Wsconsin system
DI RECT EXAM NATI ON
BY MR HILL:
Q And how | ong have you been with the
USDA, you sai d?
A Thirteen years.
Q And have you participated in hearings
like this before? In rulenmakings like this.
A Yes, | have.
Q And how many tinmes would you estimte

you' ve done so?

Neal R. Gross and Co., Inc.
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A In rul emaki ng, nore than a dozen
times, and this is the third pronulgation |'ve
been i nvol ved wth.

Q So in this particular case, you have

prepared two different docunents, is that

correct?

A That is correct.

Q And you have personally prepared those
docunent s.

A Prepared themin collaboration with ny

col l eague in notion econom cs division, Catherine
Loft, spelled L-OF-T.

Q And what was the purpose of preparing
t hese docunents?

A The purpose of these tables is that
the data could serve as a reference docunent for
the hearing record and could be used by any ot her
Wi t ness during the hearing.

Q So this was not prepared in order to
take a side in this hearing?

A That's correct. A neutral position.

It is neant to serve as a reference docunent

Neal R. Gross and Co., Inc.
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only.
Q Okay. Now, | see that one of the

docunents you prepared is a statenent, is that

correct?
A That's correct.
Q And do you intend to read this into

the record?

A Yes.

Q Okay. And the second docunent is
what ?

A The second docunent, the docunments are

in two parts, there's the pecan data tabl es,
consisting of 26 tables, and a second Part 1|
docunment of three additional tables, plus the
Wi t ness statenent itself.

Q So the Part Il docunent is part of
t hat pecan data table's crop val ue, production,
and price for 1994 through 2014, is that correct?

A That's correct.

MR. H LL: Your Honor, | would like to

mar k these for evidence, his statenent as Exhibit

Nunber 5, and the two renmining tables as Exhi bit

Neal R. Gross and Co., Inc.
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Nunber 6.

(Wher eupon, the docunents referred to
were marked as Exhibits 5 and 6 for
i dentification.)

JUDGE GUTHRI DGE: All right.

MR HLL: Oay, M. Hnman, it seens
| i ke you're ready. You can proceed w th reading
your statenent.

THE WTNESS: M nane is Donald
H nman, spelled HI1-NMA-N, the last nane. [|I'm
a senior econom st in the Pronotion and Econom cs
Di vision, also known by its acronym PED, Fruit
and Vegetabl e Program Agricultural Marketing
Service, U S. Departnent of Agriculture.

And the purpose of ny testinmony is to
present and submit into evidence a set of tables
representing pecan market conditions, and the
title of the docunent is "Pecan Data Tables: Crop
Val ue, Production, and Price for 1994-2014." The
source of this data is the National Agricultural
Statistics Service of the USDA, also known by its

acronym NASS, N-A-S- S

Neal R. Gross and Co., Inc.
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In the main docunent, there are 26
tabl es covering 7 categories, and there's a Part
|1 docunent with three additional tables. Crop
val ues represented in units of $1000 and
production is represented in units of 1000
pounds, and all tables represent utilized in-
shel | pecans.

| want to define the word utilized, it
nmeans that the crop is harvested and sold into
comercial channels, and it's inportant to
mention this term nol ogy because there are many
comodi ties for which NASS publishes data, for
which all the crop may not be utilized;
har vested, but not utili zed.

And presenting the data in this way
fromutilized crop ensures that the crop, val ue,
production, and price data are presented on a
consistent basis. And now |I'mgoing to refer you
to tabl es and page nunbers.

On Pages 1 and 2, Tables 1 through 3
represent the crop value for each state and for

the U S. Separate tables are presented for two

Neal R. Gross and Co., Inc.
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broad categories of pecan varieties. Table 2
covers inproved varieties and Table 3 covers
native and seedling varieties, and Table 1
conbi nes them both to represent all pecans.

The NASS definition of inproved
varieties is budded, grafted, or topworked. The
production variety category of the table consists
of three tables organized in the same way as crop
value. On Page 3, Table 4 covers all pecan
varieties. Tables 5 and 6 on Page 4 represent
production of inproved varieties and seedling
varieties, respectively.

Table 4 shows that 2014 U. S.
production was 265 mllion pounds. The |ast row
in Tables 5 and 6 represent production of
i mproved varieties and native and seedli ng
varieties, respectively, and percentages of total
U.S. production.

Now, Table 5 shows an inproved variety
production of 222 mllion pounds in 2014,
representing 84 percent of U S. production.

Tabl e 6 shows that 2014 native and seedling

Neal R. Gross and Co., Inc.
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production of 44 mllion pounds represented 16
percent of U.S. production.

It should be noted that all production
tabl es represent the states in declining order of
magni tude by | evel of 2014 production. For
tabl es categorized by region, that pattern is
foll owed within each region. The final colums
in those tables present percentages by state and
t hen curnul ati ve percentages by state. And the
crop value tables are also presented in declining
order of magnitude.

The cunul ati ve percentage col unm of
Tabl e 4, on Page 3, shows that the top three
produci ng states, CGeorgia, New Mexico, and Texas,
representing 75 percent of 2014 U. S. production.
On Page 4, Table 5 shows that the sane three
states represented 83 percent of the U S
i mproved variety production. Table 6 on Page 5
shows that the top three states in terns of
native and seedling production, Cklahoma, Texas,
and Loui si ana, represented 88 percent of U S.

native and seedling production.
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The next section in the docunent is
production by region. NASS publishes pecan data
for three distinct regions. On Pages 6 and 7,
Tables 7, 8, and 9 present production data for
each state in the East, Central, and West
regi ons, respectively. Table 11 presents data
for the entire U S., covering all three regions.

The second to the last row in each of
t hose tabl es shows that 2014 production in the
East, Central, and Wst regions was 75 mllion,
99 mllion, and 91 mllion pounds, respectively.
Wien |"'mreferring to here, for particular
nunbers, |'mroundi ng the nunbers rather than
stating the decimals, which is in the docunent.

Qut of total 2014 production of 265
mllion pounds, the respective regional
per cent ages were 28, 37, and 34.

Al t hough data is published for each
state, there are some years in which data from
particular states is not published by NASS for
confidentiality reasons to avoid disclosing data

for individual operations. On Page 7, Table 10
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conbines into a category called Qher States,
data from several states, for which
confidentiality was an issue in particul ar years.
The years to which this applies are 1994, 1995,
and 2013.

The production data in Tables 7
through 11, representing all varieties by state
and region, is then broken out by the two variety
categories. On Pages 8 and 9, Tables 12 through
15 present inproved variety production by region.
On Pages 10 and 11, Tables 16 through 19 present
native and seedling production by region.

The | ast two categories of the tables
present grower price data. On Page 12, Tables 20
t hrough 22 present annual grower prices per pound
of inprove varieties for each state, categorized
by three regions. On Page 13, Table 23 presents
U.S. annual average grower prices for inproved
varieties, cover all states conbi ned.

On Page 14, Tables 24 and 25 present
annual grower prices for native and seedling

varieties for each state in the Eastern and
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Central regions. Table 26 presents U.S. annual
average grower prices for native and seedling
varieties, covering all states conbined.

Data for 2014 in Tables 1 through 26
was prepared using what NASS refers to as
prelimnary 2014 data, published in January of
2015. It should be noted that NASS issued its
final 2014 production data this past Friday
afternoon, July 17, too late to be included in
the printing of these tables.

And therefore, in Part Il of the
"Pecan data tables", including this Table 27, a
page of pecan data excerpted fromthe July 2015
report known as Non-Citrus Fruits and Nuts.
Table 28 in Part |l conpares the parity price for
pecans published annually by NASS to the season
average grower price for inproved variety of
pecans.

And Table 29, the final table, is a
tabl e of pecan supply and utilization prepared by
t he Econom c Research Service of the USDA. And

t hat concl udes ny statenent.

Neal R. Gross and Co., Inc.
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MR HILL: | would ask that Tables 5
and -- excuse nme, Exhibits 5 and 6 be admtted
i nto evidence, Your Honor.

JUDGE GQUTHRI DGE: |Is there any
objection with admtting Exhibit 5 M. H nman's
statenent, into the record?

MR. QUI ROCS: No objection by the
Pr oponent .

JUDGE GUTHRI DGE: Hearing no
objection, Exhibit 5 is admtted. |s there any
objection to admtting Exhibit 6 into the record,
the tabl es; pecan data tabl es?

(Wher eupon, the docunent previously
mar ked as Exhibit 5 for identification was

received into evidence.)

JUDGE GUTHRI DGE: Hearing no
objection, Exhibit 6 is admtted into the record.
Anything further, M. HII?

(Wher eupon, the docunent previously
mar ked as Exhibit 6 for identification was

received into evidence.)

Neal R. Gross and Co., Inc.

MR. QU ROCS: No objection, Your Honor.
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MR H LL: W have no questions, Your
Honor .

JUDGE GQUTHRI DGE: M. Quiros, any
guestions?

MR QU RCS: No, sir. You covered
parity pricing in your |ast statenent, is that
correct?

THE WTNESS: That's correct. That's
the |ast table of Part |1, the five-year
conpari son of the inproved grower price conpared
to the published parity price.

MR, QU RCS: Thank you, M. H nnman.
No further questions.

JUDGE GUTHRI DGE: Does anyone in the
audi ence have any questions of M. H nman? Then,
M. H nman, you're excused. Please see M.
CGConzal ez, see if there's any words that she needs
sonme help with. Any other witnesses, M. Hll?

MR, H LL: We have none, Your Honor.

JUDGE GUTHRIDGE: All right. M.
Quiros, M. Davis?

MR, QUIRCS: Yes, Your Honor. The

Neal R. Gross and Co., Inc.
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Proponent group calls as its first witness, M.
M ke Adans. M. Adans, would you take a seat?

MR DAVIS: dve ne one second to turn
it on again.

JUDGE GUTHRI DGE: Pl ease rai se your
ri ght hand.
VHEREUPCN,

M KE ADAMS

was called as a witness by Counsel for the
Proponent and, having been first duly sworn,
assuned the witness stand, was exam ned and
testified as foll ows:

JUDGE GUTHRI DGE: Pl ease state your
nane, and address, and occupation for the record.

THE WTNESS: M nane is M ke Adans,
spelled MI-K-E, ADA-MS. M occupation is a
pecan grower and farner.

JUDGE GUTHRI DGE: Ckay. M. Davis,
you nay proceed.

MR. DAVIS: Good norning, M. Adans.
Do you have a prepared statenent you'd like to

begi n your testinony with?
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THE WTNESS: | do. Yes.

MR. DAVIS: Pl ease proceed.

MR DAVIS. I'mgoing to part a little
bit and take a cue fromny 4-year-old grandson,
who's into colors, I'mcolor-coded. The farner's
the guy in the tan suit, so just to keep things
straight. And M. Durando told ne | was a pecan
man this norni ng because of ny green tie. Your
Honor, distingui shed guests, and everyone present
t oday who have worked so diligently, and I']
enphasi ze diligently, for so long to pronulgate a
federal marketing order for pecans, |'m honored
to be here as President of the Anerican Pecan
Board, which is a proponent organi zati on.

' m al so President of the Texas Pecan
Board and |'m a pecan farmer. |'ve been
aut hori zed by ny boards to testify both in ny
capacity as the President of the Anerican Pecan
Board and as President of the Texas Pecan Board.
| al so appear in ny capacity as the owner of
Royalty Pecan Farns in Cal dwell.

In live in Henderson, Texas. | have

Neal R. Gross and Co., Inc.
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a Bachel or's Degree in Mathematics and Educati on
from Texas Christian University and a Master's
Degree in Anything Economics from Texas A & M

By training, |I'man educator, mathematician, and
econonmi st. |'ve had a diverse professional
career, which has included sone happy years as a
col l ege football coach. | got into pecans to get
at sonmething | ess risky though.

"' man executive in an oil and gas
conpany and | grew up in the cattle business,
cattle and tinber business, so for a while, | was
a cattleman in ny younger days. But by far, the
nost intellectually and physically fulfilling
work |'ve done has been in the pecan business.
And I'I'l tend ny CV.

MR, DAVIS: Your Honor, we tender what
has marked, | believe, as Exhibit 7, now?

(Wher eupon, the docunent referred to
was nmarked as Exhibit 7 for identification.)

JUDGE GUTHRI DGE: Exhibit 7 is the
next nunber. Yes.

MR. DAVIS: Can we hold just one

Neal R. Gross and Co., Inc.
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testi nony, can we give you the copies after his
testinmony is concl uded?

MR H LL: W prefer to have them
before than after.

MR, DAVIS: Ckay. | think you can
ahead and proceed, M. Adans.

M5. CHI LUKURI: One other question,
it possible to have all the exhibits that you
intend to enter, including M. Adans testinony?

MR. DAVIS: W have those, but we j
intended to do themas we introduce them Wu
you like to take a nonent and us get you copies
of all of thenf

MR HLL: Well, | guess we're talk
about - -

JUDGE GQUTHRIDGE: M. Davis, | thin
that m ght be easier if you take all the
docunents, all the exhibits, for any one wtnes
and then just pass them over at the beginning.

MR. DAVIS: Let's get a set of all

t hem

Neal R. Gross and Co., Inc.

second? M. Hill, in order to not interrupt the

go

S

ust

d

i ng

K

S

of

29

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

(Wher eupon, the docunents referred to
were marked as Exhibits 8 through 16 for
i dentification.)

MR H LL: Correct.

MR DAVIS: Al right. Your Honor, |
beli eve we have all of our exhibits ready to go
for M. Adans' testinony.

JUDGE GUTHRI DGE: Thank you. | think
it mght helpful if the other witnesses, if you
have all the exhibits ready to just handout I|ike
that. I'mthinking it might be alittle nore
conduci ve.

MR DAVIS: W'Il do that in the
future. For some reason we had thought that the
wi tness had to authenticate themin the fact as
to what they were, but if we can get themin with
-- 1 guess you shouldn't ask any objections to
these. Can we proceed then?

JUDGE GUTHRI DGE: Well, | think after
t hey' ve been authenticated and we can go to
adm ssi on.

MR DAVIS: And tender them All
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right. M. Adans, please.

THE WTNESS: Your Honor, | plan to
attend and participate in all three of the
adm ni strative | aw hearings on the pecan
proposal, | believe the one in Dallas, and two
for the Georgia. W've got a full agenda today
and tonorrow and have several w tnesses schedul ed
to testify here in Las Cruces, and they've nade
extraordinary efforts to be here, but are only
avai l abl e for these two days.

In order that everyone with a nore
restricted schedul e can be heard, with the
Court's permssion, this norning, I'd like to
gi ve an overvi ew of the pecan industry and the
reasons why the industry needs a federal
mar ket i ng order.

| will address the specific structure
of the proposed Pecan Council, nom nation of its
menbers, and other topics in the other hearings
in Texas and Georgia. Oher nenbers of our
Aneri can Pecan Board, the proponent organization

will testify about other parts of the proposed
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order and will give advanced notice of that
t esti nony.

I'"d like to begin by providing a brief
hi story of the pecan industry. The pecan is the
only cormercially sold tree nut indigenous to
Anerica. Early recorded history chronicled the
Spani sh and French explorers to the New Wrl d
encountering what they called the hard shell
wal nut, not being famliar with the pecan, and it
was favored by the native inhabitants of the New
Wor l d.

In the fall and wi nter nonths, the
Native Anericans followed the bounty of the trees
bearing this so-called nut with a hard shel
along rivers of the Southeast and Sout hwest. It
was val ued not only as a nutritious, staple food
for the Native Anericans, but it was al so used as
a barter commodity because of its val ue.

Sone authorities even believe the fact
t he pecan trees tend to produce |arge crops only
every other year, the so-called alternate year

beari ng phenonenon, heavily influenced the
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mgration patterns of the Native Americans for
t housands of years. And that was noted in a
book, The Pecan, by Dr. Janes McWIIians.

The scientific name for pecan trees,
Carya illinoensis, in honor of Illinois, where
the scientific community found the first native
trees. Pecan trees were hardy and | ong
produci ng. There are many active pecan farns
t hat have been producing trees that are over 90
years old. Sone even ol der than that.

And when you tender Exhibit --

MR DAVIS: 8.

THE WTNESS: 8, which is the
phot ograph of the native tree.

JUDGE GQUTHRI DGE: |Is the original,
it's going to be in the record, is it an actual
col or photo?

MR. DAVIS: Yes, color photo.

JUDGE GQUTHRI DGE: The copi es we have
our phot ocopi es?

MR. DAVIS: Yes, Your Honor.

JUDGE GUTHRIDGE: All right. |Is there
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any objection to adm ssion of Exhibit 8?

MR, HILL: No, Your Honor.

JUDGE GUTHRI DGE: Hearing no
objection, Exhibit 8 is admtted. Was Exhibit 7
admtted, the CV?

(Wher eupon, the docunent previously
mar ked as Exhibit 8 for identification was
received into evidence.)

MR DAVIS: W had tendered it, but --

MR HILL: | don't think it was
adm tted, but | have no objection to it.

MR DAVIS: It wasn't admtted.

JUDGE GUTHRIDGE: All right. Any
objection to Exhibit 7, the CV? Hearing no
objection, 7 is admtted.

(Wher eupon, the docunent previously
mar ked as Exhibit 7 for identification was
received into evidence.)

MR DAVIS: Well, | guess I'll |eave
t hat out to the next one.

THE WTNESS: This native pecan tree

in this photograph is several hundred years ol d.
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It's over 48 feet in dianeter and it still
produces 985 pounds of nuts. That was its
production in 2003. There's even a grand pecan
tree planted by George Washi ngton overl ooki ng the
Pot omac on the grounds of Munt Vernon, which was
renoved recently in March of 2015 due to w nd
damage.

As an aside, | took ny wife to Mount
Vernon this past few nonths to show her this
pecan tree that George Washi ngton had pl ant ed.
Little did I know that the wind had blown it
down, so | had to show her pictures for her to
bel i eve ne.

Pecans have a great story to tell.
The pecan is healthful, nutritious, taste
preferred, diverse as a food ingredient, and is
American. Trenendous market potential exists in
the United States. Pecan stakehol ders recognize
that their industry is rapidly changing from
realities within and market forces w thout.

Pecan st akehol ders want to play a

proactive role in our future through strategic

Neal R. Gross and Co., Inc.

35

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

mar ket i ng, accurate data collection, research and
devel opnent, and uniform and greater organization
within the industry. Through conversations and
neetings with all stakehol ders, many proposal s
wer e consi der ed.

However, the industry has concl uded
that a federal marketing order is the nost
appropriate vehicle to assist the industry in
effecting positive and neasurabl e change.

The overreachi ng purpose of the
Agricul tural Marketing Agreenent Act of 1937 is
to stabilize the market. The Federal Marketing
Order for pecans we are proposing will certainly
further and effectuate that purpose and, thereby,
assi st the pecan industry to reach its full
potenti al .

To give you an overview of the
i ndustry, let ne talk a little bit about the
geography. Currently, pecans are grown
comercially in three regions of the United
States. The East region, which consists of the

states of North Carolina, South Carolina,
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CGeorgia, Florida, and Al abama; the Central
region, which is made up of Texas, Gkl ahomma,
Loui si ana, Arkansas, M ssissippi, Mssouri, and
Kansas; and the Western region, which is made up
of New Mexico, Arizona, and Cali fornia.

It conprises of 15 states, all the way
fromthe Carolinas to California, where pecans
are produced conmercially. And I think we've got
an exhibit to indicate that.

MR, DAVIS: Exhibit 10, Your Honor.

JUDGE GUTHRI DGE: Are you novi ng that
i n now?

MR DAVIS: Yes. W tender Exhibit
10.

JUDGE GUTHRI DGE: Any obj ection?

MR. HI LL: No objections.

JUDGE GUTHRI DGE: Hearing no
objection, Exhibit 10 is adnmtted.

(Wher eupon, the docunent previously
mar ked as Exhibit 10 for identification was
received into evidence.)

MR, DAVIS: Go ahead, M. Adans.
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THE WTNESS: GCeorgia, New Mexico, and
Texas --

MR, H LL: Excuse ne a mnute, M.
Adans. There's an Exhibit 9, is that going to be
taken later? The article?

MR DAVIS: It is coming later, Your
Honor. It'll be the next one.

THE WTNESS: GCeorgia, New Mexico, and
Texas are, and have historically been, the
| ar gest produci ng states. The 15 states shown on
t he di agram here represent the proposed
production area to which the Pecan Marketing
Order will be applicable. The entire industry is
i nt erconnected and al t hough a small er production
area was consi dered, the entire production area
nmust be covered by the proposed order to make it
truly effective.

Pecans are really a, | said it was
Anerican, and is a truly healthy and natural food
commodity. The health benefits of pecans have
been researched and proven scientifically. The

wi dely publicized tree nut study rel eased in
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Novenber of 2013 by the New Engl and Jour nal of
Medi ci ne brought nuch needed publicity of the
health benefits of all tree nuts, by including
pecans. And that's Exhibit 9.

MR DAVIS: Exhibit 9, Your Honor,

t ender ed.

JUDGE GUTHRI DGE: Any obj ection?

MR. HI LL: No objection.

JUDGE GUTHRI DGE: Hearing no
objection, Exhibit 9 is admtted.

(Wher eupon, the docunent previously
mar ked as Exhibit 9 for identification was
received into evidence.)

MR, DAVIS: Continue, M. Adans.

THE WTNESS: Pecans are high in
antioxi dants, healthy oils, mnerals, and
m cronutrients. The literal translation for the
Chi nese word for pecans is American Health Nut.
Unfortunately, the health benefits of pecans is
better known in China than in the U S A
coordi nate marketing effort resulting fromthe

proposed federal marketing order can hel p correct
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this situation

The general categories of pecans are
i mportant to understand. Pecans are described in
two broad categories, native and seedling pecans
is one, and inproved variety of pecans is the
second. Native and seedling pecans are pecan
varieties that are harvested and sold from non-
grafted or naturally propagated trees.

Native and seedling groves are
typically found along rivers and all uvi al
bottom ands. And Exhibit 107?

MR, DAVIS: No, sorry. That's 11.

THE WTNESS: And this photograph is
really indicative of trees along the river, and
the root systens, and it speaks to the |ongevity
of the pecan tree.

MR DAVIS: W tender Exhibit 11, Your
Honor .

JUDGE GUTHRI DGE: Any obj ection?

MR. HI LL: No objection.

JUDGE GUTHRI DGE: Hearing no

objection, Exhibit 11 is adnmitted.
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(Wher eupon, the docunent previously
mar ked as Exhibit 11 for identification was
received into evidence.)

MR DAVIS: Go ahead.

THE WTNESS: | nproved pecans, the
second broad category, are a pecan variety bread
and sel ected for superior traits, nut size, easy
shel l'i ng, production characteristics, and
resi stance of certain insects and di seases. And
| think we have a photograph of native --

MR. DAVIS: | nproved.

THE WTNESS: | nproved.

MR, DAVIS: Exhibit 12, photograph of
an i nproved orchard.

MR. HI LL: No objections, Your Honor.

JUDGE GUTHRI DGE: Any obj ection?
Hearing no objection, 12 is admtted.

(Wher eupon, the docunent previously
mar ked as Exhibit 12 for identification was
received into evidence.)

THE WTNESS: | nproved orchards are

intentionally planting trees grafted to rootstock
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in rows with uniformtree spacing. In our
proposed order, we have provided a |ist of the
nost popul ar inproved varieties. W did not,
however, include an exhaustive |ist because there
are currently, approximately, 400 known i nproved
varieties and the list will continue to grow as
new experinmental varieties under devel opnent in
nurseries, universities, and the USDA Pecan
Breeding Station cone on the market. |Instead, we
have chosen to define inprove varieties as those
that are grafted.

Bot h categories of pecans contribute
to the overall US. crop. In the 1960s, the
native and seedlings averaged over 50 percent of
the crop. Today, inproved pecans average
approxi mately 82 percent of the crop. And |
know, M. H nman, you had 83 sonewhere in there.
We're close. Because of the new plantings of
i mproved varieties, this ratio will only increase
in favor of inproved pecans.

Al t hough the native seedling nut still

occupi es a significant and niche position in the

Neal R. Gross and Co., Inc.

42

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

43

i ndustry, the pecan market is much nore driven
today by inproved variety orchards with inproved
varieties selling at a premumto the native and
seedl i ng nuts.

W' ve recogni zed this market price de
in the proposed marketing order by providing a
hi gher assessnent for inproved varieties and a
| ower assessnent for natives and seedlings. A
coordi nate marketing strategy under a federal
mar keti ng order that addresses and targets denand
for both categories of pecans is not only
feasi bl e, but advisable to nove the crop in a
bal anced approach, benefitting the native and
seedling growers, as well as the inproved
growers.

Most conmerci al orchards grow
primarily inproved varieties, and new pl antings
are virtually all inproved varieties. Al three
regi ons produce inproved varieties. Wereas, the
native and seedling growers of pecans are nostly
found in the Central region, which is the Texas,

Okl ahoma, Loui siana, Arkansas, M ssissippi,
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M ssouri, and Kansas. The nunber of i ndi vi dual
growers and the size of each operation vary
wi del y.

The | arger orchards can reach 5000 to
7000 acres and you seldomfind that in a
contiguous single tract. Most comercial farns
range between 250 acres and 2000 acres. Native
and seedling growers, they're a different story.
They're found along the rivers and bottom ands
and are randomy spaced dependi ng upon soils and
t he t opography.

An i nproved orchard can have as nany
as 70 trees per acre, although, the average is 20
to 50 trees an acre. Wereas, a native and
seedling grower, they nmay only have one tree to
the acre. A pecan acre is not representative
description of the native and seedling grower.

In the proposed order, we have
addressed this difference by setting grower
participation thresholds in both acreage and in
poundage. Horticultural practices, as they apply

to i nproved orchards conpared to native and
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seedling growh, are quite different. The
i mproved trees require a much hi gher |evel of
managenment and input costs.

Managenent of the native and seedling
grove varies widely, fromnone to regular
fertilization and pest nanagenent. Irrigationis
rarely found in the native and seedling grove,
whereas, it's found nost often in the inproved
or chards.

Addressing the pecan tree's natural
propensity to alternate bear is an ongoi ng
managemnment consideration, particularly in
i mproved orchards. Commercial pecan farners
struggle to mtigate the wide swings in
production with site-specific practices,
including crop thinning in the on years, taking
sonme of the crop off, hedgi ng and pruning
progranms, which keeps the tree size manageabl e
and stimul ates new growth, and sunli ght
managenent .

Al so, selection of varieties which do

no alternate bear, and preci se water managenent
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are just a few of the ways that the inproved
grower manages the alternate bear.

Since the available and timng of
water is a critical input, virtually all inproved
orchards are irrigated. As conpared to irrigated
row crops, however, irrigated pecan farns are
much nore efficient in using water.

Despite the differences in geography,
cost structure and agricultural practices in the
production of native and inproved variety, both

i nproved and native/ seedli ng pecan farners need

this proposed order. As Dr. Palnma will explain
in nore detail in his testinony, the proposed
order will help both the growers of

native/ seedling and the grower of inproved
pecans.

| want to speak now, sonewhat to the
esti mated annual crop size and price, and the
need for accurate data. Although there is
relatively little conprehensive data on industry
production and participation, and that's in

difference to Dr. Hinman. | nean, he pulled the
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best out of that, but we're going to be talking
about the |ack of good data, and that's not
reflection on what you pulled. You did a good
job with what you had.

But a 2012 Census of Agriculture by
the U S. Department of Agriculture, the National
Agricultural Statistics Service indicates that
the total acres of all pecans in the U S. are
543, 486 acres. |Industry grower organizations
estimate approxi mately 2500 comrercial growers
where comercial is defined by a m ni nrumof 30
acres or an average of 50,000 pounds of product
harvest ed over the past four years for a business
to be considered comrercially viable.

Therefore, the estinate of commrerci al
growers does not include backyard production, if
you got a yard tree, or part-tine farmers. It's
where their entire livelihood depends on
mar ket i ng of pecans.

|"mgoing to go into sone exhibits
now, which I'Il explain. This exhibit shows the

crop size fluctuation of --
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MR DAVIS: This exhibit is Exhibit
13, yes.

MR QU RCS: Exhibit 13. Yes.

THE W TNESS: Exhibit 13 indicates the
crop size fluctuation over the past 50 years and
we show here a two-year noving average. 1In a
novi ng average, the intent of noving averages is
to snooth things out, and you can see here, it
doesn't snooth things out that much. W just
have a wide swing in supply.

MR, DAVIS. Let nme interrupt you. W
t ender Exhibit 13.

JUDGE GUTHRI DGE: Any obj ecti on.

MR. HI LL: No objections.

JUDGE GUTHRI DGE: Any obj ection?
Heari ng no objection, Exhibit 13 is adnitted.

(Wher eupon, the docunent previously
mar ked as Exhibit 13 for identification was
received into evidence.)

MR, DAVIS: Proceed, M. Adans.

THE WTNESS: The other significant

point on this exhibit, it indicates a relatively
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stagnant growh. Anecdotally, the crop in 1963
was | arger -- 1963, 50 years ago, was l|arger than
any of the crop sizes of the last eight years.
The 1963 crop, and again, it was sonewhat of an
anomaly, but 365 mllion pounds was produced, and
that's 100 m|lion pounds nore than was produced
in the U S |ast year.

The reality is not positive for pecan
handl ers. Qur handling and our shelling
comunity that we are attenpting to naintain
and/ or add new custoners and consistently supply
a market with wide swings in supply does not
facilitate our shellers being able to contract.

As | nentioned earlier, nost, but not
all, pecan trees are alternate bearing plants.
Therefore, the size of the annual crop can vary
greatly fromyear to year. Thus, the analysis of
pecan production is best viewed as an annual
average over a nunber of years rather than over
any single year.

U.S. pecan production, when anal yzed

as a continuum has been relatively flat since
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the 1960s. Interestingly, as |'ve already

menti oned, over 50 years ago the crop was 100
mllion pounds nore than it was |ast year. The
average annual crop size donestically is plus or
m nus 300 mllion pounds. And there was only one
year, in 1999, where the U S. crop exceeded 400
mllion pounds.

Pecan prices in the |last few years
have al so seen little increase when adjusted for
inflation. Nevertheless, production costs for
growers have gone up. The one constant from year
to year has been the wide swings in crop sizes
and prices.

The prices for growers has fallen as
much as 35 percent in a single year. Price
instability is currently a given in the pecan
i ndustry, and the other witnesses will explain
| ater this price instability has caused havoc
within the industry. W'I| tender the next
exhi bit.

MR, DAVIS: Exhibit 14, Your Honor.

Explain what it is, M. Adans.
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JUDGE GUTHRI DGE: What is Exhibit 14?

THE WTNESS: Exhibit 14 is actually
a graph of the crop, crop size, in the |ast 50
years, on the top, and the bottomis a conparison
to the crop size of alnonds in the |ast 50 years.

MR DAVIS: There's a termused on
this that perhaps you should explain. Farmval ue
is what the --

THE WTNESS: Farmvalue is a sinple
calculation of crop size tines price. And this
particul ar exhibit will give you -- is kind of a
precursor to the next exhibit. This is crop size
and we're going to show farmvalue in the next
exhibit. But again, what we're growing here is a
conpari son between al nonds, which has had a
mar keti ng order in place for a nunber of years
and pecans has not.

The farmvalue, as |'ve described it,
is really just a sinple calculation.

JUDGE GUTHRI DGE: M. Adans, let ne
ask you one thing, who prepared the graphs,

Exhibit 13 and 147
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THE WTNESS: | did.

JUDGE GUTHRI DGE:  You di d.

THE W TNESS: Yes. Based on USDA's
statistics.

JUDGE GUTHRI DGE:  Ckay.

THE WTNESS: The farm val ue of pecans
peaked in 2010 and 2011 at just over $600
mllion, but it's declined since then, in spite
of shorter crops. The farmvalue in 2014 was
$506 mllion. The U S. Farm Val ue of the Pecan
Crop Chart indicates an up-trending val ue,
however, the picture is nmuch | ess favorabl e when
adjusted for inflation. | want to tender the
next exhibit.

MR. DAVIS: Explain what Exhibit 15

THE WTNESS: This is, again, the
ot her one's crop size, farmval ue, where you make
the calculation of the price tinmes supply. And
the top chart is the Farm Val ue of Pecans, and
this is not adjusted for inflation, it's just

showi ng the -- that's an exponential trend |ine
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on the top chart. Now, superinpose that top
chart to the lower |evel of the bottomchart,
bring this chart down to here, you understand?

And then you can see a conpari son of
what al nonds have done in the sanme period of
time. And what's interesting -- this is actually
an amazing fact that | |ooked at in the data. In
1960, the pecan crop in the U S. was |arger than
the al nond crop. And under a well-organized,
wel | -funded, conprehensive strategi c nmarketing
program al nonds has increased their crop size by
33 tinmes, while at the sane tine, quadrupling
their price, which is pretty dramati c when you
| ook at -- | nean, the demand curve has shifted
what' s happened.

MR DAVIS: Sir, let's tender Exhibit
15.

JUDGE GUTHRIDGE: | think 14 al so.

MR DAVIS: | thought | did 14. WwW'l|
tender 14 and 15 then.

MR. HI LL: No objections.

JUDGE GUTHRIDGE: All right. M.
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Adans, let ne just ask you one question about
farm val ue again. Could you define that again
for me?

THE WTNESS: Farmvalue is a
calculation of crop size tines average pri ce.

JUDGE GUTHRIDGE: |Is that a generally
accepted termin farm ng econom cs?

THE W TNESS: Yes, sir.

JUDGE GUTHRIDGE: All right. Hearing
no objection to 14 and 15, they're both admtt ed.

(Wher eupon, the docunents previously
mar ked as Exhibits 14 and 15 for identification
were received into evidence.)

THE WTNESS: As | nentioned earlier
al nronds, through a well-funded marketing
canpai gn, have increased supply and price within
t he sane period of tinme when the pecan supply and
price are relatively flat. The farm val ue of
pecan and al nond crops chart, which is here,
superinposes the alnond data with pecan data on
t he same schedul e.

A federal marketing order for pecans
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can enabl e the pecan industry to nore
strategically market its product donestically.
The industry also is hobbled by inconplete and

i naccurate data within the industry. The
estimtes | have provi ded have been collected in
good faith, but they are just estinates.

There's sinply no reliable data of
accurate information on annual crop size, nunber
of growers and handlers to assist buyers and
sellers to arrive a reasonable price for the
mar ket. A proposed federal nmarketing order wll
facilitate the gathering, conpilation, and
publication of reliable data that will be a much-
needed benefit to the industry.

And |l et ne add here, npbst of our
nunbers are after-the-fact nunbers rather than --
we have very poor data on crop estinates going
in. W've got better data once the crop is
produce as to what size it is. But we don't have
good data on this other tree nut, neither do
ot her food commodities, for that matter.

Let me speak now to the recent
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mar ket i ng devel opnent and i ncrease planning. In
the | ast decade, an interesting thing happened to
pecans. It was heretofore, a regional, seasonal,
rat her | aid-back commodity. The world discovered
t he good taste and heal t hful ness of the pecan,
with China | eading the way. The initial inpact
on prices was positive, indicated by the
hi storically high prices for pecans in 2010 and
2011.

Pecan prices were not sustained at
t hose | evel s, however, and they fluctuated w dely
since then, caused by, in large part, a dramatic
drop in donestic consunption, which offset the
increase in foreign sales. As | wll discuss
| at er, one obvious, and potential disruptive
| ong-term effect of these two years of high
prices was a substantial increase in newtree
pl antings, right after those two years of high
prices.

Let nme nove now to tal k about
conpetitive pricing. In addition to these

i nternal chall enges, the pecan faces conpetition
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fromsister tree nuts, nanely al nonds, wal nuts,
and pi stachi os, which enjoy a nuch nore favorable
mar keti ng environnent. For instance, the al nond

i ndustry in the U S. has grown its crop size from
162 mllion pounds in 1960 to over 2 billion
pounds in recent years. Now, those are kernels.
Keep that in m nd.

Even nore noteworthy is the fact that
the alnond farm price nore than quadrupl ed during
the sane period of tinme. The sinple economc
conclusion is that supply and demand for al nonds
has increased. Pistachios and wal nuts have had a
simlar story for both dramatic supply and
i ncreased -- dramatic increased supply and pri ce.

Why the marked difference to the other
tree nuts? One word, nmarketing, because wal nuts,
al nronds, and pi stachi os do have marketi ng
canpai gns where they spend a good portion of
t heir budget on generic pronotion of their
product .

The al nond and wal nut industry are

each conducting wel |l -know, well-funded,
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conpr ehensi ve, sustai nabl e nmarketi ng canpai gns,
assisted in part by federal marketing orders.
And the Texas state check off for pecans has run
a state nmarketing canpaign simlar to the one we
now see, as is the case also in Ceorgia.

The geographic differences in pecan
production practice is also noteworthy to
mention. A general farm description of each --
or a general description of the farmdifferences
in each region, let nme go into it, because that's
i mportant. The single unit that we're tal king
about across the 15 production states is an in-
shel | pecan. However, the farns differ from
region to region.

In the East, the East region, there
are large and snall inproved variety orchards.
The trees per acre range from20 to 40 trees an
acre. Native and seedling groves in the East are
present, but not predom nantly. There's a
si zabl e nunber of non-commercial plantings,

i ncluding yard trees, that can contribute 10 to

20 percent of the annual supply.
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So in the East, you've got nostly
i mproved farns, you' ve got a few native and
seedling growers, and then you' ve got a
significant part that are considered yard trees
that are native trees, sone inproved trees, that
i ndi vidual s that may have one in their front yard
collect and they don't eat themall because they
can sell them

In the Central region, |arge and smal |
i nproved variety orchards are present. In the
Eastern Central region, the average trees per
acre are 20 to 40, and if you go to the Wstern
Central region, and that's in El Paso Valley and
Fort Stockton, Van Horn area, you'll find the 30
to 50 trees to the acre; nore dense pl antings.

In the Central region, which is where
nost of the native and seedling groves are found,
and that's Texas, OOkl ahonm, Loui siana, Arkansas.
That's where the primary natives are found in the
Central region. There are yard trees that
contribute, again, 10 to 20 percent of the supply

on an annual basis, dependi ng upon what those
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trees nake, but those pecans do conme into the
mar ket when the yard trees produce.

The Western region is very different.
California, Arizona, and New Mexico is al nost all
i mproved variety of trees. They range from30 to
50 trees to the acre. There are sone small
i mproved varieties in the West region. There are
no native and seedling groves and if there are
any yard trees, |'mnot aware of them

Horticultural differences differ from
East to West. Cenerally, in the East and the
Eastern Central region, insect and fungicide
managenent are factors and irrigation water is
suppl enental. In the West and the West Centra
regi on, pest managenent is a factor, but |ess of
one, and fungi ci de managenent is not yet
necessary.

Irrigation water is essential to nmake
a crop, but many orchards use flood irrigation by
diverting rivers and streans. And you guys out
t here, you know your water situation. Again,

despite these differences, Dr. Palnma and Dr.
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Wells estimates that all sections of the industry
will benefit fromthe proposed order. And Dr.
Palma will testify to that.

The entrance of pecans into the stream
of commerce takes place in one of two ways,
either as in-shell nuts or as pecan neats, or
kernel s. Donestic consuners purchase sone in-
shell nuts, nostly during the winter holiday
season, to be cracked and eaten as snacks. The
vast majority of the donestic narket, however, is
out - of -t he-shel | pecan neats.

Handl ers, which are buyers,
accurmul ators, shellers, and exporters, purchase
the nuts fromgrowers. There's estimated to be
250 handlers in the United States. Shellers,
whi ch are a subcategory of handlers, as the nane
infers, renoves the neat fromthe shell

And shellers sell the neat and handl e
the majority of the product sold in the donestic
market. The neats and kernels enter the stream
of comerce to retail meat or kerne

di stributors, ingredient users, food outlets,
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| i ke restaurants and bakeries, and val ue- added
users, such as ice cream nakers and snack
packagers.

Over the years, terns have been
devel oped to describe particular types and
guality of pecan neats. Descriptive nanes such
as halves or pieces are self-evident. G aduation
wi thin these broad categories, however, does not
have uniformnmeaning in all areas of the market.

One i nportant goal of the proposed
mar keting order is to enpower the pecan industry
to set uniformstandards which will better inform
buyers, sellers, and consuners of the quality of
the product that's being sold. There are
estimated to be 50 comercially viable sellers
wi th production of over 1 mllion pounds of in-
shell nuts currently operating. That's 1 mllion
pounds within a year; production year.

O these 50, 14 neet the Snal
Busi ness Admi nistration's definition for a | arge
busi ness entity, that is equal to nore than $7-

1/2 mllion in annual revenue from pecans. Thus,
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the vast majority are snmall business entities
using the sane definition. W are not aware of
any commercial sheller currently operating which
shells less than 1 mllion pounds of in-shell
pecans a year that's considered a comercially
viable entity.

The majority of pecans sold in the
expert market are in-shell. 1In recent years, the
expert market for pecans has burgeoned to
approximately 1/3 of the annual crop, with the
| ar gest custoner being China. Mst of the export
sal es are nade through brokers and by direct
sales to custoners in those narkets.

The Anmerican Pecan Council, which
woul d be created by the proposed federal
mar keting order, will focus little of this effort
in pronoting the export market for pecans. The
lion's share will be directed to the donestic
market. And let ne clarify, the Anmerican Pecan
Council in the order is the eventual
adm ni strative body of the order, as opposed to

t he American Pecan Board, which is the proponent.
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As diverse as the uses of pecans are,
much research i s needed for product devel opnent
and packaging in the donestic market. The
presentation of pecans by retailers today is
rat her nmundane, usually clear cell ophane bags in
sizes from1l to 10 pounds. Pecans are rarely
found in individual package sizes to conpete with
al nonds, pistachios, wal nuts, and pecan snhacks on
the retail shelf.

A federal marketing order that funds
product devel opnent, presentation innovation, and
upscal e preservative packaging is direly needed
for this.

| want to speak to another issue that
is kind of coming down the pipe. Conpared to
other agricultural commpdities, a pecan tree is
an unusual plant in that it takes five to seven
years to bear a crop after planting them And
it's up to 10 to 15 years to cover the capital
cost and the variable costs to make a profit.

After pecan prices in 2010 and 2011

reached historically high | evels, many pecan
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farmers began planting nore trees in anticipation
of increasing demand and hi gher pecan prices.

For exanple, in Georgia, where we have the nost
accurate data, from 2010 to 2014, over 360, 00 new
trees were planted.

This is a significant increase in the
nunber of trees under managenent in CGeorgia,
which is our | argest producing state. O her
states did not have as accurate esti mates,
however, anecdotal evidence indicate simlar new
planters. | mean, as growers, we know that for a
fact. |In the Western region there's 1000 new
trees being pl ant ed.

So it's safe to say 1000s of these new
trees are nowin the ground and will be coning
into production in the next few years. Sone
prognosticators have projected the U S. crop wll
nearly double in the next ten years. Increased
supply is a good thing to assure availability.

I f nothing is done to increase demand,
however, conpetitive nmarket fundanental wll

energe and pecan prices will be affected. They
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could collapse with this new supply. This can

| ead to a death spiral in the industry as farners
are unable to cover the cost of fixed expenses,
convert fields to other crops, or, as occurred
during the housi ng bubble, convert to residential
real estate.

So there's a need for a marketing
order. | hope that |'ve begun to outline that.
And, Your Honor, that's what | want to npve to
now, the need for the order. | nean, it's why
we're here. W need the order to stabilize the
mar ket, to reduce volatility, and to address the
pendi ng di sruption based on this increased supply
that's com ng down the pipe.

W al so need an industry-w de
commtnent to domestic marketing, to donestic
mar keting, and we feel like that's essential.

And we only have to take a | esson fromthe other
tree nuts to see what it can do for your

i ndustry. A federal narketing order for pecans
give the industry its best chance to acconplish

this objective.
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The desired results are consistently
profitable prices for growers, attractive,
sust ai nabl e markets for handl ers, and an assured
supply of quality, healthful pecans for
consuners. So we think this is a wn-win W
think growers will benefit, handlers wll
benefit, and we think consuners wll benefit.

Dr. Palma is going to address, in
econonmic terms, the public good which can fl ow
froma unified marketing order. As a pecan
farmer, however, | can also testify that there is
little incentive for an individual grower or
handl er to i ncrease demand for pecans since

ot hers, who do not contribute to the cost of

efforts, will merely be free riders.
A fundi ng mechanismthat will apply
fairly to everyone in the industry will elimnate

this free rider issue and provi de adequate
fundi ng or increased marketing and research.
There has devel oped over the years, a nunber of
organi zati ons which represent various segnents or

geographi c portions of the industry.
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For exanple, there are national pecan
growers associ ations, and the national pecan
shel l er organi zations, there are three regional
pecan organi zations, and there are 14 single-
state organi zations. There are two pecan
comm ssi ons. Texas and Georgi a have pecan
commi ssi ons that oversee programs in their state.
So we're fractured in ternms of representation

There's not, however, one organization
that can coordinate nmarketing and research
efforts for the entire industry. In the coni ng
days, you will hear testinony from
representatives of many of the existing
organi zations in favor of the coordi nated
mar keti ng and research efforts that's envisi oned
by a federal marketing order.

These organi zati ons believe correctly
that a federal marketing order will not duplicate
or frustrate their efforts, but wll instead,
conpl enent their efforts, and | think that's a
key point. W have chanpi oned that that idea as

we've been to the industry, that all of the
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organi zations that are in place now, can only be
enhanced by a federal narketing order.

And their buy-in is evidence by the
| etters that they've witten in favor. The
i ndustry, led by the Anmerican Pecan Board, has
awakened to the fact that the status quo could
| ead to disaster for both pecan stakehol ders and
pecan consunmers. A summary of the chall enges
currently facing the pecan industry outlined
above includes a | ack, of organized
representation of industry-wide interest into a
si ngl e organi zati on.

A lack of accurate data to assist the
i ndustry in its analysis of production, denand,
and prices; a lack of uniformsize and quality
standards; a | ack of coordi nate donmestic
pronotion or research; and a dramatic increase in
production in the near future as a result of
t hese new pl anters.

So those are issues that are happening
now and the marketing order is the way to deal

with it in a measured way. These factors
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conbi ned have resulted in under performance of
the pecan industry vis a vis its sibling domestic
tree nut industry.

The Anerican Pecan Board was forned to
represent all segnents of the industry, from
producers to processors, large and small. The
Ameri can Pecan Board has representatives from
small and | arge growers and snall and | arge
shellers. And the Board has representatives from
all three producing regions.

The pecan industry is also remarkably
di verse denographically. There are Hi spanic
pecan growers, Native Anerican pecan growers,
African- Anerican pecan growers, and of course,
mal e and fenmal e pecan growers. The American
Pecan Board is comritting to representation to
all segnments of this wonderfully diverse
i ndustry.

The Board of Directors of the Anerican
Pecan Board consists of the follow ng industry
representatives, and we will tender the next

exhi bit.

Neal R. Gross and Co., Inc.

70

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

MR DAVIS: W tender Exhibit 16,
which is just the identity of the Pecan Board.

JUDGE GQUTHRI DGE: Is there any
obj ecti on?

MR, HILL: No, Your Honor.

JUDGE GUTHRI DGE: Any obj ection?
Heari ng no objection, Exhibit 16 is adnitted.

(Wher eupon, the docunent previously
mar ked as Exhibit 16 for identification was
received into evidence.)

THE WTNESS: | think you'll see that
this is representative of what |'m descri bing,
because we're dealing with a production area of
15 states, the horticultural practices change
across the region, and so the Anmerican Pecan
Board woul d be reflective of that representation
Dan York is a York Pecan Conpany out of Foreman,
Arkansas. He's a small sheller.

Hel en Watts, wi th Young Pecan Conpany
out of Florence, South Carolina, and she is a
shel l er representative also. Boyd Bulger, who is

one of our public nenbers. He's a retired
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executive from Tyson Farnms. Boyd, for persona
reasons, has taken a |l ess active role on the
boar d.

Bruce Caris from G een Vall ey Pecan
Conmpany out Sahuarita, Arizona. Bruce represents
Geen Valley, who is a large grower and a | arge
sheller. Homer Henson, Louisville Pecan Conpany
in Louisville, Alabama is a snmall sheller. Dr.
Randy Hudson with the Hudson Pecan Conpany out of
Oscilla, CGeorgia. He's primarily a grower.

Scott Landgraf out of Landgraf Farns
in Madill, Oklahoma is a snall grower. Louis
Sal opek, with Tom Sal opek Farns here in Las
Cruces, New Mexico is a large grower. And Larry
W 1son, Sunnyland Farnms out of Al bany, Georgi a.
Larry is a grower and a sheller.

You'll hear testinmony fromnost, if
not all, of these board nenbers in the com ng
days in support of the federal marketing order.
What | want to try to do next is really a key
i ssue when we began this whole effort. At the

outset, the Anmerican Pecan Board was convi nced

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

that a federal marketing order for pecans had to
be desi gned by input from pecan people, from

st akehol ders, who had a vested interest in what
was going on within the industry.

Therefore, the Anerican Pecan Board
has spent the past 26 nonths reaching out to
pecan stakeholders to listen and to hear the
i deas of how to custom ze a federal marketing
order for our industry. Since May of 2013, the
Aneri can Pecan Board nenbers have nade, ny
witten, it says 40 presentations, it's up to 44
presentations now, that |'ve nmade, to pecan
grower and shel |l er conferences, pecan boards,
which is growers and shellers, state conventions,
pecan field days, and |ocal pecan neetings.

And you add to that, other board
menbers have made simlar presentations across
the country over the last two years. W have
reached out to the industry to hear what they've
had to say. Hundreds of individual conversations
have taken place at these neetings, and outside

of these neetings, has the Anmerican Pecan Board
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listened to all segnents of the pecan industry.

The nost recent neeting for small
groups of growers in Al exandria, Louisiana; San
Saba, Texas; New Roads, Loui siana; Ardnore,

Okl ahoma; and Natchez, M ssissippi. Three
regional information sessions were held in 2014
wi th pecan stakehol ders and with USDA personne
i n attendance.

The USDA/ AMS staff have attended and
spoken at pecan industry prograns at Sout heastern
Pecan Growers Associ ati on and conference, the
Nati onal Pecan Shellers Association and
conference, Western Pecan Growers Associ ati on and
conference, Georgia Pecan Growers Associ ation and
conference, and the Texas Pecan -- so the
USDA/ AMS st aff have been wel |l -represented in
front of pecan growers.

The purpose of these efforts was to
conpose a narketing order designed by pecan
people for the benefit of pecan people.

Mor eover, the ten-nenber board and board council

have volunteered their tine and contri buted their
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out - of - pocket expenses, anounting to over
$600, 000.

A show of financial support from
grower associ ations, sheller associations,
accunul at ed vendors, and i ndividual s have
anounted to cash contri butions of al nost,
actually, it's over this now, $170, 000 that
they've contributed in donations to fund the
expenses of this effort over the |last tw years.

These nonies were to be spent for the
necessary expenses that are obviously incurred.
The nost significant contributions, though, by
menbers of the American Pecan Board, including
its attorneys, |'ll say that again, including its
attorneys, has been the unsel fish comm tnent of
time. | nean, | have been gratified by
vol unteers and the way our board and council has
contributed their tine.

For some nenbers of the board, the 40
presentations since May of 2013 invol ved over 90
wor k days of travel, neeting, and speaki ng, and

over 120 hours of preparation tine in addition.
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Mul ti ply those nunbers by the ten board nenbers
and two board attorneys, working pro bono, and
the tine and equivalent, and all our
contributions, are well into the thousands of
hours and hundreds of thousands of dollars.

W' ve got a nunber of board nenbers in
t he audi ence and this going in the record, so |
want to say thank you, guys. You know who you
are. This will conclude ny remarks today, Judge.
| plan to address nore specific elenents of the
proposed order, particularly the nom nation,
sel ection, and functioning of the American Pecan
Council in ny presentation in Dallas, and | wl|
conclude with remarks in Tifton. And now I'll be
glad to answer any questi ons.

JUDGE GUTHRI DGE: M. Davis.

MR. DAVIS: Your Honor, before we
tender the witness for questions, we would like
to tender Exhibit 17, which is just witten
remar ks that M. Adans has just delivered.

(Wher eupon, the docunent referred to

was nmarked as Exhibit 17 for identification.)
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MR HLL: Wuld this be the remarks
that he was just speaking?

MR. DAVIS: Just given. Yes.

JUDGE GQUTHRI DGE: |Is there any
obj ecti on?

MR. HI LL: No objections, Your Honor.

JUDGE GUTHRI DGE: Any obj ection?
Heari ng no objection, Exhibit 17 is adnmtted.

(Wher eupon, the docunent previously
mar ked as Exhibit 17 for identification was
received into evidence.)

MR. DAVI'S: Your Honor, would you
prefer that we tender the witness for questions
now or take our norning break?

JUDGE GUTHRI DGE: Well, let's find out
-- | mean, do you have nore questions?

MR DAVIS: W will have no questions
for the witness at this tine.

JUDGE GUTHRIDGE: M. Hill, do you
have questions of the w tness?

MR H LL: Yes, we'd like to nove

forward with questioni ng now.
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JUDGE GQUTHRI DGE: | think, given the
constraints on your other witness that we were
tal ki ng about - -

MR. DAVIS: Thank you. W appreciate

JUDGE GUTHRIDGE: -- | think, let's go
forward with M. Adans at this tine.
MR DAVIS: Let's do that. W tender
the witness for questions.
JUDGE GUTHRI DGE: All right.
CROSS EXAM NATI ON
BY Ms. SCHMAEDI CK:

Q Good norning. M nane is Melissa
Schmaedi ck. | work for the U S. Departnent of
Agriculture. Good norning, M. Adans. Thank you
for your testinmony. So I'd like to ask sone
guestions about the history of the industry and
try to get sone clarification on the work that's
been done up to this point.

A Can you speak up, ma' an?

Q Sure. Can you explain to us why a

program such as the marketing order has not been
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attenpted prior to this point?

A Vel |, there have been attenpts at
programs, not a rule, that I'maware of, federa
mar keti ng order. There have been attenpts at a
check off and it has to do with the history of
the industry, quite honestly, and there are
processors in this audiences that | hope agree
with ne, but there has not been as cordial a
rel ati onshi p between growers and shell ers that
lent itself to cooperation.

And so | think I mentioned that there
are forces within the industry and market forces
wi t hout have brought a consci ousness to all
segnents of the industry that we need to do
sonmething. And so | think the timng is right
and | think other efforts that have failed prior
to this one had to do with a sonewhat adversari al
relati onship within the industry.

And so | think bringing the industry
together with a single purpose has been
significant.

Q Thank you. You al so nentioned that
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there are 15 states in the proposed production
area. And | think, briefly, you m ght have
stated that you thought about smaller production
areas, but you decided that this |arger
production area was i nportant. Can you speak to

that issue a little bit further?

A Wiy are there 15 states?
Q Yes, sir.
A Well, as diverse as we are as an

i ndustry, and | spoke to that, East and West,
horticul tural practices, varieties, native, et
cetera, to have an inclusion of all 15 states
that grow the pecan, that single pecan goes into
a single market, essentially, and so to prevent
this free rider issue where sone participate and
sone don't, is the reason we felt |ike we needed
to include the 15 states that conmercially grow.
And one of the issues as we spoke to
vari ous pecan groups in all them conferences to
i ndi viduals, was the issue of conpliance. And |
heard a nunber of tines, |I"'mfor this, and ||

do it, if everybody else will do it. And so
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think the conpliance issue and inclusion to nake
the programwork is the reason.

Q Thank you. Are you aware of any
production outside of these 15 states that you' ve
ment i oned?

A ' m not.

MR DAVIS:. Wll, clarify that. You
mean within the United States, correct?

MS. SCHMVAEDI CK: Correct, within the
United States.

MR. DAVIS: Wthin the United States.

THE WTNESS: |'m not aware of any
comer ci al production outside the 15 states of
the production area in the United States.

BY Ms. SCHMAEDI CK:

Q When you were describing the profile
of production in the different regions, you
menti oned yard trees in the Central and Eastern
region. You nmentioned that yard trees represent
10 to 20 percent of the production, is that
correct?

A That's a cl ose guess. That was on ny
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testinmony. And again, that's a hard nunber to

come up with, but that's our best guess.

Q How are those pecans entered into the
mar ket ?

A In tow sacks. It's any nunber of ways
where sonmeone will go up -- literally, there are

grocery bags of pecans. They're taken to the
| ocal feed store, who is a buyer, and they go
into the market that way. And then that | ocal
buying point will collect small quantities of
pecans and aggregate them together, and then
they'll go to an accunul ator or a buyer.

So that's why you got hundreds,
t housands, of small quantities that are collected
by individuals, and literally, can be in the
backyard or front yard, and they take themto a
buyer, up to a buying station, and then that's
the way they're entered into the stream of
commerce. | nean, it just goes up the chain.
And t hose pecans, at sone point, will go to a
cl eaning plant, which processes themto elimnate

the inferior nuts.
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And then, eventually, they'Il go to a
sheller, primarily, where that sheller will turn
the in-shell nuts into kernels.

Q Thank you. And the individuals that

present yard tree production, are they considered

grower s?
A The yard trees?
Q Under the proposed narketing order,

woul d they be consi dered growers?

A No.
Q Wy ?
A Vell, one of the first things |I did

was to read the Agriculture Marketing Agreenent
Act from 1937, and ny take-away fromthat was
that this was intended, by Congress, when they
passed the act, for the conmercial grower; for
t he soneone that was making a living with that
cormodity. And so | think that that yard tree
person is not -- they don't make their living
taki ng the grocery bag of pecans to the feed
store.

So this order was witten for the
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comer ci al grower.

Q Thank you. And are the yard trees, |
can't renenber if you included this in your
testi nony, are they predom nantly native or

| mproved pecans?

A | think they can be both. Again, in
Texas, they're nostly native. | think in
GCeorgia, you will see nore inproved yard trees,

but again, that's -- they would be both.
Q Thank you. You briefly nmentioned
mar ket i ng canpai gns in Texas and Georgia, can you

speak to those just a little bit nore?

A The marketi ng canpai gn?
Q | believe that's what you said, yes.
A Texas and Ceorgi a have a state check

off. And in Georgia, the Georgia Pecan

Commi ssion is the adm nistrative body over the
Georgia check off. In Texas, which has a pecan
check off, it's adm nistered by the Texas Pecan
Board. And again, those are state organi zations
t hat oversee check offs in those two states, and

t hey do conduct pronotion and research with those
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f unds.

Q Are those marketing campai gns state-
specific, or generic pronotion?

A Say that again, and |'m having
difficulty hearing you.

Q Yes, | apologize. | think the
speakers are pointing to the audi ence and not to
us. So in ternms of the nmarketing that is
conducted by the Texas and Georgi a Conmm ssi ons,
what are their marketing canpai gns focused on?
Is it the state product or generic? Can you
expl ain that?

A | can speak nore to Texas than | can
in Georgia, but in Texas, and again, understand
that these are Iimted funds. | nean, they're
not record nunbers, but in Texas, we sponsor a
pecan recipe contest in a pullout magazine. And
again, it's less generic Texas pecan. | nean,
we' ve got a Texas pecan | abel, but we al so
sponsor sone research from proposals that are
sent to us.

And really, and I'm from Texas, we've
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done a good job with extending those funds and
Dr. Palma actually did a study ten years ago on

t he Texas pecan check off and | recall we were
getting about 11:1 return on the few dollars we
were actually spending. And sonme of the research
that we have supported is really -- it is
significant.

W had a proposal presented at the
| at est conference. When it's done, it'll mean a
lot to the health of the U S., so those nonies
are spent primarily on research and sone
pronotion in Texas. Georgia --

MR DAVIS: Let ne -- Thomas Mason,
who's the Chairman of the Georgia Pecan
Commission will be testifying in Tifton, so
per haps we coul d reserve those questions for him
and he can address that if it's all right.

M5. SCHMAEDI CK:  Thank you, but it is
i mportant to hear frommnultiple wtnesses on
t hese questi ons.

MR DAVIS: Al right. WlIl, | just

want ed you to know that we are going to address
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t hat when we get to Tifton.

THE WTNESS: Now, to the extent that
| know what Georgia did, | think it's simlar.

M5. SCHMAEDI CK:  Thank you.

JUDGE GUTHRIDGE: If | could ask a
guestion, M. Adans. You' ve used the term check
off a nunber of tinmes. |I'mnot sure that that

was defined. Wat do you nean by a check off

prograns?

THE WTNESS: Well, from ny education
in this process, | use it -- and the industry,
too, still uses those check off and marketing are

i nt erchangeabl e, and they're very different.
They' re under two different orders and | think,
M chell e, when we were there in Novenber of 2013,
that's where we really | earned about the
di fference, but the check off is under the
Pronotion of Informati on and Research Act, is
that right?

And it has very different provisions

within the law. And the nmarketing order is under
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JUDGE GUTHRIDGE: Is that a federa
statute?

THE WTNESS: Yes. And just to
el aborate a bit on that, when the Anerican Pecan
Board chose the federal nmarketing order after the
nmeeting with the USDA staff in Novenber of 2013,
the Board left with a consensus that because you
can custom ze the marketing order to the
commodity, it would fit our diverse industry much
better than the check off, which is, nore or
| ess, one-size-fits-all in a short description.

So those are two different prograns.
Now, understanding too, in each state, we use the
termcheck off, but it's under, for instance,
Texas is under the Texas Commodity Law, which is
very different fromthe federal |aw and very
different fromthe CGeorgia | aw, so those are
ternms that have w de-rangi ng nmeani ngs that
soneone has to understand the usage of them

JUDGE GQUTHRI DGE: So earlier, a couple
m nut es ago, when you were tal king about the

programin Texas, that was under the Texas
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statute and not the federal statute --

THE WTNESS: That's correct.

JUDGE GUTHRI DGE: -- of check off.

THE W TNESS: Yes, sir.

JUDGE GUTHRI DGE: Thank you.

MS. SCHMAEDI CK:  Thank you. You
menti oned that there's been extensive outreach
that's taken place, can you give any exanpl es
where an individual was able to raise a concern
about the proposal and that concern was fully
vetted and address by the board?

THE WTNESS: | can give nore exanpl es
that we've got time for, but let nme nmention two
or three. | think at one | was on, and | see a
gentl eman out, he was involved in that
conversation, we net with a |arge grower and
shell er, and they expressed concerns. And again,
this was, literally, a listening tour by the
board and by nenbers of the board, and they
expressed concerns about pecans that were
inferior in quality.

When you process pecans through a
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cl eaning plant, you will bl owout |ighter weight
pecans that don't have as fully devel oped a
kernel, a wafer, blowout a |light one, a crack, a
nut that's already cracked, a stick type, where
the hull is still -- so those nuts have
comerci al value, but they're not the prenm um
ones.

And so this particular grower
expressed a concern, how are you going to handl e
that? Well, we had not considered a category
beyond native, seedling, and inproved, but
because of that single conversation, we go back
to the board and we introduce and wite into the
order, a substandard category that is assessed
for a pecan that has conmercial value but it
doesn't have it as the nunber one.

So that particular provision cane
about froma conversation. | can tell you of
anot her conversation that took place in Ceorgia
where a sheller indicated he was concerned about
conpl i ance and just how everyone conplied, how it

woul d be handl ed at the handl er | evel, and so we
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went back and we wote into the order, comrents,
suggestions, that that one sheller had, okay?

| can go on, but literally, sone of
the terns in the order were discussed for hours
and based on what feedback and i nput we got from
t he industry.

M5. SCHMAEDI CK:  So would it be
correct to say that, in your opinion, the process
has been inclusive of all 15 states and
i ndi vidual s that have wanted to participate?

THE W TNESS: Yes, it has been
i nclusive. The fact that we spent two years and
all these neetings that we've been to, and every
invitation, and |'ve still got a couple of them
that 1'mattending frominvitations of grower
groups and sheller groups that want to hear about
the marketing order, we've accepted all those
i nvi tations.

My personal cell nunber is on the Wb
site, and so we've tried -- | think the thing
that the board felt would be nost damaging is, if

in the process, sonmeone said, well, | didn't know
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anyt hing about it. And we've tried to address
that with the constraints of no full-time staff
and no paid-for bodies. Al us guys still got an
orchard to take care of or shelling plant to run
and that's why we've comritted to spend the tine
and the effort to go out to the industry and hear
what the industry says.

So yes, we have attenpted in every way
we knew to be inclusive.

M5. SCHMAEDI CK:  Thank you. And ny
| ast question is, are you aware of any either
producer or handl er cooperatives that operate in
any of the states?

THE WTNESS: I n Texas, in the Centra
regi on, pecan producers, | think, is a
cooperative and has been in place for a while.
But again, | don't know the specific workings of
that, but that's the only one |I'm aware of.

M5. SCHMAEDI CK:  Thank you. No
further questions.

JUDGE GQUTHRI DGE: Does anyone in the

audi ence have any questions of M. Adans?
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MS. CH LUKURI: Your Honor, | have a
f ew questi ons.

JUDGE GUTHRIDGE: GCh, |I'msorry.
apol ogi ze.

M5. CHILUKURI: No problem M.
Adans, thank you for your testinony. You
menti oned processors, | don't know that that's a
defined termin the proposed order. Can you
descri be what that is?

THE WTNESS: What a processor is?
Let me begin by giving you sone of the specific
nonencl ature that goes with the industry. Here's
one, in the Central region, we call themnative
growers. Primarily they're called seedling
growers in the East, but it's the sane thing,
okay?

Wthin the industry processors are
what we call shellers. So | knowin the act, it
refers to processors, and so we have tried to be
careful to call our shellers, processors, but
those terns are synonynous. And then in the

grower, what the act calls producer, we call
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growers.
BY M5. CHI LUKURI :
Q Thank you. You also tal ked about the
free rider issue. Could you talk a little bit

nore about how you anticipate the proposed

mar keting order will address that?
A Agai n, ask the question. |I'm--
Q Sorry. You nentioned the free rider

issue. Can you talk a little bit nore about how
t he proposed narketing order will address that
| ssue?
A The?
JUDGE GUTHRI DGE: Free rider.
THE W TNESS: Free rider. Just
conpliance. Having soneone who is neets the

provision in the order would be addressed in the

conpliance area, and | will assune that the
eventual Anerican Pecan Council, the governing
body, wi Il have conpliance staff.

BY M5. CHI LUKURI :
Q Thank you. Building on a question

that Melissa had asked that relates to yard
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supply. | think you had nentioned that 10 to 20
percent of the East and Central annual supply is

fromyard trees. So 20 to 40 percent would be --

A | think 10 to 20 is where | testified
to.

Q Oh, just the East or Central ?

A Yes.

Q So conbined, would it be 20 to 40
percent ?

A | don't think that's -- no, | don't

think that's right.

Q Ckay.

A Dependi ng upon the supply fromthat
region, you couldn't just conbine those
percentages. You'd have to do it on an
i ndi vi dual regional basis.

JUDGE GUTHRI DGE: | understood his
testinony that 10 to 20 percent in the East, 10
to 20 percent in the mddle, and if you add it
all together, it's still going to be 10 to 20
percent.

M5. CHI LUKURI: Okay. And would those
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pecans be assessed anywhere in the chain as they
enter?

THE W TNESS:  Yes.

M5. CHI LUKURI: Okay. Thank you very
much. Those were my questions.

JUDGE GUTHRI DGE: More questions from
USDA? How many are going to be asking fromthe
USDA?

MR DAVIS: Well, Your Honor, before
t hey nove on, we wanted to do a follow up
guesti on about a question that was just posed.
Coul d we do that before the next questioner cones
up?

JUDGE GUTHRIDGE: | think that's --

MR DAVIS: |Is that all right with
you, M. Hill? Because | think it would help.
To go back to that processor question. | don't
know i f you m sspoke or | misheard, but although
the term processor is used in our proposed FMO,
we use the word, handler, correct, to be a
broader term of everybody that would process the

nut, is that correct, M. Adans?
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THE WTNESS: That's correct. That's
one thing I think the chain kind of |abeled. And
again, that's one of those situations where we
understand what we're tal king about, but if we're
communi cating it, we change it to handl er,
because a handler is a termthat's well
understood within the whole industry.

MR. DAVIS: Thank you. W have
not hi ng further.

JUDGE GUTHRI DGE:  Next ?

M5. VARELA: Jen Varela, USDA. | just
have one other quick follow up question for you,
M. Adans, on the yard trees. Wat are sone of
the factors that mght lead to that variation in
t he percentage? You tal ked about alternate
bearing trees. Is it nostly weather, the cycle,
or are prices invol ved?

THE W TNESS: The variation of the
crop.

JUDGE GUTHRIDGE: |'msorry, were you

tal ki ng about the variation in the crop or that -
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M5. VARELA: Specifically in that
range for yard supply, are there any factors in
particular that contribute to the fact that it
varies a |lot nore than the rest of the supply?

THE WTNESS: |'mnot sure
under stand the question.

JUDGE GUTHRI DGE: Ms. Varela, are you
asking why it varies from 10 to 20 percent?

M5. VARELA: Correct. What are sone
of the major factors that create that w de range
of variation?

THE WTNESS: |It's just whether or not
their trees -- | nean, there are nuts on the tree
that year, and so that can be anything from
whet her or not the crop was set in those trees.
Under stand, these are trees that are not nmanaged.
They make a crop, and it nay be every other year,
or every third year, or every fourth year, and if
they make it through the crop, the make it in --
wel |, where the yard trees are particularly
preval ent is the East.

kay. And so if they nake it to
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October and fall off the tree, they're picked up,
but it depends upon the crop set, whether it was
set initially, whether or not disease or bugs got
t hem whether a hurricane blew them away, and so
t here's any nunber of things.

And so cone Cctober, the resident of
t hat home where the tree's in the front yard, and
wal ks out there, and sees nuts on the ground,
they' Il pick themup, but beyond that -- and so
the years that there are big yard crops, you'll
see that cone in. And years, they're just not
there, and they vary.

And for instance, in Texas this year,
we don't have a yard crop. | know in Georgia,
t hey say they've got a yard crop this year.

JUDGE GQUTHRI DGE: M. Adans, in your
original testinony about that, | understood al so
that part of the problens of having a range, 10
to 20 percent, is just one of the reasons you
want the nmarketing order to begin with is
collecting industry data. There's just not nuch

data or the data on it is anecdotal, and so it's,
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to a certain extent, an educated guess on how
much --
THE WTNESS: That is exactly true.
And | think, you know, we've tal ked about the
urgenci es, the reasons, being marketing and
pronotion, but I"mtelling you, a close second is
accurate data. Wien we in the industry make
dol lars and cents decisions every day with that.
MR DAVIS: M. Varela, with your
perm ssion, could |I ask one foll ow up question?
MS. VARELA: Sure.
MR. DAVIS. You used a term you say
they' re not managed, by that, are you referring

to the lack of trinmng, fertilizer, insecticide

THE WTNESS: They're not trimmed,

they're not fertilized, they're certainly not

pruned --

MR. DAVIS: Not irrigated.

THE WTNESS: -- they're not
irrigated. It's just what nuts show up in
Cct ober .
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MR, H NVMAN:  Yes. Good norning, M.
Adans. Don Hi nman, USDA. Just want to ask you a
few foll owup questions. |In your statenent you
said that irrigated pecan crops are nore
efficient than the row crops in using water. Can
you just briefly explain that?

THE WTNESS: Tell ne again.

MR HI NVAN: In referring to irrigated
pecan crops, you said that they are nore
efficient than row crops. Could you just briefly
explain the irrigation process that makes that
nore efficient?

THE WTNESS: The nore efficient use
of the water? Yes. Understand that -- and | et
me draw a conpari son between a pecan tree and a
row crop, okay? A pecan tree, once you establish
the factory, and a pecan tree is a factory, and
once you establish that and building an incentive
production producing state, then you water it
just to give it energy and produce nuts, okay?
But that factory is going to be there.

A corn crop, cotton crop, or whatever,
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you plant that every year, so you tear down the
factory and you build it back, annually, tear the
factory down and build it back. |In the pecan

i ndustry, we build the factory and then we just
water it, because it'll contain it easily, and so
that's where the nore efficient use of water; we
don't have to build a factory every year.

MR. HI NVMAN:  Thank you. In reference
to your comments about the new plantings, you say
that CGeorgia has the nost accurate data. Could
you expl ain why that is?

THE W TNESS: The data on new
pl anti ngs?

MR, H NVMAN:  Yes, you say that Georgia
has the npbst accurate data.

THE WTNESS: Now again, we don't have
good data. Al we've got is to go outside and
drive around the rows and see all those little
trees out there, and you know how many trees the
nurseries are selling, okay? And so we've taken,
kind of, third-party data, and our observation,

and realized that there are thousands of trees
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that are in the ground now.

And quite honestly, our nunbers, what
do they say, two years nmakes a trend? W had two
years of high prices in '10 and '11, so we
t hought it was a trend, and we started pl anti ng.
And what we found out is that we didn't see the
continuing high prices. And so once you plant a
pecan tree, | nean, it's generational and
seasonal

And so that's what speaks to the new
plantings. |It's just observation, farners
reacting naturally to the high prices, and then
what the nursery conpanies are selling in terns
of trees.

MR, H NVAN:  Thank you. Coul d they
put up Exhibit 14? | have a question related to
Exhibit 14? And, M. Adanms, |'mgoing to bring
you the USDA table because | want to ask you a
guesti on about those types, those two sources of
dat a.

What you have before you there is the

first table of the USDA tables put into evidence
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there. The bottomrowis the U S. crop size, and
to the best of your know edge --

JUDGE GUTHRI DGE: Excuse nme, M.

Hi nman, are you tal ki ng about Exhibit 67

MR. H NMAN:  The --

MR. DAVIS: Wat is your exhibit?

MR, H NVAN:  Yes.

JUDGE GUTHRI DGE: Your pecan data --

MR. H NMAN: Pecan data tables. Table
1 on Exhibit 6, yes.

JUDGE GUTHRI DGE: Tabl e 1.

MR. HI NVAN: Right. And on the bottom
row of that is the U S. production for all pecan
varieties; all states. 1|Is that the sane data --
we refer to that as crop value, is that the sane
data that you used in preparing your table here
on the farm val ue?

JUDGE GUTHRI DGE: Let's nmke sure
we're tal king about the -- we're you're saying --

MR. H NVAN:  Maybe | have the wong
nunber, the 50-year history of farmval ue.

JUDGE GUTHRIDGE: Is this crop val ue,
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Tables 1 to 3? Is that the one --

MR. H NVAN:  Yes, the first one. Yes.

JUDGE GUTHRI DGE:  Ckay.

MR. H NVAN:  Yes, Table 1 on Page 1,
and then conparing that to the 50-year crop
history, and | just want to nake sure that, you
know, ours is a shorter tinefrane, that is the
sane data that you used in preparing your farm --

THE WTNESS: Are you tal king about
t he 2015 --

MR H NVAN:. |'msorry. |'m wong.

JUDGE GUTHRIDGE: M. Hi nman --

MR, HINVAN: 15 is the crop val ue.
Coul d you put up Exhibit 15? Yes, | was ni staken
in the nunbers of the exhibits. So now talking
about Exhibit 15 is your table on the farm val ue
and |"'mconparing that to our Table 1 on crop
val ue, a shorter tinefrane.

MR. DAVIS: And, M. Adans, you have
a copy of Exhibit 15 there in front of you too.
You m ght be able to see it better than the

SCreen.
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THE W TNESS: (kay.

MR, H NVAN:  So neke sure we're using
t he sane here, we have a shorter tinefrane that
has appeared in the sanme data source of farm
val ue and crop value, that is the same NASS data
that we were both using, is that correct?

THE WTNESS: That's correct.
Understand that this chart and this exhibit is
j ust an exanpl e.

JUDGE GUTHRI DGE: This exhibit, being
Exhi bit 15.

THE WTNESS: Exhibit 15, is just for
2012. 2013 and '14 are not on this particular

chart.

MR, HI NVAN:  Correct. Yes, thank you.

l"mjust trying to draw the connecti on between
our use of crop value and your use of farm val ue.
That was the purpose of the question.

JUDGE GUTHRI DGE: Yes, M. Adans, the
reason | keep doing that, interrupting, when
sonebody is reading this transcript and you say,

this exhibit, they're not going to know what
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exhibit you're tal king about, so | want to nake
sure that Exhibit 15 was in the record for
sonebody who's reading this later on. And sane
with you, M. H nman, you know, naking sure |
knew the right page that you were tal king about,
of your exhibit you were tal ki ng about.

THE W TNESS: You' ve been to this
rodeo before, Judge.

MR. H NVAN:  Thank you, Your Honor.

JUDGE GUTHRI DGE: Not this one, but
|'ve been to other simlar ones.

MR. H NMAN:  You used the term snal
and large growers, snmall and |arge sheller, are
there particular industry standards that you use
commonly to identify, say, small, nedium and
| arge, are there certain cutoff points in small
versus nediumversus |large, as a typical industry
st andar d.

THE WTNESS: As far as?

MR H NVAN: G owers and for shellers.

THE W TNESS: How we determ ne what's

a small sheller and a small grower, is that what
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you' re aski ng?

MR HI NVAN:  Yes.

THE W TNESS: understand first, we
came up with what we considered a conmerci al
grower, and that was average of 50,000 pounds
over the last four years, or 30 acres, again,
that's inclusive of the various regional
di fferences.

And then to be inclusive of the snall
grower on the eventual American Pecan Council
board, we defined a small grower as 175 acres or
|l ess. And that's not an arbitrary nunber. W
had to pick a nunmber, though, that we thought --
and that was really a conpilation of a discussion
anong experienced growers and shellers as who was
smal | and who was | ar ge.

And so that acconmobdati on was nmade to
be inclusive of the small grower on the
adm ni strative body. So that was where we
decided the 175 acres. On the sheller category,
to be inclusive of a snall sheller, vis-a-vis,

the large sheller, we came up with a mllion
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pounds. And that was nore of an econom c
calculation, realizing that if sheller shells a
mllion pounds of pecans, he's going to get about
a half mllion pounds of kernels and let's say
the margin, or his return, for his added val ue
process was 50 to 60 cents, then he's going to
gross about $300, 000 annual ly.

And we felt |ike anyone bel ow t hat
woul d have troubl e having a viabl e busi ness, even
t hough that was bel ow the Smal| Busi ness
gui delines. That's how we cane up with that
nunber, nore an econonm c cal culation. Sane thing
with the grower side, but the inclusion of a
small sheller and a small grower was very
i mportant in the adm nistrative body.

MR, H NVAN:  Thank you. And then ny
final question is, we asked every witness to
self-identify thenselves in terns of small and
| arge. And the Small Business Adm nistration
definition grower, $750,000 per year in typica
annual sales, and you categorized yourself as a

| arge grower in that definition.
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THE WTNESS: | apologize. |'m having
troubl e heari ng.

MR H NMAN:  Snmal | Busi ness
Adm nistration definition, |I'mjust asking you,
as we'll be asking every witness to self-identify
t hemsel ves in terns of, for exanple, a smal
versus |arge grower, and the threshold is
$750, 000 per year in annual sales of pecans from
your grow ng operation, and would you identify
yourself as being a small or large grower in that
SBA definition as distinct fromyour industry
definitions?

THE WTNESS: Again, can you --

JUDGE GUTHRI DGE: Yes, he's asking,
using -- if | understand correctly --

THE WTNESS: This is not you, Don.
| nean --

JUDGE GQUTHRI DGE: |' m havi ng troubl e
heari ng.

THE WTNESS: -- | wear hearing aids
and |"mhaving difficulty hearing you.

JUDGE GUTHRI DGE: Let nme see if |1 got
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it. He is using the definition used by the Snall
Busi ness Admi nistration for whether sonething is
small or large, and it sounds like the cutoff is
$750,000 a year in sales, is that what you said?

MR. H NVAN. Yes. $750,000 in annual
sal es, you know, in a recent typical year, and do
you, you know, how would you cl assify your
farm ng operation in that definition?

JUDGE GUTHRI DGE: And are you above or
bel ow t hat ?

THE WTNESS: Am | ?

JUDGE GUTHRI DGE:  Yes.

MR, H NVAN:  Yes.

THE WTNESS: Oh, |'m above that.

MR, H NVAN:  Ckay.

THE WTNESS: Yes, | fall into the
| arge grower category. Yes.

MR, HI NMAN:  Just asking that because
the last time we were here --

THE WTNESS: That was an easy
guestion, easy answer, just having trouble

getting to it.
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MR. H NVAN:  Thank you very nuch.
Those are all of ny questions.

THE WTNESS: Al right. Thank you.

MR. DAVIS: W have no foll ow up
guesti ons.

MR, H LL: | have a couple of
guestions 1'Il ask.

JUDGE GUTHRI DGE: All right.

MR, H LL: You did nention, you have
a couple of charts in which you di scuss pecan
production and conpared it to al nond production,
and if I'"mcorrect, you nentioned that pecan
production has remained "flat" in your opinion
over the last 50 years. Can you tell nme what
your opinion is on why it's renmained flat and how

this order would specifically address that?

THE WTNESS: | think it's renmained
flat because of a nunber -- well, let's address
t he economic reasons first. It takes $1500 an
acre to establish -- let's say you al ready owned

the land, it takes $1500 an acre to establish.

It takes probably $1200 an acre for the first
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seven years before you ever get anything back.
And so then it takes another 15, or up to 15,
years to get your capital costs back.

So the ease of entry was difficult,
okay, and particularly where you have an unstable
-- in other words, it was hard to wite a
busi ness plan that woul d project steady prices,
or even predictable prices, and so with that kind
of vision of going into the business, being risky
at best, | think there were fewer and fewer
persons that were willing to take that ri sk.

And so they couldn't see a profit, you
know? Now, where the marketing order will help
us, if we can predict stable prices, stable
supply, and give sonme stability to the business,
you' |l have nore people that will choose to take
that risk. And so | think that's one of the
reasons that you see that flat supply.

And the other thing, | think it has to
do just with the horticultural nature of the
crop. You see nore and nore inproved pecans

coming in and nore and nore native growers going
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out. Sonetimnmes native groves have been out
because a housi ng devel opnment poured concrete
over good river soil. And so you just didn't
have any kind of economc incentive to go into
t he pecan busi ness.

And | think now, we've seen not only
t he devel opnent of the export nmarket with the
devel opnent of a possible stable industry
situation that we can bring nore people, or bring
nore farnmers into the business.

MR H LL: kay. You also said that
there was sonme new planting recently. 1Is there a
reason for that that you are aware of ?

THE WTNESS: Well, | spoke to that
earlier. 1n 2010/2011 tine period, we had
hi storically high prices. | nean, you got sone
New Mexi co growers out there that in 2010/2011,
they were grinning all day Iong, okay? And | was
too. But those high prices were not sustained.
W saw 2012 go down. But anyway, again, two
years nmakes a trend. W had a bunch of

optimstic growers that said, gosh, this things
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| ooki ng good. |'mgoing to plant nore.

And so that's why we've seen the new
planters. And so not only has the export market
made a difference, but | think just -- you know,
there's a real effort nowin the health market
for natural protein, and pecans are natural
protein. And | think people see an opportunity
that this is the way not only to make a profit in
farmng, but it's also a way to nake a difference
i n our production of health food.

So | think all those factors |ent
t hensel ves and will be enhanced by a federal
mar ket i ng order.

MR, H LL: | have no other questions.

JUDGE GUTHRI DGE:  Any fol | ow up?

MR, DAVIS: No followup. Thank you.

JUDGE GUTHRI DGE:  Anynor e USDA
guestions? None. All right. Now, is there
anyone fromthe audi ence who has any questions
for M. Adans? | see no response, so M. Adarns,
| believe you can be excused, and I'I|l see you in

Dallas, it sounds like. Wuld you check with M.
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CGonzal ez and see if there's anything that she
needs to clarify?

It's now 10: 18. Let's take a -- how
many bat hroom stalls do we have here?

MR HLL: | haven't seen them M.
Davi s, he'd know about that.

MR DAVIS: [|'ll recon that for you,
Your Honor. It's small restroonms. How about a
12-m nut e break.

JUDGE GUTHRI DGE: Twel ve mi nutes.
Okay. Well, it's 10:18, let's nake it 13
m nutes, 10:31, we'll cone back.

MR DAVIS: 10:31.

(Wher eupon, the foregoing natter went
off the record at 10:18 a.m and went back on the
record at 10:33 a.m)

JUDGE GUTHRI DGE: The hearing w ||
conme to order. It's 10:33, so | didn't make ny
mark. |'ve been advised that seated in the back
corner there is Ms. Ray fromthe Departnent of
Agriculture. She's the person to see if you want

to testify. The next wi tness has al ready been
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identified as Marco Palma. He's already up here,
so we'll just proceed with him M. Palm, raise
your right hand.

MS. CH LUKURI: Your Honor, if | could
interject just very quickly. | apologize. One
thing that we want to nmake clear is that ex parte
comuni cations are prohibited. So the notice of
heari ng made clear that all the USDA enpl oyees
i nvol ved in the deci sion-making process are
prohi bited fromex parte comruni cations regardi ng
the nerits of the proposal with any interested
party.

So we cannot discuss the substance or
the nerits of the proposal, but if anybody has
procedural questions, feel free to ask us, and as
you stated, there's a sign-up sheet with Ms. Ray,
so if anybody would like to testify, feel free to
sign-up and you can do that.

JUDGE GUTHRI DGE: Ckay. So what she's
saying is that if you want to tal k about
substantive matters with these USDA

representatives, it's prohibited by the
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regulation, so | ask you not to try. M. Palng,
you ready? Please raise your right hand.
VHEREUPCN,

MARCO PALMA
was called as a witness by Counsel for the
Proponent and, having been first duly sworn,
assuned the witness stand, was exam ned and
testified as foll ows:

JUDGE GUTHRI DGE:  Proceed.

MR, QU RCS: Thank you. Dr. Palma, |
understand you have testinony for us. Wuld you
pl ease begin, sir?

THE WTNESS: Yes. Good norning. M
nane is Marco Palma. It's spelled MA-R-C QO P-
A-L-MA M current address is

Col | ege Station, Texas . | have a
PhD in Agricultural Economcs fromthe University
of Florida and |I'm an Associ ate Professor and
Ext ensi on Economi st in the Departnent of
Agricultural Economi cs at Texas A&M University.
| amthe horticulture marketing

specialist with responsibility for |eadership and
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coordi nation for extension educational prograns
and applied research in horticultural marketing
by providing technical expertise and educati onal
program devel opnment for industry audi ences in the
horticul ture industry, such as producers,
packers, and shippers, whol esale and retail
trade.

My maj or areas of research expertise
are experinental and behavi oral econom cs,
di screte choi ce nmet hods, and consumer
preferences. | have worked in many different
areas of consumer research, including pronotion
progranms, as evidenced in the attached CV, which
will be introduced as Exhibit 18.

MR, QUIRCS: Your Honor, we tender
Exhi bit 18.

(Wher eupon, the docunent referred to
was nmarked as Exhibit 18 for identification.)

JUDGE GUTHRI DGE: Exhibit 18 is the
curricula vitae of Dr. Palma. |Is there any
obj ecti on?

MR. HI LL: No objections, Your Honor.
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JUDGE GUTHRI DGE: Any objection from

t he audi ence.

MR QU RCS: | thought you --

MR HLL: | don't have an objection

MR QURCS: | didn't think you had a
copy.

MR HLL: | just had a question. |
don't object. | just have a question. Does he

have a statenent that he's --
MR QUROS: He is, and he's going to
tender it at the end of his coments, after we

support the evidentiary docunents.

MR HLL: Wuld it be a problemif we

had it so we could read along at the tine that
he's reading it?

MR QUROCS: No. W'Il be glad to
tender it at this point. It would be, | believe

JUDGE GQUTHRIDGE: His CV is 18.

MR QUIRCS: This would be 24.

MR HILL: It just nmakes it alittle

bit easier for us to follow al ong.
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MR, QU RCS: (kay.

CV, for nenbers of the audience, is 50 pages
|l ong, so we will not ask himto read that. And
with no objection, Exhibit 18 is adnitted.

(Wher eupon, the docunent previously
mar ked as Exhibit 18 for identification was

received into evidence.)

THE WTNESS: As you can see, the
attached CV, | have nade nunerous presentations
related to the pecan narketing and econonics, as
wel | as publications related to consuner
econoni cs and pronotion progranms for many
agricul tural products, including pecans. Mbst
recently, and for the benefit of this public
hearing, and in support of the proponent group,
have prepared a report that is relevant to this
heari ng today.

The report is entitled, "Econom c
Anal ysis of the Inplenentation of a Federal

Mar keting Order for Pecans", referred to as the

Neal R. Gross and Co., Inc.
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report, a copy of which has been delivered for
inclusion in the record of this hearing, and it
wi Il be marked as Exhibit 19.

MR, QUI ROS: Your Honor, we are
tendering Exhibit 19 at this tinme.

(Wher eupon, the docunent referred to
was nmarked as Exhibit 19 for identification.)

JUDGE GUTHRI DGE: And this report was
prepared by you in anticipation --

THE W TNESS: Yes, sir.

JUDGE GUTHRI DGE: Any obj ection?

MR. HI LL: No objections, Your Honor.

JUDGE GUTHRI DGE: Any objection from
t he audi ence? No objection to Exhibit 19, it's
admtted into evidence.

(Wher eupon, the docunent previously
mar ked as Exhibit 19 for identification was
received into evidence.)

THE WTNESS: M education and
experience give nme the necessary tools to make an
expert assessnent of the econom cs of

establishing a federal marketing order for

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

pecans. | wll provide you with a summary of the
report and then open it up for questions. \Wen I
refer to a Table or a Figure, | amreferring to
them as shown in the report, Exhibit 19.

This report has been conpiled to
provi de an economn c assessnent of the proposed
federal nmarketing order for pecans. For clarity
pur poses the narrative is arranged into two main
sections. Section | describes the current
econonmi ¢ and marketing state of the pecan
i ndustry using avail abl e secondary data sources
mai nly from USDA and t he proponent group, and
Section Il describes the costs and benefits of
t he proposed federal marketing order based on the
data presented in Section | and additional input
fromthe key industry stakehol ders.

| am ski pping the Executive Summary,
since it's a sunmary of Section Il, which |I'm
going to be covering later on.

Section |, Econom c Franework of the
Pecan Supply and Demand, begi nning on Page 10 of

the report. The pecan, Carya illinoensis, is a

Neal R. Gross and Co., Inc.
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perennial tree native to North Anmerican and
produced extensively in the southern region of
the United States and the northern portion of
Mexi co.

There are hundreds of pecan varieties
around the world which can be classified as
ei ther native and seedling or inproved varieties.
The majority of the inproved varieties have been
devel oped by grafting, with the first grafted
trees being sold in the 1880s, and a |arge growth
in the commercial planting in the early 1900s.

The pecan tree can produce for over
300 years once it passes the first six to seven
years to initiate production in the case of
grafted trees, or 10 to 12 years for
native/ seedling varieties. Native and seedling
varieties are those that occur in natural
propagat ed or seed-planted orchards on trees that
have not been grafted.

| mproved varieties are grafted trees.
Pecan trees exhibit a peculiar production

behavi or know in horticulture as nmasting. This

Neal R. Gross and Co., Inc.
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condition entails that the plant will produce a
very high yield one year, usually referred to as
an on year, followed by a | ow yield the next
year, commonly referred to as an off year

This alternate bearing nature in pecan
production has naturally produced a cycli cal
behavior as well in the pecan trees and pri ci ng,
with an inverse relationship, high prices with
| ow supply in off years and | ow prices in on
years.

The entire production of pecans in the
world is not exactly known. |In the past, it has
been estinmated that the U S. production conprise
over 80 percent of the world's supply. However,
based on current trade and consunption of pecans
in the world fromthe International Nut and Dried
Fruit Council, the U S. production is roughly
about 59 percent of the entire world production.

The second | argest producer of pecans
is Mexico, with over 30 percent of the world
production. M nor pecan production takes pl ace

in Australia, South Africa, and South America,
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i ncluding, but not limted to Argentina and Peru,
as shown in the Figure 2 of the report.

I nternational trade of pecans is done
in-shell and in the kernel, or shell. The U.S.
is the world | eader of in-shell pecan exports,
exporting mainly to China, with an average of
23.7 mllion pounds a year from 2009 until 2013.
The other leading inporters of U S. pecans in the
shell are Vietnam and Mexico, with 5.87 mllion
pounds, and 7.47 mllion pounds over the sane
period of tinme, from 2009 until 2013.

Chi na, Vietnam and Mexico together,
conprise roughly 95 percent of the total pecan
exports in the shell fromthe US. In the shell
pecan market, the main inporters of U S. pecans
are Canada, the Netherlands, the United Ki ngdom
| srael, and Mexi co, who have inporter an
aggregate 57.7 mllion pounds in average over
2009 to 2013.

Pecan inports into the U S. are com ng
al nost exclusively from Mexico, with over 99

percent of total inports, with an average of 50
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mllion pounds per year in the period between
2010 and 2014. The U. S. remains a net exporter
of pecans with the rest of the world, although

t he breakdowns in pecans is negative w th Mxico.

The production of pecans in the U S.
can be evaluated separately for native varieties,
or seedling varieties, and i nprove varieti es.

Over the past eight years, there has been a trend
to increase the production of inproved varieties,
whil e the production of native varieties has
remai ned stagnant.

Production for the inproved varieties
was 235 mllion pounds per year in the period of
2009 to 2013. The nativel/seedling production of
pecans in the sane period was 51.5 million
pounds, which represents | ess than 20 percent of
total production.

The cyclical patter and the trends in
pecan production are shown in Figure 6.
Agricultural practices have been inplenented in
recent years by some growers to try to reduce the

variation in yields, which has attenuated the
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effect of on and off years in production.

The conmerci al pecan production in the
U.S. takes place in 15 states, which can be
grouped into three different regions, described
in Figure 7. These three regions are the Wstern
regi on, consisting of New Mexico, Arizona, and
California. The Central region consisting of
Texas, Okl ahonmm, Louisiana, M ssissippi,
Ar kansas, M ssouri, and Kansas.

And the Eastern region, consisting of
Georgia, Florida, Al abama, North Carolina, and
South Carolina. The production of pecans is
di stributed across all three regions, wth nost
of the harvest in the period between 2002 and
2014 coming fromthree states, one in each
regi on, CGeorgia, New Mexico, and Texas, with 32,
22, and 18 percent of the total production of
pecans, respectively.

Al'l three regions have production of
i nproved varieties. The native production,
however, is heavily concentrated in the region of

origin of the pecan tree, the Central region. In
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native and seedling production, Cklahonma, Texas,
and Loui siana have the lead with 70 percent of
the entire country's native and seedling
producti on.

In terms of nunmber of acres in
production, around 40 percent of the tota
acreage of pecans are native varieties, but this
varies by region of production. According to the
2012 Agricultural Census data, in the Centra
regi on, acreage for native varieties is 60
percent of the total acres under production. In
the East, only 16 percent in seedlings, and
al nost no native acreage exists in the Wst.

The variety being grown is highly
rel evant to any type of analysis, since
production practices, farmsizes, costs, and
prices are very different for inproved or native
varieties. Most of the horticulture advances
have taken place in comrercial orchards producing
nostly inproved varieties.

According to the Anerican Pecan Board

G oup, commercial farms in production using
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i nproved varieties range between 20 to 50 trees
per acre. The native production, on the other
hand, may have as little as only one tree per
acre in sone cases.

Farm si zes al so differ by region.
Across all regions, nore than 70 percent of the
reported farns have 50 or nore acres under
production. In the Central and West regions,
al rost half of the farnms between 50 and 499 acres
under production, but |ess than 30 percent of the
farns are these size in the East.

The very large farns of 500 acres or
nore represent 23, 28, and 44 percent of the
acreage in the Central, Wstern, and Eastern
regi ons, respectively, show ng a higher
concentration in large producers in the Eastern
regi on.

As was previously nentioned and
described in Figure 6, there has been a positive
trend in pecan production in the past decade,
however, the production of pecans is still only

between 1 and 2 percent of the total tree-nut
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production in the U S., while other nuts have had
a stronger growmh, as seen in Figure 8.

Wod, Payne, and Grauke point out that
the | ack of appropriate marketing in pecans nay
be one of the reasons for the industry not to
continue the devel opnent rate that it had in the
20th century. The new plantings are al nost
entirely inproved varieties and the cycli cal
nat ure of production and prices has generated a
response in supply, especially in high years.

Changi ng | and use in pecan farnms under
production to a different use is highly
i mpractical, thus, exit fromthe market is not
very common. On the other hand, a particular
reaction that can have consequences is the
planting in low yield or high price years.

| mprove variety trees planted begin
production six to seven years later. As a
reaction to high prices of pecans behaving, as
shown in Figure 9, considerable planting activity
took place in 2010 and 2011, which will cone into

production around 2016 through 2018. This added
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production could put some pressure in prices,
bri ngi ng them down, and being a challenge for the
pecan industry in the comng years if no new
mar ket devel opnent and pronotion takes pl ace.

The U.S. also | eads the world
consunption with an average 288.5 m | lion pounds
per year in the period between 2008 and 2012,
yi el ding the hi ghest per capita consunption with
about 0.45 pounds per individual per year, on
average. As shown in Figure 10, the consunption
has remai ned relatively stable, or flat,

t hroughout the years, until recently, when it has
a decreasing trend.

Thi s decrease in donmestic consunption
does not match the increasing production
described in Figure 6. The increased production
has been recently fueled by on the export nunber
t hat has been growing at a faster rate than the
domesti c market.

Anot her conponent of the expl anation
of the gap between production and utilization

figures is the held inventories by handl ers.
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G ven the cyclical nature of pecan trees,
production handl ers of pecans, which include
buyers and al so shellers, hold on to stocks of
production in sonme years, a process usually
referred to as accunul ati on.

Figures 12 and 13 describe the
behavi or of begi nni ng and endi ng stocks, and
their interaction with the donestic use and
i nternational trade. Pecans, |ike any other
fruit and vegetable in the U S., are not exenpted
fromthe trends anongst U. S. consuners. The nost
pertinent of these trends is the decline in
consunption of fruits and vegetables in the diet,
in spite of the revisions to the U S. dietary
gui del i nes.

A clear illustration of this is given
by Figure 14, that describes the per capita
consunption decline of fruits and nuts in the
U.S. over the | ast decade. Another challenge is
t he conpetition of pecans in the fruits sector,
in general, with | ess expensive inports.

Furthernore, the biggest challenge in this regard
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is conpetition within the other nuts sector,
where sone of these industries have invested nore
in marketing efforts than pecans for stinulating
demand.

As you can see in Figure 15, tree-nut
prices have an increasing trend. A sinple tine
series regression analysis of prices reveals that
the sl opes of the present ratios for each tree
nut, which indicate, basically, the speed at
whi ch the prices are increasing, is higher for
all the nuts depicted in the graph, which
i ncl udes al nonds, wal nuts, and pi stachi os,
conpared to pecans.

When reducing the span in years of the
regression analysis to nore recent years, the
difference in the rate of increase of the prices
are stronger in the last five years, from 2009 to
2014.

Not all is gloomand doomin the pecan
mar keting trends. Palm, Ribera, and Bessler
2013, show that as incone |evel increases, SO

does the consunption of fruits and veget abl es,

Neal R. Gross and Co., Inc.

134

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

135

including nuts. This information can be used to
target market segnents that will react to
pronotion activities. Onozaka and M Fadden
showed the production clains, such as, for
exanple, fair trade, local, organic, et cetera,
have an effect in the price consuners are willing
to pay for fruits and vegetabl es.

Furt hernore, Pal ma, Ness, and Ander son
suggest that sone consuners react to key
attributes of fruit products that even provide
consunmers with status. These consuners have a
tendency to pay higher prices for food with
attributes that they find satisfying for their
needs when those are status or other functions of
t he food products, including |ocal, organic, or
heal t hy.

For pecans in particular, Palnma,
Collart, and Chamoun found in a discrete choice
experinment that if no additional information,
ot her than the type of varieties provided by
ot her products, individuals were willing to pay a

price premumof 13 cents, on average, at the
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retail level for the native variety of pecans
conpared to no information at all

The price premiumcan be linked to the
connection of the native attribute with the
perception of natives being a natural product.
This could be used to plan targeted marketing
strategies in the native and seedling pecans,
i ncreasing the potential benefits of the federal
mar keting order for this particular group.

However, this type of analysis is not
considered in the price differential shown |ater
on in the report, as this is a route the
proponent group nmay or may not take, it is nerely
to show an exanple of the capability the
mar keti ng pronotion may have in increasing the
net prices for pecans.

The increasing trends in production of
tree nuts and in the prices, especially in
al nonds, have increased the value of the tree-nut
production in the U S. Figure 16 shows how t he
non- producti on val ue has increased since the year

2000. In this figure, it can also be seen that
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the growth in crop value in nuts has cone nostly
from al nonds, pistachios, and wal nuts.

In the graph, a |ine showi ng the share
of pecans in the value of total nut production is
plotted on the right axis. It is clear to see
that in this period, the narket share of pecan
sectors, relative to all the nut industry, has
experienced a precipitous decline, fromover 20
percent of the total nut market in the year 2000,
to around 5 percent of the entire crop val ue of
tree nuts in the year 2014.

If anything at all, this relationship
shift can serve as an illustration of how ot her
tree nuts have exploited their growh potenti al
and the pecan industry has | agged behi nd ot her
nuts. Interestingly, the three nuts driving the
i ncrease in crop value are al nonds, wal nuts, and
pi stachi os, all of which have marketing prograns,
federal regul ated marketing prograns, in place.

The first two have marketing prograns
as part of their federal marketing orders, and

the latter has benefitted fromincreased quality
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standards. Both of these aspects are properties
of the proposed federal marketing order for
pecans.

O course, this correlation structure
does not inply causation, two events being
rel ated does not nean that one causes the other.
However, the data seens to point in that
direction, but it should be recognized that there
are other factors at play in the market.

Nevert hel ess, several studi es have
shown there's a positive effect of pronotion on
demand of agricultural products in general, and
specifically in the tree nut. The nethods across
the studies in the literature for analyzing it,
variety, they differ, but the unequivocal effect
has been that having a marketing program funded
by the federal marketing order in the case of the
literature cited above, increases the demand for
t he products.

A list of this studies can be found as
Appendi x A of the report. Wth that in mnd, and

for nore illustrative purposes, the plots in
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Figure 17 draw attention. |In the graph, one of
the series drawn is the share of the total crop
value of tree nuts in the U S. for pecans. The
other series in Figure 17 is the share of that
sane total for wal nut production.

A vertical line indicates the year in
whi ch the marketing program for wal nuts under the
mar keti ng order that regulates grown in
California was inplenented. It can be seen that
t hough the wal nut value share fromall tree nut
mar ket was com ng froma decreasing trend, the
positive nmomentumis enhanced by the
i npl enentati on of the marketing program

The story in Figure 18 is quite
simlar. Again, one of the plotted series if the
pecan share of the total value of tree nuts and
the other one is the market val ue share of
pi stachios. A federal marketing order for
pi stachi os was i nplenented in 2005, which called
for quality assurance and testing. The trend in
the share of the value is positive fromthat

poi nt onwar d.
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In Section Il of the report, |I'm going
to Il ook at the costs and benefits of the proposed
federal marketing order and ot her rel evant
econoni ¢ consi derations. Ceneric pronotion
i ncreases the demand in prices. W have revi ened
the literature of a nunber of agricul tural
studies to determ ne the effect of generic
pronoti on canpai gns on agricul tural produce
demand and prices.

Generic pronotion over a wide variety
of agricultural stimulates product demand that
translates into higher prices for growers than
woul d have been the case w thout pronotion, as
shown in the table taken fromWIIlianms and Wl ch,
as Appendix Ain the report.

Exanpl es of agricultural products
i ncl ude al nonds, cotton, dairy, dried prunes,
eggs, Hass avocados, bl ueberries, honey, beef,
pork, |anb, nushroons, orange juice, potatoes,
raisins, rice, sorghum soybeans, strawberries,
tabl e grapes, wal nuts, waternel ons, and wheat.

Ef f ecti veness of the tree nut
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pronotions costs and benefits to growers. The
estimtes of the effectiveness of narketing
progranms used for this report are based on

anal ysi s of post-inplenentation data of marketing
orders in tree nuts, alnponds and wal nuts, and on
ex- post-i npl enentati on data from Texas pecan
pronoti on prograns.

These studies find that demand for the
products increases generic pronotion prograns.
These studi es woul d be marked Exhibit 20 through
22.

MR QU ROS: Your Honor, we're
tendering Exhibit 20, al nond adverti sing yields,
nets benefits to growers, as 21, the donestic
i npacts of the wal nut marketing board's narketing
program

JUDGE GUTHRI DGE: Wait, 21? 1'm
sorry, 21 or 207

MR QUIRCS: 21. Yes, 20 is al nonds,
21 is walnuts, and 22 is pistachios, entitled,
demand enhancenent through food safety

regul ation, a case study of the marketing order
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for California pistachios. Dr. Palm, did you
use and review these materials in preparation of
the report?

THE W TNESS: Yes, | did.

MR QU ROS: Your Honor, we're
tendering these at this tine.

JUDGE GUTHRI DGE: Let ne just nmake
sure | understand it. Nunber 20 is an article,
al nrond advertising yields net benefits to
grower s?

MR QUIRCS: Yes, sir.

JUDGE GUTHRIDGE: 21 is econom c
anal ysis of the inplenentation of the federal
mar keti ng order for pecans?

MR QUIRCS: No, sir, 21 is the
donestic inpacts of the wal nut marketing board's
mar ket i ng prograns.

JUDGE GUTHRI DGE: Maybe | didn't get
that one. | have econom c analysis --

MR QUIRCS: That's the |last one.

JUDGE GUTHRI DGE: Ckay. Al right.

MR QU RCS: And finally, Your Honor,
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and 22 is for pistachios, and article entitled,
demand enhancenent through food safety

regul ation, a case study of the marketing order
for California pistachios.

(Wher eupon, the docunents referred to
were marked as Exhibits 20, 21, and 22 for
i dentification.)

JUDGE GUTHRIDGE: I'msorry. | did
have that other one. It was stuck to the back of
it. GCkay. So | have all three of them Any
obj ecti on?

MR. HI LL: No objection, Your Honor.

JUDGE GUTHRI DGE: Any objection from
t he audi ence? Hearing no objection, Exhibit 20,
21, and 22 are adm tted.

(Wher eupon, the docunents previously
mar ked as Exhi bits 20, 21, and 22 for
i dentification were received into evidence.)

MR QU RCS: Dr. Palma, are there any
other articles that you relied on as part of the
preparation that were not reported in the report?

THE WTNESS: | relied on another

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

article, but it is reported in the report, and
that's the evaluation of the Texas pronotion
program for pecans, which kind of co-authorized.

MR, QU ROS: Thank you.

THE W TNESS: The increased demand
results in increase in prices that could not be
achi eved without the pronotion prograns. Denmand
i ncreases in those studi es have been as high as 6
percent. Qur analysis allow for the mean point
of these studies, between 0 and 3 percent in the
tree nut studies, to be the representative
scenari os and we have used the average potenti al
dermand, or approximately 1.5 percent in our
eval uation for benefits of the federal marketing
order pronotion authority.

These narketing progranms reviewed are
wel | - est abl i shed prograns, so our report assunes
that the proposed federal marketing order for
pecans woul d be less effective, at |east at
first. The cost of the assessnent as a
percentage is cal cul ated by the mean point

assessnent value for inproved and native

Neal R. Gross and Co., Inc.

144

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

varieties and dividing it by the average price
for an in-shell pound of pecans for each year
described in the tables.

Wth season average prices of $1.73,
$1.90, and $2.12 per in-shell pound in 2012,
2013, and 2014, respectively, assessnent as a
percentage of U.S. season average prices are in
the range of 1.2 to 1.4 percent for inproved
varieties. Simlarly, with average in-shell per
pound prices of $0.88, $0.92, and $0.88 in 2012,
2013, and 2014, the assessnent as percentage of
grower price was between 1.6 and 1.7 percent.

Al t hough handl ers pay the assessnents
in federal marketing orders, such as this federal
mar keti ng order, for analytical purposes and take
t he nbst conservative case, we're assum ng that
100 percent of the assessnents will be reflected
in the prices paid to growers. |In other words,
the growers woul d bear the cost, at |east
initially.

As you note from Tabl e ES3, the

assessnent and costs are a small percentage of
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the grower prices, even if the grower bears all

t he assessnment costs. Using historical data and
i nformation provided by farmers in the different
production regions, and NASS, Nati onal
Agriculture Statistics Services fromthe U S.
Departnment of Agriculture, and using price per
pound data from 1997 to 2014, a mat hemati cal
simul ati on nodel was created.

We used Monte Carl o sinulation nethods
for the distributions of key output variabl es
crucial for analyzing feasibility of future
busi ness deci sions under risk. The sinulation
nodel is programred in SIMETAR, a sinulation and
ri sk anal ysis software enbedded as an add-in in
Excel, but you can see a description by
Ri chardson, Schumann, and Fel dnan.

The framework of creating a
representative farmto analyze risk is a wdely
used framework in policy analysis, including
potential inpacts of the FarmBill. This avoids
usi ng averages, which can be m sl eadi ng, and

i nstead, use data fromthe entire distribution of
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hi stori cal data or other possible data.

W then apply the 1.5 percent average
generic pronotion demand increase to the
calculations related to pecans and obtain the
following results. The procedure that we used
i nvol ves taking the historical prices per year
from 1997 to 2014, and using the full
di stribution over those prices to obtain Mnte
Carlo sinulation for 500 possible prices to
obtai n expected average price wthout the federal
mar ket i ng order intervention.

W then adjusted the prices with a
demand i ncrease of 1.4 percent to simulate the
possi ble prices with the marketing pronotion
effort due to the federal marketing order to get
an expected price increase of 6.3 cents with the
federal marketing order for inproved pecans, as
shown in Tabl e ESA.

In a simlar fashion, for native and
seedling, the valuation is done using the
hi storical price fromMnte Carlo sinulation

before or without the intervention and after the
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mar keti ng program or with the sinul ated federal
mar keting order. The result is a 3.6 cent

i ncrease in prices for native and seedling
varieti es.

The | ow and hi gh bound were cal cul at ed
using a sinulation with a low, or 0.5 percent,
and a high of 3 percent price increase scenari o0s.
The potential benefits due to pronotion through
the federal marketing order are between 4 and 9.6
cents, with an average of 6.3 cents per pound for
i nproved varieties, and between 2.7 to 4.2, with
an average of 3.6 cents per pound for native and
seedling varieties.

Conparing Table ES1 and Table ES3 to
Table ES4, it is apparent that the benefits of
generic pronotion outweigh the cost to growers.

Ef f ecti veness of stinulating demand through

i ncreased quality standards. One of the
authorities of the Council in the federal

mar keti ng order, 986.69, is the authority to nake
i mprovenents in production handling.

Specifically increasing the quality of
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pecans in ternms of freshness, safety, grade,

si ze, packaging, et cetera, delivered to the

mar ket that can stinulate demand increase prices.

If the Council is able to establish m ninmum

gual ity standards for handling the future for
pecans, this can lead to a relatively nore

i nel astic demand and nore consumer confidence in
t he product, which will lead to higher prices to
growers.

The cost of inplenmenting product
handl i ng i nprovenents has al ways been | ow
conpared to the benefit to growers. This would
be illustrated by the case of pistachios where
Al ston et al show that inproving quality
assurance in the pistachio nmarket resulted in a
benefit to cost ratio of at |east 5:1.

The costs and benefit across various
farmsizes. Wth the costs and benefits per
pound described in Tables ES3 and ES4, we have
estimated the costs and benefits of the federal

mar keti ng order pronotion authority by farm size

as shown in Table ES5. Table ES5 is shown for 30
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acres, 175 acres, and 500 acres at 1666. 67 pounds
of in-shell pecans per acre of yield, the average
yield per acre over all three regions, as
representative for small, nedium and | arge farns
in the production area.

Producti on assunmes 78 percent
production i nproved varieties and 22 percent of
native and seedling split in that acreage. In
all cases, benefits of the federal marketing
order outweigh the costs across a range of farm
sizes. The cost of the federal marketing order
is calculated at the average as total pounds
times the cost.

For exanple, in the nmedium size farns,
of the total 291,667 pounds, 227,500 pounds are
in inmproved variety, or 78 percent of that share,
at an average cost of 2.5 cents, we obtain a
total cost of $5688 in inproved varieties. The
production of native and seedling is 64, 167
pounds, or 22 percent of the production share, at
an average cost of 1.5 cents, we obtain a cost of

$963.
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The total costs are then the sum of
the costs for inproved varieties, or $5688, and
native and seedling varieties of $963, for a
total of $6650. The benefit is cal cul ated using
the total nunber of pounds tinmes the estinmated
average increase in price.

For inproved varieties, 227,500 pounds
times the average price increase of 6.3 cents, we
obtain $14,333, and for the native variety, we
obtain benefits of $2310. Total benefits are the
sum of the inproved varieties with the native
varieties, or $16, 643.

The benefit cost ratio is then the
addi ti onal benefits generated by the program per
dollar of cost. Dividing the estinmated benefits
by the cost, we obtain 2.5 of a benefit cost
ratio, which inplies that a $1 cost will result
in $2.5 of benefits.

These are in the | ow range of the
benefit cost ratios reported in the WIlianms and
Wel ch study. The range of benefits for a nmedi um

size farmusing the | ow scenario, is $10,833 to a
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hi gh scenario of $24,535. The associ ated range
of the cost for the mediumsize farmis $5192 and
$8108, respectively.

For a small farm the costs are in the
range of $890 for the |ow scenario to $1190 for
t he high scenario, with benefits of $1857 to
$4206 for the | ow and high scenari os
respectively. For a large farm the costs are in
t he range of $14,833 to $23,167 for the | ow and
hi gh scenari os, and the benefits in the range of
$30, 950 to $70, 100 for the | ow and high
scenari os.

In all the cases, the benefits
out wei gh the costs and the benefit/cost ratio
ranges from2.08 in the low scenario to 3.02 in
t he high scenario, which are on the | ow side of
the studies reviewed by Wllians and Welch. In
reality, the nodel for estimating the stochastic
prices is much nore conplicated, but this is a
sinple representation of the costs and benefits
by farm si ze.

M ni mum si ze of farnicrop for
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comercial growers as used in the FMO  The full
i nput costs for an acre of pecans across the
production area requires a certain mninmm]land
size for mnimum annual production to be

mai ntained in order for the farmto becone
econonically viable over a period of four years
or nore.

Failure to have a farmof a certain
size or with yields above a certain size wll
result in either an econom cally unprofitable
farmoperation or will require the grower to
reduce the necessary inputs on the farmto grow
gual ity pecans over a period of tine. For
exanpl e, reduci ng watering, nmow ng, spreading,
fertilizing, hedging, pruning, or other inputs
that are normally required by commercial pecan
producers.

W believe that it is highly unlikely,
per haps even renote, that a pecan grower can be
financially viable over a period of four years if
the grower is averaging |l ess than 50,000 pounds

of pecans per year over that period, and is
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applying all inputs associated with a comerci al
pecan grower. Said another way, pecan farners
growi ng | ess than 50,000 pounds of pecans on
average per year are hobby farners, experinmenta
farmers, farmers not intending to make a profit,
or farnmers not intending to maintain a farmwth
the normal inputs required for a comrercial pecan
farmer.

W use the yield of 1667 in-shell
pounds per acre over 30 acres for the small
acreage, which is the average yield across the
production area, as cal cul ated by the proponent
group, with input fromDr. Lenny Wells, the
Uni versity of Georgia Pecan Research Scientist.

Handl er consi derations, costs and
benefits. The benefits to handl ers outwei gh the
costs of inplenenting the federal narketing
order. It is evidence at the handl er |evel,
there is the same nagnitude of positive price
change as there is with grower analysis, Table
ES4, but a smaller proportion of cost due to the

greater prices paid to handlers, Table ES8 as
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conpared to Tabl e ES3.

Wth a typical handler nmargin of 57.5
cents, the cost estinate of average handler price
recei ved was about $2.31 in 2012, $2.48 in 2013,
and $2.70 in 2014 for inproved varieties. The
cost estimate for average handl er prices received
for native varieties was $1.46, $1.50, and $1.46
in 2012, 2013, and 2014, respectively.

The cost as a percentage of U. S. pecan
handl er prices is low and in the range of 0.93
percent to 1.08 percent over the |ast three years
for native varieties, and between 1 percent to
1. 03 percent for native varieties.

The anticipated increase in pecan
prices from pronotion and handling authorities in
the federal marketing order shoul d cause pecan
prices to nove towards parity pricing, as stated
by the USDA, the parity price should be $5.11 per
i n-shell pound in 2014, but the inplenmented FMO
shoul d not cause pecan prices to be anywhere near
equal to or exceed pecan parity prices.

Better information will benefit
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growers, handl ers, and consuners. The pecan

mar ket today is inefficient in part because of
the lack of reliable, tinely data on the domestic
pecan crop. Most of the data in the industry at
this time is gathered voluntarily. The FMO
proposes handl er reports to the Council and
requires the Council to nmake crop reports to the
USDA at | east yearly.

These reports shoul d provide all
parties with nore reliable and tinely production
data. Increased confidence in the data on pecans
shoul d benefit all participants, including
growers, handlers, and of course, consuners, and
| ead to nore accurate product pricing and better
i nformation regardi ng product supply and demand.

Thank you. This ends nmy formal review
of the econom c anal ysis of the inplenentation of
the federal marketing order, and then | will open
it up for any questions.

MR, QUIRCS: Your Honor, before
guestions, we would |ike to tender two docunents.

The first is the Executive Summary of the
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Econom ¢ Anal ysis of the Inplenmentation of the
Federal Marketing Order for Pecans, Exhibit 23.
Dr. Palma, did you prepare this exhibit?

(Wher eupon, the docunent referred to
was nmarked as Exhibit 23 for identification.)

THE W TNESS: Yes, sir.

MR QU RCS: And was this prepared as
a summary of Section Il of your report for review
by growers and handl ers?

THE WTNESS: That is correct.

MR. QUI RCS: Thank you. The second
docunment we'd like to tender is the conplete
witten testinmony of Dr. Marco Pal ma, which has
been marked as Exhibit 24, and we tender those at
this time, and that was prepared by you as well,
is that correct?

(Wher eupon, the docunent referred to
was nmarked as Exhibit 24 for identification.)

THE WTNESS: That is correct.

MR. QU RCS: Thank you.

JUDGE GQUTHRI DGE: Start with Exhibit

23, any objection?
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MR, HI LL: No objection.

JUDGE GUTHRI DGE: Any objection from
t he audi ence? Hearing no objection, Exhibit 23
is admtted. Exhibit 24, any objection fromthe
Agricul ture Departnent?

(Wher eupon, the docunent previously
mar ked as Exhibit 23 for identification was
received into evidence.)

MR, HI LL: No objection.

JUDGE GUTHRI DGE: Any objection from
t he audi ence? Hearing no objection, 24 is
admtted. | believe, M. Qiros, do you have any
guestions of your w tness?

(Wher eupon, the docunent previously
mar ked as Exhibit 24 for identification was
received into evidence.)

MR QUI RCS: No, Your Honor.

JUDGE GUTHRI DGE: All right.

MR HLL: Can we have the actual 237
Is this the sunmary?

MR QUIRCS: You have it as Exhibit

23. It was handed out in the large group. |It's

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

in your materials.

M5. CHILUKURI: | think we mght be
m ssing 23, but we will check again. Can you put
it on the screen just so we can figure out
whet her or not we have it?

MR QUIROCS: Sure. This is it on the
screen. It was not used as part of his
testi nony, but he prepared it. It was sent to
growers and handlers for their review, and is

technically part of the first section of the

report.

MS. CHI LUKURI: Exhibit 19?

MR QUIROS: Yes, |I'msorry. Bef ore
Part |, there is an Executive Summary of the
report which summari zes Section |I, but we

prepared it separately so that we could deliver
it to growers and handlers, and | wanted Dr.
Palma to authenticate it, so after he | eaves, and
we use it with subsequent wi tnesses, it would be
well identified. We'Il take a |look and find --
M5. CHILUKURI: Ckay. So we have it

enbedded in 197
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MR QUIRCS: You have it enbedded in
19, but that's also at Exhibit 23.

THE WTNESS: Page 4 through 9 of
Exhi bit 19.

MR QU RCS: Do the rest of you all -

are you all mssing it at USDA or do you all have

it?
M5. CHILUKURI: W're mssing it.
MR QU RCS: Still mssing.
MR HILL: | got it, but --
MR QUIRCS: Yes, here's sone extra
copi es.

M5. CHILUKURI: W're mssing it as a
st andal one, so we have it as part of 19, but --

MR QU RCS: It's comng to you right
now as Exhibit 23.

M5. CHI LUKURI: Thank you.

JUDGE GUTHRI DGE: " msorry, M.
Quiros, you said you have no questions?

MR QU ROS: Not at this tinme. |'d
reserve themfor clarification after any

guestions for Dr. Pal ma.
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JUDGE GUTHRI DGE: Sure. Al right.
Department of Agriculture, who's going to start?

MR HLL: One | do have, if you | ook
at Page Nunber 4, well, I'mnot sure where it is
on yours, if it's the sanme --

THE W TNESS: Wi ch exhi bit?

MR HLL: It's on Exhibit 24 of your
testinmony. Right before B, it's under A, under
Worl d Pecan Supply, you read a sentence that said
t he second | argest producer of pecans is Mexico,
and on the testinmony it says with over 35
percent, | believe you said over 30 percent,
whi ch one is the correct one? |It's under Section
|, Econom c Framework of Pecan Supply and Denand,
A, at the very end of A

JUDGE GUTHRI DGE: Are you talking
about Exhibit 247

MR HILL: Yes.

JUDGE GQUTHRI DGE: Hi s testinony.

MR HLL: H's testinony, correct.

THE WTNESS: So it should be 35

percent .

Neal R. Gross and Co., Inc.

161

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

MR HLL: 35. ay. | just wanted
to make sure. Okay. That's fine. Just
clarifying that, because |I thought | heard 30.

THE W TNESS: (kay.

MR HLL: Go ahead.

CROSS EXAM NATI ON

BY Ms. SCHVAEDI CK:

Q Thank you, Dr. Palnma. This is Melissa
Schmaedick with the USDA. So |I'IlIl just apol ogize
i n advance, | do have a |lot of questions, let's

start with sone of your comments about production

in Mexico. |Is the Mexican production increasing
as wel | ?

A | believe so.

Q | s that sonething that you | ooked at

i n your anal ysis?

A W have some data fromthe world
production markets that is included as part of
the reviewin terns of the world production, so
it should be in one of the figures.

Q Okay. Also referring to your

anal ysis, do we have --
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A That is Figure 3, by the way.

Q Okay. Do we have an idea of what
percent of U S. exports are re-inported, U S
exports to Mexico, are re-inported? Do we have
t hat data?

A You nmean exported to Mexico and then
i nported back as a processed product?

Q Correct.

A | don't think hear, we're just |ooking
at the columm over --

Q I"mtrying to get a sense of what
per cent age of Mexi can production cones into the
United States, is that sonmething that you | ooked
at?

A Vel |, when the Mexican production
cones to the U S., it cones with the Mxican
delineation of origin in the fresh market.

Q kay. Is that included in your study?

A Everything that we have included here
is just the fresh market as defined with packer
definition, so no additional processing.

Q Ckay. So no trans-shipnents.
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A No, what we have here is mainly in-
shel | pecans.

Q Ckay. Thank you. One of the concepts
t hat you' ve touched on several tinmes throughout
your study is this threshold of a farmat 50
acres. And if | understood you correctly, that
50 acres establishes the conmercially viable
demarcation, is that correct?

A Yes, that is correct.

Q So in your testinony, you indicated
that 70 percent of all farnms have 50 acres or

nore, is that correct?

A If you say so, yes.

Q It's on Page 7.

A Okay. Yes.

Q So by default, does that nean that 30

percent of all farnms are not conmercially viable?

A So on the one hand, we have a nunber
of farns, and on the other hand, we have
production, right? So if we have -- the figure
that we have including the benefit and cost

anal ysi s, includes only those, the percentage of
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t hose woul d be over 30 acres, soO yes.

Q |"msorry. Did you nean to say 50
acres?
A 30 acres.
30 acres?
Yes.
MR QU RCS: | mght point out that

that was his testinony in the executive summary
on Page 8 of the mninmmsize was 30 acres. |
think he just may have m sspoke with regard to
the 50, Ms. Schmaedi ck, and again, in his
testi nony, he, on Page 19, it was 30 acres and
50, 000 pounds of production per year.

THE WTNESS: It's 50,000 pounds, 30
acres, yes.

BY Ms. SCHMAEDI CK:

Q kay. Thank you. So the 30 percent
of farnms, are you then indicating that within
that 30 percent, that captures yard production?
| s yard production considered a farmin that 30
percent ?

A So we've done an anal ysis where we
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have the profit relating to the farns overall in
the U.S., and we included everybody in that
profitability analysis, and essentially, that's
where the breakdown conmes from And if you | ook
at the full report, which is Exhibit 19, there
are two figures that pretty nuch summari zes the

| i kel i hood of profitability in this case of a
representative farmthat uses data from everybody
in the U S., not just the ones presented.

And what you can see here is, on the
different scenarios of different assessment
grades, with the likelihood of profitability
doesn't really change that nuch with or w thout
the order. Furthernore, when you | ook at
di fferences across the type of assessnments within
the range, that profitability doesn't change.

What you see there is what we
typically refer to in policy analysis as a
stoplight chart, and this is a type of chart that
are used in Congress to nake decisions by farm--

JUDGE GUTHRI DGE: Wi ch chart is that

you' re tal ki ng about right now?
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THE WTNESS: This is Chart 19 on Page
30 of Exhibit 19. It's a very easy
representation of the probability of a farm
generating profits. And the reason we use it is
because it's a sinply concept. Unfortunately,
the copies are not in color, but in a simlar
fashion to a stoplight, green is good, yellow
not so good, and red is bad.

So what we have represented here is
the probability that a farm woul d generate sone
profits in case of the red categories,
unfavorabl e category, the second one, which would
be the cautionary, or the md-Ievel category,
that's around 50,000, and then a healthy profit
| evel, which includes returns to all of the
Il nputs associ ated in production, including
capital, so in that breakdown that we've done
here, we include everybody in the country, not
just the commercially produce growers, because
we're interested in seeing how the order wl|
affect potential profitability of farns across

the U. S.
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So in this analysis, like I said, I'm
going to repeat again, we used every farmsize
consideration, in fact, the yield that we used
there were smaller, reflect a smaller yield
potential, because it includes all of those farns
t hat were excluded fromthe ones that woul d be
assessed in the federal nmarketing order.

So as you can see there, even when we
i ncl uded everybody, those farns that were not
i ncl uded because they will not being collecting
assessnents fromthose farns, the |ikelihood of
maki ng profits was about the sane as reflected in
t hose charts with or without the FMO, that is,
that the remaining other factors that influence
production, in ternms of the inputs the farners
use, nmanagerial practices, and other factors that
are very inportant in this case, the anmount of
t he assessnments they were assessed, that woul dn't
change the |ikelihood of them being profitable.

So that's based on the category
section, when we do conduct it, the analysis,

which is reflected in the report, for including
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every farm

JUDGE GUTHRI DGE: Let nme clarify
sonething for the record for sonmeone who nay be
reading this transcript and | ooking at a bl ack
and white, not a color, copy of Figure 19 in
Exhibit 19 on Page 30, you called that a
stoplight chart?

THE WTNESS: Correct.

JUDGE GUTHRI DGE: Because it was red,
yel l ow, and green, on this chart, which one is
red, when you're looking at it in black and
white, which is yellow, which is green?

THE WTNESS: Sure. Black is -- the
intensity of the col or changes.

JUDGE GUTHRI DGE: Let nme ask it this
way, is the line that's unfavorable, is that red?

THE W TNESS:  Yes.

JUDGE GUTHRI DGE:  Ckay.

THE WTNESS: And the one in the
m ddl e, cautionary, would be yell ow.

JUDGE GUTHRI DGE: Cautionary is

yel l ow. Ckay.
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THE W TNESS: And then favorabl e woul d
be green.

JUDGE GUTHRI DGE: That's green. And
then on the bar charts below that, is the red the
bottom section, the yellow the m ddle section
and the green the top section?

THE WTNESS: Correct.

JUDGE GUTHRI DGE: Ckay. Sonebody,
again, reading a transcript and |ooking at this
stuff is going to be having to guess at that.

THE WTNESS: Right. And then on
Figure 20, we have the simlar farm \Wen we
change the assessnent |evels and we | ook at the,
essentially, we do Monte Carlo simulation |ooking
at all the econom c data, and because of the w de
range in variation in regions, we actually use
distribution of all the possible econom c val ues,
and then we simulate 500 farnms so we get a flavor
of all the risky variables in the nodel and how
t hey change the final net present val ue of the
f ar m nodel

And so we can see in Figure 20 is that
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we | ooked at |ikelihood of profitability is
virtual ly unchanged regardl ess of the assessnent
rate as reflected in the baseline scenario, and
that's scenario 1 through 6.

BY Ms. SCHMAEDI CK:

Q Okay. Thank you. Unfortunately, that
still didn't quite get to the question I'mtrying
to ask. So is it your understandi ng that
assessnents are collected -- are they coll ected
at the grower level or the handler |evel?

A The assessnents are done at the
handl er | evel.

Q Are all pecans produced in the
production area, are they assessed?

A Yes.

Q So is it a logical conclusion to say
t hat production fromthose 30 percent of farns
that are below that threshold, is that production
bei ng assessed?

A It is.

Q So when you | ook at your i npact

anal ysis, are those small farns benefitting?
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JUDGE GUTHRI DGE: Ms. Schmmedi ck, | et
me clarify something in ny mnd, | think you
referred at one point to Page 7 of his testinony?

M5. SCHVAEDI CK:  Correct. Yes. But
we' ve sort of noved on.

JUDGE GUTHRI DGE:  Exhi bit 24, and
there's a 30 percent on there, but the 30 percent
| see on there tal ks about -- is alnpst half the
farms in the Central and Wst had between 50 and
499 acres under production, but |ess than 30
percent of the farnms of this size are in the
East, is that the percentage you're questioning?

M5. SCHVAEDI CK: No. |I'mreferring to
the statenent that 70 percent of all farns have
nore than 50 acres.

JUDGE GUTHRI DGE: Ckay. Wiich is
across all regions. 70 percent have 50 or nore
acres.

M5. SCHVAEDI CK:  Correct.

JUDGE GQUTHRI DGE: So 30 percent have
-- okay. Cot it.

M5. SCHVAEDI CK:  Yes.
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MR, QUIRCS: Your Honor, for the
record, maybe we should indicate that that's Page
15 of Exhibit 19 and Page 7 of Exhibit 24, the
reference that is just being discussed with
regard to the percentage of farns that are above
and bel ow 50 acres.

THE WTNESS: Yes. So to answer your
guestion, | think that they would benefit. W
have cut-down anal ysis here for comerci al
farmers only, but if you | ook at the information
in the graph, the anobunt that they woul d benefit
wi || depend nore on the practices that they do
related to production, so if you got just a hobby
farmer, doesn't do anything about it, he's nore
| i kely that he would be econom cally affected by
not fertilizing and not coming up with any type
of production conpared to the marketing order.

In other words, they will benefit, but
the marketing order will not save them from not
going with the necessary inputs of production to
have vyi el ds.

BY Ms. SCHVAEDI CK:
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Q So referring to your statenent that
farmers bel ow that threshold, their profitability
doesn't necessarily change with or without a
mar keting order, is that your statenment? Is that
correct?

A Vell, if you | ook across all the
i nputs of production, the other factors, the
ot her inputs, have nore influence than just the
cost. So that's reflected in those graph is
saying, if we collected the cost and we actually
put in nothing, no pronotion, nothing changed,
just the cost structure, that wouldn't change the
| i kel i hood of them making profits, which is
slightly different.

So what that is saying is, that the
| i kel i hood of nmaking profit depends a | ot on what
they do, and even with the cost included in
there, they woul d need naybe ot her things to stay
t hat have a higher inpact of them nmaking profits
than the assessnents from everyone. Does that
cl ear your question?

Q Yes. So would it be fair to say that
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farnms bel ow that threshold, even though the

mar keti ng order may not nmake them profitable,

they still benefit.
A Correct.
Q Okay. Thank you. Couple of fairly

m nor questions, on Page 8 of your testinony, you
i ndicate that the per person consunption of
pecans is 0.45 pounds. Do you have consunpti on
data for the other nuts in your study?

A It's nore FDA data fromthe per capita
consunption system so | don't recall if we do
t he actual per capita consunption of all the
ot her nuts, but that would be very easy to get
fromthe per capita consunption data, when you go
to the system put together with the econom c
resear ch service.

Q Thank you, | understand that.

A And essentially, what you'll find is
that the other nuts are increasing in terns of
consunption and pecans renmain relatively flat.

Q kay. |I'mwondering if those nunbers

are included in the data that you have submtted.
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A | don't think that | included the
actual per capita consunption or even just
i ncluded for pecans. Let ne --

MR. QU ROCS: Judge, just for
identification, that's Exhibit 24 that we are
referring to now, Page 8.

M5. SCHMAEDI CK:  We don't need to take
alot of tinme. | just wanted to know if that
data was there.

THE WTNESS: Figure 14 shows just the
fruit and nut in general, but it's not broken
down by specific nuts, and | don't think that | -
- | don't think that we included the rest of the
nuts in terns of per capita consunption.

BY Ms. SCHMAEDI CK:

Q Okay. Thank you. Quick point of
clarification, on Page 12 of your testinony, you
refer to Figure 17 of Exhibit 19, | think. So
Figure 17 refers to percent narket share of
pecans and wal nuts, it's on Page 24 of Exhi bit
19, and if | understood your testinony correctly,

there's a line, a vertical line, that points to
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the year 2007. |Is it your interpretation that
t he wal nut nmarketing order programstarted in
2007? 1s that what you're saying?

A What |'msaying there is the marketing
order for, in that case, walnuts, starts to have
a proving trend starting in 2007.

Q Do you know when the program was
i mpl enented? I n your analysis, did you | ook at
what m ght have created the bunp in 2002 and the
drop in 2003 in that crop? Wre there any

out st andi ng econoni c events there?

A In that sanme graph?
Q Yes.
A No, but if you look at the previous

figure, which is 16, you can actually see the
nore precipitous gromh, and in that particular
figure, you can see the series going back to
2000, the bars represent the market val ue share
for different nuts in these states, so include
al nronds, wal nuts, pistachios, hazel nut,
macadam as, so it's pretty nuch the whol e nut

mar ket, and then on the vertical side, | put the
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per cent age of pecans of the overall market, which
you can see in this line is a very precipitous
decline in the percentage of the market val ue for
pecans going fromover 20 percent in the year
2000, and falling to very close to 5 percent in
2014.

So as you can see, there are many
factors that are driving that, perhaps nainly we
can see the growh of all the others. So when
you start to put the picture together in that
particul ar graph, and if you |look at not only
wal nuts, but you can | ook at the other nuts and
how have they been growing in terns of the narket
val ue, the pecan has renmined relatively flat.

So what you're seeing there is that
production has remai ned stagnant, on the one
hand, for pecans, but clearly, sonething is
driving the increase in the supply of the other
nuts. And | believe this states what's driving
there, which is the point I"'mtrying to make in
Figure 17 and 18, is the market demand.

The mar ket demand for the other tree
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nuts is growng at a rate that allows production
to satisfy that market denand.

MR HLL: M. Palma, | just want to
interject for one second. You were asked a
m nut e ago about the inplenentation of the wal nut
order, there was no answer, so | want to nake
sure you answered. You're not sure when the
wal nut - -

THE WTNESS: Well, the record refl ect
that | believe that the marketing efforts
starting maki ng expenditures in that year, 2007.

MR HILL: Okay. Just wanted to
clarify that because you shook your head and kind
of wasn't on the record.

THE W TNESS: Sure.

BY Ms. SCHMAEDI CK:

Q Ckay. Thank you. On Page 15 of your
testinony, you refer to a Figure ES3, which |
believe is in Exhibit 19 and Exhibit 23? Could
you spend sone tinme explaining the cal cul ations
that are captured in that table? The table was

titled, Assessnents as a Percentage of U. S.
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Season Average Pecan Grower Prices, Mdpoint of
Proposed Initial Assessnment Range. How did you
make those cal cul ati ons?

A So if you go back to my testinony, you
will see that, with the season average prices of
$1.73, $1.90, and $2.12, which are the average
prices in Table ES2, | used those average prices
and | ook at the different assessnents as a
per cent age of those prices, and so the
assessnents, which are in Table ES1, are divided
by the total price, and that gives you what's the
percentage of the price that the assessnment wl|
be.

And so when you | ook at those, the
result, dependi ng on which assessnent that you
use relative to the average price, that will be
in the range of 1.2 to 1.4 percent, depending on
whet her you use the | ow, the nmean point, or the
hi gh end of assessnents, which, for inproved
pecans, would be between 2 and 3 cents, with a
m dpoint of 2.5 cents, and for the native

variety, it would be between 1 and 2 cents, with
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a mdpoint of 1.5 cents.
That's what's the percentage of those
assessnents relative to the average pri ces.

Q So I'd like to take that anal ysis, but
| want to apply it to the cost of production, are
there differences in the cost of production
across the production area?

A Yes.

Q So in your analysis, and in your
cal cul ations of the inpact on growers, did you
take the cost of production into consideration?

A When we do the profitability, we did,
and we didn't take the average cost production,
we actually used the sinulated costs so that we
include all the range of the possible values. So
per haps the best way to describe this is, if you
did a sensitivity analysis and you | ooked at
what's the price of, let's say, labor in Texas
conpared to sonmewhere el se, you can say, well,
the average price for labor is about $10 an hour.

And then it goes from$8 or $9 to $19,

|"mjust taking an exanple, so in a sensitivity
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182

anal ysis, you will say, well, the cost of |abor
per hour is the average, with a low of X and a
high of Y. So what |'ve done, instead of using
three points, if we use the full distribution of
all reported available costs of all the inputs
across the different regions, and we did sort of
like a sensitivity analysis, but rather than
taking three points, we took the density function
of all of those possible val ues, which neans,
essentially, any possible value within that
distribution is used to then sinulate the change
in that particular cost.

And then you use that for all the
possi bl e i nput costs for everything else in
estimating the cost of production. So |abor
costs change the price of everything else in
terms of the inputs also change, so nornmally,
that's what | refer to in the report as the risky
vari abl es.

By that, what | nean is that there are
things that, even within the sanme region, if you

| ook at it today, there's wide variation. And
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just using the average can be m sl eadi ng because
the costs mght be very different in the Eastern
region conpared to the Central and Western

So by using the full density, or al
t he probabl e values of all of these vari abl es,
then essentially what we're doing is we're
capturing all of the risk that exists within the
cost of production inputs. And then we're
sinmulating that 500 tinmes to give us a w de range
of the possible influence that all of those
i nputs provided will have on the bottom|ine net
present value of the farm

So yes, we accounted for all of that,
we took all of the inputs, we took all of the
| evel s, and used those densities to estimate
di fferences across all the regions. An
alternative approach woul d have been to do an
anal ysis on a per region basis, but that would
probably be a little bit nore msleading in terns
of differences across regions.

So what we did is, we took these

representative farns and we took the risk
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behavi or of all the cost production and
everything el se across the regions, which is very
standard to what we do in terns of anal yzing
different policies in policy analysis, even for
the FarmBill and other risky type of scenari os.

Q Thank you for that explanation. |
want to see if | can capture that in |ayman's
terms. So basically what you're saying is that,
across the three regions, the cost reduction can
vary dependi ng on what types of inputs are needed
for that farm context.

A Not just the types, even with the
I nput s.

Q Ri ght.

| nean, the price the diesel is not

the same. It doesn't cost the sane in Texas than
what it does in Florida, or Georgia, or any of
the other regions. So even within the sane
i nput, the cost of that input changes.

Q Correct. Another exanple m ght be
water, is that correct? It mght cost different

in --
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A Al'l the inputs in production, yes.

Q Ckay. So again, in layman's ternmns,
I"mtrying to restate what | think |I just heard
you say. You did an anal ysis across the regions
with all these different input variables and
| ooki ng at the range of how high and | ow t hose
costs mght vary, correct?

A Not a range. You got a ful
di stribution assigned to each one of those, so we
didn't just say, this is high, this is nmedi um
and this is low, we assigned a distribution,
whi ch means, if you | ook at the density function,
essentially, what's the probability that these
costs, the diesel, would be between $2 and $5,
and you assign a probability to each one of
t hose, but not a specific value because it's a
di stribution.

So I nean if you | ook at Bronethio,
his particular value, 1.03, that's zero. So it's
over all the possible values of distribution of
each one of those.

Q Okay. Thank you. So based on that
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anal ysi s, how woul d you characterize the cost
| npact across the production area? Does it
differ per region on a bottomline analysis, the
i npact, does it different across the region?

A It certainly does. It's not reflected
in here because we actually took all of the
ri sks, which essentially nmeans, how does that
distribution look like in each region? So is it
flat? Is it relatively nore |l ead curtain, which
means that there's nore risk associated with
t hat .

And so what we did is, we took all of
that potential risk and put it into this
sinmulation farmanalysis. So with that, it's
capturing every single possible change in that.
And then of course, the beauty of doing that is
that you can sinul ate what happens to net present
val ue over all the different risk variables al
across the region, so it is represented and
enbedded within the nodel.

Q In your final analysis then, do you

say that one region would generally be inpacted

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

187

nore than another region would generally be?

A No, what | nmean to say here, and you
can | ook at those two graphs begin to show you
results of all the 500 sinulations on the bottom
| ine net present value. Wat that is telling is
the inpact on the costs or the likelihood of the
farms to make a profit woul d be nore dependent
upon t he actual managenent practices that they do
because the assessnments are | ow enough that they
will not nake a big inpact in the likelihood of
those farns to make profits or the cost is snal
enough that you won't change the structure.

It's nore dependent upon the other
managenent practices.

Q Ckay. So again, in layman's ternmns,
woul d you say that an assessnent that is applied
on a per-pound basis at the handler |evel, would
that be a fair inpact across the production area?
Is that inpact applied fairly? 1Is anyone
di sproportionately di sadvant aged?

A | don't think so. | think it's

proportionately assessed in all different
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regions. In fact, you brought the point that
it's assessed on the handler level, and yet, we
assunme that nost, 100 percent, woul d be bear by
the producers in these regions, and so to clarify
your question, yes. The reason for us to assune
that is because if you | ook at an increasing
price today, that increasing price today will be
reflected in the market, but if all the growers
decided to respond to that price increase today,
t he actual supply's response fromtaking an
action would not be seen for six years, because
if they planted the trees today, that response
woul d not be seen for six or seven years, which
essentially just mean, in economc |ayman's
ternms, that the supply would be fixed.

Even if | wanted put nore pecans in
market, | wouldn't be able to do so today because
it's the yield that we have, and even if we
pl ant ed additional trees, those trees would not
conme into production for six or seven years. So
with that fixed supply and response, that's why

we assune, at least initially, that thus, the
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costs of those assessnments would be nainly
i npacted nore by the producers.

And | think, just to clarify your
original question, that yes, it will be fairly
i npacted across all three regions.

Q Thank you. So | just want to, you
touched on ny next question, which is, on Page,
let's see, 20 of your testinmony, which is Exhibit
24, you have a statenent here, and |I'Il read it
into the record. You say, "It is" --

A |"msorry. You said Page 20? Just
give ne a sec. | have a different version of ny
testi nony than what you have.

Q kay. Paragraph F, the title is,

"Handl er Consi derations: Costs and Benefits".

A Ckay.
Q And | want to point your attention to
this statenment, it says, "It is evident at the

handl er level, there's the sanme magnitude of
positive price change as there is with the grower
anal ysis, but a smaller proportion of the cost

due to the greater prices paid to handlers.” W
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guestion there is, in that statenent, are you
taking into consideration costs such as the cost
of planting and putting the input expenses into
trees, into an orchard, for seven years before
it's bearing? |s that cost capture in this

st at enent ?

A No. So all that statement is
reflecting is that both at the producer and the
handl er | evel, we can see that there is an effect
i n demand of increasing prices that can be seen
in both segnents, both of the handler and at a
grower level. The cost of the handler in that
case neans, well, what would be the cost of that
associ ated increase in demand by having a few --
an increased production of anything.

So on the handler level, yes, it does.
It includes the cost of the transactions in terns
of accounting and maki ng sure that they coll ect
all of those assessnents, and so on and so forth,
that can be attributed to the FMO On the
producer side, no.

Q Can this statenment be interpreted as
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saying that handlers will benefit nore than
grower s?

A No.

Q Can you explain that? Maybe |I'm not

getting it. Wy does that not nmean that? |If
there's a sanme positive price change for growers

and handl ers, but a smaller cost, the difference

A The extra cost of handling, the extra
cost for the handler, would be expected to be
very low, is what | nmean to say in that
statenment, conpared to the extra cost of all the
activities that will be borne back to the
producer as assuned in the nodel. So even though
the handlers are paying it, we're assum ng that
that price paid to growers would be reflected in
the way back to the growers thensel ves.

So if there's an increase of 6.3
cents, even though that's going to be paid by the
handl ers, that would be reflected back in the
price that is being paid to the growers, but that

increase in the actual stated cost for the
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handl ers woul d not be expected to be, in terns of
handling that extra |oading, is not expected to
be very | arge.

M5. SCHMVAEDI CK:  Ckay. | think that
concl udes ny questions. Thank you.

THE WTNESS: Thank you.

JUDGE GUTHRI DGE:  Any fol | ow up?

MR. QU RCS: Yes, Your Honor. Couple
of things. Dr. Palma, when you say a producer
under Exhibit 1, that is nmeant to include grower
when you use it, is that correct?

THE WTNESS: That's correct.

REDI RECT EXAM NATI ON

BY MR QUI RCS:

Q And in your testinony, when you say

the termnative, do you al so nean native and

seedl i ng?
A Native and seedling. Yes.
Q Thank you very much. You have

descri bed the proposed federal marketing order
for pecans as a donestic program The

i nformation that you produced with regard to
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Mexi co and reported on the other countries was
j ust background information and not part of your
study, is that correct?
A | believe it was inportant to show the

overall econom c and marketing trends in the
i ndustry and they were just neant to be used for
il lustrative purposes.

MR. QUI RCS: Thank you very nmuch. No
further questions, Your Honor.

JUDGE GUTHRI DGE: Next from the USDA

MR, H NVAN:  Well, | guess we now say
good afternoon at this point. W' ve been here
for a while.

THE W TNESS: CGood afternoon.

CROSS EXAM NATI ON
BY MR HI NVAN:
Q Actually, I first want to foll ow up on

Ms. Schnaedi ck's question on Page 20 of that same
statenment you read. This is on Page 20, "Handl er
Consi deration: Costs and Benefits", since the
conputation you made is entirely based on -- you

have an average grower price and you add 57.5
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cents and you get the handler price, right?

So in fact, it's a smaller proportion
of handler price received, is that an alternative
way to say that? Smaller proportion of handl er
price received.

A Yes.

Q Sois it 57 cents and therefore, for
growers, you have, you know, ranges of like 1.7
percent, and because you' ve added 57 cents, 58
cents, the handl er now has a small er percentage
because it's now down to about 1 percent. So
i nstead of saying cost, is it nore accurate to
say it's a smaller proportion of handler price
recei ved?

A You' re absolutely right. Yes.

Q Ckay. Thank you.

A Thank you.
Q | have a series of questions from
Exhibit 19. First of all, it is on Page 20 of

Exhibit 19. On Figure 11 and 12 you have --
wel |, ook at Figure 11 on Page 20, you have in

t here, production, which had to be obtained from
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NASS data, but you al so have inports and exports,
whi ch woul d not be NASS data, is the source of
this, perhaps, the foreign actuals or is it the
Econom ¢ Research Service which tends to conpile
t hese things together?

Could this source, in fact, be the ERS
rat her than NASS for Figure 117

A Yes. It's Foreign Agricultural
Service data for the inport side, so you're
right, it's not NASS data, and | nean, the ERS
al so puts out a report based on that.

Q Ckay.

A So it would be included within either
one of those two.

Q Okay. Thank you. 1'Il refer you back
to Page 28 of the sane exhibit. And on the very
bottom of Page 28, you use the phrase, "They w |
be collected on the ratio of the in-shell pecans
managed by the handl er and the in-shell pecans on
Page 29 managed by all regulated handlers.™ [|I'm
not sure, I'mtrying to understand, what is this

ratio? What's the purpose of the ratio in your
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anal ysi s?

A So the ratio of in-shell pecans
managed by one particul ar handl er, you can think
about it as a market share of the product that
fl oats through one particular handler. And so
dependi ng on the anount of product that one
handl er uses, the percentage of the total narket
woul d be the ratio for that particul ar individual
unit or business.

Q Does that nunber fit into your
analysis, and if so, how? |Is this mainly just an
observation rather than an el enment of your
anal ysi s?

A It's an observation rather than
anyt hing i n NASS, yes.

Q Ckay. Thank you.

A Thank you.

Q Sanme exhibit, Page 31. And just
bef ore you begin Section E, you use the word,
cascading to the grower, that word cascadi ng, you
nmean, basically, a grower/handl er market,

correct? |s that correct?
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A Yes, it would be passed on.

Q Whi ch you then characterize as 30 to
40 percent.

A "' m sorry?

Q So basically, you just refer to the

fact that dynam c marketing and at this point,
you're estimating that at 30 to 40 percent.

A So that's the estimated nmargin for the
grower. Yes. So if you look at a retail price,
the actual margin that goes back to the grower
fromselling -- well, what you see in that
grocery store, for exanple, and if you see a
price of $10, the margin of that that correspond
to the actual grower will be in that range.
That's what that neans.

Q Ckay. | want to point out on this
Page 31, you said a margin of 30 to 40 percent
fromthe grower to the handler, price received by
grower to price received by handler. Then on
Page 33, second paragraph, "The handl er nmargins
from30 to 60 percent of the price." This is the

second full paragraph on Page 33. Shoul d those
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be aligned? Are both nmeant to be 30 to 60 or
both neant to be 30 to 40 percent, or is there a

di fferent piece of analysis going on here?

A That's a good question. So the first
one refers to the actual -- the margin to the
grower fromretail, the margin to the grower from

t he handl ers, and then the other one refers to
the margin to the handler as a price paid to
growers, so how rmuch of that price paid to the
growers is a typical margin to the handler. So
in a way, they should be aligned because one
reflects, what is the margin going fromthe
handl er refl ected back to the producer, and this
is the other way around.

It's the margin of the price paid to
the producer that is a typical margin to the
handl er.

Q If we were to individually reference
this particular nunber, which range woul d you
t hi nk woul d be npbst accurate to use; 30 to 40 or
30 to 60 percent?

A | think that 30 to 40 is probably a
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range that is accurate, but if you explored that

further, | nean, that range could be up to 60
percent .
Q Okay. Thank you. The 58 cents,

that's generally about 40 percent in your
exanple, so you're using, in an exanple, the
| oner end of that estimate, is that correct?

A That's correct.

Q Okay. Thank you. 1'Il refer you to
Page 38 of that exhibit. And you have, on that
Page 38, a long list of studies which have
i nfornmed your anal ysis here about the range of

|l i kely inpacts fromgeneric pronotion, is that

correct?
A That's correct.
Q And | want to make sure fromthis page

| * m under standi ng, basically, the footnotes, and
if a nunber in the benefit/cost ratio colum of
that has a B, and there's a margin of
benefit/cost ratio and does that make all of the
others that don't have B an average benefit/cost

ratio in that benefit/cost ratio colum? A few
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of them have B's.

A Vell, so they're different types of
benefit/cost ratio statistics that people report
in the literature, and so the conpari son across
them we need to nmake sure that we are actually
referring in a conparison basis to the
appropriate benefit/cost ratio. So in ny case,
what you have that | have estinmated is,
addi ti onal benefits divided by costs, which, |
believe for the m dpoints there were at about
2. 5.

There's al so the net/benefit cost
rati o, which neans, if you take out the one
nunber you al ready i nvested, what's the
additional increase? So in this case, for this
particul ar exanple, if you | ook at the
net/ benefit cost ratio, it would be 1.5.

The margi nal benefit/cost ratio, what
that means is that if | were to spend an extra
unit of pronotion, in this case, an extra unit of
pronotion is one extra dollar, how nmuch of that

expenditure in that extra dollar would really
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return.

Q G ven that, would you characteri ze
your conputation, which resulted in 2.5 as a --
you use the word here, narginal, and average, and
net, where does your analysis fit in that range
of ways to characterize benefit/cost ratios?

A | think that's an excellent question.
M ne woul d be on the |ow side of this statenent.
| f you conpare the typical BCR as the way that |
woul d calculate it, which is |ike what,
essentially, WIlliams and Welch do this, the
reason | use this size because it's very recent
and it includes a variety of agricultural
products fromdifferent pronotion prograns over a
wi de range of agricultural products, and
essentially what they do is, they |ook at the
average of all those and apply that average, in
this case, to that particular commodity that
we' re | ooking at.

And | believe that that average,
dependi ng on the type of conmodity, if we conpare

across that, it would be around 4 for a
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benefit/cost ratio. So the reason for us to use
t he nunbers that we used were twofold. Nunber
one, we wanted to have a conservative estimate of
the potential benefits for a couple of reasons.

The first reason is that the other
programs in the nut market have prograns that
have been very active for nmany years, and so that
we believe that the potential inpacts, at |east
initially, it would take sonme tinme for themto
start to see larger returns and so for that
reason, we wanted these estinmates to be somewhat
conservative in the way that it will generate
benefits.

We coul d have used different
commodities. Again, if you look at the list of
notes there, you have things |ike eggs, avocados,
bl ueberries, that m ght be very different than
the tree nut market. So rather than using all of
those as WIllians and Welch did, what we did was
try to look at the studies with nuts only and
using sort of like the nmean point for those

studies will be largely the largest, or the high,

Neal R. Gross and Co., Inc.

202

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

benefit scenario in our analysis.

So the typical scenario that we're
reporting, again, is a conservative nmeasure of
the potential benefits, but | just wanted to be
cautious in not overestinmating any potenti al
benefits, and so a quick review of that
literature tells us that the typical range is as
hi gh as, you can see sone of those nunbers go as
hi gh as, 9:1.

In fact, the pronotion programin
Texas that we anal yzed a few years back generated
a 35:1 benefit/cost ratio for Texas pecans. Now,
when you | ook at such a |l arge benefit/cost rati o,
what that nmeans in ternms of the question you just
asked of the marginal BCR, what that neans is
that if you start to pronote a product, even with
very small pronotion dollars, like they are
limted in the case of Texas, what you see is
very large benefits of doing those pronotions
because it's bringing a | ot of awareness.

But every additional unit referred to,

typically in econonmics, marginal unit has
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di m nishing returns to investnent. So what that
nmeans is that every extra dollar | invest in
pronoting pecans, and this is what we found in

t hat study, would be expected to generate |ess,
and less, and less returns, up to the optinmm
poi nt where you invest $1 and then you get a
return of $1.

So when you experience such a |large
BCR Ii ke the one we found for Texas pecans in
that study, that is a sign the programis
significantly underfunded, which nmeans, the
anount in return is so |large because the program
has invested so little in pronotion that every
dol I ar counts very much.

So | wanted to -- | know that's a
little bit of an extension of the question you
asked, but | think that's a good explanation as
to the different types of BCRs, and | thought it
was a good noment to bring sonme of the results of
that particular study, which I think the
assessnent rate is about half a cent per pound in

the case of Texas, so that's really telling you

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

the very small anount that they have available is
having a very |arge inpact, in that case, 35:1.
W didn't want to use sonething that
is that big, especially because, in this case, we
don't really know what the anount of the actual
amount in dollars would be used to different
activities. |If we knew that, we could use a
regression-type of analysis to attribute the
different types of investnents and | ook at the
potential return based on the literature, but we
at this point, do not know how those dollars in
t he assessnents are going to be invested.

Q Thank you. Yes, you did anticipate
with that sonme upcom ng questions, so thank you
for that.

JUDGE GUTHRI DGE:  Fol | ow up?

MR QURCS: 1'Il let you finish.

MR H NMAN:  Oh, | have additional
guestions. Please go ahead ask.

JUDGE GUTHRI DGE: | thought you said
you had no nore questions, M. Hi nman.

MR. H NMAN:  No, | do have additi onal
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guesti ons.

JUDGE GUTHRIDGE: GCh, you do. |I'm
sorry. | thought you said you had no nore
guesti ons.

MR QURCS: I'll reserve until after

he finishes his questions, Your Honor.

MR, H NVAN:  Ckay. Thank you. On
Page 7 and 8 of Exhibit 19, you are providing
there a series of calculations to be, sort of,
representative averages, correct?

THE WTNESS: Correct.

BY MR H NVAN:

Q And a key result of those series of
conput ations for both, | believe, native, and
i mproved, and overall, all of that is

approximately 2.5 benefit/cost ratio, so is that
correct?

A That is correct. |In fact, | think
that | know when we do the different types of
anal ysi s, depending on the size farmand the
assessnents, that goes from2.08 to 3.12, with

the overall for that particular scenario of 2.5,
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which is the nmean point. Yes.

Q You do then argue then that, well, |
think this is helpful for the average reader to
understand the results, that you said averages
can be m sleading, which is the reason you
engaged in the simulation analysis think test.
Wul d you explain, you know, that nore, how the
anal ysi s becones nore robust with the sinulations
and Monte Carlo analysis than it would have been
i n using just averages, such as these?

A Sure. That's an excellent question
because especially in the particul ar case of
pecans where you have an alternative bearing
acreage production, using averages to estimte
with and without inplenmentation of the program
and then trying to put that on a particul ar year
m ght be even nore m sl eading than just the
regul ar way of cal cul ating the averages.

So essentially what we did in these
cases that we took all the historical data and
used that risk behavior, the historical data, to

run a very simlar type of analysis where we
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sinul ated 500 different prices fromenpirica
distribution of the data, with and w t hout the
FMO, and then we estinated the potential inpacts
on the price for the following four, five years,
and then took the average of those to be what you
see in the tables.

So in this regard, we're not just
taki ng the particul ar average of what would be a
potential, for exanple, if you were seated here
in 2010 or 2011, and | ooking at the high/low
prices, and doing the analysis relative to those
prices, the answers would be very different than
sitting here and doing it with the price |evels
of 2014.

So in this regard, what we tried to
i mplenent in the analysis is, we tried to
i mpl enent all of the potential risk associated
with the price series and use that risk to
generate -- using the actual data to sinulate the
potential inpact on prices.

Q Again, referring to Page 7, | want to

make sure | understand this, because you use
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t hese sort of averages just for different |evels
of farm production, you would consider your 2.5
propagation to be, it's not an increnental, it's
an average, so it's average benefit/cost ratio,

not a marginal benefit/cost ratio, is that

correct?
A That's correct.
Q Thank you. |If you could turn to Page

29 of Exhibit 19. And actually, so 29 and 30,
and you have stated that the 6.3 is your m dpoint
between a high and a low result, is that correct?

A That's correct.

Q And your basis for that is, the
starting point for that is, a 1.5 percent
i ncrease in price.

A Correct.

Q Usi ng your distributional nethods and
your stochastic analysis, right?

A Correct.

MR QUIROCS: Excuse ne. | understood

it to be 1.5 percent increase in denmand, not in

price.
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THE WTNESS: It is price, and in this
case, we're assumng that the increase in demand
that we're observing is observed in a 1.5 percent
i ncrease in prices --

MR, QU RCS: Ckay. Thank you.

THE WTNESS: -- for the average
scenario. And then the lowis 0.5 percent
i ncrease and then the high is 3 percent.

BY MR HI NVAN:

Q Just a followup, | want to nake sure
| understand that, you're equating a 1.5 increase
i n demand, but you're representing it by 1.5
percent increase in price, is that correct or
not ?

A We did have the information about the
price exceeds their demand, so what we are
assumng here is, yes, it is a unit lasting so
t hat when we observe an increase in denand, we
can reflect it in the increasing prices, but
again, we are using those studies to |look at the
overall final effect of the potential increase in

demand and what would that be reflected in the
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i ncrease in prices.

Q In the paragraph just above Table 7 on
Page 29, you refer to your sinulations and all
that, so | want to nake sure | understand, this
anal ysis here is basically using a distribution
of prices and you're estimating it -- you know,
you start with 1.5 and you get percent and you
end up with your analysis with 6.3 cents net
i ncrease in price using your sinulation analysis;
6.3 cents for inproved pecans.

A Correct. Wthin the whole 500
sinmul ated prices, that's the average of the
following five years of all the sinulated prices,
assumng a 1.5 percent increase.

Q And so this analysis, you go on then
to discuss the nodel farm but this particular
result, the 6.3 cents conputations you made, and
2.5, does not -- this type of analysis does not
i nvolve the nodel farm This is partially
because you're starting your price analysis and
you're ending up with higher prices through these

sinmulations. Am| correct that this analysis
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does not involve the nodel farnf
A That's correct.
Q The nodel farmis a separate analysis

to make a separate point.

A Correct.
Q Thank you. |'mgoing to point you to
Page 30 where you nentioned the -- at the very

end of that first paragraph there --

A |"msorry. You said Page 3?

Q Excuse ne. Page 30 of Exhibit 19.
And the first paragraph there has a footnote and
| want to draw your attention to that footnote,
and you tal k about a 2.8 percent rise, and then
you have a footnote describing the fact that
you're using an enpirical distribution. And I
want to explore this because -- let nme ask you,
basically, you start with 1.5 and with the use of
your particular distribution, which | believe --
do you call that a standard distribution?

A No. So there are different types of
di stribution that you can assune any particul ar

variable. Nornml distributions, extrene val ue,
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dependi ng on what you're tal king about. In this
case, because we have reliable price data that
we're using froma historical series that is
coll ected, then we're using what we call the
enpirical data, if you want to call it, which is
an enpirical distribution because the
distribution is comng directly fromthose
prices.

In this case, | think we used 1987 to
2013, so we allowed the distribution to change,
or to vary, according to the way it's changed
with historical data. So rather than assunming a
particular distribution that mght not fit the
data, we used the enpirical distribution, which
fits the data. O course, an enpirica
distribution tends to have sone weights to the
tail, soit's not |ike your typical nornal
distribution that can go frommnus infinity to
infinity, but it assunes the actual risk within
the variabl e associated with the changes with the
actual data.

So whenever possible, if you have data

Neal R. Gross and Co., Inc.

213

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

avai l able for distribution, | think that for this
type of analysis, it's always better to use the
avai l abl e data and let the data tell you how
risky it is rather than trying to assune anot her
distribution, so that's the reason why we used
that enpirical distribution for prices.

Q So is that |ack of using a standard
distribution, you refer to that as enpirical, in
ot her words, it was your enpirical work with much
data that all owed you to provide that
di stribution, correct?

A Correct.

Q The inpact of this -- let nme ask you,
the inpact of this is if you started with 1.5,
you used your enpirical distribution, and then
used t he phrase higher weigh on the tails, and
your net increase seens to be your 1.5 percent
rose to 2.8 percent, an increase of 1.3
percentage points, is that correct?

A Yes, it is.

Q Therefore, the results that we see in

6.3, and all that, is, in a sense, starts at 1.5,
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but through your distributional analysis, we're
really tal king about a 2.8 percent increase,

whi ch gets you inproved rising by 6.3 cents and
native and seedling rising by 3.6 cents, is that
correct?

A That is correct. And the assignnent
of the way, what that neans is the probability of
different price data to occur as obtained from
the risk behavior of the actual data.

Q Thank you. And could you define the
word stochastic?

A Sure. So stochastic nmeans sonet hi ng
that is risky. So |l think | use an exanpl e,
which | mght elaborate on, if you | ook at the
cost of fuel and if sonebody asks you, what's the
cost of fuel? And | reply to them it's about
$2.5 per gallon of gasoline in Texas, that's a
fixed variable, because it's changes, it's always
2.5 but if | told them well, the distribution
of prices has a nmean and a standard devi ati on of
such, I'mdefining the whole distribution, which

nmeans that the value of that particular variable
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has a range with different probabilities.

So that's what the word stochastic
means, it neans that it has sone risk that is not
fixed, it's not always the sanme, that there is
sone variation intrinsic to that particular
variable that is defined, in this case, at the
site of the first and second nonths, the nean and
t he standard devi ati on, but we can derive those
with three and four nonths, typically nost
di stribution of stochastic variables are usually
defined within the nean standard devi ati on.

But essentially what that neans, it's
not just 2.8, 2.8 is the largest probability of
t hat event happening, which in layman's terns we
refer to as, that's the average. That's nost
| i ke the scenario, but here, the average, if we
think about it, is the calculation of the density
function over a range of values, so what you do
i n an average, you assign each value and you have
the sane probability, so that you take one over
P, multiple by the integral of all the possible

val ues, and you end up with adding up all the

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

217

val ues and dividing by P, which is, in the sense,
just taking the average woul d be adding up the
nunbers, dividing by the nunber of different
things that you're adding up to.

In the case of a stochastic, it
doesn't necessarily nean that every particular
value will have the same probability, as in the
case of the average, but you may assign different
probabilities to different values, essentially.

Q Thank you. |1'mgoing to give a
foll owup, nake sure | understand, that sane
footnote we just referred to on Page 30, about
the 2.8, and | want to explore again the phrase,
hi gher weight on the tails. |[|f you could wal k us
t hrough how that term higher weight on the
tails, gets us the extra 1.3 percent, which is a
critical portion of your analysis; phrase, higher
wei ght on the tails.

A Sure. So what that neans, if you | ook
at the potential distribution, what that neans in
this framework that you just explained, is that

this type of distribution assigns a higher
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probability on the | ow and the hi gh possible

scenari os.

So high probability conpared to a
normal distribution. So you still have the
hi ghest possi ble probability, you're still at the

center, or the average value, but then that has
sonme wei ghts distributed to the tails where you
have a little bit nore probability conpared to
the normal distribution, having those weights in
the tail, what that neans is that it nakes sone
of those particular scenarios change, it mght be
at the bottomor it mght be at the top, and in
this case, the end result is that we | ook at the
average increase in prices and we see a little
bit higher increase in price because of that
enpirical distribution.

Again, | think the point is that
rather than ne trying to assunme just the nornal
distribution, since we have the data, we |let the
data tell us what would be assigned to either the
ri sky or the stochastic behavior for that

particul ar series, in this case, the prices.
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Q Thank you. Stay on Page 30. Now I
want to go to the nodel farmin Figure 19. First
guestion, just based on understandi ng, you have
made a point that it's hard to see red, yell ow,
green because it's black and white, but am!|
correct that the graph and then the three lines
above it, the order is reversed, is that correct?

A "' m sorry?

Q You have the graph there, you know,
with a base and scenarios 1 through 6 going from
O to 100, and it looks like the way in Figure 19
t hose graphs are stacked is the reverse of the
stacking in the three |ines above it. Are they,
in fact, reversed?

A Yes, you're correct. So the
probability of unfavorable at the top would
typically be the red, if we had it in color, and
that woul d be the bottom category in the graphs.
So for exanple, in the baseline scenario, that
woul d be at 27 percent. If you go to the mddle
one, which would be the cautionary, that would be

in the mddle, of course, and then the other one
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is favorable, so you're right. Yes, 21.8 percent
is at the top in the bar, and it's in the bottom
of the | egend.

Q Is that the typical way to present
material like this, to have themreversed, or are
they nore often aligned in the same order?

A You know, the typical order of
presenting themis the one used in the actual
graph. Normally, we have the actual col or
graphs. In fact, when the farnmer is presented
and Congress votes, they typically get a one-
pager with the probabilities of inpacts with
different policies to different stakeholders so
t hey can make an i nformed decision, but they're
actually | ooking at the col ors.

But | think the typical way is the one
described in the bars.

Q Thank you. Looking at Table 8, which
gives you the different levels of the scenarios,
Scenario 3 is inproved 1.5 percent. This is
Tabl e 8 on Page 30 of Exhibit 19.

A Yes.
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Q So that 1.5 percent, that is your
m dpoi nt of the range that you've been nentioning
all along, and it is also the mdpoint of the --
it's the md scenario here, is that correct?

A Yes, so the correspondence there would
be, the | ow scenario would be Scenario 1, which
is 0.5 percent, the nmean point would be Scenario
3, which is 1.5 percent, and then the high
scenario is the 3 percent for inproved, and then
t he corresponding or associated |evels for the
native categori es.

Q Thank you. One nore question on that
nodel then, the 1.5 percent in your Scenario 3,
is it worked through the nodel farmas actually
2.8 percent instead of the 1.5 percent?

A Yes, so if you were sinulating within
the farmnodel, so it's enbedded within the farm
nodel there, but that would be the sane scenario
as related to your previous question, which neans
that there's an associated increase of 2.8
percent. Yes.

Q You know, step back fromall the
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speci fics, and again, your view of the nmain
val ue, you're analysis has -- could you explain
again in ternms, if the pronotion program went
into effect, you believe that your nodel is a
good representation of what would be the inpact
on the industry fromthe inplenentation of
pronoti on through a federal marketing order, is
t hat correct?

A Usi ng the best avail able data that we
have, yes.

MR. H NVMAN:  That concl udes ny
guesti ons.

JUDGE GUTHRIDGE: This tinme it was
finished. GCkay. | understood you to say that
earlier. Do you have any foll owup, M. Qiros?

MR QURCS: | think I'lIl reserve to
t he end.

JUDGE GUTHRIDGE: All right. Let ne
just sort of explain what's going on to everyone
here. Usually, a hearing |ike this, we would
have stopped for lunch, but M. Palma is going to

Australia tonorrow and he can't get to Australia
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fromhere, has to go sonewhere else first, and so
he can get out to that somewhere else, |'mjust
going to keep going until people start falling
out or he finishes, one or the other.

THE W TNESS: Appreciate that.

JUDGE GUTHRI DGE:  Ckay.

MR HLL: As long as he's not the one
falling out.

M5. VARELA: Jen Varela, USDA. | just
have one question for you.

THE W TNESS: Sure.

M5. VARELA: | just want to nake a
qguick clarification. Looking at, it's Page 15 in
your testinmony in ny copy, under Section B, the
ef fecti veness of tree nut pronotion. Wen you
descri bed the average prices from 2012 through
2014, $1.73, $1.90, and $2.12 per in-shell
pounds?

THE WTNESS: |'msorry, can you
repeat that?

M5. VARELA: Sure. |I'mjust trying to

get you to the right part there. Do you have it
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t here?

THE WTNESS: So you are --

JUDGE GUTHRI DGE: Exhi bit 24, Page 157

THE W TNESS: Page 15, | think?

M5. VARELA: Yes. On the top of Page
15 of ny copy, the | ast sentence there,
"Simlarly with average in-shell per pound prices
of 88 cents, 92 cents, 88 cents, am | correct
that that refers to native and seedling?

THE WTNESS: Correct. Yes.

M5. VARELA: Just wanted to clarify.
Thank you.

THE WTNESS: Thank you. Ch, yes.

M5. LOOFT: Hi, Dr. Palma. |'m Katy
Looft. | have a couple of questions for you. On
Page 6 of Exhibit 19, on the second paragraph,
woul d you say that the | ow scenario is 0.5
percent and the high scenario is 3 percent?
Where do those cone fron?

THE WTNESS: Page 6 of what? |'m
sorry.

MS. LOOFT: O Exhibit 19. 1It's the
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second paragraph. Do you see the |ow and the
hi gh val ue --

THE WTNESS: So what we did is, we
reviewed all of the literature related to
pronoti on progress, and based on those, a copy of
which is included in Appendi x A of Exhibit 19, we
decided not to use all of those studies as
representative of the potential inpacts on pecans
because sone of those have very different
structures and are comng fromvery different
agricul tural products or conmodities.

So what we did, essentially, was
taking the available literature that we have in
the nut markets and use those to estimate the
potential inpacts. Now, one of the challenges in
the literature is that they have actual
expendi tures, they have infornmati on about
el asticities and many other things that we at
this point do not have.

So what we did, we used those studies,
which | think would be marked as Exhibit 20

through 22, is that right? It's 20, 21 --
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MR QU RCS: 20, 21, and 22.

THE W TNESS: And we used those
studies to base a potential effect that we coul d
see in the actual price market, and then we use a
conservative for those studies to reflect the
| i kel i hood of the inpact for pecans. And in
doing so, we selected a very | ow potenti al
increase in price of 0.5 percent to a nean point
of 1.5, then a high |level of 3 percent, as
observed increase in prices due to the shift in
demand.

And then we used those scenarios to
base our anal ysis on.

BY Ms. LOOFT:

Q Ckay. Thank you. Second question, on
Page 7, Table ES5?

A Yes.

Q You have that you're assum ng that 78
percent is inproved variety acreage and the 22
percent is native/seedling acreage, but then on
Page 27, Table 3, you have 60 percent inproved

acreage, 40 percent native/seedling acreage, and
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"' mjust wondering how --

A Whi ch? 277

Q Page 27. |It's Table 3 on Page 27. Do
you see you have the percentage of total for
i mproved and native, you have 60 percent and 40
percent ?

A So | think that this information is
comng fromthe 2012 Census data and it has al
the different acreage across all regions. Wat
we did with the other table was, essentially,
take the -- that m ght be over a particular year,
maybe the average, so what we did is, we used the
typi cal breakdown, and it's for illustration
pur poses, the idea is that sonebody with a
different structure would actually use this type
of information to generate their own costs and
their own benefits.

Based on the information provided
here, we believe that this was as cl ose of a
representation as it is on the actual breakdown
of native and inproved, but again, we need that

flexibility for sonebody. |If sonebody grows no
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natives at all, then we wll use that native
share to be 0 percent.

So dependi ng on the breakdown and
where they are, they can use these nunbers, and
nore than anything, these are for illustration
pur poses based on the results.

MR QUIRCS: Your Honor, if I could
ask a clarifying question. | think was is in
terms of pounds the other is in terns of acreage,

and the difference really is because the native

yield so --
THE WTNESS: Low. That's right.
MR, QU RCS: They yield so lowin
terms of the acreage per pound. | hope that

hel ps. The one that you're referring to on Page
27.

JUDGE GUTHRI DGE: Wi ch one is which?
Wi ch one is pounds, which one is --

THE W TNESS: So Tabl e ES5, when we
breakdown in pounds, okay, so for example, if you
take the smal|l case scenario there, you have 30

acres at 66.67 pounds, and then you take the
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total nunber of pounds, which is 291,667, and you
take the share of inproved to be 78 percent, and
then 22 percent for natives, that's the actual
per pound basi s.
And then on Page 23 | think it's
what's referred to as acreage, where the other --
MR QUI ROS: Page 27.

THE WTNESS: Page 27 is on an acreage

basi s.
M5. LOCFT: Thank you.
JUDGE GUTHRI DGE: Ckay. You fi ni shed?
M5. LOOFT: Yes.
JUDGE GUTHRI DGE: Who's next? M.
Hill?
MR HLL: | have no further
guesti ons.

JUDGE GUTHRI DGE: Anynore questions
fromthe USDA? No. Ckay.

MR QUIRCS: Your Honor, | have a few
guestions as a follow up.

JUDGE GUTHRI DGE:  You have fol |l ow up

guestions. Yes.
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REDI RECT EXAM NATI ON
BY MR QUI RCS:
Q Dr. Palma, in preparation of your
Exhibits 19, 23, and 24, did you consider the

factors between regions as well as within each

regi on?
A Yes.
Q And do you believe that the costs are

fair across all regions for growers?

A Yes, | do.

Q And how about for handl ers?

A Yes, | do.

Q Do you believe that the benefits

out wei gh the burdens across all regions?

A | think that the results clearly point
out that that's the case for all the different
types of scenarios we used, different size of
farnms, so yes.

Q And in your review, and analysis, and
nodeling, is any region treated unfairly with
regard to either cost or benefits?

A No, it's not. | mean, except for
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change reflected on the data as it pertains to
particul ar effects of weather conditions for a
particular year in one region, but not in the
econoni ¢ anal ysi s.

MR. QU RCS: Thank you very nuch.

JUDGE GUTHRI DGE: USDA, anynore
guestions? Are there any questions fromthe
audi ence? Hearing none, M. Palm, you're
excused. Go to Australia. Check with M.
GConzal ez to see if she has any questions. |It's
now 1 o' clock. Do you think an hour?

MR QU RCS: Yes, sir. | think an
hour is going to be hel pful.

JUDGE GUTHRI DGE:  An hour is enough
time to get out to eat, so we'll resune at 2
o' clock. Recess until then.

MR, QU RCS: Thank you, Your Honor.

(Wher eupon, the above-entitled natter
went off the record at 12:59 p.m and resuned at

2:11 p.m)
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AAF-T-EERNOON S ESSI-ON
(2:11 p.m)

JUDGE GUTHRI DGE: M. Davis, call your
next w tness.

MR DAVIS. W're ready to nove
forward, Your Honor. W call as our next w tness
M. Bruce Caris. And | have, for the record, |
have distributed copies of his testinony al ong
wth his V. W will mark that as Exhi bit 25,
but I will tender it at the end of his testinony
if that's all right with you as well.

(Wher eupon, the docunent referred to
was nmarked as Exhibit 25 for identification.)

JUDGE GUTHRIDGE: All right. Swear
the wwtness. M. Caris, that's howthat's
pronounced?

MR CARIS: Yes, it is.

VHEREUPCN,

BRUCE CARI S
was called as a witness by Counsel for the
Proponent and, having been first duly sworn,

assuned the witness stand, was exam ned and
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testified as foll ows:
JUDGE GUTHRI DGE: Proceed.

DI RECT EXAM NATI ON

BY MR DAVI S:
Q M. Caris, state your full nanme and
spell it please.
A My nane is Bruce Caris, B-RUCE C
A-R1-S.
Q Have you prepared sone testinony to

gi ve here today sir?

A Yes | have a witten statenent and |I'd
i ke to read.

Q Why don't you go ahead and do that.

A kay. My nane is Bruce Caris. | live
in Tucson, Arizona. |'mthe Chief QOperating
Oficer for the Geen Valley Pecan Conpany. A
copy of ny resune is attached to the handout
you've all received. The Geen Valley Pecan
Conmpany has roots that go back to 1948 when Keith
Wal t on bought his farmin Southern Arizona.

In 1965, 7,000 acres were transitioned

fromcotton to the production of pecans and
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becanme the largest irrigated pecan farmin the
world. Green Valley Pecan Conpany currently has
two farns in Sahuarita, Arizona and San Si non,
Ari zona, and one pecan farmin Al bany, Georgi a.

W have over 6,800 acres currently in
production. Last year we produced over 10-1/2
mllion pounds of in the shell pecans. W have
al so planted 2,000 acres of new pecan trees that
will not be in full production for another five
years.

On our farns, we grow two varies of
pecans and we are the |argest producer of organic
pecans in the world. In 1975, we established our
processing facility to shell pecans. W would be
considered a |large grower and a | arge sheller
under the Small Business Adm nistration
gui del i nes.

| think the proposed Federal Marketing
Order, Exhibit 1, is critical in the pecan
i ndustry and it's the best hope this generation
of growers and handl ers be given by the industry.

| so believe this that | joined the
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Board of the Anmerican Pecan Board that
participated in numerous neetings with the
wor kers of the Anerican Pecan Board, with
growers, with shellers and an in industry
neetings. | have spoken on panels to grower and
shel l er groups and have tal ked to well over 100
i ndustrial shellers and growers about different
aspects of the proposed Federal WMarketing Order.
|'ve read and studied the | anguage of
t he proposed Federal Marketing Order and
especially focused on sheller issues in the
Council structure. | think the concepts of
regi onal representation and a board conposed of
growers and shellers fromeach regi on and one
accumul at or and one non-pecan person are very
i mportant. There are approximtion 2,500 growers
and 250 shellers that would participate in the
voting of Council Menbers and Alternates.
| think that even though growers have
nore representation, representatives on the
Council, the supermajority voting, two-thirds or

12 nmenbers of the Council on major issues,
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section 986.55 (c)(1) "Procedures"” and section
986. 65 "Marketing Policy", provides an adequate
and i nportant protection and bal ance for the
shel lers.

Stated plainly, no vote of the Counci
on byl aws, the Council's Manager or CEO budget,
assessnents, conpliance and audits, redistricting
of regions, nodifying certain definitions,
research and pronotion, handling authorities and
mar keti ng policy, especially crop and price
proj ections can be nade wi thout grower and
handl er approval s.

W need consensus between the regions
and the grower/handl er conmmittees to nove the
pecan i ndustry forward. | think we have achi eved
this balance in the proposed Federal Marketing
Order for Pecans.

| have reviewed the econonm c anal ysis
obj ectives summary, here in Exhibit 23, prepared
by Dr. Marco Pal ma, specifically the projected
average price increase from pronotion of 6.3

cents per pound, in shell pound, versus the
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average 2.5 cents per in-shell cost.

Overall, | amaware of the costs that
t he Federal Marketing Order may inpose on our
growi ng operation and | do not believe these
costs are unduly burdensone. Further, | believe
that the benefits of the Federal Marketing O der
to our growi ng operation greatly outweigh any
cost associated with it.

A portion of our pecans are certified
as organic. W are aware that the | aw
differentiates the anount of assessnents paid by
handl ers on organi c crops and non-organi c pecans.

W understand that the portion of the
assessnent related to pronotion is not collected
on the organic crop. Specifically, as an organic
pecan grower, we think the benefits of the
proposed Federal Marketing O der outweigh the
bur dens.

In recent years, we have seen | ong
variation in the prices we have received from our
pecan crop. Such wide variation in pricing makes

it extrenely difficult to plan for the future
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operation of our farm

Wil e prices for pecans go up and down
dramatically fromyear to year, our costs of
production has, our costs of production have
steadily increased. Costs of fertilizer, |abor,
equi pnrent and ot her input costs have all
i ncreased in recent years regardl ess of price we
recei ve for our crop.

The | ack of accurate market
i nformation on the anticipated size of the pecan
crop in any given year also makes it difficult
for us to negotiate prices for pecans we buy and
to make reasonabl e busi ness deci si ons about
i nventory levels for our shelling operation.

I ncreased price stability and nore
accurate market information would greatly benefit
our busi ness.

| think our business and the industry
woul d al so benefit in the future fromthe grade,
size, quality, packaging, shipping protocols and
ot her handl er requirenments as we're conpeting

with other tree nuts for shelf space and consuner
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attention. And the entire industry, through the
Counci |, has proposed neans to carefully think
t hrough t hese issues.

| understand that under the proposed
order, only growers with nore than 30 acres of
pecans or nore than 50,000 pounds of average
production per year over the last four years wll
be allowed to vote on the proposed order.

In my opinion, this threshold is
reasonabl e because a grower that does not neet
this threshold is not a commercial grower.

Any grower that is snmaller than the
proposed threshold could not justify the costs
i nherent in such a small production and is nost
probably nerely a seller of pecans from ol der
trees that happen to be on his or her property, a
hobby farmer or one that does not plan to put in
all the commercial inputs fertilizer, water, et
cetera on his or her farm

| al so understand that only shellers
that handle nore than 1 mllion pounds of in-

shel | pecans per year will be eligible to
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nom nate and to be elected to the sheller seats
on the Council.

It may seem arbitrary, but we need to
draw a line somewhere. There are really |lots of
smal |l shellers that put pecans for sale at
conveni ence stores or in Christmas holidays that
are not going to nove this industry forward.
Taking all of this into consideration, | believe
this is a fair threshol d.

First, I amnot aware of any sheller
in nmy area which handles less than 1 mllion
pounds, in shell pounds per year, that is in the
comer ci al shel ling business.

Further, if there is such a sheller,
| do not believe it to be comercially viable
because such a small er operation could not invest
in the required equi pnent and turn profit on such
a small production.

| also want to discuss the two sheller
seats, Sheller Seat 1 and Sheller Seat 2 for each
region. Wiy did we pick the 12.5 mllion pounds

of in shell nuts as a threshold? First off, why
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have this at all?

Well, the American Pecan Board and
especially our shell representatives on the Board
felt that it was very inportant to have a | arge
and a small sheller from each region.

W thout a specific guideline, we could
potentially only have huge shellers on the
Council. We did not want this, we wanted all
Voi ces.

Next, we needed to make sure that we
had enough | arge and small shellers in each
region to make the el ections for the nom nees
meani ngful . Specifically, we needed to nake the
shel l ers seat one seat small enough to nmake sure
we have enough shellers in the region be part of
t he nom nati on process.

Finally, at sone point, we had to make
a decision after, believe nme, many hours of
di scussi ons and phone calls. W settled on 12.5
mllion in-shell pounds as the right nunber to
divide a large and small sheller representation

from each region.
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If this proves in the future that
t here should be a better nunmber to define who is
nom nated for Seat 1 and/or Seat 2, we could vote
as a Council to change that nunber under section
986. 55(c) (vi).

The proposed Federal Marketing O der
has sonme flexibility to let infornmed, pecan
i ndustry representatives on the Council to nake
any adjustnents so that the industry is properly
represented. But for now, | think, the sheller
seat proposals are exactly where they shoul d be.

In conclusion, nmy conpany and | fully
support the full proposed Federal WMarketing O der
for Pecans and encourage the Secretary to
i npl enent the order as proposed by the Anerican
Pecan Board.

|'d be glad to answer any questions
t hat anyone may have.

MR. DAVIS: Your Honor, before we nmake
M. Caris available for questions, we would
tender Exhibit 25, which is his witten statenent

and his curriculumyvitae.
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JUDGE GUTHRI DGE: Any objection from
t he USDA?

MR, HI LL: No objection.

JUDGE GUTHRI DGE: Any objection from
anyone el se? Then, Exhibit 25 is admtted. And
you have no questions at this time M. Davis?

(Wher eupon, the docunent previously
mar ked for identification as Exhibit 25 for
i dentification was received into evidence.)

MR DAVIS. |I'll reserve questions,
Your Honor.

JUDGE GUTHRI DGE: All right.
Departnment of Agriculture, any questions?

CROSS- EXAM NATI ON

MS. SCHMAEDI CK: Melissa Schnaedi ck,
USDA. Good afternoon M. Caris.

MR CARIS: Good afternoon.

BY Ms. SCHMAEDI CK:

Q Thank you for your testinony. So,
based on your testinony, | have to say you are
what we woul d be, what we woul d consider a

perfectly integrated conpany?

Neal R. Gross and Co., Inc.

243

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

A Yes we are.

Wth a grower and handl er?

W are. And that's fairly unique our
i ndustry in that we typically have growers and
then the handl ers, shellers handlers. And we are
one of two large conpanies in the industry that
are vertically integrated.

Q Do you anticipate that there m ght be
a future trend towards vertical integration?

A | anticipate that yes, | do. W're
al ready starting to see sonme consolidation within
t he industry.

As one of the earlier wtnesses, |
think it was M ke Adans nentioned this, the past
five or six years have been fairly good tine to
be in pecans. So there is a lot of interest from
the outside. So | do think that, as we nobve
forward there is potential for conpanies, either
grower a large grower to decide that they're
going to produce a shelling plant or for shellers
to try and purchase existing acreage of plant

pecans.
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| also think that we will see interest
fromoutside of the industry, noney from outside.
There's one large group right now, National Pecan
Conpany, that over the past 18 nonths has bought
about 3,000 acres and they're actively trying to
buy shelling facility. So, that were the three
| ar ge conpani es.

Q What are sone of the factors that an
i ndi vi dual woul d consi der when thinking about
becom ng a sheller or adding a shelling
operation?

A Vell, we as a conpany al ways have felt
that it gives us nore options, different ways to
mar ket our pecans. |If we're reliant purely on
selling it in-shell, there are years that we
maybe won't have them better as vertically
i nt egrat ed conpany.

So, for us, one of the nain factors
was being able to control how we brought that
product to market. So | think that's one thing
to consider. That's our main consideration.

Q Are there substantial costs associ ated
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with setting up a shelling operation?

A There are. There definitely are.
You know, from a buil ding standpoint, just for
exanple, we're | ooking at building a new
processi ng area without any frozen storage or
cold storage. And we anticipate it's going to be
about $15 mllion investnent. WlIl, take that
back. W are going to add sone frozen storage to
that as well. But just in building, we
anticipate it's about to do 25 to 30 mllion
pounds of in shell pecans a year and that it's
going to be about a $15 mllion investnent. And
then with your equi pnment, you easily | ooking at
another $5 to $8 million for a plant that size
Wi th your pasteurization fromfood safety
st andpoi nt, your crackers, shellers, aspirators
and equi prent |i ke that.

Q And you nentioned that you were part
of the Anmerican Pecan Board, which is also the
proponent for this proposal.

A "' msorry.

Q | said, you nentioned that you were or

Neal R. Gross and Co., Inc.

246

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

247

are a nenber of the Anerican Pecan Board, which

is also a proponent for this proposal. I s that
correct?

A Yes. | am

Q So you were involved in the

di scussions of identifying the thresholds for
shel l ers and growers?

A Yes. | was very involved in that
di scussi on.

Q So in identifying the threshold for
the sheller, was the cost of establishing an
operation taken into consideration? The fairer

to end rate, was that taken into consideration?

A We did talk about that. You're
tal king about the 1 mllion--
Q Correct.
A --pound entry level to that? W did

tal k about that, you know, with the crackers and
shellers and aspirators for a small operation,
you' re probably | ooking, just at that equi pnent,
a half mllion dollars off the top of ny head.

We al so took into consideration, FSMA
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t he Food Safety Mbdernization Act. And we feel
very strongly, and | say we our conpany, but also
t he pecan industry, that a nmandated kill step is
in the future.

The FDA is doing a risk assessnent on
tree nuts right now and |l ooking at it's a high
risk group. And with that, the pasteurization
equi prent is anywhere froma quarter mllion
dollars to a mllion dollars. And we considered
that as well, anticipating that was going to be a
need in the very near future.

Q So your conments about this
pasteurization and sone, it's peeked ny interest.
Do you see a potential role for this Marketing
Order to work in tandemw th those concerns in
t he i ndustry?

A Very nmuch so. W tal ked about that a
|l ot as we review, and the Anerican Pecan Board
canme together, | think Mke Adans nay have nade a
reference to this, we wanted to try and turn them
away to cone up with a nechanismto fund

mar keting. But we also |ooked at a |ot of the
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other needs in the industry that as an industry
wi de, with shellers, handlers and growers that we
coul d address sone of these issues. And after
mar keting, |1'd say FSMA was the nunber two
target.

Q Thank you. In your role as a Board
menber, did you participate in sheller
di scussi ons about nenbership on the Council?

A Yes | did.

Q Can you, froma shellers perspective,
share sone of the concerns about representation,
and how t hose were addressed?

A Yes. \Wen we, you're tal king about
the Council, in the event that the proposed
Mar ket i ng Order goes through?

Q Correct.

A Yes we did. That was actually in our
Dallas neeting. And, it was in January of this
year where we had the whol e Board together al ong
wi th sonebody fromthe USDA to start to put
| anguage and definitions and based on everything

we collected fromthe industry over the past two
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years. And, we tal ked about havi ng equal voices
or fair voices across the industry.

The rationale to conme up, would you like nme
to talk about the rationale, how | felt that we
came up with it froma sheller perspective?

Q Yes pl ease.

A Okay. Wihat we | ooked at were a couple
things. First, we |looked at there's a lot nore
growers, significantly much |arger amount of
growers than there are shellers. But, the
shel l ers probably handl e, since so nuch is being
exported now, probably 55 to 65 percent of the
U.S. crop on an average year. And so, we | ooked
at the nunber of growers versus the nunber of
shel l ers.

And then we | ooked at the handl e of
the shellers relative to the crop. And then we
| ooked at the split on the Board. And we cane up
with nine growers and six shellers. The six
shellers we felt it was very inportant to have
| arge and smal | sheller voices on there because a

| ot of the small shellers sell only donestically.

Neal R. Gross and Co., Inc.

250

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

251

They don't get involved in any really type of
adverti sement or anything.

So they have a very different business
nodel than the large seller who, a conpany I|ike
ours, half of our business is exported. You
know, we do, we just have very different views.
So we thought it was inportant to do that.

And then we felt across the regions,
there's different challenges for different
shell ers based on the in-shell. You know, a 50
percent yield nut out of, per yield out of the
East is different than cracking 60 percent
Western Slyer Wchita of the West.

So we thought we needed to have people
fromall those different regions as well as
peopl e who handl e any procedure. That's a whole
ot her story. But ny conpany doesn't handl e those
pecans because you need different equipnent.

It's a different process.

But then, one thing that was very

i mportant to all six of the shellers who were on

that Board, we actually had three shellers and
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three grower shellers on the Anerican Pecan
Board, was that we have a strong voice in any
maj or deci sion that was being made. And, that's
where we really canme up with the supermajority.
W applied that supermajority to
al nost every major decision that we coul d make or
the Council could nake so that it didn't sway one
way or each other saying, hey, we don't have a
voice. And that's how we came up with that.
That's the way.

Q Thank you. Wuld you say, in your
opinion, that the sheller comunity has their
concerns have been heard and addressed?

A Yes they definitely have been heard.
And, because |'ve heard them And they have been
addressed. There are a couple of guys that still
hol d concern that it's not equal representation.

But what we did is we had at our, we
have two neetings a year the National Pecan
Shell ers Association. | sit on the Board. And,
we discussed it as a Board prior to our neeting

and then in the shellers forum which is just the
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shellers. No one else fromindustry there. W
had | ong di scussion about it. And it was good
di scussion. Points were brought up. Wat we
decided at that sheller's forumwas that the
Executive Board was going to have a neeting after
and discuss it again. And we did that about ten
weeks ago.

And fromthat we canme up with a |ist
of questions and we went out to the, all the
menbers of the shelling industry, as well
Shel | ers Association, as well as guys, big
shell ers who are not in that and we asked
guestions, gathered data and canme back together.
And it's ny understanding, then we had a foll ow
up neeting about two weeks ago. And out of the
ni ne people on that Board, eight were in support
al ong those I|ines.

Q Thank you. | have two other thenes |
would want to follow up on. First is, you
menti oned that you're an organi c grower and
shel | er obviously.

A Yes.
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Q And that you are the largest in the
world or largest in the country?

A Actual ly, for our organic blend is
| argest in the world.

Q Oh. So can you talk to us about the
organi ¢ industry for pecans? Do you have a sense
of how many growers are out there? 1s there a
demand? |Is it increasing?

A There's very, very strong demand for
organic tree nuts in general, but, very much so
for pecans.

One of the real chall enges we have
Wi th organi c pecans are organi c herbicides and
pesticides that will work particularly in the
Sout heast United States. Scab is a fungus that
was nmentioned earlier and it's hard to conbat
that conventionally |et alone organically.

So in, and I'mnot an expert on this,
but it's my understanding in talking with farners
in the industry and within our conpany, that
there's a fairly limted growi ng region. And

that's probably the Western United States that
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t oday can successfully grow organi c pecans
because of the challenges in the field that
cannot be oppressed with chem cal s.

It's, the demand is very, very strong.
| don't think the U S. crop this year, past year
was about 265 mllion pounds and | think the
organi c crop was probably less than 5 mllion
pounds. So it's fairly small relative to the
entire U. S. crop.

| am aware of one, two other organic
growers, one in South Africa, one in Mxico.
They're very small. But the mpjority of the
organi c pecans are grown in the Wstern, Texas,
New Mexi co, Arizona.

Q Thank you. You also nentioned in your
testinony, you just very briefly nmentioned the
i mportance of a non-pecan person sitting on the
Council. I'mwondering if you could give us your
t hought s on why a non-pecan person's inportant?

A | think as an agricultural product,
pecans are relatively small conmpared to a | ot of

the other agricultural products in the US As a
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shelling industry, a food processing industry,
the shellers are tiny, tiny, tiny conpared to
ot her big food conpani es.

And the discussion we had as it would
be good to get soneone nost likely fromthe food
i ndustry outside of pecans who m ght bring a
| evel, a higher level of expertise in dealing in
manufacturing, working with retail supernarkets,
things like that, that as a shelling industry
we're just starting to nove into.

| would say there's five or six
shel l ers who export regularly into Europe and the
Eur opean Food Standards are very, very strict.
And so sonetines, | think we are a little bit
ahead of sone of the other in our industry
because the demands we need to neet.

You know, they could ship product in
there, but | think an outside person in the food
i ndustry can, could help us with what's goi ng on
in the United States. Food safety, the
manuf act uring practices and bring sone good

things to the industry.
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Q So do you have an idea of what
prof ession that individual mght represent, for
exanpl e, banker or ag econonist or just your own
exanpl e?

A Vel l, the gentlenen whose currently on
t he Anerican Pecan Board cane to us fromthe
chi cken industry. And he brought sone great
insight. Was it Tyson Foods that he was with?
Yea, Tyson Foods. And your just, they're just
| arger but, | would think probably someone
outside of tree nuts. Maybe soneone from an
i ndustry that has worked with a Marketing O der
currently in their industry and has sone
experience with that. It could be sonmeone who's
cones fromlike a grassroots or sonething very
i nvol ved in product devel opnent.

We tal ked about the focus, if this
goes through, on the marketing efforts and
creating awareness would be in the United States.
Maybe sonmeone who' d been invol ved in product
devel opnment and coul d give us sone good i nput on

how t o go about researching that.
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Q Ckay. | did have one nore question to
talk to.

A That's fine.

Q | apol ogi ze. So, and change direction

alittle bit here. But |I do want to take
advant age of your experience as both a grower and
a sheller. And referring to Exhibit nunber 1,

which is the proposed Marketing O der.

A |"msorry, what's that?

Q Referring to Exhibit nunber 1--

A Okay. Yes.

Q --the proposed Marketing Order. There

i s a proposed assessnent category for substandard
pecans. Can you explain to ne both the grower's
rel ati onship to substandard pecans and the
handl er's rel ationship to substandard pecans and
how t hat assessnent inpacts both of those
entities?

A Okay. The relationship to a
substandard pecan and it can't really tal k about
neat yield because with all the different

varieti es.
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You know, a really good nut out of
GCeorgia, a particular variety mght be a 48
percent neat yield. And, that's considered
substandard out here in the West just because
it's a thicker cell than Georgia and things |ike
t hat .

But I'lIl call them|lows or, the
subst andard pecans are usually separated in the
cl eaning process. Wen we're bringing the
product in fromthe fields, fromthe farm before
it's, it either goes to a sheller or to an
accunul ator or to soneone who can take those
pecans to market, they need to renove all the
debris and the bad nuts fromthe good nuts. And,
you know, the first thing you do, is you get rid
of the sticks and the clunps of dirt, the rocks
and things like that.

And then the pecans will go though and
t hey renove the ones that, we call stick tights,
and that's where the hull or the husk is still
stuck to the nut. And there's a process to try

and renove that. But those stick tights that you
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can't renove will be set aside.

And those typically, don't junmp on ne
growers out there, those typically are |lighter
wei ght nuts. They're not filled very well. They
just haven't matured.

The next cut starts comng with
aspiration. And with that what we're doing is as
nuts will fall through and a |ighter weight nut
will get blown out, you know. And you can
control, these guys in the clean burns, they can
control that aspiration recovered at 49 percent
nmeat over 48 or 50. It's very good. But those
will get separated out.

Those aspirated nuts that, along with
the stick tights, are typically kernels that wll
add, that's make pieces for ingredients. So you
know, in a pecan you have two hal ves. And
i deal |y when you crack it, you can get those two
hal ves out of there.

When you crack a lightweight nut it's,
it doesn't make a good half. You can't take it

apart. So that will be cut. It will probably
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actually break during the cracking and shelling
process. But then it will be cut and sized and
used for different ingredients.

So there's a higher handling fee |ike
really on both sides because as a, your big nuts
will pass all the way through. And, so, and
t hose are the ones you get the nost noney for and
t he ones you touch the | east.

And that's true in the processing
plant and that's true in the cleaning barn. So
the lighter weight nuts, the grower or whoever
has those, has to put themin cold storage.

He's, he or she's going to get |ess noney for
them So there's nore handling invol ved.

And those nuts tend to sell later in
the year after all the good pecans have been sold
bet ween Cctober and say the middl e of March.

Then the second narket, seconds mar ket
m ght open up. Does that answer, get to what
you' re aski ng?

Yeah, your, that's good, that's good.

Ckay. You know.
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Q So if I'"munderstanding correctly, the
grower does get paid for substandard pecans.

A Yes.

Q Right. And then the handl er woul d pay

t he assessnment on those substandard pecans as

well. Correct?
A Yes.
Q And so then in the proposal, what, how

Is the assessnent rate with those substandard
pecans different fromthe assessnent rates for
the native and the inproved? Are they higher or
| ower ?

A Ch. Substandard, the assessnent is
| ower. And paid |less for those pecans as wel |
because there's just not as nuch kernel and you

have to have a little bit nore. But it's | ower.

It's | ower.

M5. SCHVAEDI CK: Al right. Thank
you.

MR CARIS: Yeah.

M5. SCHMAEDI CK:  That concl udes ny
guesti ons.
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JUDGE GUTHRI DGE: M. Davis, do you
have any follow up at this point?
MR DAVIS. 1'Il do like M. Quiros
and just wait until the end.
JUDGE GUTHRI DGE: All right.
CROSS- EXAM NATI ON
BY MR HI NVAN:

Q | just have one question. You have
gquite a few different perspectives as a grower,
shel l er, organic, non-organic and you did nmention
that you are famliar with Dr. Palma's study and
that you took the, you know, it was good
representation if you then benefit substantially
you see the cost. Correct?

A |"msorry. Good representation and
what ?

Q Yeah, that benefits substantially
exceed the costs for the proposed Marketing
Or der.

A | thought it was. M initial reaction
was nmaybe a bit conservative. But | understand

that was, you know, that's probably what you want
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to do in these things. But, yes | thought,

t hought it was a good representation.

course, all these different aspects, grower,

the three regions, organic and conventional,

the benefits substantially exceed the costs.

hear ne now?

2

CARI S: Yes | can.

CRCSS- EXAM NATI ON

BY Ms. VARELA:

A Yes.

Neal R. Gross and Co., Inc.

Q And the question then goes to, of

sheller, small or large, inproved native across

across all those categories you also state that

A Yes. Yes. | believe so, without a
doubt .
MR. HI NVAN:  Ckay. Thank you.
MS. VARELA: Jennifer Varela, USDA.
MR CARIS: Hi.
M5. VARELA: There we go. Can you

Q Jenni fer Varela, USDA. | just wanted

to go back to your discussion of sheller nunbers.

Q W' ve heard a couple different nunbers
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as to how many shellers there mght be in U S
So | just wanted to get a little background on
how you cane up with your nunber. So, | know
you're in touch with lots of them

A Yes. Yes | am

Q So | just wanted to get an idea of how
you differentiated those and how you came across
t hat .

A What, the 2507

Yes.

A As the witness before ne said, that's
a very good question. | think he m ght have had
better answers. Quite frankly, I was a little
surprised when | first saw this nunber and we
were tal king about it a couple of weeks ago.

Because in the National Pecan Shellers

Associ ati on, we have about 32 to 35 nenbers. The
majority of these 250 shellers are small shellers
in Georgia, Texas, Louisiana, Cklahoma, and
that's where the bul k of that number comes from
And it cane after a lot of discussion.

M ke Adans, we've all traveled a | ot,

Neal R. Gross and Co., Inc.
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but Mke is been in every single neeting we've
gone in. And he's gone out, he's net a |ot of
people. So it was talking with the people in the
different areas that we came up with that nunber.
But I would say that the majority of those are
smal | shell ers.

Q Okay. Thank you. And do you think
nost of them would be over that 1 million pound
threshold or there probably m ght some of those
be underneath the 1 mllion pounds?

A | would say sone of them are

definitely underneath that.

Q MM hmm
A Vel l, yea, even though right, | said
participate. | would say that | think that

nunber is a little bit high--

Q Ckay.

A --for that mllion plus sum

Q kay. So that m ght not all be
shellers that neet that mllion pounds. That's
great. | also heard that you touched on the need

for nore data. |1'd like to hear, especially from
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your perspective, sonme of the benefits that you
can think m ght cone from having that data. And
maybe a couple of the types that you think m ght
be nost beneficial that you expect the Counci l
needed to apply.

A "1l definitely do that. You know,
I'm for the past five years have been the
Statistical Chair for the National Pecan Shellers
and I'malso the Statistical Chair for the
I nternational Tree Nut Council for Pecans. So |
spent a lot of tinme |ooking at these nunbers.

My primary source for nunbers right
now for inport export is CFAS and we use that.
And then, what we currently have is and with the
budget cuts back in 12, we actually |ost our
final pecan estimate, so the nunber that is
reported is it on stats.

For the 2012, was our January
estimte, which we know is not a good nunber. So
what we did as an industry is we cane up with a
nunber that we used because that nunber, there's

just no way it's accurate.
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But what we currently use, we get in
Oct ober estinmate, Decenber/January estimte and
then we get our final estimate in July. And
t hose are big nunbers. Timng, you know, you'd
always like to have that final estimte before
you start buying and selling but that's just not
reality.

So what we as an industry, what we

have is we get our first growers estimate cones

out at the Tri-State neetings and that's in June.

And that for this current year, what's on the
tree now, canme out of, I'mgoing to say, about
273 mllion pounds for the U S. production for
what we're going start harvesting in QCctober.

A nonth |ater, we had the Texas
nmeeting, and that was just |ast week. The
estimate there canme out at 327 mllion pounds.

So in the matter of four weeks, the

i nformation, and these are estinmates that go

wor | dwi de because it's all we really have, in the

matter of four weeks, we had two esti nmates.

That's a huge difference, you know, from 273 to

Neal R. Gross and Co., Inc.
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327.

So one of the things we | ook at is how

t he al nond i ndustry, you know, does their

obj ective and subjective estinmates. And taking a
much nore scientific approach to it, we've
actually had one of our grower nenbers nmake a
donati on of $10,000 for the next three years to

t he Anerican Pecan Board so we can start to
research now and we're going to do that.

Different nethods start getting a
better crop estimate so that we can use that
i nformation better. Currently reporting for cold
storage to the USDA cones out once a nonth. It's
not mandatory in pecans.

So there, industry wide, there's a | ot
of doubts as to how accurate that is. |
personally feel well one, it's our number so we
have to use it.

And, two, | don't think there are too
many conpani es out there that would risk |ying
| i ke that and putting thenselves at risk. That

is the perception across the industry.
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And when | talk about that, it's sone
shellers feel that way, growers feel that way and
our custoners feel that way. So there's not a
very high level of confidence in the current
nunbers that we have.

And so | think with this Marketing
Order, we can go out and start to get nuch, rmuch
better information. And it wll take time, but
over the course of the first three or four years,
really start to get sonme nunbers that everyone in
the industry can use, can have faith in. And |
think that would be a very big positive thing for
our industry.

Q Thank you. You brought up anot her
good point there in tal king about not having
faith in sone of those nunbers or not being
confident in the reporting. Can you speak to
sonme of the conpliance issues or potenti al
conpliance issues that the Board tal ks about in
comng up with their proposal and how you think
the order will help to take care of that?

A Conpl i ance issues in what?
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Potentially how they can be achi eved?

Q O right nowif people aren't
reporting, what is it about the proposed order
t hat gives you nore confidence that they wll
report.

A Vel |l they have to report is ny
understanding. |Is that correct? That's ny
understandi ng that they would be required to
report.

| will say this that David Cal dwel |
fromthe USDA, he stepped down from doing the
pecan data about a year ago. He did a very good
job of going out and trying to get nore
participation. And | think our nunber now is as
good as it has been. But that's sonething own
i ndustry w de.

| think required reporting, we can
| ook at, you know, what your receiving in your
claimng run. You know, what are you bringing in
fromthe field. Wat are the handl ers receiving.
We'll just have a lot of different data points

that | think a good managenent of that data wll
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give us information we can | ook at froma | ot of
different ways. How nuch of the product is
actually being handl ed by shellers? How nuch is
bei ng handl ed by accunul ators and getting
exported? Things like that.

Ri ght now, the only real good nunber
that we can get for domestic consunption is the
back end of that nunber by taking our carry in,
our inports, take away our exports, what's our
carry out and we arrive at consunption. | think
we can track that better with some different

reporting that hopefully the Council will be able

to pl ace.
M5. VARELA: Thank you very mnuch for
your tine.
CROSS- EXAM NATI ON
BY Ms. SCHMAEDI CK:
Q Mel i ssa Schnmedi ck, USDA. M. Caris,

do you anticipate that the Council would conduct
an annual analysis of this statenent to help it
in its decision-nmaking and assessing the

i ndustry?
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A Wthout a doubt. Wthout a doubt.
What we'll have to, again | think we're really
on, we're going to have to |learn on the data
means. And | think, you know, talking M ke Adans
has done a very good job of reaching out to the
al nond, pistachio and wal nut conm ssions and
boards on what they do and we talk with their
peopl e.

The conm ssion will appoint soneone in
charge of statistics. And whoever that person
is, I"'msure will be charged with going out and
finding out how these other industries collect it
and how they utilize it. But, yea, it'll be used
in what we think our assessnment should be on an
annual basis, where we project and what we're
seei ng happeni ng wi th demand.

| think what we'll also be able to do
is gather information, better information on nean
pl anted acres, bearing and non-bearing trees.

You know, M ke Adans nentioned the
census, and if you, the 2012 census and you take

that data, all the acres that are there and
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divide that into the annual an average crop size,
it cones out to about 600 pounds per acre, which
is not at all indicative of what we do.

So that data's gathered and those are
acres, but we have to find out, what do we
utilize acres, and what's really being used and,
you know, what are we getting in the Wst and
what are we getting in the East.

So | think there's trenendous
opportunity for this comm ssion, whoever they put
in charge of statistics, to really gather sone
meani ngful i nformation over a three to five week
period once they're charged with that. It
excites ne.

M5. SCHMAEDI CK:  Thank you. We have
no further questions.

JUDGE GUTHRI DGE: Any nore questions
for the USDA? Any foll ow up?

REDI RECT EXAM NATI ON

BY MR DAV S:

Q Yes, Your Honor. And M. Caris, |

have a few questions just to clarify some points
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that were brought up. | know we're going to have
nore di scussion over the com ng days about this
supermgj ority. But, again just to put sone
nunbers to that so people know, the Board is 17,
nine growers and six shellers and two
i ndependents, well accumul ator independent. So
the supermajority is 12 of those 17 correct?

A Correct.

Q So, in saying you're giving confort to
the shellers, that would nean that all the

growers and the two i ndependents coul d ban

together and they still couldn't get any of this
t hrough wi t hout sone sheller participation. |Is
that right?

A Absol utely. They'd have to have at

| east one vote. At |east one vote for a sheller.
Q And again, just to make the exanple
clear, if the shellers were trying to get
sonet hi ng t hrough, they would have to get both of
t he i ndependent votes and sone grower
participation if not all the growers were in

f avor. s that correct?

Neal R. Gross and Co., Inc.
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A Yeah, and that assunes that our
i ndustry can act |ike republicans and denocrats.

Q Yeah. We're not.

A W' re | ooki ng, were noving away from
that very much as an industry.

Q That' s good.

A This effort is done.

Q Moving on quickly to follow up on one
thing that Ms. Schnaedi ck asked you about, the
i nportance of a non-pecan person. And you gave
sonme good exanples who you'd |ike to have.

Wul d you say you participated in lots
of discussions with the current Board about what
the Council would | ook |ike? Wuld you say there
was an awareness of the inportance of having a
di verse voi ce and having different segnents and
di fferent groups represented in the voices that
you hear in this upcom ng Council?

A Yeah, absolutely. And | think that
when you | ook at how we broke out snmall for the
growers and shellers, small and | arge, that we

really tried to cover that because they're
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di fferent busi ness nodels.

Q And then the final point, | guess.
You were giving sone in response to a question
about the efforts that you undertake to try and
get an estimate of the crop. Is it true that a
| ot of your efforts are really going into try to
figure out what |ast year's crop was, not so mruch
what this year's crop is or, heaven forbid, what
next year's crop is?

A Yeah, well, when you | ook at the way
pecans work, the harvest in the Southeast starts
in Cctober, here in the West starts November. So
t he harvest period goes Cctober through at the
| atest, m ddl e of March.

And typically, the pecans are all sold
at sonme price as arule a majority of themare
sold at sone price during that point in tine.

And as a sheller, what we do is we go
out and I'll pay a grower X anount of dollars for
the crop hoping that | can turn around, process
it and then sell it at a price that works for ne.

So if we had better information going
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in, what we're carrying now and what this crop is
going to be if, for exanple, | think it's going
to be at 280 pound crop and it comes in at 350
and | buy ny pecans in Novenber/Decenber, |'m
going to pay a price still thinking that it's a
280 pound crop. By January/February, we seeing
it's much greater, that price starts tailing off.
As a sheller who's inventoried a |ot
of in shell pecans early, I'mgoing to | ose noney
on those pecans because the kernels are typically
sold relative to the in shell price at that tine.

Q Do you have a feeling that there's
better market information out for the al nond
crop. Do they have better gathering of
i nformation than does the pecan industry?

A | do. Until last year they were
really off. But they're dealing with drought
conditions and they really don't know what t hat
factor is. But as a rule, they do a very good
j ob, vyes.

Q Thank you. W have no further

guestions, Your Honor.

Neal R. Gross and Co., Inc.

278

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

JUDGE GUTHRI DGE: Does anyone in the
audi ence have any questions for M. Caris? No
volunteers. So, M. Caris--

MR. CARI'S: Thank you.

JUDGE GUTHRI DGE: --you're excused.
I f you would check with Ms. Gonzal ez.

MR CARIS: Oh sure.

JUDGE GUTHRI DGE: There's a thing that
she needs clarification on.

MR DAVIS. It's Ms. Dennis, yes sir.
Ckay. On, no. Thank you.

JUDGE GUTHRI DGE: Call your next
W t ness.

MR. QU ROCS: Yes. Louie Sal opek
pl ease.

VHEREUPCN,

LOU E SALOPEK
was called as a witness by Counsel for the
Proponent and, having been first duly sworn,
assuned the witness stand, was exam ned and
testified as foll ows:

MR QU ROCS: M. Sal opek, | understand
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you' ve prepared some testinmony for us. Your
Honor, we're going to tender that as Exhibit 26
and | amgoing to call on M. Sal opek to read

t hat .

(Wher eupon, the docunent referred to
was nmarked as Exhibit 26 for identification.)

THE WTNESS: First of all, thank you
all for having ne. M nane is Louie Sal opek. It
is spelled L-OWUI-E, SSA-L-OP-E-K | live in
Las Cruses, New Mexico. OQur famly farmis just
under 1,200 acres of inproved pecans in New
Mexi co.

W can be classified as a | arge pecan
grower under the Small Busi ness Adninistration
definition, which is nore than $750,000 i n gross
pecan revenues.

| graduated from New Mexico State
University in 1987, and began wor ki ng on our
pecan farm W al so founded, we founded, an acid
fertilizer conpany in that sanme year, which has
been inportant to pecan farmers in our area,

whi ch we deal with high pH water and soils.
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Selling fertilizer to pecan farners in
this 400 mle radius of Las Cruces has given ne
an opportunity to spend a lot of tinmes with pecan
farmers in this West region. |[|'ve net sone of
these farners, discussed their concerns about the
pecan i ndustry ny entire career.

Several years ago, | was attending the
Paris Food Show in Paris, France, when | was part
of the U S. Pecan G owers Council to go to
pronote pecans internationally. On that 12 hour
flight hone, | definitely had a lot of tinme to
t hi nk.

And ny recurrent thought com ng back
on that flight, that selling pecans
internationally was and still is a very inportant
part of our industry. However, we just have not
made a |ot of attenpts to bring things to the
bi ggest consuner market we have in the world,
which is the U S. donestic market.

Excuse ny readi ng, by the way, |
forgot that these are nmy wife's. About this tine

two years ago, M ke Adans was tal king to pecan
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growers and shellers and in beginning to form
what is now the American Pecan Board.

The sinple idea was to listen to
growers and the handlers and find out what they
t hought we should do to fix the obvious problens.
We have breakt hrough food product in pecans that
I s not being market ed.

| was nom nated as a grower fromthe
West and voted in by the Western Pecan Growers
Associ ation to beconme a board nenber of the
Aneri can Pecan Board. | have been to dozens of
neeti ngs, been to dozens of neetings of growers
and shellers since then and have literally tal ked
to hundreds of growers and shellers.

| just thought it was inportant to
|isten to growers and shellers and put the
solutions to their problens into this Federa
Mar ket i ng Order.

Here's how | see it after working on
this project for over two years. First growers,
shel l ers, accumul ators and ot her participants

just do not have accurate data on the industry,
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whi ch Bruce and you all were just tal king about.
Carrying inventory, which is the cold storage,
and the scientific actual crop estimates in the
field for the upcom ng year are just nonexistent.

W rely on volunteer reporting and
guesses, which we have to get by with and deal
with in the best possible way we know. How can
you sell or buy w thout good informtion?

Second, the price for pecans has at
tines been too | ow and unstable. Third,
mar keting agricultural commodities is a
privilege, which they can discuss in quite a bit.
You just heard fromDr. Palnma on this and there's
no doubt this is worked for other tree nuts and
it will work for pecans.

Fourth, if we |lose the ability to sell
our nuts internationally, we will be in a nmess if
we did not have a strong donmestic market for
pecans to back that up.

Fifth, the large recent plantings of
pecans because of the few price spikes in the

| ast few years will create a both wel come, a new
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supply, but also the prospect of |ower prices for
growers if we cannot find buyers for the
i ncessant nuts.

Finally, a think as an industry, we
have really started to heal. And what | nean
about this. | mean, | feel a new sense of
grow ng under st andi ng between growers in regions
t hat have not shared a lot of information in the
past .

|'ve al so noticed between growers and
shellers, this is ny quote, who have al ways had
t he chal | enge of being on the sane page, now have
a new sense of understandi ng between them W
need this seize on this unity and commt to work
together to make this terrific, healthy food
avail able to nore Anericans.

Additionally, | think our farnms and
the industry would al so benefit in the future
fromgrade, size, quality, shipping protocols and
ot her handling requirenents as we conplete with
other tree nuts for consuner attention.

| al so understand that under the
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proposed order, only growers with nore than 30
acres of pecans or nore than 50,000 pounds of
average projection per year over the |ast four
years will be allowed to vote on this proposed
or der.

In my opinion, this threshold is
reasonabl e because a grower that does not neets
these thresholds is not a comrercial grower.

|"ve reviewed the econonic anal ysis
summary prepared by Dr. Marco Pal ma, specifically
the projected average price increase from

pronotion of 6.3 cents per in shell pound versus

the average 2.5 in shell pound cost. | do agree
that pronotion will increase prices.
Overall I'"maware of the costs that a

Federal Marketing Order may inpose on ny farm
and | don't think, and | do not believe those
costs are unduly burdensone. Further | believe
that the benefits of the Federal Marketing O der
on ny, tony farm wll greatly outweigh any
costs associated with it.

In conclusion, | fully support the
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proposed Federal Marketing Order for pecans and
encourage the Secretary to inplenent the order as
proposed by the Anerican Pecan Board. | wll be
glad to answer any questions anyone nay have.

MR QUI ROS: Your Honor?

JUDGE GUTHRI DGE:  Yes.

MR, QU ROS: Just a couple of

guestions, then I'd like to finish the tendering

process.
JUDGE GUTHRI DGE: Certainly.
DI RECT EXAM NATI ON
BY MR QUI RCS:
Q M. Sal opek, you said that you had

reviewed Dr. Marco Pal ma's summary econonic
analysis. |Is that what's been identified as
Exhi bit 23, The Econom c Anal ysis of the
| mpl ement ati on of the Federal Marketing Order for
Pecans Executive Sunmary?

A Yes it is.

Q And do you al so said participated in
t he preparation of the proposed Federal Marketing

Order for Pecans. Is that al so what i s been
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identified as Exhibit 1 in the notice that was
published in the Federal Register for this
heari ng that contai ned the proposed Federal
Mar keti ng Order for Pecans?
A Yes it is.

MR, QU RCS: Thank you M. Sal opek.
Your Honor, we would tender this docunment and
this testinony into evidence.

JUDGE GUTHRI DGE: Any objection from
t he USDA?

MR. H LL: No objections.

JUDGE GUTHRI DGE: Any objection from
t he audi ence? Exhibit 26 is admtted. M.
Quiros, do you have any other questions?

(Wher eupon, the docunent previously
mar ked as Exhibit 26 for identification was
received into evidence.)

MR QUI RCS: No, Your Honor.

JUDGE GUTHRI DGE: Ckay. Departnent of

Agricul ture.
CROSS EXAM NATI ON

MS. SCHMAEDI CK: Melissa Schnaedi ck,
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USDA. Good afternoon M. Sal opek.
MR. SALOPEK: Good afternoon.

M5. SCHMAEDI CK:  Thank you for your

t esti nony.
MR SALOPEK: You're wel cone.
BY Ms. SCHMAEDI CK:
Q One of the first questions I'd like to

ask of you is, according to your testinony you
spent your entire career in the pecan industry.

|s that correct?

A That is correct.

Q Primarily as a grower, correct?

A Correct. Primarily as a grower.

Q So are you aware of any other attenpts

to establish a program a national program for
pecans?
A You know, |'ve known for a fact, M ke
Adanms and another group in the early '90s
attenpted to take a check-off | believe they were
t al ki ng about ear ni ng.
But M. Page is out of Louisiana and

he is a legend in the pecan industry. | think
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he's ol der than the pecan industry itself to be
honest with you. And he's a wonderful, wonderful
man. And during this process it was |last year at
t he Texas Pecan Show actually, he said to ne
said, technically, Louie, this is the fifth
attenpt that this pecan industry has tried to
push through a marketing order. And I'IIl tell
you, he just, he just said take advantage of the
unity we have right now.

Q So given that context, what are sone
of the changes you' ve seen? Wy is this so

di fferent now?

A I n our pecan industry?
Q Yes.
A | don't know how | stated it in ny

statenment, but honestly up until about ten years
ago the East growers and the West growers didn't
share a lot of information. The West growers and
the Central growers just didn't share a | ot of
i nf or mat i on.

You know, you had the Western Pecan

G owers, you had the Sout heastern Pecan G owers,
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you had the Georgia Pecan Growers, you had the
Texas Pecan Gowers. And really we didn't cross
| ines very much. And you can ask any grower in
this room They just, conmunication, there
wasn't much commruni cation |lines crossing. So
that was one issue. And then when you talked to
all the growers in those different regions, they
did have one thing in common. Let's not work
with the shellers.

And so there's just been these walls
in the industry that are finally com ng down that
have given us an opportunity with all the growers
in the three different regions with the shellers
to finally unify and then nmake sonet hi ng happen
in this industry. And we're literally at |east
20 years behind the other industries. So |
think, just the biggest factors is the unity of
all the different regions.

Q And when you say unity, to you, does
t hat convey a sense of sort of interdependence,
you're all working together?

A Yes.

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

Q You all have a vested interest?

A Yes. That's exactly how, it's a
vested interest. Everybody is wanting to the,
together for the sanme goals. That's exactly
right. And we, you know, we've all had the sane
goal s but naybe we just haven't been quite on the
sanme page in the different regions. And this is
a huge change. | nean, our famly has been in
t he pecan industry for year and years and years.
And it's a good change for the pecan industry.
And it's | ong overdue.

Q And in your work with the American
Pecan Board, is it your experience that this

exercise has really perpetuated that unity is it?

A It really has. [It, when | was
nomnated to join, | didn't junp to the back of
the roomand say, "I want to be on this Board"

buy the way. But it's been a great experience.
Yes, just the first tinmes going out to

the West. | mean to the Central, Southeast

CGeorgia, Texas and getting their feedback. And

they see like nme as a Western grower going out to
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t he Eastern and Sout heastern shows and Georgi a
shows and the Central shows and they see our
comm tnment to what we want to do.

And then you see them com ng out to
the West and that is just increased tenfold
literally within the last few years. And it
really is exciting. And it really is because
across all regions, every single region has an, |
didn't realize it up until a few years ago, they
have different challenges. And that's what we
have one goal. W all have different chall enges
growi ng our pecans, but we have one goal and we
have to address the chall enges.

Q Thank you for bring up the idea of
different challenges. And sort of working on
that thenme, you nentioned in your testinony one
of the benefits is that, is the inproved prices.
So are there other benefits that could come out
this programthat could potentially address those
chal | enges?

A Besi des i nprove pricing? Are you

tal ki ng about marketing and the inproved pricing?
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Q Ri ght but for exanple, would research
be beneficial?

A You know, 1'Il tell you what's the,
right next to marketing is, and you guys just
tal ked about it is, having these cold nunbers,
cold storage vendors, rural nenbers, is close to
marketing. And the crop prediction that's in the
field right now And research is, there is so
much research out there on the health benefits of
pecans. And the National Pecan shellers have
done research. The Georgia Pecan G owers, the
Sout heastern and there's sone great, great
research out there on the nedical benefits of
pecans. And | think this vehicle carrying that
nessage to the public is huge. It really is
huge.

Q And gi ven your background and your
famly's background in this area's pecan
i ndustry, can you tell me how common is it to
have a grower that has fewer than 30 acres or
| ess than 50,000 pounds in production in this

regi on.
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A How common is it? You know, | knew
you were going to ask nme that question and I
honestly -- and ny own fertilizer business deals
with a bunch of them It's, you know, it's |
woul d say it's pretty comon to be honest with
you. You got five acre, ten acre and they're
notivated and they want to | earn about pecans.

It's common.

Q Are those individuals aware of this
proposal .
A They're aware of this proposal. They

are. Yes. They're aware of this proposal.

M5. SCHMAEDI CK:  Thank you. No
further questions.

MR SALOPEK: What's that?

M5. SCHMAEDI CK:  Thank you. No
further questions.

MR, SALOPEK: Oh. Thank you. If |
coul d have one quick nmonent real fast? W're
tal king about this Board. And | just want, Your
Honor, to, this Anerican Pecan Board we put

together, it's really, sorry about this. It's
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really a diverse board. W' ve put, we put our
heart and soul into this Board. And it's, the
voting Board, it's a diverse board. W covered
all three regions. W covered growers wth
shellers. W sat in neetings and neeti ngs and
nmeetings. Never thought innmy life I'd sit in so
many neetings. Wrking with USDA has been
wonderful. Qur team vyou get, growers like this
to junp on board. It's just been wonderf ul
experience and | just want to reconmend that
everybody shoul d have confidence in this Board.
And I'Il tell you, the | eader, he's out here in
this audience. If it wasn't for him we wouldn't
be where we're at. And the | eadership from him
is just been spectacul ar and the support fromthe
Board. It's just been a great experience.

M5S. SCHMAEDI CK:  Thank you.

MR. SALOPEK: Thank you.

JUDGE GUTHRI DGE:  Any nore USDA
guestions? Any follow up?

REDI RECT EXAM NATI ON

BY MR QUI RCS:
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Q Yes, Your Honor. M. Sal opek, you
testified that there were sone snall growers in
this areas that had | ess than 30 acres or 50, 000
pounds a year. Are those people who can nake a
living off of those pecans?

A No. They cannot do that.

Q Are they conmercial growers or are
they just people that are trying to make a little
bit of nobney on pecans?

A You know what | tell them like | said
we've had this fertilizer business and | deal a
lot with them so take care of those and you
coul d make good busi ness with those.

Q Right. So it's not full time living
for these people.

A There's no way you could do that.

Q These are yard crops or they're hobby

farmng with regard to--

A Yes.

Q --getting a little extra noney.

A Yes.

Q s it your experience they put full

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

i nputs on those trees?

A You know it's some of them do.
Q MM hmm
A They really do. But they, and they,

and the ones | talked to, just make sure, they
know t hat, they know they're going to bounce
back. And, but they know, like |I told them
chances are it's your Christmas bonus.
Q And that's why they buy fertilizer?
A Soneti mes.
MR, QU RCS: Thank you M. Sal opek.
MR. SALOPEK: Thank you.
JUDGE GUTHRI DGE: Are there any
guestions fromthe audi ence? Hearing none. M.
Sal opek, you're excused. And, if you' d check
with Ms. Rodriguez to see if she has, Gonzal es
rather, see if she has any questi ons.

MR. SALOPEK: Thank you, Your Honor.

MR QUI ROS: Your Honor, we request a

short recess if that's okay with counsel for the
USDA.

JUDGE GUTHRI DGE:  Yes. How brief?
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MR QU ROCS: Ten mnutes?

JUDGE GUTHRIDGE: All right. Ten
mnutes. It's right now 3:22 at 3:32 we'll start
up again.

MR, QUI RCS: Thank you, Your Honor.

(Wher eupon, the above-entitled natter
went off the record at 3:22 p.m and resuned at
3:31 p.m)

JUDGE GQUTHRI DGE: The hearing will come
to order. M. Davis, call your next wtness
pl ease.

MR. DAVIS: Yes, Your Honor. The
proponents calls the next witness, Dr. Dennis
Lucer o.

VHEREUPCN,

DR. DENNI' S LUCERO
was called as a witness by Counsel for the
Proponent and, having been first duly sworn,
assuned the witness stand, was exam ned and
testified as foll ows:

JUDGE GUTHRI DGE:  Proceed.

MR. DAVIS: Your Honor, as we have
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done previously, we have handed out copies of Dr.
Lucero's statenent along with his CVv, but 1'll
tender that at the end. Dr. Lucero, if you would
pl ease, introduce yourself to the court

DR, LUCERO M nane is Dr. Dennis
Lucero. It is spelled DE-N-N-I-S, L-UCE RO
| live in Al buquerque, New Mexico, and | amthe
owner of Pecans De Lucero. Pecans De Lucero is a
pecan farmin Radi um Springs, New Mexico, which
is 14 miles North of Las Cruses. | have over 80
acres of pecans currently in production. Last
year | produced 102,000 pounds of pecans. And
then next year, | will plant two or 300 pecan
trees on ny existing acres that will not be in
production for another seven years.

Can you hear nme out there? Can you
hear nme? Alright.

On our farm we grow the inproved
variety of pecans. |I'ma third generation pecan
farmer. In 1920, ny grandfather purchased our
pecan farm and nmy father continued in his

footsteps. Three years ago, | becane full tine
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in the pecan grower business. | amalso a
nmedi cal doctor and a pharmacist. Attached is ny
resune.

Under the Small Business
Adm ni stration definition, Pecans De Lucero is
classified as a snmall pecan grower business,
havi ng | ess than $750, 000 i n annual gross revenue
from pecans.

| have reviewed the Econom c Anal ysis
Summary prepared by Dr. Marco Pal ma,
specifically, the projected average price
i ncrease from pronotion of 6.3 cents per in shel
pound versus the average 2.5 cents per in shell
pound cost.

Overall, | amaware of the costs that
t he proposed Federal Marketing Order nay inpose
on ny farmand | do not believe those costs are
undul y burdensone. Further, | believe that the
benefits of the federal marketing order to ny
farmw ||l greatly outwei gh any costs associ ated
with it.

In recent years, | have seen a w de
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variety in the prices | have received fromny
pecan crop. Such wide variation in pricing makes
it extrenely difficult to plan for the future
operation of ny farm

Wil e prices for pecans go up and down
dramatically fromone year, fromyear to year, ny
costs of production have steadily increased.
Cost of fertilizer, insecticide and equi pnent
have all increased in recent years regardl ess of
the price | receive for my crop.

Further, the | ack of accurate narket
i nformation on the anticipated size of the pecan
crop in any given year also makes it difficult
for me to negotiate a fair price for ny crop and
to make reasonabl e busi ness deci si ons about
i nvestment in ny farm

I ncreased price stability and nore
accurate market information would greatly benefit
ny small fam |y operation.

As a nedi cal doctor and pharnmacist, |
believe the nutritional health benefit of the

pecan shoul d have continued research. |In an
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I ssue reading 2014 not 2014, that's a typo. In
2013, the prestigious nedical journal, the New
Engl and Journal of Medicine, published a study
titled Association of Nut Consunption with Total
and Cause-Specific Mrtality.

As a brief sunmmary, this was a 30 year
study of over 116,000 patients, which
denonstrated a 20 percent nortality reduction for
t hose who consumed nuts. Cearly denonstrating a
significant health benefit for nut consunption.

We still need nore research as to the
full scope of health benefits of the pecan
specifically as related to reduction of
cardi ovascul ar di sease, cancer, and respiratory
ailments. This article was a part of M ke Adani s
Testinmony and is Exhibit 9.

| think my farmand the industry would
al so benefit fromthe future from grade, size,
gual ity, packagi ng, shipping protocols and ot her
handl i ng requirenments as we conpete with other
tree nuts for shelf space and consuner attention.

Al so, another very inportant issue of
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concern to ne is related to work safety
standards. | understand that under 986.69 all ows
the American Pecan Board to establish handling
regul ati ons.

As a nedi cal professional, | believe
t hat our pecan farm workers shoul d be protected
agai nst dust particles or anything el se that may
cause long-termill ness.

| understand that under the proposed
order, only growers with nore than 30 acres of
pecans or nore than 50,000 pounds of average
production per year over the last four years wll
be allowed to vote on the proposed order.

In my opinion, this threshold is
reasonabl e because a grower that does not neet
this threshold is not a comercial grower. Any
grower that is smaller than the proposed
t hreshold could not justify the cost inherent in
such a small production and is nost probably
nerely a seller of pecans from ol der trees that
happen to be on his or her property, a hobby

farmer or one that does not plan to put all
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comercial inputs -- fertilizer, water, et cetera
on his farm

| am a nenber of the New Mexico
G owers Association. The American Pecan Board
has kept our organization infornmed about its
efforts to propose a Federal Marketing Order.

| attended the Western Pecan G owers
Associ ation's annual neeting this |last March 2015
whi ch presented information as related to the
federal marketing order of nuts. | believe that
| have been infornmed about the process and | have
been given the opportunity to participate in the
process.

In conclusion, | fully support the
proposed Federal WMarketing Order for Pecans and
encourage the Secretary to inplenent the order as
proposed by the Anerican Pecan Board.

| would be glad to answer any
guesti ons anyone nay have.

JUDGE GUTHRI DGE: M. Davis?

DI RECT EXAM NATI ON

BY MR DAVI S:
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Q Yes Your Honor, | may have one
clarifying question just before we tender your
testinmony Dr. Lucero. |f you have your statenent
there, it appears at the bottom of Page 2
referring to that New Engl and Journal of Medicine
and it was incorrectly typed 2014. Wth your
perm ssion, |I'll make a pen and ink correction

that it's 2013.

A Pl ease.
Q s that correct?
A Yes sir.
MR DAVIS: And I'lIl initial that now,

but with that | tender Exhibit 27 which is Dr.
Lucero's sworn statenent, or his testinony
statenent and his curriculumvitae.

(Wher eupon, the docunent referred to
was nmarked as Exhibit 27 for identification.)

JUDGE GUTHRI DGE: Any objection from
Departnment of Agriculture?

MR. HI LL: No objections.

JUDGE GUTHRI DGE: Any objection from

t he audi ence? Hearing no objection, Exhibit 27
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s adm tted.

(Wher eupon, the docunent previously
mar ked as Exhibit 27 for identification was
received into evidence.)

MR DAVIS: 1'll tender that into the
record.

JUDGE GQUTHRI DGE: Do you have any nore
guestions M. Davis?

MR DAVIS: Not at this tine, Your
Honor .

JUDGE GQUTHRI DGE:  Departnent of
Agricul ture.

CROSS- EXAM NATI ON

BY Ms. SCHMAEDI CK:

Q Yes, Melissa Schmaedi ck, USDA. Thank
you Dr. Lucero for your testinony. You nentioned
on Page 3 of your testinony that an issue of
concern to you was work safety standards. Can
you expand on that and how you believe the
mar keti ng order m ght address your concerns?

A Through research on ny small farm

being with toxic chemicals. Toxic chenicals that
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may be high in pHor acidity. W deal w th dust
wi th pecan husking so the hull in our cleaning
plant. And |I'm concerned about it well you are
aware, so respiratory illness would be a concern
for those who work in our industry just as in the
m ne i ndustry where they have bl ack |ung and
t hose il l nesses.

| "' m concerned about the husk maybe in
our shelling and cleaning plants. And this
research can hel p us understand what we nay be
putting our workers in hazard.

In addition, we work with
i nsecticides, pesticides, protoxide -- all which
have | ong-term potential for adversity. And this
is where | would really want to see research so
we can protect our workers. Because | really
feel that we that the pecan is a long-term
i ndustry. It's a tree that can last for
centuries.

It's a long-termindustry. And we
need to protect the workers. And it's only

t hrough this research that we can begin to nmake
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sure that we have safe and productive industry.
And this is very comon, as we saw, in the mne
i ndustry. W need to protect our workers.

Q And in that vein, would you say
research on other problens and safe techni ques,
woul d that fall into handling regulations in
ternms of how the product is harvested? |s that
ki nd of how you see it working in the progranf

A There's so nuch on literally
harvesti ng because a ot of that's involved in
how you harvest your own field. Again, we bring
all those dirt clogs, sticks to clean. There's a
| ot of investnment in cleaning pens. The shelling
process, you know, you can have resistance. So
all of these issues, | think, could be | ooked at
so that we can hel p workers, whether they be
m grant workers or |ong-term workers.

M5. SCHMAEDI CK:  Ckay, thank you. No
further questions for ne.

MS. VARELA: This is Jennifer Varel a,
USDA. | really appreciate having you here, Dr.

Lucero.
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CROSS EXAM NATI ON
BY Ms. VARELA:

Q So | was interested in the statenent
you nade simlarly on Page 3 about needi ng nore
research to get the full scope of that. Wen you
tal k about those potential projects are you
referring to how this affects, |ong-term and what
the industry has done so far? |I'mtrying to get
| i ke a sense of what the structure of this order
in particular, would help the industry get those
particul ar projects done. Could you tell nme a
little nore about that?

A If we're dealing just with the health
benefit, having been a physician now for 36 years
and pharnmacist for 13, and so over 40 years in
t he healthcare industry, the human body, just as
we saw in simlar cases, can take years to
develop in the mning industry.

And that's why we need to be having
short-termas well as the long-termstudies to
see what is the inpact on this product, good or

bad. Fromthe nedical standpoint |I'm concerned
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about our society, our Anmerican society.
Car di ovascul ar di sease is our nunber one problem
This is a product that you nade.

Q Vell, just to follow up on that one,
|"msorry to interrupt you.

A Ckay.

Q As you tal k about the need for this
type of research and the inportance do you have
an idea of why it hasn't been done al ready?

A There's been sone. And this is
ongoing, but |, having dealt with a | ot of
pharmaceuti cal s and havi ng di spensed a | ot of
pharmaceuticals to ny patients, there's other
ways to heal the body besides pills. [|'ve seen,
and |'ve had patients cone in who were taking 20
di fferent nmedi cations not counting the nunber of
pills. They could be taking 60 pills a day.
It's terrible. W can nake a difference in this
life, but we need to research.

Q Thank you. And | wanted to go down
just a little further into your testinony and ask

one clarifying question. You referred to section
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986.69 allowing the Board to establish handling

regulations. | think there you neant the
American Pecan Council. |Is that correct?

A What page are we on? Oh, that--

Q Page 3.

A | see it. Yes. And what was the
guesti on?

Q | assumi ng that you neant to say
Aneri can Pecan Council, which the order woul d
est abl i sh.

A kay. They have it witten here

wong. That's fine.

M5. VARELA: That's fine. Ckay.
Thank you very much. That's all | have.

JUDGE GUTHRI DGE: Any ot her questions
from Agricul ture?

MR. DAVIS: No further questions, Your
Honor .

JUDGE GUTHRI DGE: Are there any
guestions fromthe audi ence? Hearing none, Dr.
Lucero, you're excused.

DR. LUCERO Thank you.
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JUDGE GUTHRIDGE: Go talk to Ms.
CGonzal ez over there to see if she has any things
to clarify.

MR QUIRCS: Your Honor, we'd like to
call Thomas Chavez.

JUDGE GUTHRI DGE:  Sur e.

MR. CHAVEZ: Cood afternoon

JUDGE GUTHRI DGE: (Good afternoon, M.
Chavez. Thank you for com ng.

MR CHAVEZ: Yes sir.

JUDGE GUTHRI DGE:  Ckay.
VHEREUPCN,

THOVAS CHAVEZ

was called as a witness by Counsel for the
Proponent and, having been first duly sworn,
assuned the witness stand, was exam ned and
testified as foll ows:

JUDGE GQUTHRI DGE: M. Quiros.

MR, QUI RCS: Thank you, Your Honor.
M. Chavez, | understand you' ve prepared sone
testinony for us today, but you would also like

to have your testinony through question and
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answer. |s that correct?

MR CHAVEZ: That's correct.

MR QUIRCS: Your Honor, | will not
tender it at this tinme, but if | could, | would
| i ke to go ahead and give you a copy of his
testi nony and have that marked as the next
Exhi bi t.

(Wher eupon, the docunent referred to
was nmarked as Exhibit 28 for identification.)

JUDGE GUTHRI DGE: Certainly.

DI RECT EXAM NATI ON
BY MR QUI RCS

Q M. Chavez, we appreciate you being
here with us this norning. First of all, please
tell us what your nane is.

A My nane is Thonas Chavez. |It's
spelled T"THOMA-S, CHA-V-EZ

Q And where do you live?

A | live at Las
Cruses, New Mexi co.

Q And tell us about your involvenent in

t he pecan industry and any personal or famly
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hi story of your involvenent in the pecan
i ndustry.

A So this started back in 65. MW dad
plated his five acres of pecans, you know. And
then we have a concrete business and pecan farm
Then fromthere on, we just took off every year.
W buy a different track of land and put trees in
it and kept going for years and years until we
got up to 175 acres. It's still a small farm
but it keeps nme real busy, you know so.

Q And, last year, how nmany pounds did
you produce on that farnf

A W' ve got |ike 400, 000.

Q That's great. And tell us what type

of pecans you grow.

A W have west pecan and Western side.
Q So those are inproved pecans?

A Yes.

Q Thank you. The Smal | Busi ness

Adm nistration defines a small grower as a grower
with less than $750, 000 of gross revenue from

pecans. Are you a large or a small grower?
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A I'"'ma small.

Q Great. Have you received a copy of
t he proposed Federal WMarketing Order as published
in the Federal Register as part of the notice,

whi ch has been narked Exhibit 1 in this

t esti nony.
A Yes sir.
Q And you' ve had a chance to review
t hat ?
A Yes sir.
Q And have you received a copy of the

Executive Sunmary of Econonmi c Anal ysis of the
| mpl ement ati on of a Federal Marketing Order for
Pecans prepared by Dr. Marco Pal ma, which has

been mar ked Exhi bit 23.

A Yes sir.

Q And have you had a chance to review
t hat ?

A Yes sir.

Q Thank you. Describe the chall enges

you have as a small grower that the proposed

Federal Marketing Order for Pecans attenpts to
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A " m sorry.

Q Yes. Let ne repeat the question. |
may rephrase it, if it's not helpful. What are

the things you like the federal, proposed Federal
Mar keting Order for Pecans to do for you as a
farmer? How would it help you?

A Vell it'Il help us get better prices
for pecans, you know. And hel p everybody.

Q And how woul d it get you a better
price for the pecans?

A Vell by the marketing. You know,
they're going to market it. And right now
there's no, like you saying, there's no
mar keti ng. Yea, our nei ghbors seen pecans in the
shelves, in the stores or anything, you know. So
we coul d keep that going, get that marketing
going we can better fromit, you know, so.

Q Geat. Let me refer back to Exhibit
23, the executive summary of the Econon c
Anal ysis of the Inplenentation of a Federal

Mar keting Order for Pecans. Do you agree with
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Dr. Marco's finding that generic pronotion
canpai gns of agricultural products stimnulates
demand and results in higher prices?

A Yes sir.

Any why do you believe that?

Vell, you know, I'mnew at this gane
SO you guys got to bear with ne. And this is
really the first tine | ever spoke into a mc and
in front of people. So I'ma little nervous.

Q Sure.

A |"mhere, really ny thing here is to
hel p you pronote this FMO

Q Thank you.

A And a- -

Q Have you seen this work in other nuts.
M. Chavez pronotion work?

A Yes, sir. It works good.

Q Yeah.

A |"ve seen it in alnonds. |[|'ve seen
the TV on al nonds to just about anything. But
you don't it in pecans, you know.

Q No, I won't tell anybody, but has
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anybody in your famly ever bought al nonds? Just

bet ween us.

A Yes. That's what | eat.

Q Oh. You're killing ne.

A Yea.

Q Back to the question.

A Sorry.

Q This is a bit of a technical question,

but do you renenber in that same Exhibit 23, do
you recall Dr. Palma's discussion of the m dpoint
of the cost of assessnent for handlers? This was
the 2-1/2 cents for inproved pecans and 1-1/2
cents for native seedlings. Do you renenber that
di scussi on?

A M1 hmm

Q Do you agree, or does it seem
reasonable to you, based on Dr. Palnma's
presentation, that if the entire cost was born by
reduci ng your price of pecans paid by the
m dpoint, the 2-1/2 cents, that you m ght expect
to receive an addition 6.3 cents per in shell

pound for your crop. Does that seem reasonabl e.
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A Yeah. That sounds good.

Q What do you believe about the bal ance
bet ween the costs and the benefits presented in
Exhi bit 23? The bal ance between those two. Do
t he benefits outwei gh the burdens or the burdens

greater than the benefits?

A Probably the burdens greater than
benefits.
Q |"msaying that if you spend 2-1/2

cents a pound and you get 6.3 cents per pound,
you think that the benefits of getting 6.3 cents

a pound are greater than the burden of 2-1/2

cents.
A Yeah.
Q You understand the question?
A M1 hmm
Q Okay. And so do you believe the

benefits outwei gh the burdens?
A M1 hmm
MR. QU RCS: Thank you.
JUDGE GQUTHRIDGE: |Is that a yes?

MR. CHAVEZ: Yes.

Neal R. Gross and Co., Inc.

319

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

320

BY MR QUI RCS:

Q The proposed Federal Marketing O der
for Pecans, which is part of the notice in
Exhi bit one, which you' ve received and revi ewed,
only allows growers to vote for the establishnment
of the proposed Federal Marketing Order for
Pecans and participate in the Counsel and
Al ternates nom nation process. |If they have at
| east 30 acres of pecans or an average of 50, 000
in shell pounds of pecans over the |ast four
years, what do you think of this requirenent?

A That it's good.

Q And why do you think that it's good.

A You can be a bigger farnmer so they can

be able to participate in there.

Q Do you know a | ot of small farmers?
A | sure do.
Q Do you know that 30 acres, does that

sound, or 50,000 pounds, do you think that's an
appropriate line between a conmmercial farner and
sonebody that's just doing this part tine or as a

hobby?
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A | think it is.
Q Ckay. Thank you.

A Yes sir.

Q Maybe sone specific questions, would
your farm benefit fromthe proposed authority in
986. 65 of Exhibit 1, Better Data for the
| ndustry? Would that help your farnf

A Yes it woul d.

Q Li kewi se, would your farm benefit from
the authority in section 986.68 of the proposed
Federal Marketing Order for Pecans regarding
research and marketing activities, including
pronotion?

A Mnhmm  Yes sir.

Q And finally, would your farm benefit
fromsection 986.68 of the proposed Federal
Mar keti ng Order for Pecans with regard to
authorities regulating handling, which wuld be
t hi ngs such as packagi ng et cetera, shipping.

Wul d that be a benefit to your farnf

A Yes it woul d.

Q Thank you. M. Chavez, are you a
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menber of a pecan growers associ ation?

A Yes sir.

Q And whi ch one are you a nenber of?

A New Mexi co.

Q And how | ong have you been a nenber of

t hat associ ati on?

A About 25 years.

Q Thank you. Have you had an
opportunity to hear a presentation on the
proposed Federal Marketing Order for Pecans by
t he American Pecan Board.

A Yes sir.

Q Great. And tell us about that. Wre
you at those neetings?

A |"ve been to a few And they said
that fromdifferent farners and ny broker and--

Q Correct.

A | do agree that we need to get

sonet hi ng goi ng on now.

Q Right. Do you know Loui e Sal opek and
M ke Adans?
A Yes sir.
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Q And you have heard themtestify today
at this hearing?

A Yes sir.

Q And you feel like you ve had an
opportunity to be involved in this project and
al so hear frompeople with regard to this project
and have your questions answered?

A Yes sir.

Q Thank you. M. Chavez, this is a bit
of a busi ness question, but how do you deci de how
much to sell your crops for?

A What ever ny broker gives ne. | don't
have a, you know, we don't have a say so. It
just, it depends on year to year.

Q VWhat would help in this regard? So
you essentially get offered a price and that's

the price that you--

A No there's no negoti ating.
Q Ri ght.
A They give you a price and you either

take it or leave it, you know. And right now we

can't negotiate anything unless we get sonething
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el se going that we can really help us to-

Q Wuld the information in the
authorities fromthis proposed Federal Marketing
Order help you in this regard.

A It will help us.

MR, QU RCS: Good. Thank you. |
appreci ate your testinmony M. Chavez. Your
Honor, 1'd like to now tender the witten
testimony of M. Chavez into the record as well
as his oral testinony.

JUDGE GUTHRI DGE:  Exhi bit 28.

MR QU ROS: Yes, Your Honor.

JUDGE GUTHRI DGE: Any objection from-

MR HLL: I'msorry. | would just
| i ke to ask a coupl e of questions.

CROSS- EXAM NATI ON

BY MR HILL:

Q M. Chavez, you' ve had a chance,
obviously, to read the statenent.

A Yea |'ve read. Yes sir.

Q So you did take part in putting

t oget her this statenent.
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A Yes sir.
Q And this, the opinions in here are

your opi ni ons?

A Yes sir.
Q Wul d that be correct?
A Yes sir.
MR, H LL: | have no objection, Your

Honor .

JUDGE GQUTHRIDGE: |Is there anyone in
t he audi ence have any objection. Hearing no
objection, the Exhibit 28 is admtted.

(Wher eupon, the docunent previously
mar ked as Exhibit 28 for identification was
received into evidence.)

MR. CHAVEZ: Thank you, Your Honor.

JUDGE GQUTHRI DGE: Do you have nore
evi dence.

MR QU RCS: No sir. Thank you, Your
Honor .

JUDGE GUTHRI DGE: Does the Depart nent
of Agriculture have any questions? No. Speak

now or forever hold your peace.
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MS. SCHMAEDI CK:  No.

JUDGE GUTHRI DGE: Anyone in the
audi ence have any questions for M. Chavez? No.
M. Chavez, you're excused.

MR. CHAVEZ: Thank you, Your Honor.

JUDGE GUTHRI DGE: Go over and speak
with Ms. Gonzales. She m ght have questions
about spelling of words or nanmes or sonet hing.

MR CHAVEZ: | will. Thank you.
Thank you.

MR, QU RCS: Thank you M. Chavez.
Appr eci ate you.

JUDGE GUTHRI DGE:  Ckay.

MR QUIRCS: Your Honor, we'd like to
call our next witness, M. Phillip Arnold.

JUDGE GUTHRI DGE: All right.
VHEREUPCN,

PHI LLI P ARNOLD
was called as a witness by Counsel for the
Proponent and, having been first duly sworn,
assuned the witness stand, was exam ned and

testified as foll ows:
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MR DAVIS: Good afternoon M. Arnold.

MR. ARNOLD: CGood afternoon

MR. DAVIS: Have you prepared us sone
witten remarks you'd like to give this

aft ernoon?

2

ARNCLD: Yes | have.

2

DAVI S: Wiy don't you go ahead and
begi n.

MR. ARNOLD: My name is Phillip
Arnold, spelled P-HI-L-L-1-P, AA-R NO L-D.
live and work in Mesilla Valley, near Las Cruces,
New Mexi co. | have attached ny resune to this
testi nony for your reference.

Briefly, | have been in the pecan
business full time for 31 years after spending
four years in the neat business.

| have interests in three pecan
busi nesses. The first is about 350 acres of
pecans. O this, 65 acres is our original famly
farmthat was planted by ny father 45 years ago
and over the years we have added around 85 nore

to total about 150 acres that we own.

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

In addition, we | ease approxi mately
200 nore acres of pecans. Al of this acres is
of inproved varieties. Three generations of the
Arnold famly worked in this business.

| am aware of the Small Busi ness
Adm ni stration's guidelines for a small growers,
| ess than $750, 000 i n annual gross revenue. Most
years our farm woul d have been a small| business,
but | ast couple of years we woul d have been
considered a | arge pecan grower.

The second pecan business | have an
ownership interest in is a custom pecan
harvesti ng and a custom pecan cl eani ng busi ness.
Many of the small pecan farnmers in our area
cannot afford the expensive machi nery to nanage
t he pecan harvesting and pecan cl eani ng
functi ons.

These farners pay us a fee per pound
to shake their trees, gather their nuts off the
ground, transport their nuts to our cleaning
plants and clean their nuts. The owners of these

nuts then decide who they want to sell their
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pecans to, and when. W never take title to
t hese pecans and we just charge them a service

fee to do the work.

| f our group, or groups like ours were

not around, these growers nay not be able to
efficiently harvest their pecans and get them
ready for market.

| have read section 986.19 of the

proposed Federal marketing Order, the To Handl e

definition. It says, to handle neans to receive,
shel |, crack, accunul ate, warehouse, roast, pack,
sell, consign, transport, export, or ship except

as a comon or contract carrier of pecans owned
by anot her person, or in another way to put in
shell or shelled pecans into any and all narkets
in the stream of comrerce either within the area
of production or fromsuch area to any poi nt
out si de t hereof.

The termto handl e shall not include
sal es and deliveries within the area of
production by growers to handl ers; growers;

war ehousi ng; custom handl i ng except for selling,
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consi gning or exporting or other simlar
activities paid for on a fee-for-service basis by
a grower who retains the ownership of the pecans;
or transfers between handl ers.

The second sentence described our
cust om harvesting and custom cl eani ng busi ness.
Qur busi ness provides custom handling or other
simlar activities paid for on a fee-for-service
basis by growers who retained the ownership of
t he pecans.

| agree with the |anguage of section
986. 19 that these fees for service should not be
defined as handl i ng.

The third pecan business | amin is as
a buyer of pecans for San Saba Pecan, a |arge
shel l er as defined by the Small Busi ness
Adm ni stration, one having $7,000,000 or nore in
gross revenue as a pecan sheller.

| have a perspective of the pecan
i ndustry froma | ot of vantage points, but
certainly that of a grower, sheller and contract

servi ce provider.
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| have been President of the National
Pecan Growers Council, which is focused on NAP
fundi ng oversight, essentially pronotion of
pecans overseas. | was President of the Wstern
Pecan Growers Association and | amcurrently
Presi dent of the New Mexico Pecan G owers
Associ ati on.

As current President of the New Mexico
Pecan Growers Association, | have sent a letter
fromour organization to the United States
Secretary of Agriculture in support of the
proposed Federal marketing Order, a copy of which
is also attached to this testinony.

None of these organi zations, The
Nat i onal Pecan Growers Council, Western Pecan
Growers Associ ation, or the New Mexico Pecan
G owers Association, will conplete with the
proposed Anerican Pecan Council and their work.

Actually, I think the Anerican Pecan
Council will allow each of these three
organi zations to operate nore efficiently, as the

i ndustry starts to rely on the Anerican Pecan
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Council to use its authorities to address:
gat hering and publish pecan industry data,
research, pronotion, collecting assessnents,
reviewi ng and recommendi ng changes to how we
handl e and package pecans. It will free our
ot her pecan organi zations to focus on their
grower constituencies and their MAP issues.

JUDGE GUTHRI DGE: \What is MAP?

Program that we, the pecan industry receives
funds from

DI RECT EXAM NATI ON

to the fornmati on of the Ameri can Pecan Board.
Since its formation, | have been

extrenmely pleased with the intense two year,
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Q And that is focused on export?
A Export. It's international. It's
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Q Not donesti c.
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first industry nmeeting in Frisco, Texas, that |ed
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grass-roots effort by all participants in the
pecan i ndustry, growers, shellers, and other
handl ers to tal k together and address our common
opportunities through this proposed Federal
Mar ket i ng Order.

| think I have been well infornmed of
all of the steps taken by the Anmerican Pecan
Board to secure the proposed Federal Marketing
Order and have had numerous opportunities to
participate in this process.

| have listened to the testinony of
Dr. Marco Pal ma and have reviewed the econonic
anal ysis summary prepared by Dr. Pal ma,
specifically, the project average price increase
frompronotion of 6.3 cents per pound, in shell
pound versus the average of 2.5 cents per shell
pound cost for inproved varieties.

Overall, | amaware of the costs that
a federal nmarketing order may inpose on mny grower
and sheller interests, including the indirect
costs of record keeping and funds transfer to the

Council, but | do not believe those costs are
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undul y bur densone.

Further, | believe that the benefits
of the Federal Marketing Order to ny grower and
sheller interests will greatly outweigh any costs
associated with it.

| think my grower and sheller
interests would al so benefit in the future from
grade, size, quality, packagi ng, shipping
protocols, and other handling requirenments as we
conplete with the other tree nuts for shelf space
and United States consuner attention. |
understand this will only occur after the Council
recei ves and debates these issues.

| al so understand that under the
proposed order, only growers with nore than 30
acres of pecans or nore than 50,000 pounds of
aver age production per year over the |last four
years will be allowed to vote on the proposed
or der.

In my opinion, this threshold is
reasonabl e because a grower that does not neet

this threshold is not a comercial grower. Any
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grower that is smaller than the proposed

threshold could not justify the costs inherent in

such a small production and is nost probably
nerely a seller of pecans from ol der trees that
happen to be on his or her property, a hobby
farmer or one that does not plan to put all the
comercial inputs (fertilizer, water, et cetera)
on his farm

In my work as a fee for service
harvester and cleaner, | see this all the tine.
Fol ks with a few acres cannot afford the
expensive farm ng and harvesti ng equi pnent.

W built our custom harvesting and
cl eani ng business in part on such non-commerci al
grower situations. But make no m stake, even
t hough those growers may not have a vote, they
will get to share in the burdens and benefits of
t he proposed FMO

But on balance, | think it is fair

that these small, non-comercial growers are not

getting a vote, pecan growing is sinply not their

i vel i hood.
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| al so understand that only shellers

that handl e nore than one mllion pounds of in
shel | pecans per year will be allowed to vote on
the proposed order. | believe this is also a

fair threshol d.

Lots of folks shell pecans. For sone,
it is just enough for a pecan pie or for other it
is just enough to sell in small packages at a
conveni ence store, but these are not commerci al
shel l ers.

| am not aware of any sheller in ny
area which handles I ess than one mllion in shell
pounds per year that is in the conmerci al
shel ling business. Further, if there is such a
sheller, | do not believe it would be
commercially viable for such a small operation
could not invest in the required equi pnment, pay
enpl oyees and turn a profit on such a snall
production. It would not be sustainable as a
busi ness at that |evel.

In conclusion, as a person with both

grower and sheller interests as well as the
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current President of the New Mexi co Pecan G owers
Associ ation and a nenber of and past President of
both the Western Pecan G owers and the Nati onal
Pecan Growers Council, | fully support the
proposed Federal WMarketing Order for pecans and
encourage the United States Secretary of
Agriculture to inplenment the order as proposed by
t he American Pecan Board.

| would be glad to answer any
guesti ons anyone nay have.

MR DAVIS: Just before we tender the
Exhibit, if |I could ask one point blank question
Your Honor ?

JUDGE GUTHRI DGE:  Yes.

BY MR DAVI S:

Q Sir, on page three of your remarks,
you noted that you had revi ewed the economc
anal ysis summary. That is the summary that
appears in this record as Exhibit 23. |Is that
correct?
A Yes it is.

MR DAVIS: Wth that clarification,
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Your Honor, we would tender Exhibit 29, which I
will also note for the record is the witten
statenment by M. Arnold, also his curriculum
vitae, also the letter of support fromthe New
Mexi co Pecan Growers Associ ation.

(Wher eupon, the docunent referred to
was nmarked as Exhibit 29 for identification.)

JUDGE GQUTHRI DGE: Any obj ection?

MR. HLL: | have no objection

JUDGE GUTHRI DGE: Any objection from
t he audi ence? Hearing no objection, Exhibit 29
will be admitted. Do you have any ot her
guestions?

MR DAVIS. |I'll reserve questions,
Your Honor.

JUDGE GUTHRI DGE:  Does Depart nent of
Agricul ture have any questions?

CROSS- EXAM NATI ON
BY Ms. SCHMAEDI CK:
Q Mel i ssa Schmaedi ck, USDA. Thank you

M. Arnold for your testinony. The first

guestion | have for you, you nentioned that you
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| ease about 200 acres is it?

A Yes ma'am That's correct.

Q Under the proposed program would you
be consi dered the grower of those 200 acres?

A Well, on our | ease, on nobst of our
| eases we have, we do it on a share basis. So,
yes we woul d be considered the grower on two-
thirds of the crop. |Is our, the way our, it's on
a share basis and we do all the inputs, they pay
their land and water taxes because it's in their
nane and sonetinmes sone capital inprovenents.
But all the inputs there, and we take two-thirds
of the crop. Basically it's part of that.

Q So under the proposed program that is
in Exhibit 1, would you be considered a grower of
t hose 200 acres? Whuld those 200 acres be

attributed to you as a grower?

A | would guess it would have to be
considered. | don't know. That's a good
guestion. | don't know what the legalities
invol ved. | would consider that we are the

grower because we actually grow the crop. Yes.
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Q Okay. Thank you. You al so nmentioned
that you have a custom harvesting and cl eani ng
operation. Can you describe in alittle bit nore
detail what exactly your role is in the industry?
How do you, who are your customers? How are you
interacting with thenf

You did nention that you don't take
ownership of the product. But if you could just
paint a slightly nore detailed picture for us so
we have a better idea of how you function that
way.

A Certainly. There's, in this valley,
the Las Cruses area, Mesilla Valley. Over the
years, there were a | ot of people that bought
acres that anywhere between, you know, one to
two, ten, 15, 20, 30 acres and planted pecans on
t hem

And the idea was that a | ot of these
peopl e had thought it was going to be easy.
Because all they had to do was plant the trees
and wat ch t hem grow.

As time went on, they found out how
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much work was involved fromjust harvesting say
five acres of pecans. It took up a couple of
weekends during the nonth of Decenber and you got
your Christnmas out of it to where it becane a
situati on where they were spendi ng every weekend
and every bit of extra tinme they had, including
all their Christmas tine, to try to harvest the
pecans.

Because the, once the trees got up to
size and level and there was a pretty good
tonnage, it becane very purposed job on them
trying to get it done. So, that was where
primarily our business kind of cane from | would
say.

It, alot of these smaller people that
couldn't afford, because a set of -- you have to
understand even a used set of harvesting
equi pnrent, is you have to have a shaker, your
sweeper, and then you have to have the harvester

And so, even a used set of equi pnent
t oday woul d probably cost you a bare m ni num of

maybe $100, 000 or nore. And if you're talking
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new equi pnent, your talking many nore tines that.

So if you have five or ten acres of
pecans, there's no way you are going to go spend
$100, 000 on equi prent when the econom cs are j ust
sinply not there. And with the cost of |abor,
doing it all by hand is preventative.

So, you have a situation now where ny
brother and | have a conpany we started back in
the early 80s. W've grown the years and we
basically go in, they contract us early in the
year, we check to nmake sure their ground is
properly prepared so that we can harvest the
pecans.

We'll go in and once we get a chilling
freeze here, that's usually the standard nodus
operandi is, in this valley, is when we get a
killing freeze, which knocks the | eaves off the
tree, dries up the hulls, and then you get an
acceptabl e I evel of noisture in the nut that you
can start handling, which usually around, happens
around Thanksgi vi ng.

Then we' Il go in and shake the nuts on

Neal R. Gross and Co., Inc.

342

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

the ground, sweep theminto win rows and then
pick themup with our harvesters. Fromthere, we
take theminto our cleaning plant. And our
cl eaning plant is another deal, because even
t hough a very inexpensive cleaning plant, a very
small, mnimally run few hundred pounds an hour
maybe, you could be tal king as nmuch as $15,000 to
$20, 000- $30, 000.

Wth some of the |arger cleaning
pl ants, you know, you could be getting into
alnost in the mllions of dollars in some of
t hese t hings depending on how big you get with
all the equi pnent involved and dependi ng on the
vol une that you're trying to handl e.

But even one that woul d take care of
a small operation and do it in a tinely nethod so
that you can get the pecans to market in a tinely
basis. It's very expensive in addition to the
ot her harvest equi pnent.

VW take the pecans and we run them
t hrough the plant and | think, Dave referenced, |

can't renenber his testinony was earlier, but
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t hey referenced how they rate the pecans and |
think that M. Caris was tal king about they
separated the off grade pecans from your nunber
ones.

Essentially they cone in and they
separate out the mmjor trash fromthe pecans
t hemsel ves. They run themthrough, you take the
hul s out and the sticks and tw gs and any rocks
and dirt cl ods.

And they run themin and they'll, from
there, they separate and they'll bl ow out the,
what they call pops, which are usually a nut
that's hollow. And then they'll run themthrough

to make sure they can peel off the stick tights

with the hulls still adhering there. It peels
that off and then they will run themfromthere
into a sedinentary airways or, | can't renenber

the, anyway basically it's a separation unit that
separates the live pecans that don't feel as well
fromthe ones that are heavier that have a higher
density that are filled well save full of what.

So that's how you separate your nunber one grade
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pecans from your nunber twos.

So, we'll clean those pecans for those
i ndi viduals and pull off their nunber ones and we
get their nunmber twos and we have those, which
are the two products that are pretty much
mar ket abl e for the individual.

And then like ny brother who runs that
part of the business, he'll call themand tell
them what their clean tonnage is and he'll tell
t hem what the market is and sonme of the
i ndi vi dual s nmaybe decide to hold themfor a while
hopi ng the market's going to cone up.

Sonme of themw |l go decide they want
to go ahead and take the noney or, you know.
Every year is different. Sonetimes the price is
really good and the people want to sell them
right away. And then he'll nmke arrangenents
with sonetines he buys themfor nme, fromthe
conpany | represent.

And other tinmes he'll buy them from
anot her conpany dependi ng on what prices are and

so on to get the best deal he can for them And
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he takes pecans, sells themfor the individual.
They get their noney, we get, they pay us and
we' re, everybody's happy.

Q Thank you. So are your customers then

predom nantly small growers?

A Predom nantly. W had a few growers
that, | think the | argest one, we had one of the
| arger grower that he -- | think he has about, we

harvest around 1,000 acres of pecans. And one of
our growers, | think he has about 180 or 150, |
don't interact with that end of the business as
much as | used to. | amthe primary one on the
buyi ng end now.

But, we have one guy who's pretty good
size and he's probably be considered a | arge
grower. But he doesn't have the tinme. He's also
a road crop farner. He doesn't have the tine to
nmess with all the equipnment and everything el se.

And so to have his own equi pnent and
have to go do it and everything el se he sinply
contracts us to cone in and harvest the pecans

and clean themfor him So we do have sone, a
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few | arge growers. But nost of the growers we
have are the smaller growers. That's the bul k of
our busi ness.

JUDGE GUTHRIDGE: |I'msorry. \Wat
kind of farmer did you say he was?

MR. ARNOLD: Road crop. |In other
wor ds standard crop.

JUDGE GUTHRI DGE: Road crop.

MR ARNOLD: Yeah. You have a
per manent crop, which is pecans. And then you
could have a road crop we currently refer to
maybe cotton, chili, waternelons, whatever.

BY Ms. SCHMAEDI CK:

Q And in your custom cl eani ng operati on,
does that include or could it include sizing and
gr adi ng.

A It could. We do grade them when we're
actually, you know, we run themthrough the
airway. W're actually sorting them so we're
actually in that sense gradi ng the pecans.

We could size themas well if the

grower put, - the demands from China the way they
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are, we've actually tal ked about putting in a
si zer.

It's a, kind of, logistics thing as to
where you can put it. And then is it viable the
servi ce be good enough for the individual.

One of these smaller growers don't
have enough that you could size out a portion of
the crop and have a full load to sell to China
for instance where you could a better price for
t hose particul ar pecans. But as tine goes on, |
could definitely see where that woul d be
sonet hing that could evol ve.

Q So hypot hetically speaking, if the
definition of to handl e excludes the custom
handl i ng or the custom harvest and cl eani ng that
you do and hypothetically if there were greater
size regulation in effect, would you need to be
neeting that regulation that's in effect in your
operation?

A Vell, really the way | look at it and
what we've considered is that we never take title

of the pecans. W don't take ownership. And so
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when you're tal ki ng about actually providing
services to sonebody and until you actually, as
handl er, a lot of tinmes a handler is charging
t hose fees to handl e the pecans or actually to --
he takes possession of them as he buys the pecans
and then turns around and sells them

But in our operation, our basic deal
is to help the individual with the pecan crop and
then so that they can sell it to sonebody so that
he can be paid for it.

Q So, ny understandi ng, you correct ne
t hen, you could size and sort to your custoners
wi shes who woul d be the grower.

A Ri ght.

Q But that -- you would not necessarily
be behol ding to size and grade regul ati ons that
are in effect because you are not the handler.

s that was you're sayi ng?

A Yeah, well this is -- we're doing it
to a standard so that he can sell that to
shellers. For instance, in this part of the

United States in the food narket normally you
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woul d consider a No. 1 grade pecan 55 percent
meat and hi gher.

Sonetimes one year if there's a very
wi de quality problens then you drop it down to 54
percent. But generally, industry-wi de, with al
the different conpanies that are buying, a |ot of
times that's going to be a separate issue.

So as a grower, even if that's what
you' re doi ng, you're tal king about sorting, is
you're actually separating and trying to ensure
that he -- his pecans will be graded at |east 55
percent or higher so that he gets nore or |ess
top price for his pecans.

Q So essentially you' re assisting --

A W're not -- we're never handling the
nmeats thenselves. Al we do is handle in-shell

Q So essentially you' re assisting the
grower to prepare his or her products to be the
best presentation to the market.

A So he can market to the best the best
t hat he can

Q Thank you. You nentioned -- are you
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the current president of the New Mexico --
A Yes, | am
Q Are you able to nake a statenent on

behal f of that organization today?

A Yeah, | would think so.

Q Ckay.

A | woul d hope so.

Q So in your experience and capacity has
the -- or is the New Mexico grower popul ation

aware of this proposal ?

A Yes, | believe so. The Wstern pecan
growers as well as the New Mexi can pecan growers
have tried to nake sure that, as well as
i ndi vi dual s, have tried to talk this around to
make sure that all individuals and all the
different farnmers regardl ess of size and so on
| ooked at it and so they all know that they're
tal ki ng about this.

Q Ckay.

A And so it's been published in all of
t he Common Court cases in the south. And | feel

that the American pecan grower did a pretty good
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job of trying to nake sure that everybody was --

they got the information out there and they tried

to make sure people were given good know edge of

this and explained -- as well as explaining all

the different details of the regs and so on.
There were sone neetings back in,

wel |, Septenber, ordinary neetings that cane

t hrough, and people tal ked about it. And so

feel like as an organi zation's president

organi zation, | felt |like the New Mexi co area was

pretty well mtigated with that information.

Q But are you aware of any concerns that
exi st within your grow ng popul ation? Are there
concerns that are specific to this area?

A Vell, yeah. | mean, one of the nmjor
issues, and | think this is just a generality
type thing, is that a | ot of people just don't
want the government involved in their business
anynore. And that's sonething |I think inherent
to a lot of people, particularly farmers because
they're a very independent bunch.

By the sane token, | think you have,
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you know, other people have referenced where the
i ndustry has started comng together. And as
i ndi vi dual that once signed up on this industry
along with others, and one of the things that
al ways bothered nme was the disdain that's shown
in this industry and we've always had for each
ot her .

| nean, we're connected at the hip.
We depend on each other. 75, 80 percent of the
pecans that we produce in this country are
handl ed by this processing, this shelling
i ndustry. But we would fight with each other.

And we were getting nowhere. And
you' re | ooking at these other industries, the nut
i ndustries, and these guys were planting nore
acres and, you know, making |lots of noney. And
we woul d have these highs and |ows. W have a
| ot of inner problens. W're not the sane as
t hese industries because we are a diversified
group, across the entire United States.

But that's al so sonmething, to the

credit of the Anerican pecan grower, that they
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spend only a tine and the difference today versus
what they're doing today with the referendumthat
they' re | ooking at and what was goi ng, was
proposed in front of the industry over the | ast
two, three tines, whatever it was and they tried
to do it.

It's, first of all, | think the
witing's on the wall. And | think it's a |lot of
growers that really realize if we don't do
sonmet hing we're never going to gain. And | think
that's a general consensus with a |ot of our
i ndustry. And | believe | speak for the industry
as a whole, particularly New Mexi co.

There mi ght be a few people, but I
t hi nk, generally speaking, nost of the people in
our industry feel that way. The other thing is
is that | think that you' re seeing sone of the
old, I don't know any -- hows it's explained to
you, but the hatreds and jeal ousi es, whatever it
is that the growers and shellers, well they
didn't get al ong.

Thi s one guy, you know, chews sone
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ot her guy out or sonething, you know, whatever --
bad busi ness deals over the years. But | think
they all realized that we've got to work
together. And | think that you've kind of got to
change the bar. You' ve got new, younger people
comng in, and we're all realizing, you know,

what we've got at stake here.

And, again, | think that the Anerican
pecan grower did, bought, put a lot of tine into
make sure that they address all the regions that
we have, and how we're different than in the
naval region in sinple taxes in Louisiana and
Ckl ahoma and how that's different fromthe
sout heastern region.

And so | feel like we, they've done --
they put the time in, they' ve done a good job of
putting this thing together and addressing all
the different issues that we need to be
addressing so that this marketing work wi ||
represent the entire industry and will be fair to
everybody as wel | .

M5. SCHMAEDI CK:  Thank you. And on
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that note, you nentioned the program nenbers
represent the industry. So | want to just ask
their opinion on the sections of the proposal --
again, I'mreferring to Exhibit No. 1 -- that
speak to the proposed council, the structure,
representation of shellers and handl ers as wel |l
as things such as termlimts.

Q So you believe that -- well, first of
all, do you feel |ike you have a good
under standi ng of how it's supposed to work?

A Yeah, | think | have a very good
under standi ng, but | know I've been a little bit
nore heavily involved. And I think each
i ndi vi dual probably needs to educate thensel ves a
little bit nmore. But | think that the way it's
been set up it's fair. | think it's a fair
representation of sonme advisors or with shellers
or | oaders.

But it has enough of the shelling

i nterest involved and they will have and shoul d
have a say init. | nean, it's -- one of the
things | learned a long tinme ago was | was in
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Chi na and went to Europe too, trying to sell and
pronoti ng pecans.

And you get these custoners in front
of you, and they're ready to buy. And you give
thema list. WlIl, go call these people. They
don't want the list. They want you to tell them
the price and when you can get it there and
everything else. And so there's a disconnect
t here.

In order to do that the growers had to
bring the shelling industry in, and we all had to
do this together as a concerted effort. And I
think that that's basically what we're doing with
t hi s.

Q My | ast question for you is do you
propose to structure along with the el enents and
termlimts -- do you think that that structure
woul d provide for enough of an opportunity for
diversity -- a continuance of know edge but al so
the opportunity for many of your people to get
i nvol ved? Do you think it's a good structure in

t hose terns?
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A Yes. You know, | understand and |
certainly want the Board to understand we won't
have continuity, |like keeping in the Board in
pl ace. And sonetinmes the Board can becone
pai nted or narrow m nded or just, you know,
because | think it's good to have fresh bl ood,
you know now, to get people in it.

The other thing is is to get the right
of people fromthe industry to conme in and really
under stand what the Board deals with and the
decisions they're making. And | think that's,
for instance, the Western Pecan G owers
Association. W have, it's a very sizable board,
but we have a |ot of different people that cone
in and out anynore -- people can sit on that
board for years.

So it's been a benefit to our industry
because it's hel ped educate a | ot of the growers
here because of the different issues that we deal
with as growers -- nore than just dealing with
what we hear fromthe farmer produci ng pecans.

So |l feel like it's a better deal.
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And one of the other nmajor things that has been
witten in to this that has kind of been a --
made a | ot of the growers even happier, that sone
peopl e worried that they were going to get
shackl ed to something that maybe works and, you
know, won't worKk.

Vel l, you have a five-year sunset
clause in this. And it has to be revoted on
every five years. So if it's not working, |
guarantee you that they're not going to vote.

And if it's working they're going to keep it in.

So that also -- you know, that, in
itself, is going to cause the authority of the
Board to have to nake sure they're doing their
job and doing it properly. And once you -- how
t hey spend noney and where they allocate it and
what they're doing. So | think that has sone
good quality.

Q And by sunset clause do you -- are you
referring to the continuous work around that, the
vote to --

A Right. It has to be voted back in
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every five years.
M5. SCHMAEDI CK:  Ckay. Thank you.

Thank you for your answers. And that's all ny

guesti ons.

JUDGE GUTHRIDGE: |I'd like to follow
up on one of her questions -- when she was asking
you about publication of the proposal. And, for
i nstance, when you were dealing with your -- with

grower custoners for your custom harvesting
busi ness, would you talk with them about it?

MR. ARNOLD: Well, in the custom end,
ny brother, | nean, he runs that. But the -- |
buy pecans and | buy froma lot of different
growers. And | would have a | ot of growers ask
me about it because they knew I was involved in
it. And | was glad to take tinme to talk to all
t hese peopl e.

And there was al so ot her peopl e that
woul d come in and they would gripe about the
price. And, you know, that was -- one of the
things that we've seen the | ast several years is

Chi na.
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China's been a big revelation for the
pecan i ndustry because, prior to that, you know,
the other nut industries, you know, wal nut
i ndustry's probably sent what they were grow ng
donestically as being exported. But the conment
is this is maybe the nost in any given year when
we had a big profit Iine of maybe 20 percent,
nore |ike 15 or |ess.

So we never really had a donestic
mar ket. And pecans started dealing with North
Anerica. So they know how a | ot of other
countries around the world didn't know anyt hi ng
about pecans if they're not out of North Anerica.
In Mexico didn't know a | ot about them and the
southern part of the United States.

And |'m enbarrassed to say that
there's not a lot of people in the northern tier
of the United States that certainly know a | ot
about pecans either. And that's not their fault.
That's ours, as an industry for not telling them
t hat story.

So, you know, | think this is going to
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conme a long ways into educating people and, you
know, | just feel like this is |ong overdue for
our industry. And | think that, you know, but to
answer your question, we try to nake sure that we
-- | try to nyself -- matter of fact, |'ve been

accused of talking too nuch. You can ask any of

the growers out there. |'msure they' Il agree
about it -- as evidenced by nme ranbling on right
NOW.

But | try to make sure that the
people, the growers, Dr. Lucero -- he's one of
ones that I first net -- and Tom Chavez and
several other people and sone of the other [|arger
growers |'ve talked with the |ast year trying to
explain to them where we were going with this.

Because there's a | ot of people that
were very skeptical about it fromthe get-go and
had a | ot of concerns.

JUDGE GUTHRI DGE: Any ot her USDA
guestions?

MR. H NMAN:  Yes, Don H nman, of the

USDA. Actually, it's just a single question.
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CROSS- EXAM NATI ON

BY MR HI NVAN:

Q You stated in your testinony that you
were aware of any accepted inclusions for Dr.

Pal mer's study and from your own perspective that
the potential for the -- the benefits would
greatly outwei gh the costs.

And you bring nore perspective as
grower. You enploy ny sheller, correct? | just
want to ask the different perspectives of the
i ndustry from grower, sheller, inproved native
across the three regions and sold to market which
is all those aspects of the industry that that
particularly applies that the benefits strongly
out wei gh the costs.

A Are you asking is it going to asking
is it going to affect all that, different parts
of the industry?

Q Ri ght, because it was stated in terns
of you saying, as it was stated, you had said,
the findings there, there was one that said

across the different aspects of the industry, do
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you think that the that the, certainly, the cost
for both licensed growers or nut shellers
donestic and native and for legitinate across the
t hree regi ons?
A Like I was nentioning earlier, when

China cane in the equation, for us to start
exporting, what happened was we saw a huge
i ncrease in demand and everybody in this industry
benefitted. The grower got a higher price. The
processor got nore noney. The percentage of what
t hey were processing and selling because their
per cent ages were hi gher because the costs were
hi gher in the nmarket.

So everybody across the board in this
i ndustry benefitted fromit. And that's exactly
what we want to do with this, is to put pecans
out in front of people. | think we have great a
product. You heard the testinony about the
heal th benefits.

And |'ve been repeatedly asked by
different people when | tell themI'min the

pecan business, well, yeah, | like nuts. How
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come we never hear anything about then? And, you
know, several years ago | started figuring it
out. You know, if we don't start telling our
story nobody's going to do it for us. So that's
what this has been all about.

MR. H NVMAN:  Thank you. Not hi ng
further for this wtness.

JUDGE GUTHRI DGE: Any ot her questions
f rom USDA?

M5. VARELA: Jennie Varela fromthe
USDA. | just have a few questions for you.
Thank you very much for giving us such good
background on what it's |like to be a custoner
| eader. That's definitely sonmething that was new
to us, and we got to know the industry. And I
appreciate you tal king about how it applies to
you specifically.

CROSS- EXAM NATI ON
BY MS. VARELA:
Q Wul d you say that this definition is

just as accurate for nost of the customer

| eaders in the industry, that it's across the
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board, nobody takes high risks with those?

A In this area what we or the way we run
our business is very common in putting risk for
nost of the other custoner |eaders.

Q | see, thank you.

A | mean, | don't think there's -- |
can't speak exactly for everybody in the business
but fromwhat | know al nost all the custoner
| eaders | really think it's the sane.

Q Okay. And in describing sone of your
activities, you referred to nunber ones and twos,
is that a reference to U. S. Standards?

A That's nore about an industry
standard. Like | said, the industry typically
conmes in and a western pecan or an inproved
witing in western United States. And nost of
your conpanies will conme in and they would, if
they will, if they're going to buy an unknown
grade pecan and you're paying so nmuch as point
for them and usually they're |ooking at a
m nimum as setting a standard for what that grade

pecan constitutes.
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So, if I contract within your house or
your grower and, you know, when | buy a guy's
crop | buy the whole thing. And so that's why we
set a standard, you know, what is nunber one
under this pricing agreenent will be at a 55
percent or better and there m ght be a size
limtation as well that's put in there as well.

But then once it falls below that 55
percent then we woul d negotiate out a price.
We' Il increase that pricing structure that wl|l
beconme basically his price now for those pecans.

Q Thank you. That's really hel pful.
And then |I had just one other question follow ng
up on your description of some of the small
shel l ers who nmaybe aren't comrercial shellers,
who are just doing a little bit. How do they
manage to juggle a product if they don't have
their own facilities?

| nean, are sone just doing it a
different way, are they to customshellers? And
if they are going to a custom sheller what are

sonme of those options?
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A Vell | try to customshell in our --
we have a buying station there for our conpany.
And we woul d actually custom shell the pecans for
t he individual, and they woul d get back their own
pecans. And we had to close it down because we
couldn't make it work. W weren't charging
enough noney to do it.

| can tell you first-hand it is
extrenmely expensive because it's very, very | abor
i ntensive. One of the large comrercial shellers
used el ectronic eyes and stencil ed-on equi pnent
to conpete and get it done efficiently. And
smal ler shellers just can't afford that kind of
i nput. You know, that anount of noney outlaid
for that type of equipnent.

So a lot of it's done by hand, but
it's usually a smaller operation and they're
doing, like, again, | know there's a few people
here that's invested sharply. And there's sone
ot her shellers that are probably considered
really nore like a small sheller. But there's

very few people that are going to handle | ess
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than a mllion pounds a year, even for this area
here.

If they're below that they're really
not -- they're doing it for thenselves, they're
doing it for their friends or they're doing a
customdeal, like | said, for other people doing
their own pecans. But it's not really what you
woul d call commerci al

M5. VARELA: Thank you so nuch
That's all | have.

JUDGE GUTHRIDGE: M. Hill?

CROSS- EXAM NATI ON
BY MR HILL:

Q Vell, Ms. Varela kind of stole ny
t hunder with that | ast question anyway. At the
bottom of Page 3 of your testinony you wote, |
think ny grower and sheller interests would al so
benefit fromfuture grade size follow ng
packagi ng and shi ppi ng protocols, which could
give us a couple nonths of shelf space in the
United States consumer attention. | do want to

point to you to one thing. And you've read the
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notice in the Federal Register for the proposal?

A Yes. | couldn't quote it all back to
you, but --
Q | can give you a copy if you need it.
A | ve got one here.
MR HLL: | just wanted to know one

thing. The reports, books and records, reports
pendi ng, inventory requests for pecans handl ed
across the span you seemto handl e, could you
tell me how that accountability is shown in this?

Q After being -- inventory reports with
wei ghts have been a big issue with us and
accurate inventory reporting would be huge for
this industry. It has been suggested that there
have been years, many years past, there's been
i ndi vi dual conpani es and so on that have al so
referred to their inventories and bal ance sheet,
what ever, for vari ous reasons.

One of the great things | think could

conme out of this, actually, with the governnent
i nvol ved, would -- well, | would think they woul d

not want to try and falsely report anything. So
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you woul d get, hopefully get, nore accurate
reports so we know what the size of the crop is
going to be, how and what the inventory positions
are out there.

They're still going to have to protect
t he anonymty of each individual and conpany,
what their inventory position is. You know,
that's very sensitive information as far as the
i ndustry goes. But as far as the dual hold, to
know how many pounds of in-shell are out there
bei ng held, that they've not hit the market yet
by the handl ers or whatever, how nmany pounds of
neats are out there that have not been consuned
yet, | think that is extrenely inportant
information to this industry.

Q And you see that as hel ping you in
terms of marketing the product?

A Absol ut el y. | nmean, if you figure
out, | nmade a reference earlier, if he doesn't
know how nmuch actual inventory is out there then
he doesn't have a good handl e on naking a profit.

You could end up with guys that pay
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way too much noney at the begi nning of the crop
year. and then once they figure it out then the
price slides. And you have growers that are
caught at the back end because they can't get
their profit. And they're just stuck in a bad
position because of where they -- you know,
weren't able to get out in a tinmely basis when

t he mar ket turned.

Whereas, |'mnot going to say this is
going to correct it, but if you have better
information going in then the price will already
be a little dowwards and you'll probably get a
better average across, throughout the entire
season.

MR. H LL: Thank you very nuch, M.
Arnold. | have no further questions.

JUDGE GQUTHRI DGE: Anyone el se from
USDA? Any fol | ow up?

MR DAVIS: W do, Your Honor. Let ne
touch on a couple topics that were raised.

REDI RECT EXAM NATI ON

BY MR DAVI S:
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Q Ms. Schnaedi ck nmentioned the, your
| ease of property. And I'd like to refer you to
Exhibit 1, the proposed FMO and the definition of
grower. And when you | ook at that first
sentence, and actually |'ve got to follow up with
you because | don't know the nature of your
| ease.

But let's assune you're | easing 200
acres, and then you're going to sell that
product. But under the proposed definition of
grower is synonynous with the producer and neans
any person engaged within the production area in
a proprietary capacity in the production of
pecans if such person, A owns an orchard and
harvests his pecans for sale, even if the
custonmer harvest is used -- even if a custom
harvester is used or, B, is a |l essee of a pecan
orchard and has the right to sell harvest even if
the | essee nust renit a percentage of the profit
or rent to a |essor.

So with that definition in mnd, as to

t hose 200 acres, would you be a grower by this
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definition?

A W would, in fact, be a grower.

Q Thank you. Next, | think for the
benefit of the record and our audi ence, | would
like to refer you to the |ast page of Exhibit 29,
the letter that you have witten on behalf of the
New Mexi co Pecan Growers Associ ation and have
forwarded to the Secretary of Agriculture. Do

you have that in front of you?

A | do not, sir.
Q kay, let ne -- look at this. 1'Il go
frommne, and we'll get that right up on the

overhead here. Wuld you mnd readi ng the body
of the -- the salutation and the body of the
|l etter into the record, please?

A Certainly. Dear Secretary Vil sack,
t he New Mexi co Pecan Growers Association is
witing you in support of federal marketing order
of pecans currently being pronul gated by the
Arreri can pecan grower.

Qur industry has, in a deep space,

i ssues of price and supply instilled into the
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market. This situation inhibits our efforts to
provi de a consistent quality supply of pecans to
New Mexi can consuners at a price that supports a
profitable return to producers and processors.

W believe that a federal marketing
order will contribute to a nore stabl e market
environnment that is favorable to growers, buyers,
shel l ers and consuners. The Board of Directors
of the New Mexi co Pecan Growers Associ ati on goes
on record in favor of the order and greatly
appreci ates your support. Respectfully
submtted, Phillip Arnold, President, New Mexico
Pecan G owers.

MR DAVIS: | don't think I can
anything to that, M. Phillips. Thank you so
much for your testinony. | have no further
guesti ons.

JUDGE GUTHRI DGE:  Fol | ow up?

MR, HILL: No, Your Honor.

JUDGE GUTHRI DGE: Are there any
guestions fromthe audience? Very well, M.

Arnol d, you're excused.
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MR DAVIS: Well, we're about on
schedul e. Those are the | ast of the w tnesses
that we had to of fer today.

JUDGE GUTHRIDGE: | note that. And
earlier had a report -- is Sammy Sing here still?
Sammy Sing? M. Ray, do you have anyone el se
who's signed up? Is any, does anyone in the
audi ence want to present any evi dence today about
t hi s?

So | guess that pretty nuch concl udes.
Ms. CGonzal ez, all the exhibits cone in? Do you
have any question about whether -- everything's
in? It's straight?

M5. GONZALEZ:  Yes.

JUDGE GUTHRI DGE: Everything's right?
The record is straight. Do you have all the
exhi bits?

M5. GONZALEZ:  Yes.

MR DAVIS: Geat.

JUDGE GUTHRI DGE: Ckay. Then, in that
case, this hearing is recessed until 8 0o'clock

t onmor r ow nor ni ng.

Neal R. Gross and Co., Inc.

(202) 234-4433 Washington DC www.nealrgross.com




10

11

12

13

14

15

16

17

18

19

20

21

22

(202) 234-4433

377

(Wher eupon, the above-entitled natter

was adjourned at 4:56 p.m)
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