MVEETI NG
STATE OF CALI FORNI A
CALI FORNI A DEPARTMENT OF FOOD & AGRI CULTURE

AN EMERGENCY CONSOLI DATED PUBLI C HEARI NG
TO CONSI DER AMENDVENTS TO THE STABI LI ZATI ON
AND MARKETI NG PLANS FOR MARKET M LK FOR THE
NORTHERN AND SOUTHERN CALI FORNI A MARKETI NG AREAS

AUDI TORI UM
CALI FORNI A DEPARTMENT OF FOOD & AGRI CULTURE
1220 N STREET
SACRAMENTO, CALI FORNI A

MONDAY, NOVEMBER 9, 2009
8:34 A M

Reported By:
Peter Petty

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




APPEARANCES

DEPARTMENT OF FOOD & AGRI CULTURE

Dee Anne Hol | oway, EEO Program Anal yst, Hearing Oficer
David lkari, Dairy Marketing Branch, Panel Menber
Hyrum East man, Dairy Marketing Branch, Panel Menber
Candace Gates, Dairy Marketing Branch, Panel Menber
Anni e AcMoody, Dairy Marketing Branch, Panel Menber

M chael Francesconi, Supervising Auditor, Dairy Marketing
Branch

PETI TI ONERS

WIlliamC Van Dam the Alliance of Western M|k Producers
Ti ffany LaMendol a, Western United Dairynen

M chael Marsh, Western United Dairynen

W TNESSES

John Kaczor, MIk Producers Council

Ceof frey Vanden Heuvel, M1k Producers Counci l
Wl liam Schiek, Dairy Institute of California
Lynne McBride, California Dairy Canpaign
Joaquin Contente, California Dairy Canpaign
Scott Magneson, California Dairy Canpaign

Li nda Lopes, California Dairy Wmen Associ ation
Eric Erba, California Dairies, Inc.

John Jeter, Hilmar Cheese Co., Inc.

John Hitchell, The Kroger Co.

Pet er Hoekstra, Ganske, Ml der & Co.

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




APPEARANCES ( CONT. )

W TNESSES

Tom Wegner, Land O Lakes, Inc.

Dennis Brimhall, Super Store Industries
Greg Dryer, Saputo Cheese, USA, Inc.
John Bedrosian, Unified G ocers

Scott Hof ferber, Farndale Creanery, Inc.
M ke McCully, Kraft Foods

Patricia Stroup, Nestle USA

John Rossi, Hay Dealer in Manteca
David G lbert, Al Glbert Co.

Sue Tayl or,, Leprino Foods Co.

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




| NDE X

W TNESSES Page
M chael Francesconi, 6
WIlliam C. Van Dam The Alliance of Western MKk

Producers 13
M chael Marsh, Western United Dairynen 44
Ti ffany LaMendol a, Western United Dairynen 61
Ceof frey Vanden Heuvel, M1k Producers Counci l 73
John Kaczor, MIk Producers Council 73
Wl liam Schiek, Dairy Institute of California 103
Lynne McBride, California Dairy Canpaign 137
Joaquin Contente, California Dairy Canpaign 137
Scott Magneson, California Dairy Canpaign 137
Li nda Lopes, California Dairy Wmen Associ ation 162
Eric Erba, California Dairies, Inc. 169
John Jeter, H I mar Cheese Conpany, Inc. 188
John Hitchell, Kroger Co. 202
Pet er Hoekstra, Genske, Mulder & Co., LLP 205
Tom Wegner, Land O Lakes, Inc. 213
Dennis Brimhall, Super Store Industries 231
Greg Dryer, Saputo Cheese USA Inc. 237
John Bedrosian, Unified Gocers 244
Scott Hof ferber, Farndale Creanery, Inc. 253
M chael McCully, Kraft Foods 260
Patricia Stroup, Nestle USA 276

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




| NDE X
W TNESSES Page
John Rossi, Hay Deal er from Manteca, CA 289
David Gl bert, AL G| bert Conpany 295
Sue Tayl or, Leprino Foods Conpany 298

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




Vi

| NDE X
EXHI BI TS DESCRI PTI ON I D EVI DENCE
1 through 44 Conposi te Hearings 6 12
45 Departnent's response to a
request for information from
M| k Producers Counci l 6 12
46 Departnent's response to a

request for information from
Dairy Institute and Scott
Magneson of California Dairy

47 Docunent rel ease by the
Depart ment conparing Chi cago
Mercantil e Exchange prices
and audited California cheese
and butter sales dated

Novenber 2009 7 12
48 Letter of support from

Western MIling Quality Feeds,

dat ed Novenber 6th 7 12
49 Letter of support from

Security M1k Producers
Associ ati on, dated Novenber
5th, 2009 7 12

50 Letter of support, from
Assenbly Menber of the 17th
District, Cathleen Gl giani,
dat ed Novenber 6th, 2009 7 12

51 Witten statenents by The
Al liance of Western MI Kk
Producers, WIlIliamC.
Van Dam 13 13

52 Witten statenents by
Western United Dairynen,
M chael Marsh and Tiffany
LaMendol a 62 62

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




EXH BI TS
53

54

55

56

57

58

59

60

61

62

63

64

| NDEX

DESCRI PTI ON

Witten statenents by
M| k Producers Council,
Ceof frey Vanden Heuve

Witten statenents by
Dairy Institute of
California, WIIliam Schiek

Appendi x to witten
statenents by Dairy
Institute of California

Witten statenents by
California Dairy Canpaign

Witten statenents by
California Dairy Wnen
Associ ation

Witten statenents by
California Dairies, Inc.

Witten statenents by
John Jeter, Hi I mar Cheese
Conpany, Inc.

Witten statenents by
John Hitchell, the Kroger
Co.

Chart by Peter Hoekstra,
Genske, Miul der & Co., LLP

Witten statenents by
Tom Wegner, Land O Lakes

Witten statenents by
Denni s Brimhal |, Super
Store Industries

Witten statenents by
Greg Dryer, Saputo Cheese
USA | nc.

72

103

103

137

162

169

188

202

205

213

231

237

EVI DENCE

72

103

103

137

162

169

188

202

205

213

231

237

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




EXH BI TS
65

66

67

68

69

70

| NDEX

DESCRI PTI ON

Witten statenents by
John Bedrosi an, United
G ocers

Witten statenents by
Scott Hof ferber, Farndale
Creanery, Inc.

Witten statenents by
M chael McCully, Kraft
Foods

Witten statenents by
Patricia Stroup, Nestle USA

Witten statenents by
Sue Tayl or, Leprino Food
Conpany

Witten statenents by
Lactal i s Conpany

244

253

260

276

298

306

Vi i

EVI DENCE

244

253

260

276

298

306

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

PROCEEDI NGS

HEARI NG OFFI CER HOLLOWAY: Hel | o, good norni ng
everybody. |If | can get your attention, | would like to
mention a few little details to make sure this hearing runs
as snoothly as possi bl e.

First, | would appreciate if you could please turn
of f your phones so they don't go off during the hearing.

Also, if you're going to cone up and testify, as
know a nunber of you will, the place that you will testify
is over here by the m crophone right here.

THE REPORTER: Right here, right here.

HEARI NG OFFI CER HOLLOMAY: Ch, over here. kay.

| f you have sonmething you would |ike considered as
an exhibit, please bring it up to ne first, before you sit
down to speak, so | can mark it as an exhibit.

Most you probably know where the restroons are.

If not, they're outside this room you just need to nmake a
left and they will be on the right.

W will probably break for lunch at around 12: 30,
depending on the flow of the testinony.

The room has been vacated before five o' clock, so
depending on testinony we will end the day a little before
that. |If there were nore testinony to be presented, the
heari ng woul d resune tonorrow norning at 8:30 a.m in this

room
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This hearing will now cone to order. The
California Departnent of Food and Agriculture has called
this public hearing at the Departnment's auditorium 1220 N
Street, Sacranento, California on this day, Monday, Novenber
9t h, 2009 beginning at 8:30 a. m

My name is Dee Anne Hol l oway; | am an enpl oyee
with the California Departnent of Food and Agricul ture.
have been designated as the Hearing O ficer for today's
proceedi ngs and | have no personal interest in the outcone
of this hearing.

| will not be personally involved in any decision
that may result fromthis hearing.

On Cct ober 5, 2009 the Departnent received a
petition from The Alliance of Western M|k Producers
requesting an emergency public hearing to consider permanent
anmendnents to the class 1, 2 and 3 pricing of fornulas of
the stabilization and marketing plans for market mlk for
the Northern and Southern California marketing areas.

On Cctober 16, 2009 the Departnment received a
petition from Wstern United Dairynen requesting a public
heari ng on an emergency basis to consider tenporary
anendnents to the class 1, 2, 3, 4a and 4b pricing fornul as
of the stabilization and marketing plans for market mlk for
the Northern and Southern California marketing areas.

The Departnent announced the call of a hearing on
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Cct ober 19, 2009, on an energency basis, to consider the
petitioners proposed permanent and tenporary changes to
conponents of the current class 1, 2, 3, 4a and 4b pricing
formul as.

Further, this hearing will al so consider any other
aspect of the class 1, 2, 3, 4a and 4b pricing fornul as that
are raised by alternative proposals received by the Cctober
28, 2009 deadli ne.

This hearing will also consider the factual basis,
evi dence, and the legal authority upon which to nmake any
and/or all of the proposed anendnents to the plans.

The Departnent has received five alternative
proposals in response to the call of the hearing. The
alternative proposals are fromCalifornia Dairy Wnen
Association, Dairy Institute, MIk Producers Council,
California Dairy Canpaign, and California Dairies,
| ncor por at ed.

The two petitioners will each have up to 45
m nutes each to submt testinony and relative material to
support their proposal; which then will be followed by any
guestions fromthe panel.

The five parties who submtted alternative
proposals will each be provided 30 mnutes to give testinony
and evidence, followed by questions fromthe panel.

Anyone el se wishing to testifying must sign in on
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the hearing roster |ocated at the back of the room and wll
be allowed 20 m nutes to give testinony and evi dence.

Wtnesses will be called in the order they sign
up. The timeclock to ny right has been established to
assi st you when testifying.

Pl ease note that only those individuals who have
testified under oath during the conduct of the hearing may
request a post-hearing brief period to anplify, explain, or
even withdraw their testinony.

Only those individuals who have requested a post-
hearing brief period may file a post-hearing brief with the
Depart nment .

| will analyze the situation and | et you know
| ater when those will be due.

As a courtesy to the panel, the departnent staff
and the public, please speak directly to the issues
presented by the petitions and avoid personalizing any type
of di sagreenents.

Such conduct does not assist the panel in any way
what soever .

The hearing panel has been selected by the
Departnment to hear testinony, receive evidence, question
wi t nesses, and nake reconmmendations to the Secretary.

Pl ease note that the questioning of wtnesses by

anyone ot her than the nmenbers of the panel is not permtted.
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The panel is conposed of nmenbers of the
Departnment's Dairy Marketing Branch which include David
| kari, which is the Branch Chief, to ny left; Candace Gates,
Research Manager; Hyrum Eastnman, which the Agricultural
Economi st to ny left; and Annie AcMody, which is the
Agri cul tural Economi st.

| am not a nenber of the panel and | will not be
taking any part in any discussions relative to the hearing.

The recording of the hearing will be handl ed by
the firmof Peters Shorthand Reporting Corporation, which is
| ocated in Sacranento. A transcript of today's hearing wll
be avail able for review at the Marketing Branch

headquarters, located in Sacranento, at 560 J Street, Suite

150.

Testinmony and evi dence pertinent to the call of
the hearing will now be received.

At this time M ke Francesconi, Supervising Auditor
in the Dairy Marketing Branch, will introduce the

Departnment's exhibits.

The audi ence may ask questions of M. Francescon
only as it relates to the exhibits.

M. Francesconi, will you please state your ful
name and spell your nane for the record?

MR. FRANCESCONI: Ckay. M full nane is M chael

Francesconi . lt's Mi-c-h-a-e-I F-r-a-n-c-e-s-c-o0-n-i.
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HEARI NG OFFI CER HOLLOWAY: Ch, do you swear or
affirmto tell the truth?

MR. FRANCESCONI : | do.

HEARI NG OFFI CER HOLLOWAY: Thank you. You may
pr oceed.

PANEL MEMBER FRANCESCONI : Thank you. Madam
Hearing O ficer, my nane is Mke Francesconi, |I'ma
Supervising Auditor with the Dairy Marketing Branch of the
California Departnent of Food and Agricul ture.

My purpose here this norning is to introduce the
Departnment’'s conposite hearings nunbered 1 through 44.

Rel ative to these exhibits, previous issues of Exhibits 8
through 44 are al so hereby entered by reference.

The exhi bits entered here today have been
avai l able for review at the Ofice of the Dairy Marketing
Branch since the close of business of Cctober 26th, 2009.
An abridged copy of the exhibits is available for inspection
at the back of the room

A copy of the exhibit list is also avail able at
t he back of the room

Additionally, I'"mentering the Departnent’'s
response to a request for information from M|k Producers
Counci| as Exhibit 45.

And I'Il bring these all up when |I'm done entering

her e.
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|"malso entering a Departnent's response to a
request for information fromDairy Institute and Scott
Magneson of California Dairy Canpai gn as Exhibit 46.

|"mal so entering a docunent rel ease by the
Depart ment conparing Chicago Mercantil e Exchange prices and
audited California cheese and butter sales dated Novenber
2009, as Exhibit 47.

"1l also enter a docunent, a letter of support
fromWestern MIling Quality Feeds, dated Novenber 6th, as
Exhi bit 48.

Anot her docunment, a letter of support from
Security M1k Producers Associ ation, dated Novenber 5th,
2009 as Exhibit 49.

I'I'l also enter a | ast docunent, a letter of
support, from Assenbly Menber of the 17th District, Cathleen
Gal gi ani, dated Novenmber 6th, 2009 as Exhibit 50.

(Exhibits 1 through 50 were identified

for the record.)

| ask at this tinme that the conposite exhibits be
received. | also request the opportunity to provide a post-
hearing brief, Madam Hearing O ficer, and this concludes ny
t esti nony.

HEARI NG OFFI CER HOLLOWAY: Ckay, your request to
file a post-hearing brief is granted.

PANEL MEMBER FRANCESCONI: |'Il bring these up

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

here for you.

HEARI NG OFFI CER HOLLOWAY: Ckay, thank you.

Are there any questions for the Departnent's
W t nesses regarding the Departnment’'s exhibits?

MR. KACZOR: The question | have has to do wth,
believe, Exhibit 25, which are questions and answers
relative to the auditing procedure used by the Departnent of
Food and Agriculture on the weekly and nonthly sale, reports
of sales of non-pack dry m k.

HEARI NG OFFI CER HOLLOWAY: Excuse ne, may | please
have you introduce yourself and spell your nane for the
record?

MR. KACZOR: Thank you very much. M nane is John
Kaczor. The last nane is spelled K-a-c-z-o0-r. |I'm
representing MIk Producers Council.

HEARI NG OFFI CER HOLLOWAY: Thank you, go right
ahead.

MR, KACZOR: |I'mnot quite clear as to whom |
shoul d address these questions; they do relate to the
guestions that were submtted for clarification of auditing
procedures and that were answered in part of the
Departnment's exhibits.

The first general question | have is the last tine
this subject canme up in relevant conditions was two years

ago and where questions were raised regardi ng what auditing

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

procedures were foll owed by the Departnent, and a nunber of
foll owup questions were asked by MIk Producers Counci
this year and were answered.

The first general question is has there been any
changes in the procedures used by the Departnment over that
t wo-year period?

PANEL MEMBER FRANCESCONI:  Well, | can speak
personal ly, for nyself as a hearing wi tness, plus the person
in charge of the audits. 1've been doing it for three years
now and so we have changed not so nmuch procedures of the
audi t, but nore of docunentation.

MR. KACZOR: Well, thank you. One specific
guestion that was raised two years ago had to do with
whet her or not the Departnent | ooked at general |edgers and
rel ated docunents; and the answer that was given two years
ago was "the Departnent exam nes the sales invoices and the
detail ed summary sheets of sales. The Departnent does not
review the general |edger, plant inventory, or other
financial records of the plants that produce powder."

A simlar question was asked by M Ik Producers
Council this year and specifically was "wi thout a review of
t he general |edgers or other financial records, how does
CDFA verify that there is no financial dealing between a
seller and a broker or buyer related to sales of nonfat dry

m |k that could affect the conpl eteness and accuracy of the
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report submtted by the seller to CDFA?"

The answer that was given is "by review ng al
i nvoi ces and identifying sales custonmers to ensure
conpliance. The Departnent has a | ong-standi ng policy that
only sales involving objective third parties are included.
Any sal es between conpani es that have a busi ness
relationship with each other are excluded. Conpany sales
bet ween or anong its nmenbers or business affiliates are al so
excl uded. "

Anot her question was "w thout a review being nmade
of general |edgers, inventories, or other financial records
of the plants or other reporting agencies how does CDFA
verify that all sales that should be reported are reported?”

And the answer given "all plants that produce
nonfat dry mlIk submt a nonthly production report to the
Departnment, to the Dairy Marketing Branch Statistics Unit.
The sal es volume of nonfat dry mlk for each plant is
nmeasur ed agai nst nonfat dry m |k produced as reported to the
Statistics Unit. The Dairy Market staff audit the reported
sal es against the plant's nmonthly production and inventory
to determine the sales are in alignnent."”

Now, the question is were inventories |ooked at --
are inventories | ooked at now and were not two years ago; is
that a change that was nade?

PANEL MEMBER FRANCESCONI : I nventories have al ways
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been | ooked at, but 1've inplenented procedure of tracking
it and docunenting it. It probably has been in the past,
but it was not -- | don't have any records to refer back to
prior to three years ago.

MR. KACZOR: Ckay. Wth respect to the question
of verification of paynents, does the Departnent of Food and
Agriculture verify paynents that are nade or do they not?

PANEL MEMBER FRANCESCONI: 1'd like to address
that one in a post-hearing brief, if you don't mnd.

MR. KACZOR | appreciate that. And does the
Department | ook at general |edgers or do they not?

PANEL MEMBER FRANCESCONI : They do not. W do not
do financial audits, we do conpliance audits.

MR KACZOR: So is it fair to say then that the
Depart ment does not have the ability to determne if
paynents have been made or if adjustnents to the paynents
may have been nmade, whether it's to a final user or to a
br oker ?

PANEL MEMBER FRANCESCONI: |'Il address that in a
post - hearing brief, too.

MR. KACZOR: Ckay, thank you very much

HEARI NG OFFI CER HOLLOWAY: Ckay. |'mnot hearing
any objections or cooments, the Departnent's exhibits are
now entered into the record, Exhibit 45 through 50.

Thank you very much, M. Francesconi
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PANEL MEMBER FRANCESCONI : Thank you.

HEARI NG OFFI CER HOLLOMY: Uh-hum At this tine
|"d like to call the petitioners, Aliance of Western M|k
Producers. You will have a total of 45 m nutes to submt
your testinmony. You'll notice that we have a tinecl ock
runni ng over here to ny right.

Thank you, sir, good norning.

PANEL MEMBER | KARI: Thank you. Madam Heari ng
Oficer, just a point of clarification. | think you -- did
you enter Exhibits 1 through 45 and then 45 through 507?

HEARI NG OFFI CER HOLLOMAY: Yes, |I'msorry, all
i nclusive, Exhibits 1 through 50.

PANEL MEMBER | KARI: Thank you.

(Exhibits 1 through 50 were received

in evidence.)

HEARI NG OFFI CER HOLLOWAY: COkay, please state your
full name and spell your first and | ast nanme, and pl ease
state your affiliation for the record?

MR. VAN DAM  Good norning, my nane is Wlliam C
Van Dam Wi-l-1-i-a-mC., the letter "C', V-a-n and then a
separate word DDa-m | amthe CEO and Executive Vice
President of The Alliance of Western M|k Producers.

HEARI NG OFFI CER HOLLOWAY: Thank you. Do you
affirmto tell the truth?

MR. VAN DAM Yes, | do.
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HEARI NG OFFI CER HOLLOWAY: Ckay. The witten
statenents here, would you like to have that entered into
the record at this tinme?

MR. VAN DAM  Yes, | would, including the tables
at the end as part of the testinony.

HEARI NG OFFI CER HOLLOWAY: Ckay, that's marked as
Exhi bit 51.

(Exhibit 51 was identified for the

record and received in evidence.)

HEARI NG OFFI CER HOLLOWAY: Go right ahead, pl ease.

MR. VAN DAM Good norning. | amWIIliam C Van
Dam Executive Vice President of The Alliance of Wstern
M|k Producers. M/ office is at 1000 G Street, Suite 230,
Sacranmento, California.

The Alliance nmenber organi zations are California
Dairies, Inc and Dairy Farners of Anerica, Western Council.

Conmbi ned, the nenbers of these two cooperatives produce
approximately 55 percent of the mlk produced in California.
| would Iike to thank the Secretary for respondi ng
to our petition by calling this hearing so quickly.

The first topic here is why call an energency
heari ng?

The decision to petition this emergency hearing
was nmade at our Septenber 21, 2009 Board of Directors

nmeeting. The single nost inportant piece of new information
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avai lable at that time was the August 2009 m | k production
data. | used an arrow to highlight that data point on the
graph, on Graph A on this page. It was alarmng to see that
mlk production in this State had decreased from July and
this showed that the July observation was not an aberrati on.
The final data point on Gaph A is the Septenber nunber
which further verifies the negative trends in production.

It is very inmportant that you understand and
appreciate that this decrease if far bel ow the production
bases established separately by the three | arge cooperatives
plus Hil mar.

The production base limt is estimted, on the
chart below, as the average daily production for 2007 and is
shown as a straight line at just over 111 mllion pounds of
m |k a day.

|, and surely many others, have operated under the
firmbelief that California producers will always produce a
vol une of mlk that would be pressing up against their
production bases, if there were such a thing in the past.

Wth that thought in mnd, please |ook again at
Graph A and note how far bel ow the expected production base

line that the last three nonths have been, and especially

noti ce how sharply production has dropped. In both July and
August m |k production was nore than 6.6 mllion pounds per
day |l ess than the expected production base total. The
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Sept enber nunber is an astounding 9.1 mllion pounds |ess
t han expect ed.

Until these recent nonths, the production base
limts appeared to be the cause of m |k supply no |onger
gr ow ng.

However, as of June 2009 the drop off clearly
departed fromthe production base baseline. Cearly, the
production bases are no longer the factor that is
constrai ni ng production.

There are other factors that are not just limting
production but are reducing production. This is totally
unprecedented in the dairy history of California, at |east
for the 40 years that | renenber.

The nunbers show us that sonething significant has
changed. | believe it is partially, if not conpletely,
expl ai ned by the comrents given by Corry Gallagher during a
presentation to the State Board of Agriculture on October
28t h, 2009, just a couple of weeks ago.

M. Gallagher works for the Bank of America, but
made his presentation in his role as Chairman of the
Cali fornia Banki ng Associ ati on AG Lendi ng Comm ttee.

Here is the content of his key slide, three
nmessages. Nunber one, "California Ag Lenders have
sufficient funds to make farmloans in 2009 and beyond."

And then |'ve enphasi zed the next comment and as
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part of his point one, "cash flow drives the ability to
repay. "

Poi nt nunmber two is actually a friendly soundi ng
one, it says "California Ag Lenders want farmloans and w ||
conpete to get your business."

The key to this whole thing is in point three.
Point three says "it is not business as usual for the
banki ng i ndustry or for the dairy business; credit risk
i ncreases rates. Losses have averaged nearly $100 per cow
per nmonth for the last 10 nonths. Cow val ues have dropped.

Ri sk continues until gl obal demand inproves, supplies are
reduced and mlk prices go above break even.™

The | evel s of | osses experienced by our dairynen
this year have stunned us all and have especially shocked
t hose who provide the financing for our dairynen. Losses
were far higher than ever before because costs, nobst notably
feed costs, have noved up sharply and stayed above their
historical levels, while the support systemin place has not
changed at all, with the exception of the MLC program which
is of limted value to the average California dairyman

The view of the financial community toward dairy
financing will never be the sane again. Mney will not be
avai |l abl e for expansion fromcurrent |evels of production,
| et alone new facility expansion, unless the business plan

presented to the bank considers all factors, market risk
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i ncluded, and can denonstrate reasonabl e assurances of
profitability.

There has been nuch turnoil in our industry over
the past year; it is part of what happens during periods of
stress. The calls to do sonething beconme increasingly
frequent and nore strident.

Fortunately, it does appear that significant price
relief is here. Nowit is tine to get all parts of our
i ndustry pulling together again. Step one to restoring
confidence in the California Dairy industry is to illustrate
that the governnental agencies involved are willing to work
with the industry to help it adapt to our changing tines.

Restoring normal price relationships is an
i mportant part of rebuilding confidence in our system not
just with producers, but also all of those whose livelihood
is tied to providing services to the dairy industry. And I
m ght add that includes the banks.

It is also true that the only way to get this new
i nformation through a hearing process and to get the process
conpl eted by January 1, of 2010, was to call for an
ener gency heari ng.

The plight of the producer in 2009; figure 9, on
page 19 of the background material prepared by the CDFA
staff for this hearing clearly illustrates what has happened

to producer profitability in the first two quarters of 2009.
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The conparison to the year of 2006, which was al so a poor
year for dairynmen, shows a simlar pattern to 2009, but

because costs were at a nore traditional |evel the | osses,

whil e painful, were not fatal. Several others w tnesses
this nmorning and today will be speaking directly to the
plight of the producers in 2009 so | will not dwell on it

for the nonent.

A review of last year's hearing result; one year
and 11 days ago at a hearing in this room The Alliance and
several other producer organizations jointly proposed a $1
surcharge on the Cass 1, 2 and 3 prices for a period of six
nmonths. Had that surcharge been in place in 2009 it would
have generated $44 nillion for producers.

However, instead of a hel pful surcharge CDFA,
after considering the evidence, decided on a permanent
reduction of Class 1 prices of 35 cents per hundred wei ght
and a decrease in Class 1 and 3 prices of 26 cents per
hundred wei ght.

Tables 1, 2 and 3, attached to this testinony,
poi nt out that the lost income for January through Septenber
of 2009 was $15.2 million for Cass 1, $3.8 million for
Class 2, and $4 nmillion for Class 3. That's a total of $23
mllion. Annualized that is $30.7 nmillion of |ost prem um
income to producers. And | mght add in a year that would

have been incredibly hel pful.
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This $30 mllion reduction in producer incone,
while not voluntarily given by producers, can be given an
investnment. Call it market devel opnent.

| think it is appropriate to take a nonent to see
how our investnent worked out.

Class 1 sales in California for the first nine
nmont hs of 2009 are down 2.2 percent. Keep in mnd that
Class 1 prices in the first nine nonths of 2008 averaged
$20. 72 per hundred weight. 1In 2009 the average has been
$12. 76 per hundred weight. That is a drop of $7.96 per
hundred wei ght, which does include the 35 cent formul a
change; the rest of it which is price changes because of the
overal | conditions.

Overall, the Class 1 price that producers received
dropped 38.4 percent, but the Cass 1 usage is down 2.2
percent. It is difficult to find any silver lining in this
cloud, it was a badly tinmed experinent that did not work and
it cost the producers dearly.

Class 2 pooled utilization in California for the
first nine nonths of 2009 are up. Fat utilization was up 13
percent. This is fairly inpressive until you notice that
the increase driving these nunbers began in July of 2008,
si x nmonths before the reduction in Class 2 fat price and
thus the growh had nothing at all to do with the price

adj ust nent .
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The gain on the solids-not-fat side was 2.7
percent, which represents 2.7 mllion pounds of solids, not
fat, which is helpful in terns of m |k usage. But the
amount of "investnment" by producers of $1.5 mllion was
equal to 54 cents per pound of solids-not-fat gain. One can
hardly believe that that was a worthwhil e investnent.

Class 3 pooled utilization of fat was down 5.5
percent for the first nine nonths of 2009 conpared to the
sanme period in 2008. The decrease in inconme to producers
for Class 3 fat was just over $3 nmillion based on the
vol unes pooled in 2009. It seens that that was given away
for no useful purpose at all.

Class 3 solids-not-fat usage on the other hand was
up a bit with a 2 percent growth, which was an additi onal
usage of 1.4 mllion pounds of solids-not-fat. That,
however, works out to an investnent by producers of 76 cents
per pound of solids-not-fat gained.

An interesting side observation about frozen
products is that Table 12 of the Dairy Information Bulletin
i ndi cates manufacturing increases of 8.2 percent, while pool
utilization figures for the sanme period show a perpl exi ng
decrease of 5.5 percent for fat and a gain of only 2 percent
for solids-not-fat.

It's hard to explain how that happened, but there

probably is an expl anati on.
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| would like to point out and stress that both
Class 2 and C ass 3 prices, because of the operation of the
price farmlist, were 37 percent less in the first nine
nmont hs of 2009 than they were in 2008. The decrease was
$6. 35 per hundred wei ght, which includes the 26 cent
adj ust mrent which was the result of last year's hearing.

The val ues for the various classes of ml|k have
been carefully and fully debated over the past seven
decades. Cassified pricing is a basic principle of al
regulated mlk pricing systens. Any changes in these prices
shoul d be carefully debated and di scussed. The previously
establ i shed prem uns shoul d be restored.

Class 1 price increase, 50 cents per hundred
weight. Not surprisingly, we find that the difference
between the Cass 1 price in surrounding markets are now
about equal to the reduction in the California Class 1
prices that were inplenmented as a result of the October 2008
heari ng.

Al t hough the data for 2009 is not yet conplete,
the indications through Cctober are that the Class 1 prices
in Northern California are averagi ng about 35 cents per
hundred wei ght | ower than the Pacific Northwest Order, and
the Class 1 prices in Southern California are averagi ng
about 55 cents per hundred weight |ower than the Arizona

order.
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The California price can be increased by 50 cents
per hundred wei ght w thout encouragi ng the novenent of mlKk
fromArizona into Southern California.

In Oregon, the 50 cents will nove our prices to
just a bit over the federal order price there, but |I would
judge that the 11 cent per hundred weight will not be enough
to change m | k novenent patterns given the distances
i nvol ved.

The Reno, Nevada conparisons, as you know, are
meani ngl ess since the Nevada Dairy Conmm ssion sets the C ass
1 price in Northern Nevada to be equal to the Northern
California price.

Class 1 and 3 increase, 26 cents per hundred
wei ght. Qur specific request for Class 2 and 3 is to
restore the premuns that existed prior to the |ast year's
hearing. W are asking that in both the Northern Mrketing
Area and the Southern Marketing Area the price for Cass 2
and Class 3 solids, that's fat and solids-not-fat, be each
increased by 2.13 cents. This does not fully recover the
value lost in fat prices and adds a bit extra to the solids-
not-fat side of the equation but, overall, does a reasonabl e
job of allocating the values that should be added back to
the formula. It also neets the requirenent that the results
of a consolidated hearing should result in either a conmon

result or a comon change. W' re obviously going for the
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comon change.

Conditions are different this year; our petition
| ast year may have been a bit early in the cycle. Price
trends were clear to us at the tinme, but they had not yet
fully devel oped. The cost of production nunbers, however,
were not in the |east anmbiguous and it was abundantly cl ear
that producers of California were headed for a disaster.
Even the bi ggest pessim st, however, could not have
predi cted how bad it would be or howlong it would | ast.

At the time of the hearing the circunstances in
the California dairy industry and factors affecting
California dairy policy decisions were nmuch different than
they are today. Since then farmmlk prices have, indeed,
dropped dramatically and after dwelling at support price
| evel for several nonths have just now begun a sl ow

recovery. The m |k production costs, while now | ower than

they were a year ago, are still running far ahead of
historic levels. In conbination, these two factors have
hel ped to lead to less mlk produced in the State. In fact,

m | k production conpared to the sanme nonth the previous year
has now fallen for 12 strai ght nonths.

Both Graph A, presented earlier in this testinony,
and Graph B bel ow show that production in California is
declining, but we would like you to focus on the |ast few

months. The rate of decline is accelerating and this is
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before the Iast CM round has had any inpact on the nunbers.

Consequently, any of the concerns regarding
adequat e plant processing capacity in California are over.
In addition, California Dairies, Inc. will, within the next
few nonths, be conmi ssioning its seventh processing plant.
There are al so plant expansions at Leprino's Lenpore
facility and Land O Lakes, Inc.'s Tulare facility, which are
conpl eted or nearly conpleted. Conbined, and conbi ning al
of those plants and the drop in production, this new
capacity assures that |ack of space in processing plants
will not be an issue in the near future.

When the m |k supply exceeded the plant capacities
available in the state there were few viabl e marketing
options for California producers. Although mlk production
base prograns were applied to over 80 percent of the
California mlk by April 2008, it was still difficult for
m |k production to be handled in the State of California.
Everyone | earned how frightfully expensive it was to find a
home for m Ik when the plants are all full.

This trend continued until slight decreases year
over year were recorded in July and August. That's of 2009,
yeah. And then a slight -- no, 2008. And then a slight
i ncrease of Septenber.

Ironically, October 2008, the nonth of the | ast

heari ng, brought about the start of sonething that had not
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been experienced before, sustained decreases in California
m | k production. The m |k supply has decreased every nonth
since then. Alarmngly, this trend shows no sign of letting
up, the mlk production continues to fall off at an
increasing rate, as shown in Graph B, which is above, not

bel ow.

Anot her matter cited in the Panel Report published
by CDFA is the very troubling issue of honeless mlk from
California finding its way to out-of=-state plants at
di scounted prices. Any such mlk is not subject to
California price regulation and can be bottled and returned
to conpete with regulated California mlk products. This
schenme is clearly a thing of the past with the availability
of adequate California processing capacity. The rather
abrupt end of the honmeless mlIk in California has had a
dramatic effect on the viability of the Class 1 plant
| ocated in Yerington, Nevada. Cearly, the sustainability
of the Yerington plant depended on an abundant supply of
m |k not subject to price regulations. Wthout cheap,
unregul ated mlk the Yerington plant is unable to conpete
with California fluid mlk processing plants.

And the last comment in this group that is
changed, the mlk demand for mlIk proteins is returning to
normal. In this case | amdefining normal as the demand

growh in volune as opposed to the value growh over the
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past decade, but ignoring the 2008 bubble year. This year's
export nunbers are inproving and are now on or near a path
to show nice gains over 2007. The inportant point is that
t he prospects of adequate world demand for California
produced m |k protein has dramatically inproved. And these
changes have all occurred since the Cctober 2008 heari ng.
What has not changed? The bi ggest problem facing
the dairy industry in this country continues to be the
i npact of the Energy |Independence and Security Act of 2007.
Unl ess a nodification to the Renewabl e Fuel Standard
established in this law is nade by Ms. Jackson,

Adm ni strator of EPA it will be mandated that over 35

percent of this year's corn crop will have to be used in the
production of ethanol. It has been wi dely reported that
there is a 13 billion bushel bunper crop of corn this year,

that is a near record crop, yet the price of corn has
hovered near 3.75 per bushel for the past several weeks.

| have attached a copy of the Decenber 2009 Corn
Futures graph at the end of this testinmony and that includes
data t hrough | ast Friday.

Prices could cone down a bit if the portion of the
crop still on the stalk gets harvested and dried, but the
prices will still be at |east 50 percent higher and as much
as 85 percent higher than their traditional |evels.

Concl usi on and summary; and finally it should be
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noted that 2009 has been wi thout a doubt one of the nost
chal I engi ng and devastating years endured by dairy
producers. The near financial ruin brought about by | ow

m |k prices and hi gh production costs has caused nany
producers to exit the business, either through participation
in CM's herd buyout prograns or by sinply sending the cows
to the auction yard and shuttering the dairy.

Nearly all the conditions that were used to
justify the decision to reduce Class 1 prices have changed
in less than one year. The producer side of our industry
has been severely wounded financially and because of this
the mlk supply is not growi ng; indeed, it is shrinking.

Pl ant capacity is not an issue. All the honel ess
m |k now has a honme. W urge you to favorably consider our
proposal to reverse the findings of |ast year's hearing and
to correct the Cass 1 differential between areas by adding
50 cents to the Cass 1 fornula and 26 cents to the Class 2
and 3 fornul as.

Last year CDFA concluded that there was a
different emergency than we had tried to address in our
petition for a hearing. Qur view was rejected and an
opposi ng vi ew was accept ed.

This time, in the face of a different kind of
energency, we are asking only that regul ated prem uns be

returned to levels that we had prior to 2009.
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Comments on ot her proposals; our intent in
petitioning for this hearing was to di scuss the narrow topic
of Class 1, 2 and 3 prices. The expansion of the hearing to
all matters related to pricing regulations on all classes of
m |k was both a puzzling and surprising nove on the part of
CDFA, but it happened and thus we need to respond.

First and forenost we object to any changes in the
Cl ass 4a and 4b formnul as that have the inpact of reducing
the cost justified nake all owances that are in place. The
proposed increases in the paynent for these classes of mlKk
are, even if tenporary, a reduction in the nake all owance.

There is a fundanmental difference in the approach
to pricing between the first three classes of mlk and the
manuf acturing classes. Both types of prices are based on
real economc factors, but for the first three classes the
price is established prior to the processing and the sal e of
the product. 1In these cases the mlk cost is known to the
buyer prior to pricing the product. The processor in this
case knows what he and, inportantly, his conpetitors are
paying for mlk ahead of tine. Increased prices in this
case can be recovered fromcustoners, the retail customers.

In the manufacturing classes the opposite is true;
the mlk price is announced after the product is nmade and
sol d.

t he exanple of nonfat dry m |k provides the best
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illustration. During a month mlk is received at a pl ant
and it is processed into nonfat dry mlk, which is then sold
to the trade or to CCC. The trade can be either donestic or
export.

Each week during the nonth CDFA collects the data
on volunmes and price of all sales for nonfat dry mlk for
each week, and at the end of the nonth the data is conpiled
and the wei ghted average price is announced and fromt hat
t he make al l owance i s deducted and the remaining value is
the price paid to the producer.

In that calculation the only margin allowed for
the plant nmaking the nonfat dry mlk is the nmake al |l owance.

If forced to pay nore for the mlk, the plant cannot
recover that price fromthe market place. The Catch-22
enbedded in this type of forrmula is that even if the seller,
knowi ng that he had to pay nore and sonehow being able to
get that added anpunt fromthe custoner, would still receive
no benefit since that increased price would, through the
operation of the CMWAP fornula, end up increasing his mlKk
cost by the sane anobunt. He would still get only the nmake
al | omance except, in this case, the nake all owance has in
ef fect been reduced by the value of the added m |k price.

Much effort continues to go into trying to devel op
a new ml k valuation system but so far no one has worked out

a better solution. Make al | owances are fundanental to the
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operation of our systemhere in California and they are
critical for the maintenance of adequate plant capacity to
process mlk produced in this State.

As | nmentioned earlier in ny testinony, nowis the
time for building confidence in our system not a tine for
capricious actions which are often quoted as one of the
reasons that California is not a favorable place for plant
i nvest ments.

It is no secret that the vast ngjority of the
nonfat dry m Ik capacity is owned by cooperatives of this
State. The dairynmen nenbers of those organi zati ons have
i nvested hundreds of mllions of dollars in their plants.
Any arbitrary allocation of an up-charge of any size wll
have the direct result of taking noney fromthose who have
made the investnment in facilities and giving it to those who
have not nade such an investnent.

W also find it difficult to accept the
conditional surcharges onto mlk prices. Frankly, it is
surprising to see the Dairy Institute proposing such an
increase, no matter how unlikely it may be that the
conditions will be nmet. Once a concept like this is
started, it will be very difficult to keep up with the new
i nnovative schenmes that come out of the fertile mnds active
in our industry.

The idea of using NASS price reports in place of
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CWAP price was considered and rejected in a hearing that was
entirely devoted to considering the pricing to be used in
the nonfat dry mlk formula. The results of this hearing
was wel | considered and well decided. Any change shoul d be
considered in a hearing limted to that and directly rel ated
i Ssues.

Wil e the suggestion to change the C ass 4b
formul a whey pricing provisions is one that we find quite
interesting, we cannot imagine this being acceptable to the
cheese plant operators in this State. The issue of the whey
val uation has been fully discussed in both a hearing
specific to this issue and a series of neetings of a CDFA
appoi nted conm ttee of producers and processors. This, too,
is atopic that if revisited at all should be handled at a
hearing called to consider only that issue, and directly
rel ated issues.

The addition of cost-of-production to the pricing
formulas of m|k does not work well in an industry that is
set up to serve real market demand. W understand the
frustration experienced by producers over this |ast year.
Thankful |y, markets are beginning to respond and better days
are ahead.

Qur views on the inportance of the proper make
al l onances are well known. W did not, however, call for an

exam nation or a change in the nmake all owances in our
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petition. The reach of this hearing was extended by CDFA to

all issues, nuch to our surprise. The nenbers of The
Alliance will respond to the make al |l owance petition as they
see fit.

Thank you.

HEARI NG OFFI CER HOLLOWAY: Thank you. Do any of
t he panel nenbers have any questions for the witness, M.
W I liam Van Danf

PANEL MEMBER EASTMAN. | have a question, M. Van

HEARI NG OFFI CER HOLLOWAY: Can you pl ease state
your nane?

PANEL MEMBER EASTMAN:  Hyrum East man.

On page 3 of your testinony, on | guess the second
to the |l ast paragraph, it nentions there's a -- the third
sentence it says, "fortunately it does appear that
significant price relief is here;" were you referring to --
what exactly were you referring to?

MR. VAN DAM That the mlk prices are recovering
nicely right now.

PANEL MEMBER EASTMAN. Ckay, thank you.

PANEL MEMBER | KARI: | have sonme questions. M.
Van Dam vyou testified about how the production situation in
California has changed. G ven those changes and the

decreases in production, are your nenber co-ops still
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i nposi ng penalties for their production of limts, their
base plans that they had established?

MR. VAN DAM As | understand their system the
penal ties would be applied only to the mlk that was over
t he production base and then only if there were extra costs
of disposing of that mlk. Cearly, there are no extra
costs now.

PANEL MEMBER I KARI: So it's your understandi ng
that the producers who are exceeding their production bases
are not being charged a penalty?

MR. VAN DAM | believe not. You can ask them
specifically when they get on the stand | ater.

PANEL MEMBER | KARI:  You nentioned in your
testi nony, on page 6, that DFA, Land O Lakes, | think you --
Land O Lakes and Leprino are expanding their plant capacity.

What is your assessnment of how California s reduced -- |et
nme see, let me go back to -- okay, could you provide us an
assessnment of California mlk supply relative to the needs
of the State's processing plants given that expansion?

MR. VAN DAM Well, it's an interesting question,
but it's clear that's what's happening is the -- al npst
everybody is being supplied with the mlk they need except
the nonfat dry mlk plants are running | ess product than
t hey woul d have run ot herw se.

PANEL MEMBER | KARI: Let e rephrase the question.
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California s been experiencing a decrease of 3.5 percent
producti on.

MR. VAN DAM  Ckay.

PANEL MEMBER I KARI: My question is who's felt it
the nost, the manufacturing of butter, powder and cheese,
Cass 1, dass 2, Cass 37?

MR. VAN DAM Ch, the one -- obviously, the one
that's been affected by it is the nonfat dry mlk and the
butter, they are the final residual products.

PANEL MEMBER | KARI: Can we surm se from your
testinmony that given the changes that the federal governnent
has made through the $350 mllion legislation, $290 million
of which is a paynment to producers, a direct paynent, $60
mllion going to the purchase of cheese, that your proposal,
that The Alliance is sufficiently confident that your
proposal will ensure that California will have sufficient
m |k supplies?

MR VAN DAM |I'mnot sure that | amraising the
guestion that California does or doesn't have sufficient
mlk supplies. W have a lot of mlk still produced here,
we're still the nunber one dairy state.

What |'m pointing out to you, that in order to
have a stable and functioning, hopefully profitable dairy
i ndustry, we need to have conditions that are stable, we

need to have a steady hand of the governnent inplications,
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and put us back on an even keel with where we were before
that | ast hearing.

W weren't happy with that result, as you know.
We did not think that that was needed, but we understood the
pressures were great then, there was a | ot of negative
t hings going on. They're gone now and we just want to go
back to square one plus 15 cents.

PANEL MEMBER | KARI: G ven the potential negative
consequences to butter, powder and cheddar cheese plants or
cheese plants if California' s m |k production doesn't turn
around, what is the econonmic rationale that they shouldn't
be included in the paying higher revenues, at |least on a
tenporary basis, in order to help the dairy farnmer recover
for the | ast nine nonths?

MR. VAN DAM You're going to force nme to go to
sone areas that | really don't want to go. But the way the
system works and is designed and the way that we have
confidence in it is that there is a make all owance there
that will cover the investnent you make in facilities.

Now, when facilities have | ess product going
through themtheir costs go up; that is a risk that the
plant runs and it will take quite a bit of time for that to
fl ow t hrough the fornmul a.

But all of that equation is part of sending the

correct econom c decision to producers on whether to respond
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or not respond to it.

And so forcing the plants to suffer a loss, and if
they' re cooperatives, and it's the cooperative plants, the
ones that are going to -- that have the biggest dryers by
far, or the vast majority, they're going to take a big hit.

The only way they can exist is to charge back
their producers enough to cover their loss in costs. So,
therefore, those who have nade the investnent are going to
get doubl e punished, their going to have less m |k going
through their plants and their producers are going to get
paid |l ess. That is not a successful, confident system being
set up.

As long as you've got regulation, it needs to be
fair to everybody in the system as fair as it can possibly
be.

PANEL MEMBER I KARI: |s that the reason why you're
posing the other proposals that would raise the Class 1, 2
and 3 prices significantly higher than your proposal?

MR. VAN DAM W t hought our proposal was adequate
to restore the bal ance and not set up any negative issues
out there in the market place.

But if they're -- as you know from our proposal
| ast year, we were willing to take the risk for six nonths
of a $1 increase on Cass 1, 2 and 3, because of the

probl ens that were going on in the dairy industry, well, the
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ones that we saw com ng and, indeed, they did conme, we saw
comng in the industry, it was worth that risk to us. But
you coul dn't have done the sanme thing on the manufacturing
si de because then the | osses would have been unfairly

di stri but ed.

PANEL MEMBER | KARI: Several years ago CVAB
commi ssi oned a study, an independent study by the MKi nsey
Conmpany to eval uate various options and develop a | ong-term
strategy that would ensure the | ong-term success of the
California Dairy industry.

One of the concerns that that study found or
reported is that ever greater volunes of the State's mlKk
production is being nmarketed in the | owest val ue products.
Doesn't increasing the Class 1, 2, 3 prices sinply provide
nore fuel to increase that trend?

MR. VAN DAM Wl |, the MKinsey study also had a
very interesting sentence in it that said, unless of course
the export market for mlk proteins in the world develops to
the point where it is a viable option to California.

That has been the option that has indeed devel oped
in -- except for last year. Well, last year was wonderful,
the prices were just staggeringly high, but that was an
inflationary bubble that hardly made any sense. |It's the
long-termtrend that counts for us and world prices are

respondi ng again. And |I'mnot sure that nonfat dry mlk's
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going to be your lowest priced utilization.

Even in the past, | think it's three years
| ooked at, ten percent of the tinme powder was higher than --
butter and powder, 4a, was higher than 4b. It happens, we
expect nore of it.

But our mlk is there, our plants are there, it
better happen that way. But we are a part of the world now
We got hurt by the world, we're part of the world, so |

don't see that the 1, 2 and 3 issues related to that at all;

that will be decided on its own nerits.

PANEL MEMBER I KARI:  You're willing to -- in other
words, you're willing to -- whatever the outcone of the
world market with respect to powder will determine the fate,

the future fate of the California dairy industry?

MR. VAN DAM A future fate of a significant part

of it. |If it dies and goes away and the price isn't right,
we wll see the kind of decreases we're seeing right now
because we will not be able to successfully supply that

mar ket and we'll stop doing it. California will have a

smal l er industry, go back to our cheese base and enough
drying capacity to just get the swi ng supplies taken care
of .

PANEL MEMBER | KARI: That study also identified
anot her concern, that California dairy farmrevenues are

i ncreasingly reaching a point where Class 1, 2 and 3 price
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| evels sinply won't be high enough to sustain California's
| ong-term grow h.

Does The Alliance proposal sinply speed up the day
of reckoni ng?

MR. VAN DAM  What's happening with C ass 1 sales
right now, they're approaching 20 percent. Kind of
interesting, this isn't a direct answer, | hope, considering
that it's been as low as 14 and a half percent, this |ooks
like a pretty inpressive gain. However, we had a | ot of
Class 4 mlk, Cass 4b mlk step out of the pool, thus
reduci ng the size of the pool and, therefore, there's no
real gromh in Class 1, it's just a percentage.

And ny point is that the Class 1, 2 and 3 are not
the prices that run this system In total what have you
got, 24 percent of the mlk, something like that, of the
three things. For along, long time now California's
success and grow h has been tied to Cass 4b and now we're
onto 4a; they represent the vast majority of the mlKk
produced in this State. And that has been the case and |
think it will continue to be the case.

We just need to make sure that the system nakes
sense, that those, the Cass 1, 2 and 3 markets get properly
served. It is part of the deal in pooling that we will nmake
sure that they get served in both, but when you' re providing

service, you expect the systemto have sonething init to
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make that service worth it.

PANEL MEMBER | KARI: | have on final question,
that you touched on, but 1'Il -- the Departnent's al ways
asked, has often asked, | should put it that way, and I'd

i ke you to have the opportunity to respond to the question;
if the logic is that Class 1 prices in California can be set
equal to the prices in neighboring states, why doesn't that
|l ogic apply to the establishnment of Cass 4a and 4b,

shoul dn't that be set equal to the neighboring states?

MR. VAN DAM Let's start with 4b. The custoners,
and California |long ago passed the point where the cheese it
was nmaking was sold only to Californians. W produce vast
anounts of cheese beyond that and it nust be exported to
somewhere el se. The export in this case is to other states.

And with sonething like 75 to 80 percent of the
peopl e east of the M ssissippi River we have to reach ever
further to sell all our cheese. Cbviously, that's nore of a
probl em now because you' ve now got New Mexi co, with Texas,
and ldaho with increasing mlk supplies between us and them

But that's why ours is and should continue, our prices in
California need to be | ess than those prices there in order
to get that delivery done to the far markets.

On the C ass 4a products, they do nove throughout
the country al so, surprising volunmes of our powder are noved

to Wsconsin where they're used to fortify cheese vats.
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That's a big market for our powder, but we are now goi ng
into the world markets.

But the key there isn't a conparison in val ues
between us and them it is that our system has enough
dollars in it to provide coverage of the investnent required
to have those plants.

If we want to be in the business, we have to be
set up in a way that we can price it to conpete in the world
and get our costs covered in doing it. And the result of
those two cal culations will be taken fromthe price you get
for your product, and that's what the producer gets, and
that is the proper econom c signal.

If that's what we can get for the product, that's
the signal the dairynmen get and we produce to it or we
don't, depending on what that market is.

PANEL MEMBER | KARI: | guess inherent in ny
guestion is should California be notivated to get nore sales
of Class 1, 2 and 3 products in other states, just |ike
we're trying to get nore sales of Cl ass 4a and 4b?

MR. VAN DAM  The problemw th that is the sheer
bul k of the product you're noving. |It's not concentrated
enough to be a conpetitive feature, and with the energy
prices noving |like they do sonetines it gets close to
wor ki ng and other tinmes it won't work at all.

So it's a case of doing what you have to do, the
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bul k, the big bul ky products, fluid mlk is very bul ky, keep
it here, nake it here, sell it here. You can't reach very
far.

And we could bottle mlk, for instance, here and
nmove it to Florida. Florida' s traditionally short on mlK,
but it's not always short on mlk. So we would have huge
Class 1 plants putting up bottled mlk, trucking it to
Florida four nonths a year. That isn't going to work.

PANEL MEMBER | KARI : What about just nei ghboring
stat es t hough?

MR. VAN DAM Wl |, they've got their mlk
supplies, too, and they will adjust to match that and they
will stay -- the world doesn't operate in a vacuum it's not
static. They don't just sit there and take it.

In my testinony | comrented what Nevada does.

They set their price the sanme as ours, no matter what we do
they will match it.

| believe in the cheese market, for instance,
there's probably nothing we can do to price 4b mlk | ow
enough to beat the guys that are a thousand mles closer and
are not or are lightly regulated. That's not the gane for
us anynore.

PANEL MEMBER | KARI: Thank you, Bill.

MR. VAN DAM  You're wel cone.

PANEL MEMBER AC MOODY: | just have a quick
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clarifying question. You said that the differences between
Class 1 prices in surroundi ng markets are now about equal to
the reduction in California costs when prices are -- before

MR. VAN DAM  Yes.

PANEL MEMBER AC MOODY: -- beginning. So |I'mjust
curious, how do you come up with your 50 cents, like why the
15 cents difference?

MR. VAN DAM Ch, how did we cone up with the 50
cents.

PANEL MEMBER AC MOCDY: Yeah, because we reduced
it by 35 cents.

MR. VAN DAM  Oh, because we wanted 15 cents nore.

No, because the nunber -- the biggest market is the
Arizonal/ Sout hern California, those are the closest to each
other, and there was a 55 cent difference there and we
t hought what the heck, go for 50.

PANEL MEMBER AC MOCDY: Thanks.

HEARI NG OFFI CER HOLLOWAY:  Ckay.

MR VAN DAM Am | excused?

HEARI NG OFFI CER HOLLOWAY: | think you are. Thank
you very much for your testinony.

MR. VAN DAM  Thank you.

HEARI NG OFFI CER HOLLOWAY: (Okay, at this time |1'd

like to call the second Petitioner, Western United Dairynen.
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You will also have a total of 45 mnutes to submt your
t esti nony.

kay, please state your nane and spell it for the
record?

M5. LA MENDOLA: Tiffany LaMendola, T-i-f-f-a-n-y
L-a-Me-n-d-o-1-a.

MR. MARSH: M chael Marsh, Mi-c-h-a-e-1 Ma-r-s-

HEARI NG OFFI CER HOLLOWAY: All right, and would
you please tell me who you are testifying on behalf; are you
doing it as an organi zation or an individual?

MR MARSH. We're testifying today on behal f of
Western United Dairynen.

HEARI NG OFFI CER HOLLOWAY: Ckay. And do you both
swear you'll tell the truth and nothing but the truth?

MR. MARSH: Yes.

MS. LA MENDCLA:  Yes.

HEARI NG OFFI CER HOLLOWAY: Thank you. Go right
ahead.

MR MARSH Is this Bill's water, | don't want to
get his gerns?

HEARI NG OFFI CER HOLLOMAY: No, | don't think so,
it hasn't been opened. | think he finished his.

MR. MARSH. Oh, thank you.

Good norning. M. Hearing Oficer, Menbers of the
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Hearing Panel, ny nane is Mchael Marsh; |I'mthe Chief
Executive Oficer of Western United Dairynen

Qur Association is the |argest dairy producer
trade association in the western United States, representing
dairy producers harvesting approxi mately 60 percent of
California s mlk.

On Cct ober 16th our board had a neeting and
approved part of the policy positions which we'll present
today and on Novenber 3rd, at a conference call with our
board of directors, they adjusted those and those policy
positions will also be expressed in our testinony here
t oday.

We appreciate the Secretary's call of this
energency hearing. W also appreciate the recognition of
the crisis the dairy producers are in.

Western United Dairynmen has been at the forefront
of trying to bring relief to California's dairy famlies as
the world's econony fell off a cliff.

A | ook back at the past year is truly eyeopeni ng
as to the many challenges the California dairy farmfam|lies
faced.

I n August 2008, as econom c pressures were driving
producers' cost production to record | evels and demand
contraction in the market place was becom ng evi dence,

Western United Dairynmen joined with our coll eagues at The
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Al liance of Western M|k Producers and the California Dairy
Wnen's Associ ation in seeking tenporary energency relief
for California farners.

We petitioned the Secretary for a pricing change
to hel p us through what we hoped to be a short-termrough
spot .

At the sane tinme Western United Dairynen called on
National M Ik Producers Federation to use avail abl e
resources to trimthe nation's dairy herd. Qur board felt
that we had to sl ow supply as quickly as we could in |ight
of the flood of econom c data suggesting that necessity. W
al so called on the Bush Adm nistration to unleash the Dairy
Expert Incentive Programthat had |lied dormant and unused
since 2004. CQur board felt that enhancing international
demand with this subsidy would slow the buil dup of
significant donestic inventories.

Processors attacked our petition at the hearing.
Sonme producers actually opposed our call for energency
tenporary relief, while other producers didn't even show up
to testify. The Secretary determined that a price cut for
dairy farmers was in order, rather than the tenporary relief
we sought.

National M|k noted their ongoing efforts and
suggested addi ti onal producer support for their CAl program

was needed. The Bush Administration refused to initiate
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export assi stance, even as government inventories swell ed.

| n Decenber of 2008 Western United Dairynen
sponsored an industry session to flesh out sentinent
regardi ng how best to address econom c issues facing the
California dairy industry. The neeting attracted about 300
dairy producers and processors and dozens of notions were
sur faced.

The overbase price, which in Decenber of 2007 had
been di zzyingly above $19, had plummeted by over $6.50 in
Decenber 2008 as the gl obal econom ¢ downturn becane
mani f est .

Qur anal yses indicated the situation would get
worse in the nonths ahead. On January 1, 2009 the
Secretary's price cut went into effect of dropping the O ass
1 price by an additional 35 cents per hundred wei ght, and
the Cass 2 and Cass 3 prices by 26 cents per hundred
wei ght .

The C ass 1 price announcenent in January, for
February 2009 pricing, reveal ed an additional decline of
$6. 15 per hundred weight. Horrific.

Cows could not be shut off quickly enough to match
the falling demand for m k. Export markets, which had
consuned al nost 11 percent of U S. production in 2008
foundered on the recession's rocky shore. At the sane tine,

t he European Uni on unl eashed massi ve export subsidies into
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the world's dairy markets, rendering unsubsidized U S. dairy
products and exports not conpetitive in the global narket
pl ace.

Western United Dairymen continued to press for
producer relief. Letters to CM calling for action becane
matters of course. National MIk indicated a need for a
line of credit and a two-year commtnent for a revanped CAT
program Prelimnary intra-industry discussions were held
regardi ng how to best secure | oan guarantees to finance herd
retirements. Western United Dairynmen estinmated that 300, 000
cows needed to be renmoved fromthe U S. dairy herd as
qui ckly as possible. 1In response, the National Cattlenen's
Beef Associ ation demanded t hat Congress provide no relief at
all to struggling dairy famlies.

Addi tional please were nmade to the Chama
Adm ni stration for assistance, as they were just comng into
their transition. Wstern United devel oped the data and
tal king points for a neeting with the new Secretary of
Agriculture at USDA and nenbers of the House Ag Conmittee to
explain the crisis that was happening to dairy producers.
The existing dairy producer safety nets were proving
conpletely ineffective at dealing with the significantly
di m ni shed demand in the market.

Secretary Vil sack agreed that help was called for

and i nmedi atel y announced the donation of all USDA
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inventories of nonfat dry mlk to donestic and international
feeding progranms. Vilsack also commtted support for using
the Dairy Export Incentive Programso that the U S. could
respond in some fashion to the nassive EU subsidi es dunped
on the market in January.

Begi nning in February 2009, Western United
Dai rymen hosted a series of nmeetings to further explore the
dairy issues raised at the Decenber 2008 neeting. National
and international experts in dairy marketing, manufacturing
and policy were attracted to these neetings. |ssues of
conpetitiveness, supply managenent, narketing orders, gl obal
mar ket s and opportunities were anal yzed, discussed and
debated. Task forces of econom sts and industry processor
and producer |eaders were appointed to delve deeper into the
t opi cs present ed.

In the mddl e of February 2009, Western United
Dai rymen received word that an attorney had call ed Hunbol dt
Creanmery and inforned themthat errors contained in the --
of errors contained in the cooperative's financi al
statenents. The attorney also noted that the creanery's CEO
had resigned. Further unneeded stress for dairy producers
in the State of California.

The California legislature took a few shots at
dairy producers, too. Legislation was introduced to

elimnate the pooling systemin California. Further, a
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hearing was held to do away with CDFA conpletely. The vegan
group, Humane Society of the United States, got the chairman
of the Senate Ag Committee to sponsor | egislation banning

t he docking of cows tails in California. HSUS condemed
this as a customary practice in the State, apparently
choosing to ignore research indicating tail docking to be
extrenely rare within California. This activity was taking
pl ace as dairy producers were |osing between $100 and $150
per cow per nonth.

In March 2009, CW finally announced that they had
reached their goal of two-thirds of the U S. mlk supply
agreeing to participate in the programand on April 1
announced a herd retirenent destined to retire over 100, 000
cows. In the neantime, heavier than normal culling and
California processor base prograns had continued to reduce
California's m |k production.

Western United Dairynen continued to press in
Washi ngton, DC for assistance for California' s dairy
famlies. Western United advised National M|k that another
herd retirement ought to be initiated as soon as the first
one was w apped up. Secretary Vilsack was pressed
repeatedly on using the area Export Incentive Program
Western United Dairynen organized a letter witing canpaign
to the Secretary, the U S. Trade Representative, and the

Secretary of State. Wstern United Dairynen's | obbyists
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pressed further with the letters of support fromthe
California congressional delegation. At the sane tine,
different groups with varied interests started to try to
engage in the discussion. Keeping eyes focused on the bal
of providing producers short termrelief becane nore
difficult as a confusing array of largely ineffective
proposal s began to surface from around the country.

The California Dairy Industry Task Force net tw ce
with CDFA. The task force expressed concerns that the
departnment effectively enforce mlk pooling and pricing
regul ati ons aggressively. The task force al so expressed
frustration and concern that CDFA s apparent inaction in
timely enforcing regul ations was creating chaos within the
i ndustry.

Finally, on May 22nd, 2009 the Secretary at USDA
announced a full allocation of DEIP funding through the
fiscal period ending June 30th. Wstern United Dairynen
encour aged donestic processors to use the program and export
dairy productions. After a slow start, export activity
pi cked up markedly as U. S. products re-entered the gl obal
mar ket arnmed with our own export subsidies to conpete
agai nst the nassive ones put in place by the Europeans. The
demand for and the evident success of the DEIP nade it easy
for the Secretary to heed our calls to reauthorize the DEIP

funding for the next fiscal period on July 3, 2009.
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On July 1st, Western United organized a bus to the
Assenbly Ag Committee hearing considering SB 362. The bill
had been anmended fromits original call to elimnate pooling
to expandi ng exenptions for sel ected individual producers.
The bill was anmended the night before to exenpt purveyors of
raw m |l k fromthe pool; an unconscionable positive result
for a raw m |k handl er already adjusted guilty of violating
California' s pooling regulations and owi ng hundreds of
t housands of dollars to the other producers in the State.
This new exenption would have allowed this scofflaw to skirt
the regul ations collecting additional ill gotten gains from
the unregul ated sale of his mlk that would assist himthen
in repaying the nonies he already owed to the other dairy
producers in the State. Absolutely incredible.

The Western United Dairynmen organi zed dairy
producers expressed their outrage over the bill at the
hearing. The Assenbly Ag Cormittee shared in that outrage
and defeated SB 362. The author's staff pleaded for
reconsi deration fromthe commttee and the chair,
unfortunately, acquiesced.

Foll owi ng a request nade to Secretary Vilsack to
i ncrease the support price, by National MIk, the California
dairy industry task force made a simlar recomendati on and
request. However, recogni zing that the nmarket was starting

to show a few signs of life, the task force requested that
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the Secretary enhance the support prices at a higher |evel
than National M|k Producers Federation had requested and
suggest ed changes to cheese gradi ng standards so that cheese
m ght actually nove to the governnment.

Al so, on July 14th, 2009, Wstern United Dairynen
Presi dent Ray Souza had been asked and agreed to testify
about the ongoing dairy crisis before the House Ag
Commttee. At that hearing, M. Souza made the request that
USDA nmove quickly to relieve the market of burdensone
inventories of cheddar cheese that were overhangi ng the
mar ket and depressing producer prices. Due to the fact that
the mlk supply failed to slow quickly enough to neet the
remai ni ng demand i n the marketplace, WUD anal ysis reveal ed
that inventories of cheese in cold storage had grown to a
| evel approximately 100 mllion pounds higher than the five-
year average. M. Souza requested this cheese be acquired
and i nmedi ately donated to the nation's food banks who were
wi t nessi ng phenonenal demand due to the | engthening econom c
crisis. Hunger advocates cheered Western United' s proposal
and joined wwth us in the request.

On July 31st, Secretary Vilsack acceded to the
California dairy industry task force and agreed to
tenporarily raise the support prices to the |levels requested
by the task force. Secretary Vilsack's staff also requested

that Western United forward additi onal details about the
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proposed cheese buy presented by WUD at the hearing. The
Secretary was pleased that such an innovative proposal had
been broached.
The California overbase price, which had been
$17.35 in July of 2009, had crashed to $9.60 in July 2009.
Mul ti ple generations of equity in California dairy
operations had been conpletely w ped out. Banks, operating
under ever nore strict regulations follow ng the
international collapse in financial markets, becane ever
nore parsinmonious in their support for famly farners.
Vendor receivables to dairy producers continued to get
| onger and longer. Sone dairy famlies saw CWM as a way to
get out of the business before all was lost. Unfortunately,
ot hers were not so | ucky.
I n August, U.S. Senator Bernie Sanders,

| ndependent from Vernont, proposed an anendnment to the
Senate Ag Appropriations bill. The proposal was for $350
mllion in support for U S. dairy producers. No such
provi sion was included in the House version passed earlier.

U.S. Senators Boxer and Feinstein asked for WUD s opi ni on
on the anendnent. W responded it could be an opportunity
for producer relief provided that it not be paid in the form
of a direct paynent that would discrimnate against
California dairy producers and other farmfamlies in the

western United States.
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After receiving assurances from M. Sanders that
this would not occur, the California senators agreed to
support the anmendnent, providing the 59th and the 60th votes
necessary for cloture. The bill then noved to a Conference
commttee of House and Senate negoti ators.

Nati onal M1k Producers Federation chimed in their
support for Western United' s cheese buy proposal. National
M| k's econom sts devel oped an anal ysis regardi ng different
scenarios for the expenditure of the $350 mllion included
in the Sanders anendnent. Their anal ysis reveal ed several
things. First, should the $350 million be directed towards
addi tional price supports, the $350 million would return

only $185 million in producer benefit. Secondly, if the

$350 mllion were dedicated to a direct paynent to
producers, U. S. producers would realize only $335 mllion in
benefit.

However, their analysis disclosed that if the $350
mllion was dedicated to the cheese purchase and donati on
strategy proposed by Western United Dairynmen, U S. dairy
famlies would realize a $1.3 billion return on that
i nvest nent .

Western United' s | obbyi st pressed this point with
conferees. Unfortunately, David bey, a denocrat out of
W sconsin, who is the chairman of the House Appropriations

Comm ttee, chose to ignore the econom c argunents. M. Cbey
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felt that his Wsconsin producers would be better served by
receiving a direct paynent check fromthe federal treasury
ahead of his own efforts to win a reelection race back hone.
bey argued for paynents that would discrimnate agai nst
California dairy famlies, as well as other dairy producers
in the western United States.

Negoti ators conprom sed on a schene to split the
noney into $60 million for a cheese buy and $290 nmillion for
di rect paynents. A triunph of pork over policy. Noting M.
bey' s desire for discrimnatory paynents, Wstern United
Dai rymen agai n di scussed the matter with U S. Senat ors Boxer
and Feinstein. Ms. Boxer agreed to place a hold on the
bill, a rare maneuver, until she could secure assurances in
the formof a colloquy read on the Senate fl oor between
herself, M. Sanders and Senator Herb Kohl from Wsconsin
that discrimnatory direct paynents were not the intention
of the U S. Senate with regard to the funds. Ms. Boxer
al so demanded and received a neeting with Secretary Vil sack,
gaining his assurance that the Departnment would not utilize
a discrimnatory nmethod for dissem nating the funds.

Senat or Boxer released her hold on the bill after receiving
t hose assurances.

USDA is now charged with distribution of the

funds. Even in a best case scenario, the average California

producer will receive a direct paynent of $34,000 versus
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$4, 327 under the discrimnatory schene pushed by M. Obey.
Still, this paynent is only a drop in the bucket conpared to
t he massive | osses suffered and experienced by California
dairy famlies

Congressnmen Jim Costa and Dennis Cardoza invited
Secretary Vilsack to cone to California to see the
devastation on the ground. On August 26th, the Secretary
met with producers up and down the valley. At the |uncheon
in Mbdesto that afternoon, Western United President Ray
Souza again pressed the Secretary regardi ng the cheese buy.

Agai n, Secretary Vilsack indicated support for the idea but
conpl ained that the significant additional demand for food
donati ons had taxed USDA s avail abl e resources.

Western United Dairynmen further explored this idea
on a private tour of the Durrer Dairy in Mddesto with the
Secretary and Congressman Cardoza.

In Cctober the U S. Senate again called upon
Western United' s expertise. President Ray souza was again
asked to testify about the continuing dairy depression. He
again touted the need for funds to conplete the previously
request ed cheese buy. He also requested that the recent
adjustnments to the price support be extended through the end
of the Dairy Export Incentive Programfiscal year to assist
in facilitating contracts for exporting U S. dairy products.

Western United Dairynen's board of directors
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routinely considered during this timefrane perhaps even
aski ng CDFA for help. Nunerous concerns were expressed
based upon our |ast attenpt where we had asked for tenporary
energency relief fromthe Secretary and had received a price
cut for our effort.

Further, Western United Dairynmen formed a producer
commttee to analyze in detail the many pricing and supply
managenent proposal s bei ng devel oped around the country.

Unbeknownst to WUD, simlar discussions were also
taking place at The Alliance of Western M|k Producers.
received a copy of The Alliance's petition after it was
filed with CDFA and it was downl oaded fromthe CDFA website.

Qur board of directors felt we should do sonething simlar.

In listening to our producers nonth after nonth
about the | osses they were incurring on their dairies and
wi tnessing firsthand the econom c devastation that the
gl obal econom ¢ downturn had generated wi thin our nenbership
and our nei ghbors, Western United Dairynmen's board act ed.

They saw the producers, including thenselves, were
in a huge financial hole. They questioned whether The
Al'l i ance proposal provided enough relief quickly enough.

The California pool, which had generated $7.3 billion in
mlk sales in 2007 and $6.9 billion in 2008 was trending
toward only $4.42 billion in 2009. A loss in revenue of

over two and a half billion dollars in one year.
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At the sane tinme, the Board di scussed conpetitive
concerns with regard to manufacturing production in other
states, as well as the potential for renewed interstate milKk
shi pnment activities in Classes 1, 2 and 3 that nay be
created by pernmanent changes to the prices.

Western United Dairynen's board acted and approved
subm ssion of a petition to CDFA on an energency basis.
Western United' s petition asked for an additional 50 cents
on all classes of mlIk. The board felt that a tenporary
i ncrease woul d hel p producers with an infusion of about $100
mllion over six nonths would also stym e conpetitive
pressures fromout of state.

Qur staff and board menbers i nmedi ately heard
concerns expressed by the State's nmanufacturing
cooperatives. Conplaints about the inpact of such relief,
shoul d a hearing be allowed and Western United Dairynen's
request for relief granted, expressed that the cooperatives
could be financially harmed. Indications were nade that the
cooperatives have had a difficult year as well and that the
tenporary relief Western United Dairynmen had requested woul d
be difficult for the cooperatives' bottomlines.

Hearing the cooperatives' concerns expressed to
our board through their nmenbers to our own, Western United
Dai rymen's board nmet by tel econference on Novenber 3rd to

revi ew t hese concerns and devel op positions on the
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alternative proposals subnmtted. The board of directors
voted to support the proposal submtted by the Alliance of
Western M|k Producers, seek assurances -- and al so seek
assurances fromCalifornia Dairies, Incorporated that they
not press forward with their proposed request for make

al l omance and f.o.b. adjuster increases and take no position
on any of the other proposals submtted.

Thus, Western United Dairynen no | onger supports
our petitioned for relief. Sone questions arise as a result
of this action. Was it our intent by filing our original
petition an attenpt to harmthe State's nmanufacturing
cooperatives? Absolutely not, such a suggestion would be
absurd.

Were we too anbitious in seeking so nmuch relief
for producers? Dairy famlies have been devastated and
their nunbers decimated by this economic calamty. Equity
that it has taken generations to nurture has sinply
evapor at ed.

Per haps a better question m ght be whether we can
ever fill the financial hole that's been created in this
past year for California s dairy famlies.

We appreciate the call of this hearing and are
hopeful that the Secretary will grant producers sone relief.

Ms. LaMendola will continue our testinony.

M5. LA MENDOLA: Okay, my nane is Tiffany
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LaMendol a, I'"'mthe Director of Econom c Analysis for Western
Uni ted Dai rynen.

Western United Dairynmen recogni zes the extrene
econonmic pain that all factions of the dairy industry have
been experiencing. In particular, the ruinous financial
situation that has faced dairy famlies over the past year
has been devastating. The erosion in capital and equity
experienced by the large majority of our nmenbers will take
years to rebuild. And, for many, they sinply could not
sustain their operations under the severe conditions.
Thankful | y, markets have recently shown sonme recovery, but
even as prices rise the recovery will take tine.

We thank the department for the call of this
heari ng on an energency basis and recogni ze the quick
turnaround on the part of CDFA staff.

The Alliance of Western M|k Producers petition;
Western United supports the proposal put forth by The
Al'liance to increase Class 1 prices by 50 cents per hundred
wei ght and Cl asses 2 and 3 prices by 26 per hundred wei ght
on a permanent basis. To avoid duplicating efforts by The
Al liance to support the requested increases on Class 1, 2
and 3, we'll keep our discussion brief,. 1In short, we
recogni ze that nearly every condition that the Departnent
cited as justification for reducing Class 1, 2 and 3 prices

effective January 2009 have reversed course.
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First, majjor California m |k supply reduction;
surplus mlk production is no longer. California has posted
year-over-year reductions in supply for 14 out of the past
15 nmonths. As of Septenber 2009, California mlk production
was down 6.4 percent when conpared to Septenber of 2008.
This is occurring at the same tine other states,
particularly in the Mdwest, have continued to grow
production. This is also contrary to the historical four
percent yearly growh rate witnessed in California.

Production declines posted in the spring of 2008
can be alnost entirely linked to production caps that were
i npl enented by al nost all California cooperative and
i ndependent manufacturers. These production caps put the
brakes on production in the State. However, the nassive
year -over-year declines posted throughout the renai nder of
2009 can be attributed to the significant price-cost squeeze
felt by California dairy famlies as mlk prices plunmeted
and production costs soured. California producers were
forced to respond by culling cows and, for sonme, submtting
bids through the CM program In fact, as of Septenber, the
mlk cow herd in California is down 73,000 cows froma year
ago | evels.

It's also worth noting that at the sane tine
federal aid through prograns, such as the MIk Inconme Loss

Contract Program discrimnated agai nst the average
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California producers who reached the production cap in one
to two nonths, while smaller dairies in other areas of the
nation continued to benefit from paynents on their entire
production. This is likely a contributor to the differing
m | k supply responses that have been w tnessed throughout
the U. S

The chart included shows that current concerns may
very well be centered on a mlk deficit in California.
Again, a situation nearly unheard of in a state accustoned
to continual growh.

Second, surplus mlk production is no | onger
avai l abl e to supply out-of-state processors. W are not
aware of this occurring to any great extent in attenpts to
find a home for mlk or mlk leaving at a discounted rate.
And if it is, it surely doesn't nmake sense given the need
for additional mlk in the State.

Northern Nevada's Class 1 price was re-aligned
with Northern California Class 1 prices as of February 2009.

The $1 per hundred wei ght advantage in Northern California
that was in place during 2008 no | onger exists. The

advant age once afforded to the Yerington, Nevada plant has
di m ni shed al nost entirely. Furthernore, California
contracts previously supplied by this Nevada plant have been
captured by California bottlers.

The nunbers | | ooked at showed California dass 1
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sales are up. California has posted an increase in Cass 1
sal es throughout the year with a .1 percent year-over-year
gai n January through August 2009 and a .9 percent gain in

t he peri od Septenber through August 2009.

The spread between Class 1 and overbase prices has
declined. The spread between California statew de average
Class 1 prices, based on utilization, and the overbase
price, February through Septenber 2009, has averaged $2.07
per hundred weight. Even with january 2009 i ncl uded, which
posted an unusually high spread; the average is $2. 64 per
hundred wei ght. The panel report fromthe last Cass 1
heari ng noted an average | evel of $2.38 per hundred wei ght
as a desired spread. Cearly, the current level is within
and in nost cases bel ow an accept abl e range.

The nodest proposed increase on Class 1, 2 and 3
shoul d not | eave California at a maj or conpetitive
di sadvantage. The change woul d restore prices back to
levels in place prior to the |ast hearing, which | owered
Class 1, 2 and 3 prices for all of 2009.

Dairy Institute of California Alternative
Proposal. W comrend the Dairy Institute for recognizing
the dire economc conditions facing California dairy
famlies. W also recognize that given the recent market
i mprovenent it's unlikely that the $13 per hundred wei ght

trigger will be activated. Beyond that, the board took no
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further action on their alternative proposal.

California Dairy Wnen's Association, California
Dai ry Campaign Alternative and the M Ik Producer Counci
Al ternative Proposals; Western United board of directors
took no position on these proposals.

In closing, we urge the Departnent to adopt The
Al liance proposal. Dairy producers are in need of financial
assi st ance.

We thank you for the opportunity to testify and
respectfully request the opportunity to file a post-hearing
brief.

HEARI NG OFFI CER HOLLOWAY: Thank you. | would
like the record to reflect that this witten testinony is
mar ked as Exhi bit 52.

(Exhi bit 52 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: And I'd |i ke to ask any
Panel Menmbers if they have any questions of both w tnesses,
Wlliam-- or I'msorry, Mchael Marsh or Tiffany LaMendol a?

PANEL MEMBER EASTMAN. | have a questi on.

MR MARSH  Yeah.

PANEL MEMBER EASTMAN. I nitially, the proposed --
excuse nme, what's comng out ny nouth isn't what was
formulated in my head here. Let nme start over.

Oiginally, your proposal was to increase the
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class prices by 50 cents a hundred wei ght on a tenporary
basis, for about six nonths or so and then, so based on your
testinmony, now you're supporting The Alliance proposal which
wi |l have a reduced effect, the magnitude of the price
increase is different.

So the question | have is based on maybe the
previ ous anal ysis or thought process that you had when you
first recommended the 50-cent-a-hundred wei ght change
conpared to now, supporting the Alliance proposal which is a
smal | er magni tude type change, do you think the snmaller
change will still have the desired effect you need? Ws
there sone sort of change in the nunbers, the financial
situation, or nmaybe an anal ysis that sparked this? How do
you view this new support for their proposal, how w || that
af fect your nenbers or the State?

MR. MARSH. The answer to your question, M.
Eastman, is no, it will not have the same effect. And
clearly what we were | ooking at was very short-termrelief
of an imedi ate nature and that's why we | ooked initially at
having it placed upon all classes of mlK.

At the sanme time our board of directors, nany of
whom ship to manufacturing cooperatives within the State,
heard fromtheir neighbors and al so heard from sone of the
cooperatives, thenselves, that indicated that perhaps that

woul d place California in a negative position with regard to
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conpetition fromout of state.

And our board of directors considered that in
changing their position fromwhere it was to where we ended
up today.

We recognize that this -- at the sane tinme our
board was al so very concerned with the alternative proposa
submtted by California Dairies, |Incorporated requesting
addi ti onal make al |l owance increases and changes to the
f.o.b. adjusters. And so we're very hopeful that they wll
not support that position here today, at the hearing.

Because clearly, if you put 11 cents in producers
pockets with the change and by adopting The Alliance's
proposal and then take away 14 cents with, you know,
essentially you put producers in a negative position from
where they had been without the hearing even taking place.

So we recognize that it's not as nmuch noney. W
al so recogni ze with the pernmanent change hopefully over tine
we'll be able to recoup that.

But frankly, the hole the dairy producers are in
today, in the State of California, will not be solved by 11
cents and clearly woul d not have been solved by the 50
cents, either, that we were proposing. It was sinply trying
to get sone relief to dairy farmers as quickly as we coul d.

And again, we appreciate the Secretary recogni zi ng

the dire situation that the dairy famlies in the State of
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California are in.

PANEL MEMBER EASTMAN: So in essence, then, that
50 cents woul d have been too much in ternms of conpetitive
advant age, too nuch pain so to speak for maybe sone of the
cooperatives that have plants, exactly.

MR. MARSH  That's what our board -- that's what
our board heard.

PANEL MEMBER EASTMAN. Ckay, thank you.

MR. MARSH  You're wel cone.

PANEL MEMBER I KARI: | have a couple questions. |
asked Bill Van Dam a question about penalties. Are you
awar e whet her or not your nenbers are paying penalties for
produci ng m | k above the production basis that may have been
establ i shed in 2008?

MR. MARSH  Yeah, | have heard of that and did
hear of that occurring within the past year. However, |
think that Bill's probably hit the nail right on the head
with his comrents that if, since they aren't having to ship
the mlk out, there's no penalty associated with that with
the co-op. Well, it sinply wouldn't make nuch sense for the
co-op then to go ahead and penalize the producer.

But, you know, frankly, M. lkari, when you have
one of the dairy producers up here that bel ongs to one of
those co-ops, | think that would be a good question to ask

t hem because | really don't know.
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W are -- we don't get regular reports on the
ongoing activities within the co-ops, thenselves, except
anecdotal |y through our nenbers, who are on our board of
directors.

PANEL MEMBER I KARI: WII| you be asking for a
post - hearing brief?

MR. MARSH:  Yes.

PANEL MEMBER | KARI: | wonder if your post-hearing
brief if you can comment on the pros and cons of past

Department decisions that tenporarily raised all class

prices?

MR. MARSH  Yes, we can do that.

PANEL MEMBER | KARI: The | ast question | have is
you were in the audience during the testinony of Bill Van

Dam He cited sone reasons for not making changes in 4a,
4b, I'"mcurious in what your position is wth respect to the
coments he nade?

He seenmed to indicate that he would prefer to have
separate hearings to consider those kind of changes.

MR MARSH As | recall, Bill mentioned with
regard, for instance, to the CWAP change versus the NASS, as
also to the dry whey proposal, that those -- well, 1 think
he's right, they' ve been very exhaustively discussed in
previ ous hearings and probably are deserving nore of their

own hearing, thenselves.
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And our board did not take that position, so I'm
not suggesting that's what our board did, I'mjust relating
my own opinion in that regard.

And with regard to our board's position, we al so
took no position with regard to any of the other proposals.

PANEL MEMBER | KARI: But perhaps again, in filing
your post-hearing brief, your board could give us a little
nore clarification or anplification of why they decided to
take a neutral position with respect to those other
proposal s.

MR. MARSH  Yes, we can do that.

PANEL MEMBER | KARI: Thank you, .

MR MARSH  You bet.

PANEL MEMBER | KARI: Oh, one final question. A
nunber of tinmes in your testinony you tal ked about nassive
federal -- no, European subsidies in the export markets.

MR. MARSH:. Huge.

PANEL MEMBER | KARI: And | wondered if you could
gquantify that in any way in your post-hearing brief?

MR. MARSH. Absolutely. They becane effective
January 1st and | believe, and we'll expand on this in our
testi nmony, but becane effective January 1st, 2009. And the
Eur opeans have expended al nbst $2 billion in export
subsidies to date, to the best of ny recollection.

HEARI NG OFFI CER HOLLOMAY: Ckay, | don't think
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there's any further questions. Thank you very much for your
t esti nony.

MR. MARSH. Thank you.

HEARI NG OFFI CER HOLLOWAY: Al right, now | would

like to call up the organi zations who submtted alternative

proposals. Each of these will be granted a 30-m nute period
to testify.

First, | would like to call MIk Producers
Counci | .

Good nor ni ng.

MR. VANDEN HEUVEL: Good norni ng.

HEARI NG OFFI CER HOLLOWAY: WI I you pl ease state
your full name and spell it for the record?

MR. VANDEN HEUVEL: GCeoffrey, Ge-o-f-f-r-e-y,
Vanden Heuvel, V-a-n-d-e-n He-u-v-e-|.

And John?

MR. KACZOR: And ny nane is John Kaczor, |ast nane
is spelled K-a-c-z-o0-r.

HEARI NG OFFI CER HOLLOWAY: Thank you. Do you both
swear or affirmto tell the truth?

MR, VANDEN HEUVEL: Yes.

MR KACZOR  Yes.

HEARI NG OFFI CER HOLLOWAY: Thank you very nuch.
Go right ahead.

Oh, before we start, this witten testinmony wll
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be marked as Exhibit 53.
(Exhi bit 53 was marked for identification and
received in evidence.)

MR. VANDEN HEUVEL: Thank you, Madam Heari ng

Oficer.

First of all, before | get started, | was hoping
that Tom Gosserd woul d be on the panel. | understand that
Tomwi |l be retiring at the end of Decenber. He's a

t remendous nmenber of the Departnent, and the dairy industry,
and we wi sh himwell.

| don't know if he's in the audi ence today, |
checked and | guess he's working today, but not down here.

So for the record I want to express appreciation
on behalf of the industry to Tomfor his work. | don't know
that we'll have anot her opportunity to do that.

Madam Hearing O ficer and Menbers of the Panel, ny
name i s CGeoffrey Vanden Heuvel, I'"ma dairy farner with
operations in San Bernardi no and Ri verside Counties.

|"mtestifying today on behalf of MIk Producers
Council, a dairy producer trade association with about 75
menbers, who are located primarily in Southern and Centr al
Cal i fornia.

The MPC Board, at a neeting on Cctober 26th, 2009,
adopted the position | amtestifying to today.

The dairy industry in California is truly at a
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crossroads. For many years mlk production in California
has increased at a steady pace. California dairy farners
got into the expansion node in a big way back in the early
1980s. That growth coincided with the |arge increases in
the federal support price that was part of the 1977 Federa
FarmBill. That farmbill mandated that the U S. Secretary
of Agriculture set the support price at 80 percent of

parity. The practice result of that policy was to raise the
support price from 8.26 per hundred weight in 1997 to 13. 49
in 1981.

M| k production in California exploded and we soon
found ourselves in a situation where there was inadequate
manuf acturing plant capacity to handle all the mlk that was
bei ng produced.

CDFA' s response back then was to grant generous
make al | owances to California manufacturing plants as an
incentive to spur the expansion of manufacturing plant
capacity in the State. This policy was effective in
bringing a | ot of new capacity online.

In the past decade or so our manufacturing sector
has matured and grown. As a result, the percentage of mlKk
in California utilized as manufacturing al so grew,

i ncreasing the cost of the nake allowance to producers in
the pool. CDFA did trimdown sone of the extrene generosity

of the make all owances, but for the nost part efforts by
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producers to further tighten margins for the plants were
rej ected by CDFA hearing panels.

Today the situation is entirely different.
California producers have collectively |ost hundreds of
mllions of dollars in equity as the cash cost of mlk
producti on has exceeded the prices received by producers
over the past 12 nonths. M Ik production is dropping at
rates that seened inpossible to contenplate just a short
time ago. And the long termviability of many of
California's dairy farmng operations is in real doubt.
This change in circunstances requires that CDFA evaluate its
policies with regards to how it balances the interests of
producers, processors and the consum ng public. Wth that
in mnd, MIk Producers Council offers up our alternative
proposal s.

First, use the NASS nonfat dry mlk price in the
Class 4a and Class 1 fornmulas. The first proposal deals
with a product value that is used by the C ass 4a solids-
not-fat fornmula. For as long as we can renenber, the C ass
4a SNF fornmula has utilized the California Wighted Average
Price, CMAP, for nonfat dry mlIk in some formas the product
val ue which drives the formula. M|k Producers Council has
been troubled for several years about the validity of the
CWAP. While this survey has a long history in California's

pricing formula, the nature of the powder nanufacturing
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industry in California has significantly changed over the
past several years.

It is the understanding of MPC that the vast
majority, in excess of 95 percent of the powder that nakes
up the CWAP, conmes fromtwo cooperatives that jointly market
t heir powder through a single nmarketing agency in conmon.
The structure of the current 4a fornmula essentially
i nsul ates these handlers, who are in reality really acting
as a single handler, from being exposed to market forces
because whatever price they decide to sell their powder for
beconmes the product value price that determnes the mlk
price they are subject to.

What has been created is an insul ated econom c
envi ronnment for these cooperatives that act in concert. The
make al |l owances are fixed and static and this entity
controls the product value price that drives the fornmul a.

It is a confortable place which noots any significant
pressure to nove up the value chain to capture nore revenue
fromthe sale of C ass 4a SNF products.

MPC i s proposing that the product value in the
Class 4a SNF fornula be the National Agricultural Statistics
Service, or NASS, nonfat dry m |k survey prices reported by
the U S. Departnent of Agriculture for the rel evant nonth.

The reason we are proposing the NASS nonfat survey

price is that it is inperative for the integrity of the
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Class 4a formula that the product value used in the formula
i ncludes a significant amount of product that is priced

i ndependent of the control of the firmwho has to pay for
the ml|k based on the C ass 4a fornul a.

The C ass 4a butterfat price fornula and the C ass

4b cheese price fornmula both use the Chicago Mercantil e,

CVE, prices to establish a product price.. The CME is a

wi de open exchange where anyone can participate. This neans
that no one party can control what happens there. This has
the result of all parties needing to work aggressively to
make sure that they are getting at |east the market price,
as determned in an open process, in order to maintain their
mar gi ns.

The CME is a very valid market price to use to
determ ne the butter and cheese product val ues. There does
exist a CME nonfat dry mlk price that we could use, but
since that price is relatively new and the industry has not
enbraced that price yet as a market nover in the sanme way
that the CVE butter and cheese prices are used, we woul d not
at this point propose using the CME nonfat dry mlk price in
the Cl ass 4a formul a.

The NASS price includes the California powder
mar keting by the single firmbut, inportantly, it is not
exclusively powder fromthat firm This fact will help keep

the California powder firmnotivated to make sure they are

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

77

conpetitively pricing their powder in order to naintain
t heir margins.

Anot her reason to switch to the NASS nonfat dry
mlk price series for the California Cass 4a SNF fornula is
because of the difference in reporting |ong-term contract
prices in the series.

In 2007 a huge variance emerged between the CMP
and the NASS price for nonfat dry mlk. As a result of that
vari ance, California producers were shorted mllions of

dollars of legitimte revenue because of the inadequacies of

t he CWAP.

According to research done by John Kaczor, from
M | k Producers Council, California producers m ssed out on
nore than $200 million in legitimte revenue in just nine

nmont hs because of this sinple variance. And we have the
attachment where that is docunented.

I n August 2007, CDFA held a hearing and made only
nodest changes, based in sone ways on assurances fromthe
powder nakers that while producers | ost noney as prices
nmoved up, they woul d recover those higher prices as the
mar ket noved back down. However, as evidenced by the chart,
which is included on the next page, included in ny
testinmony, California producers never recovered the | osses;
the CWAP fell in lock step with the NASS price when the

mar ket prices noved | ower and eventually crashed in 2008.
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It's very vividly shown in the chart that you have
there at the top of the next page.

Over the past year and a half powder prices have
been at the bottomof the price cycle and the CWAP and NASS
prices have tracked very closely. But the powder market is
now recovering and once again California producers are
experiencing a CMP that is |agging behind the NASS powder
pri ce.

M| k Producers Council is very concerned that
California producers, who are in desperate need of incone,
will be deprived of legitinmate market revenue because of the
| ack of incentive that California powler makers have in
keeping California powder prices in line with the market
price, as revealed by NASS. W are vulnerable to see a
repeat of 2007, with a CMP price |agging behind the NASS
price, with no hope of recovering that noney on the way
down.

No doubt California powder makers will vigorously

oppose this change. The first thing they will say is that

they will no longer be willing to sell powder on |ong-term
contracts. They will inply that this is bad for California
producers.

But think about this argunment; what the powder
makers are really saying is that unless CDFA continues to

put all the price risk of long-termcontracts on producers,
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who have absolutely no say in what the price and terns of
t hose contracts are, they won't do them

As representatives of the powerless producers we
object, the risks are too great and the rewards are too
nebul ous.

Powder makers will also say that they are owned by
producers and, therefore, have every notivation to nmaxinm ze
producer income. But we need |look no further than to the
alternative proposal submtted by one of these cooperatives,
for this hearing, to question that claim

California Dairies have submtted a proposal that
woul d, if adopted, drop the Class 4a fornmula price by 38
cents per hundredweight. They justify this based on their
opi nion that because CDFA s manufacturing cost survey shows
an increase in manufacturing costs, they should be able to
buy their mlk cheaper.

It's pretty clear that this cooperative puts a
high priority on maintaining their manufacturing plants'
insulation frompressure to nove up the val ue chain.

The fact of the matter is that the California
dairy industry can no |longer afford to have a powder
manuf acturing sector that is 100 percent protected on the
price side of its business equation. It is nowtinme to
adj ust CDFA policy to reflect the newreality. W are going

to need your, CDFA, help to create the proper notivation for
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our cooperatives that nmake powder to nove up the val ue
chain. As long as they are confortable and you signal that
you wi Il keep them confortable by continuing to allow them
to control the product value through the CWAP, they will not
have the incentive or notivation to do a better job of

mar keting California' s mlk supply.

Now, | have been pretty tough on CDI and Dairy
America' s managenent, which we view as pretty nuch one in
the sane, but | want to tenper that because | think it's the
systemthat's the problem | have no doubt that these folks
want to get the highest price for powder that they can get,
but they're stuck between the producer, who wants themto
get nore noney, and the buyer who every day is beating on
themto get a | ower price.

When you |l ook at it, where they sit the producer
can't go anywhere. Producers in California don't switch
creaneries, there really isn't any conpetition, you're
commtted to a creanery. So the producers have no recourse.

The systemis fully insulated, so even though they
want to get nore noney for the powder the buyers resist
every day, and whatever they end up selling the powder for,
their margins for their organization are protected because
the CWAP protects them and they nake up the CWAP

We cannot -- it was very interesting to watch ny

col | eague, from Western United, who work hard every day for
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producers, and came up with a proposal, and while they were
as polite as they could, they got nassive pressure fromthe
cooperative to back off. And they aren't going to take a
position on this because that same pressure exists.

We have a situation where we have a large entity
inthis State that has a huge anobunt of power and is willing
to use it. Your job, as a departnent, is to be the cop.

You have a |law that you have to inplenent, you have policies
that have to inplenent, you' re not a denocracy taking votes.
There will not be an industry consensus on this issue.

But things have changed and we need every penny of
revenue that we can generate, |, the market, and our
processors have to be notivated to go get every penny. And
just saying they're for producers is insufficient notivation
and we' ve got sone track record that it's insufficient
notivation to get themto do everything that they can

Al right. So the California Class 1 fornula al so
uses the CWAP and so we've al so added, as part of our
alternative, that we use the NASS powder, nonfat dry mlk to
the extent that it's involved in the Cass 1 fornula.

Al right, the next proposal, whey solids value in
the Class 4b and dass 1 fornmul as.

The second proposal is to adjust the cal culation
of whey solids value in the Cass 4b and Cass 1 formulas.

From 2003 to 2007 California's Cass 4b fornul a
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i ncluded a variable dry whey factor that noved up and down
as the Dairy Market News announced dry whey price noved.
However, after a hearing in |late 2007, CDFA replaced the
vari abl e dry whey factor that had been in the Cass 4b
formula with a static, 25 cents per hundredwei ght factor.

Over the past year, as dairy commodity prices have
hovered at the bottomof the price cycle, the fixed 25-cent
val ue has functioned as a reasonabl e stop gap neasure.
However, the market for dry whey has begun to show strength
again in recent nonths, and M|k Producers Council is
concerned that if the value of dry whey continues to rise
significantly, California producers will be deprived of the
legitimate value that is being earned on O ass 4b mlKk.

California producers will also fall significantly
behi nd producers in the rest of the country as the Federal
M|k Marketing Order Class Il formula continues to have a
vari able dry whey factor.

What we are proposing is to stay with the fixed 25
cent value and then when NASS dry whey val ue -- when the
NASS dry whey val ue exceeds 35 cents a pound, one-half of
t he additional value be added to the Class 4b fornula, with
one-hal f remaining for the processor.

One of the challenges in pricing the whey solids
streamin the California order is the |ack of good

manuf acturing cost data for making dry whey. The second
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fundanmental problemis that while the vast ngjority of whey
solids are further processed by California conmmodity cheese
pl ants, there is not a consistent whey product that is
produced. This reality necessitates a different approach to
establishing a value for the whey solids stream

We are proposing using the NASS dry whey price for
both the 4b and Class 1 fornulas because it has both
achieved a | evel of acceptance in the industry as a valid
nmeasure of dry whey values, as well as functioning as the
surrogate value for the whey solids stream Qur proposal
allows the fixed 25-cent per hundredweight in the Cass --
our proposal allows the fixed 25-cent per hundredwei ght in
the Cass 4b formula to cover any producer value fromdry
whey prices under 35 cents per pound, and we are only addi ng
one-hal f of the increase in dry whey val ues above 35 cents a
pound to both conpensate processors for the risks associated
with a dry whey price that falls bel ow the cost of
processing, as well as to reward and to incentivize
processors to maxi mze the value of the whey solids stream
We believe this proposal is both very necessary, and very
bal anced, and fair in its approaches to producers and
processors.

This is a crucial tinme for the dairy industry in
California. The financial danage that has been done to the

producer sector over the past year is truly incalcul able.
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The | osses are massi ve and deep.

We bring this at an emergency hearing because we
know that the price of whey is noving up, as we see powder
prices noving up. Even if we say we'll deal with this
later, it will take us four to six nonths to even get a
hearing, if you announce one after the findings of this
hearing, just to get the machinery. There are mllions of
dollars of lost value that could conme into producers, that
woul d be earned on 4b m |k over the next six to eight
nmont hs, that would be lost if you don't take action out of
this hearing.

And one of the conplaints that we hear of just a
straight raising the price in an energency nmanner, on the
manuf acturing sector, is we don't know that, we can't
recover it.

Well, we're offering up our narket-based revenue
generators, but you have to take action today. As we hear
about the dry whey price noving up, it's of no value to the
4b price because of the fixed nature of the 25 cents.

That was a good out cone when the Departnent did
it. You have the opportunity to nake this change, we've
| eaned over backwards to have an approach that addresses the
4b side, the concerns that we have had from processors, and
so on, about sharing and the other bad manufacturing data or

| ack of, and so forth.
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Al right, ny final point. 1It's very instructive
to remind ourselves at this time of the law that directs
CDFA policies with regards to dairy regulation. Section
62062 says in part "In establishing the prices, the director
shal |l take into consideration any rel evant econom c factors,
including but not limted to the follow. (A) The
reasonabl eness and econom ¢ soundness of market m |k prices
for all classes, giving consideration to the conbi ned incone
fromthose classes in relation to the cost of producing and
mar keting market mlk for all purposes, including
manuf act uring purposes. In determning the costs, the
director shall consider the cost of nanagenent and a
reasonabl e return on necessary capital investnent; (b) That
prices established pursuant to this section shall insure an
adequat e and continuous supply, in relation to demand, of
pure, fresh, whol esone market mlk for all purposes,

i ncl udi ng manuf acturing purposes, at prices to consumers
whi ch, when considered with rel evant economc criteria are
fair and reasonable.”

The prices California producers have received in
2009 have cone no where near to being sufficient to ensure
an adequate and conti nuous supply of mlk for the consum ng
public. CDFA has been given the authority and the
responsibility to address this issue. M1k Producers

Council has offered up these two specific alternatives
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because of deficiencies in the current Cass 4a and 4b
formulas. In both forrmulas, market price increases in
powder and dry whey, which should be shared with producers,
will not be fully realized unless the changes we have
requested are granted.

We can be sure that if you do not accept our
proposals, they will cone back at a later tinme because the
gap between what the current California formulas wll
produce in a regulated price versus the price established in

the Federal MIk Marketing Order areas will be obviously

| acki ng and California producers will clanor for change, but
potentially mllions of dollars of sorely needed market -
based revenue will be m ssed because we delayed. Now is the

time to nmake this change. The future of hundreds of
California dairy farmfamlies, and all the enployees, and
allied industries that serve them hangs in the bal ance. W
trust that you will do the right thing.

As for the rest of the proposals, we fully support
the Alliance's position with regards to increases in C ass
1, 2 and 3. W appreciate the realization of the Dairy
Institute, the California Dairy Canpaign, and the California
Dai ry Wonen that producers need relief, but we disagree with
the specifics of their proposals. W were prepared to
support the tenporary price increase requested by Wstern

United and we are appall ed and oppose, as unwarranted and
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untimely, the proposal by California Dairies to reduce
producer prices at this tinme.

We thank the Departnment for hol ding the hearing
today. In no small way, the future of the California dairy
i ndustry is dependent on a good decision. W believe we
have provided solid proposals for change and we | ook forward
to a positive result.

We woul d be happy to answer any questions you
m ght have. And we would respectfully request a post-
hearing brief and suggest a very quick, short time frame for
that, maybe even Friday as a deadline, so the Departnent can
get a hearing result out soon.

HEARI NG OFFI CER HOLLOWAY: All right, thank you
Your post-hearing brief is granted.

Do any of the panel nenbers have any questions
they would like to address?

PANEL MEMBER EASTMAN. | have a question. M.
Vanden Heuvel, you nentioned with regards to your adjustnent
in the whey factor, you told that that would add a narket,
signal a market value to the factor, itself; correct, that
it be market-based?

MR. VANDEN HEUVEL: Yeah, it would only trigger in
and change the current if the price of dry whey actually got
up over 35 cents, which I don't think it's hit yet.

PANEL MEMBER EASTMAN. Right. So the question
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have is | would assune processors on the other side,
probably 4b cheese nmakers that whose cheese mlk is
dependent on that could argue that maybe that woul dn't be
mar ket - based, the fact that there's a fixed whey value in
there is a fixed value that's not market-based.

And your proposal wouldn't |let the whey val ue go
bel ow 25 cents, you would al ways have that value in there.

How woul d you -- if soneone were to make that
poi nt on the other side, how would you argue that there is a
mar ket - based characteristic to the factor?

MR. VANDEN HEUVEL: Yeah, | think | get your
guestion. | think it's in the nature of the whey stream and
how to value it. W really westled with this as an

industry, and | was a part of that commttee that westled

with it. | don't think you' re going to get unanimty in the
i ndustry on how to handle it, okay, | nean everybody's going
to argue.

But | actually think -- well, let's start with the
fact that currently, | nean, theoretically, the price on the

ot her commdities could go negative also; right?

| nmean, if sonehow or another the price of nonfat
dry mlk dropped to 15 cents a pound, you know, you've got a
17-cent make all owance, and if the value of it -- well, we'd
get nothing. W'd actually, probably, have to take any

val ue we m ght have got out of the butter. [It's so absurd,
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we don't even consider it and so there's not a necessity to
put in a fixed value for butter, pricing of butterfat,
cheese, pricing its role in the 4b formula, and nonfat dry
mlk's role in the 4a formul a

But because whey, it's market value is very close
to its cost of manufacturing, you run this possibility that
it could go negative. And we don't have good data. What
data we did develop historically about the cost of
processi ng dry whey was al ways substantially higher than the
manuf act uri ng cost data when you had a much | arger group of
pl ants that you could survey, as expressed, say, when the
federal order dealt with this issue. They had many nore
plants, they had a | ot better data, a | ot nore dataset, a
bi gger dataset, and so they had a make al |l owance that was,
you know, | think it's less than 20 cents a pound.

Whereas our data finally, at the end, got pretty
absurd, over 30 cents, you know, is that accurate or not?

You know, what we're doing here is not exactly
what -- you know, we're not all making dry whey, we're
maki ng ot her products.

So | thought the Departnent's way of handling it
was to say -- was a valid one. There's a value to the whey
stream And what we heard a | ot from cheese nmakers was --
and when we heard fromthemthe | oudest, | nean, you know,

they're always trying to buy mlk as cheap as they can. But
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when we heard, when the pain got the | argest was when the
price of dry whey expl oded and t he ot her whey products
didn't keep up and they ended up, you know, really caught in
a vice.

And we westled with this on that whey comm ttee,
how to cone up with sone alternative. And actually, this is
very simlar to one of the alternatives that was devel oped
in the whey commttee, which was a fixed value, and then a
sharing once the market price of whey got up over a certain
| evel, and a pretty generous level. | mean, at 35 cents --
at 35-cent whey in the federal orders, | think you' re going
to be | ooking at al nost 80-cent, a dollar a hundredwei ght
worth of value that will be added to the Federal Order C ass
1l at 35-cent NASS dry weight. W're suggesting 25.

So there's going to be a built in dollar a
hundr edwei ght, or 75 cent a hundredwei ght advantage. And
then in the Federal Order Class Il every penny that the dry
whey woul d nove up above that, the full 5.8 cents would cone
into the Federal Order Cass reformula, and we're suggesting
cutting it in half.

W're trying to | ean over backwards to get a deal.

So | am hopeful that soneone out there in the cheese
i ndustry will support this. And | haven't given up hope,
we'll sit here until the end of the hearing and see if they

can put their long-terminterests ahead of their short-term
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opportunity. And their short-termopportunity is to oppose
it, but they're long-termone, we're very close to killing
t he goose that's |aying the gol den eggs. W need noney
really bad, this is a good deal, take it.

PANEL MEMBER EASTMAN: So it sounds |ike what
you're saying is, in your testinony, what you just said
right now, so you agree it appears it's really hard to price
the whey factor, the whey stream it's hard to determ ne
cost, et cetera.

MR. VANDEN HEUVEL: Absol utely.

PANEL MEMBER EASTMAN. So this is your best shot,
your best attenpt to obtain the value that you feel
producers woul d need then.

MR. VANDEN HEUVEL: Well, it's not just the val ue
producers who need. But | have often thought, | nean this
is an area and we've already seen quite a bit of innovation
on the whey solid, we need to | eave sone noney on the table
to incentivize whey nmakers to get as nuch value as they can
out of it. And by splitting it 50/50 over a pretty high
t hreshol d, you know, there's a lot of noney in it for them
to keep pushing that -- to keep pushing that whey price up
and that's ultimately in our interest.

PANEL MEMBER EASTMAN. Ckay, thank you.

PANEL MEMBER | KARI: G ven the history of the whey

factor and the emergency nature of this hearing, Jeff, would
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you consi der inplenmenting your whey proposal on a tenporary
basi s?

MR. VANDEN HEUVEL: You know, | hate to say this,
but beggars can't be choosers. And, you know, | think that
tenporary, hey, we need revenue and this is a way to get it.

And the thing -- 1'Il tell you -- 1'Il tell you, the thing
that woul d just break ny heart, Dave, is we see the whey
prices noving up, the Federal Order of Class Ills noving up
because it's got it and there we sit, and we don't have it,
and this is noney that's there, it's being earned out of
mar ket, but because of a failure to adopt it at this hearing
we're m ssing out on that opportunity, you know we'd be
back.

So yeah, tenporary, with a commtnent to have a
full-blown hearing at some point in the future, you know, if
that's the way the Departnent wants to handle it, you know,
we woul d respect that.

PANEL MEMBER | KARI: You've testified that powder
processors, or at |east mmjor powder processors are
insulated, but isn't it conceivable that if they did such a
poor job of marketing powder that if you have an i ndependent
and at some point if they got significantly high enough
pri ce above what the co-op is getting, that the CWAP price
will be above what the co-op has derived? | nmean, if they

just sit on their butt and do nothing, and sonebody out
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there is getting a price that's, say, 20, 30 cents higher,
then the CWAP price will be actually higher.

So why is that in the interest for the co-op just
to sit there and take the | owest price?

MR. VANDEN HEUVEL: They got a -- they got a
cl osed shop, Dave.

PANEL MEMBER | KARI: Well, if the Departnent
established the m nimum price based on the CMP price, they
will actually | ose noney.

MR. VANDEN HEUVEL: No, there isn't anybody el se
maki ng powder expect them

PANEL MEMBER | KARI: There isn't?

MR. VANDEN HEUVEL: There's one firmthat has the
capacity to do it, they don't do much and they're very
smal | .

They got the whole thing sewed up and you have the
data to back that up. You get the reports, you have the
data. If we're wong, you'll knowit. You take your
nmonthly reports and who's reporting in volunme, and our
contention is that virtually a hundred percent, 95 plus is
coming fromthis single entity.

PANEL MEMBER | KARI: You're saying 99 percent, 99
percent of --

MR VANDEN HEUVEL: Well, what | testified to is

that our understanding is 95 plus and --
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PANEL MEMBER | KARI: But even at 95 percent, if
they sat there on their butt and did nothing, that one firm
that five percent, if they were aggressive and got a
significantly higher price it can result, conceivably can
result in a CMP price that's higher than the co-op price
and they will | ose noney.

MR. VANDEN HEUVEL: Dave, it would take 20 cents a
pound to get one penny change between the CWAP and t hat
pri ce.

PANEL MEMBER | KARI: And you're saying it's not
concei vabl e.

MR. VANDEN HEUVEL: It is absolutely
i nconcei vabl e.

PANEL MEMBER | KARI: (Okay. Anot her question, you
were tal king about in 2007, isn't it true that it was NASS
whose rules on survey -- by the way, NASS does a survey,
California doesn't do a survey. But isn't it true it was
NASS rul es that were viol ated?

MR VANDEN HEUVEL: It was NASS rules that were
violated in ternms --

PANEL MEMBER I KARI: And isn't it true that no
California rules were violated in the reporting of the CWAP
price and the auditing of the CWAP nunbers?

MR. VANDEN HEUVEL: W are not naking the

contention that there was any --
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PANEL MEMBER I KARI: Well, | just want to clarify
t he record.

MR. VANDEN HEUVEL: And | appreciate your
clarification. Qur beef is not that you' re not collecting
t he nunbers accurately, our problemis that the enbedded
incentives that are inbedded in the way we do busi ness here,
and renmenber the California weighted average price does have
a long history, it's gone -- 1've been actively involved in
this for alnmost 30 years and | think it goes all the way
back at |east before that.

But at one tine we had eight, ten different
conpani es that were selling powler; today we have one.

PANEL MEMBER | KARI: M. Kaczor was asked a nunber
of questions. John, | will ask you the question, is NASS
audi ting the nunbers that they are reporting? Do you know
what their procedures are and do you know how t hey conpare
with the Departnent's?

MR. KACZOR: The hearing that was held two years
ago, al nost, you know, really sinultaneous with the --

PANEL MEMBER | KARI: Are you tal king about the
Depart ment of Food and Agriculture's hearing or USDA s
heari ng?

MR. KACZOR  USDA' s heari ng.

PANEL MEMBER | KARI:  Ckay.

MR. KACZOR: The USDA held a hearing that began

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

96

before and finished after CDFA's hearing two years ago.

PANEL MEMBER | KARI: And what was the net result?

MR. KACZOR: The net result was that they
mai ntai ned their 30-day limtation on the reporting of the
sales. They made a nunber of other relatively m nor
changes. One significant change that they, fromtheir point
of view made, was to establish an audit procedure, that they
said they had an audit procedure at the tinme that apparently
was deficient, that the AMS took it upon thenselves to
establish an updated, nore detailed procedure for visiting
the maj or manufacturers on a nonthly basis, | believe, the
smal ler plants on a | ess frequent basis.

PANEL MEMBER | KARI: Do you know if it's
i mpl enent ed?

MR KACZOR: I'mtold that it is, yes. [|'ve
spoken with and corresponded with the chief econom st of AVS
and he said it is.

PANEL MEMBER | KARI: And do you know how t hat
procedure conpares with the Departnent's? Wether it's
tighter, |ooser, the sanme?

MR. KACZOR: Wth respect to the Departnent's
procedure, | think we're all conpletely satisfied that there
is a verification and a verification of the relationship
bet ween the weekly and nonthly reports submtted by the

plants with respect to the anmount of product that is
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reported to be sold and the prices. But | see a significant
gap between the foll owthrough --

PANEL MEMBER | KARI: Does USDA do a financi al
audit, do they review the general |edger of the conpanies
i nvol ved?

MR. KACZOR: | do not believe they do, no.

PANEL MEMBER I KARI: That's all the questions |
have.

PANEL MEMBER GATES: | just have a couple
guestions. Jeff, on page 2 of your testinony you were
speaki ng in 2007, a huge variance energed between the CMP
and the NASS price and as a result a huge -- of that
vari ance, California producers were shorted mllions of
dollars of legitimte revenue because of the inadequacy of
t he CWAP.

Coul d you expand on that a little bit nore, I'm
confused between if our policies and procedures were being
foll owed what was the | oss there?

MR. VANDEN HEUVEL: The |oss was the fact that you
were reporting -- your rules allow for, obviously, long-term
contracts to be reported and the NASS rul es do not.

PANEL MEMBER GATES: So where's the loss then, if
our procedures were that we were not --

MR. VANDEN HEUVEL: Qur contention is that, and we

contended it at the time, that these long-termcontracts
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shoul d not be -- should not be used in the cal cul ati on of
our 4a prices.

PANEL MEMBER GATES: So it's your opinion then --

MR. VANDEN HEUVEL: That's right and --

PANEL MEMBER GATES: -- it was not an actual | o0ss?

MR. VANDEN HEUVEL: Well, it's all in the matter
of characterization. The powder sold for nore, the current
powder price was higher. And if you remenber at the tine,
the assurance to us in that hearing -- | nean, we were
wat ching prices nove up in other series and having inpacts
on other -- on the Federal Order prices, for exanple, and
our prices were lagging. W were upset about that, we
pushed you hard, we held a hearing and deci ded essentially
to not change your policy.

W were told in that hearing, essentially, you'l
get it on the downside. These long-termcontracts w |
extend, the price will extend and so theoretically, then,
the current NASS price would drop and our price would stay
hi gher .

And what you see on the chart is that that didn't
happen. And so we didn't get it on the upside and we didn't
get it on the downside and that is the basis of our claim
that this was legitimte revenue, | mean the nmarket prices
were noving up, but we never benefitted fromthem

PANEL MEMBER | KARI : | think what M. Vanden
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Heuvel is saying is if the Departnent had disall owed | ong-
termcontracts that the CMP price woul d have been hi gher.

MR. VANDEN HEUVEL: Thank you for saying what |
woul d have said, had | thought of it.

(Laughter.)

PANEL MEMBER I KARI: So it --

MR. VANDEN HEUVEL: [It's a policy issue.

PANEL MEMBER GATES: kay, second question. On
page, the back of page 4, | guess I'mtrying to understand
why the co-ops, who are owned by producers, would not have
the incentive to sell powder at a higher price if they could
get it, I"'mmssing that point.

MR. VANDEN HEUVEL: Well, okay, it's in trying to
understand the relationship. | nmean, | believe they want
to. Okay, this is not -- they want to. But they got buyers
who every day are pushing them

PANEL MEMBER GATES: The market price.

MR. VANDEN HEUVEL: Yeah, | nean the narket --

well, it's not that -- it's a matter that -- | ook, necessity
is the nother of invention. | nean, why does it go up when
it goes up? Finally, it has to, |I mean the pressure is just
t here.

And when you | ook at the pressure on the other
side, really, the managenent whose job it is to sell this

stuff, it's not the dairynen who are selling it, even though
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the dairynmen are the owners, it's the managenent's job to

sell it.

PANEL MEMBER GATES: To report.

MR. VANDEN HEUVEL: Well, it's the nanagers who
are selling the powder; right? | nean, the dairy farmers

aren't selling the powder, it's the people they've hired to
sell this powder for them for their cooperative. And
t hey' re bei ng eval uated based on how is the cooperative
doing, that's how they're going to report back to their
producers.

PANEL MEMBER GATES: Ckay.

MR. VANDEN HEUVEL: Ckay. Are you with ne so far,
okay?

PANEL MEMBER GATES: Yeah.

MR. VANDEN HEUVEL: Ckay. Well, the buyer, every
day they're interacting with trying to push the price down.
The producer, even though he's an owner, he can't go
anywhere, he's stuck and they know t hat.

And in ternms of the perfornmance of the
organi zation that they'll have to report to the producer,
the way we've structured the 4a fornmula is, essentially,
what ever they can get out of that buyer their margin in
their co-op is protected because they can control that
product price.

And we got to put nore pressure, the Departnent
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has to put nore pressure on the upside of this fornmula.
They will respond, | guarantee you. You do this, they'll
get the NASS price because they are not willing to put the
mar gi n of the co-op at ri sk.

But they will -- they can do it now because they
can get away with it. | nean, it's not that they -- | don't
want to inpugn their notives, they want to do a good j ob.
But we can't afford to not -- we cannot afford for them not
to have a nmaxi mum anount of pressure on them

Because we're going to -- we are arguing right now
about the future of this industry five and ten years from
now. The devastation that we have, we have got to get every
penny that's out there, that's available and value into
producers' pockets today to try to save it.

PANEL MEMBER GATES: And you're saying the powder
co-ops don't believe that?

MR. VANDEN HEUVEL: Well, they just -- |ook at
their -- can you believe they petitioned to drop producer
prices 38 cents a hundredweight in this hearing, at this
time?

Now, if that isn't an indication of how strong
they are about protecting the margins of their plant, |
don't know what is.

PANEL MEMBER GATES: kay, thank you.

PANEL MEMBER AC MOCDY: |I'm-- |I'msorry.
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HEARI NG OFFI CER HOLLOWAY: Go ahead.

PANEL MEMBER AC MOODY: Ckay, | just have a quick
guestion. On the graph on page 3 about where you're show ng
where, you know, the price was |agging and you didn't get
the price on the upside and then it tracked well when the
price went down; did you see that trend happening in the
recent past or was this just |like a one-tine trend you' ve
not i ced?

MR. VANDEN HEUVEL: Well, | nean, you know, we're
in unchartered waters. This is what was the history
surrounding the last tine we've visited with this issue.
What's very, very troubling to us is what's happened in the
| ast three weeks, where we're starting to see that NASS nove
and, you know, four to six cents a pound. That's nine cents
per penny, that's 50 cents a hundredwei ght. That's what
we're tal king about right now and we're seeing -- we're
seeing this trend and we're going oh, no, is this 2007 al
over again?

That's why we're here and that's why we're as
passi onate as we are. This is dead serious right now, this
is critical. That 50 cents -- you know, Western's approach
was to raise to 50. Maybe that wasn't the right approach,
but my goodness, if there's 50 cents that's in the market,
we need to get that into producers’' pockets.

PANEL MEMBER AC MOCDY: Thank you.
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HEARI NG OFFI CER HOLLOWAY: All right, | believe
that's it on the panel's questions. Thank you very nuch for
your testinony.

We are going to break right now for about ten
m nutes and conme back at 11:10.

(O f the record.

HEARI NG OFFI CER HOLLOMAY: Onh, | can use the
gavel . |'ve always wanted to do that.

Conme to order.

Next in line for testinony is Dairy Institute.
Ckay, and | have two docunents, right, and I'mgoing to do
the first docunent of your testinony will be narked as
Exhi bit 54 and the next exhibit, which is the appendix, wll
be Exhibit 55.

(Exhi bits 54 and 55 were marked for identification

and received in evidence.)

HEARI NG OFFI CER HOLLOWAY: Can you pl ease state
your name for the record?

MR. SCH EK: Yes, ny nane is WIIiam Schi ck,
that's S-c-h-i-e-Kk.

HEARI NG OFFI CER HOLLOWAY: Just to break it up a
little bit, | was hoping everybody was comng in at this
point to sit down.

| want to al so announce that if you would like to

just do sonething, present it for e-mail or fax instead of
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comng up for testinony, I'mgoing to give you an e-nai
address here. |It's cgates, ¢, as in Candace Gates, g-a-t-e-
s @df a. ca. gov.

And the fax nunber is 916-351-6697. Again -- oh,
|"msorry, thank you. The fax nunber again, 916-341-6697.
341-6697. And you can go ahead and just fax sonething, your
coments, and/or e-mail.

Al right, do you swear to tell the truth and
not hi ng but the truth?

MR. SCH EK: | do.

HEARI NG OFFI CER HOLLOWAY: Thank you very nuch, go
ri ght ahead.

MR. SCH EK: Ckay. Madam Hearing Oficer and
Menbers of the Hearing Panel, my nane is WIliam Schiek; I'm
an econom st for Dairy Institute of California and |I'm
testifying on the Institute' s behalf.

Dairy Institute is a trade association that
represents 40 dairy conpani es, which process approxi mately
75 percent of the fluid mlk cultured in frozen dairy
products and over 85 percent of the cheese products, and
even a small percentage of the butter and nonfat m |k powder
processed and manufactured in the State.

Menber firms operate in both marketing areas of
the State and the position presented at this hearing was

adopted by a split vote of the board of directors of Dairy
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I nstitute.

Dairy Institute appreciates the opportunity to
testify at this energency hearing, in support of our
alternative proposal and to provide tenporary and a nodest
adjustnment to California's fornulas for setting all class
prices.

We al so thank the Departnent for the opportunity
to comment on the petitions submtted by The Al liance of
Western M Ik Producers and Western United Dairynmen, as well
as the other alternative proposals subnmtted and consi dered
at this hearing today.

At issue in this hearing is what changes, if any,
are needed to the State's mlk pricing formulas. In
establishing pricing fornmulas, the Secretary is directed by
the Legislature to weigh the factors found within statute.
Among ot her things, the Legislature requires that the
State's dairy policy should serve the public interest,
foster intelligent production and orderly marketing of mlK,
endeavor to provide for uniformprices to conpeting handl ers
and provide an adequate supply of mlk for all purposes.

Wth regard to mlk pricing fornmulas, the statute
calls for Cass 1 prices that are in reasonable relationship
to Class 1 prices in surrounding states and cl ass prices
that are in reasonable relationship to each other, and

pricing standards that conformto current econom c
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condi ti ons.

The Secretary is also directed to consider any
ot her rel evant econom c factors when setting prices and nust
consider howto set prices so that all of the declared
intentions of the Legislature are net as closely as
possi bl e.

There is no question that producers are now facing
challenging tines in the face of extrene volatility of both
m |k revenues and input costs. During the past year mlKk
pri ces have been considerably bel ow average m | k production
costs. This situation has |led to severe financial |osses
and erosion of equity for many producers.

Unfortunately, the financial difficulties were
made worse for some producers by the fact that they
contracted for feed at very high prices, but failed to take
advantage of the mlk pricing opportunities that were
avai l abl e at the tine.

Also, California's growing reliance on Cl ass 4a
prices resulted in |lower pay prices to California producers
in 2008 when conpared to those in other western states.

While the |l osses to California producers in the
past 12 nont hs have been significant, it is inportant to
remenber that they followed a period of record high prices
and returns. See figure A-1l, and that's the first page of

t he appendi x docunent .
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According to CDFA data, over the entire period
from January 2006 through June 2009 the producer sector
earned about $852 million based on the adjusted mail box
price |l ess cost of production. And this data came from CDFA
Hearing Exhibit, Revised Table 6, with some corrections |
made. | think there were sone errors and based on the
footnotes | made the corrections.

This revenue anmobunts to an average gain per year
of $243 and a half mllion or 134.34 per cow annually. A
nunber of that is no doubt small confort to producers who
have experienced real financial hardship in the |ast year.

Qur purpose in raising this information is to
poi nt out that over the longer termthere are profits to be
made in the dairy industry and to encourage the w despread
use of risk managenent tools as a neans of achieving these
profits.

We commend Western United Dairynmen for organi zing
t he upcom ng ri sk managenent sem nars on Decenber 15th and
16t h and encourage as nmany producers as possible to attend
t hem

I n 2007 and 2008 prices rose because of growh in
i nternational demand and shortages in the international
supply chain that were caused by m |k production declines in
Australia and New Zeal and. As prices rose, U S. producers

expanded out put to take advantage of hi gher earnings
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opportunities and domestic dairy product manufacturers
rushed to neet the enhanced demand for U. S. dairy products
in a global market.

The seeds of the dairy nmarket crash were not in
t he gl obal financial neltdown, as many seemto believe, but
in the very high prices for mlk and dairy products that
producers were enjoying throughout nost of 2007 and 2008.

As comodity prices rose, denmand from
i nternational buyers fell and total gl obal volunes of traded
product decreased. As mlk production in Qceania rebounded,
demand for U. SD. product dropped as buyers returned to their
traditional suppliers. The financial crises of |ast fal
further conpounded the situation as trade financing becane
nmore difficult. Uncertainly |ed global consuners to be
somewhat nore cautious about purchasing dairy products and a
strong dollar nade U. S. products relatively nore expensive
to international custonmers. Wile U S exports took a hit,
they did not fall to zero, but rather back to the rising
trend |line they have been on since the beginning of this
decade.

According to estinmates by the National MIKk
Producers Federation, the U S. exported over 10.8 percent of
the mlk solids it produced in 2008. However, in 2009 we
are still on track to export around 8.5 percent, nore than

any prior year -- nore than any year prior to 2006.
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The key point here is that shocks in the gl obal
mar ket were largely responsible for the large price run-up
in 07 and '08 and these high prices precipitated the fal
in global demand that led U. S. prices |ower. However, now
the rebound in global markets is largely what is |eading us
out of the price trough and toward price |evels at which
dai rynen can nmake a profit.

Even after the fall off of exports in '09, the
US. is still selling a significant amount of product abroad
and vol unes are expected to grow in the future.

Prices are determned at the margin and, like it
or not, our donestic prices are |largely being determ ned by
gl obal supply and demand bal ances. Wat we need to renenber
is that it is these sales into the global narket that are
determ ning our price. Unless we can find another honme for
eight to ten percent of U S mlk solids that we export, we
cannot afford to adopt policies that make us | ess
conpetitive in global markets. O herw se, product that was
bei ng sold abroad will cone back into our donestic narket
and reduce donmestic prices.

The Secretary must consider the inpact of proposed
pricing changes on the ability of California processors to
conpete and sell product both nationally and gl obally.

Anot her point that needs to be made is that while

prices have fallen at the farm they have also fallen at
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retail. Sonme seemto suggest that prices at retail have
remai ned high while farmlevel prices have fallen and, by

i nference, that the processing/ manufacturing side of the

i ndustry nust be reaping huge profits. However, in reality,
prices for dairy products had followed prices at the farm

| evel very closely, although manufactured products do so
with a | ag.

Processors and nmanufacturers sinply do not have
the margins to support unilateral revenue transfers to
products, while neeting conpetition from states where such
policies are not enployed. While producers costs have
remai ned higher than their revenues in recent nonths, it is
inmportant to note that mlk prices are not and shoul d not be
determ ned by m |k production costs alone, but by supply and
demand in the nmarketpl ace.

When market prices are |low, they signal the need
for less mlk production and fewer dairy products in the
mar ket pl ace. Li kewi se, when m |k prices are high, producers
receive a signal that nore mlk is needed. That is sinply
how t he market works. Increasing regulated prices above
what the market is telling us mlk is worth sends confusi ng
signals to producers, processors, and dairy product buyers.

The policy risks driving market prices |ower again as
buyers respond to higher prices by curtailing purchases and

producers respond by expandi ng out put.
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Regul at ed prices should be m nimum prices that
serve to stabilize and underlay the market. M ninmum prices
shoul d be set at levels that still allow the market to set
the actual prices at which mlk and dairy products trade so
that supplies are correctly allocated to their highest and
best use. Regulated prices that are set too high interfere
wi th market signals.

Currently, production is down in California from
where it was | ast year. However, reduced production is not
necessarily an indication that regul ated prices should be
rai sed. Reportedly, market-based over-order prem uns have
been increasing to ensure that m |k noves to where it is
needed and this devel opnent is precisely what shoul d happen
in a properly structured market.

Actions by individual states to deal with | ow
prices that result fromthe natural working of supply and
demand in the market risk being ineffective at best or, nore
likely, harnful to the industry. State nandated regul ated
price increases do not create new noney, but transfer it
from processors to producers. There is no way for a state
to increase its regulated prices wi thout naking the state's
processing industry | ess conpetitive. 1In so doing, the
state risks losing dairy product sal es and processing or
manuf act uri ng i nvest nent.

If California increases its regulated prices and
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ot her states do not, California processors will |ose sales
and overall demand for California mlk will fall. There is
no way to raise California regulated mninmm prices w thout
doi ng sone damage to the processing side of the industry and
hurti ng producer interests in the long run.

If California' s governnent is going to intervene
in markets by providing financial assistance to producers,
such assi stance should cone in a formthat does not
di sadvantage in-state plants in conparison to out-of-state
ones. Also, when nultiple forns of assistance are com ng
fromdifferent sources, state governnent runs the additional
risk of putting too nmuch stimulus in producer sector which,
again, could stall the nmarket price recovery currently
under way.

Al ready in 2009 there have been a nunber of
nati onal prograns ai ned at hel pi ng producers. And M.
Marsh, from Western United Dairymen tal ked about all of
t hese, but they include the Dairy Export Incentive Program
increases in the Cormodity Credit Corporation support
prices, the allocation of $200 million in nonfat dry mlk to
food donation prograns, and the M|k Incone Loss Contract
program which have all provided nonies for California
dai rynen this year.

Still to come is the new $60 nillion Dairy Product

Donation program as well as $290 million in the form of
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di rect paynent to producers. The rules are currently being
wor ked out for these progranms, but benefits will be com ng
to California producers. Gven the varied assistance that
is already noving to dairynmen and given the fact that any
increase in a regulated price will disadvantage California
processors in relation to their conpetitors in surrounding
states, any California sponsored relief to producers should
be both short term and nodest.

Gover nment mandat ed i ncreases to regul ated prices
cannot give lasting relief to producers and run the risk of
hurting the industry's market opportunities. W maintain
that the real solution to producers' financial nightnmare is
a rebound in the market price. Gven the recent price
novenents, the contraction of the mlk supply, and the
length of time we have already been in this current price
trough, there is every reason to believe we are noving to a
hi gher-priced environment. |In recent weeks, market prices
have i ndeed rebounded strongly and those higher prices wll
be reflected in producers’ m |k checks in the com ng nonths.

There are strong reasons to believe that this
price rally will be sustained. The donestic econony i s now
expandi ng, which is positive for diary product demand goi ng
forward. Likew se, the gl obal econony is rebounding,
especially in Asia. Denmand for dairy products fromthose

regions is inmproving and along with it demand for U S. dairy
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exports is inproving as well.

Dairy commodity prices are rising internationally,
especially in U S. dollar terns, and that devel opnent is
driving donestic dairy prices higher. Prior to the nost
recent dairy powder auction by New Zeal and's Fonterra
Cooperative, Qceania prices for butter were rangi ng, and ny
ranging | nmean this is the md point of the reported range
in dairy market news fromlast -- fromthe Cctober 30th
report, Cceania's prices for butter were ranging around
$1. 42 per pound, while skimm |k powder prices were around
$1.34 per pound. Prices for cheddar cheese during the two
weeks endi ng October 30th were in the range of $1.66 per
pound. the recent Fonterra auction saw m |k powder prices
rising even farther. Wth the exception of butter, these
price levels are above those currently seen in the U S. and
t hese higher world price | evels can be expected to pull U S.
prices higher.

So, inproved prices for producers are on the way.
however, we caution the Secretary that trying to speed up
that process by regulatory action could end up harm ng the
price recovery that is underway by pushing potential buyers

of the State's dairy products el sewhere.

In a hearing called on an energency basis, such as
this one, the rapid hearing tineframe does not allow for

t houghtful, deliberative consideration of major changes to
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pricing formulas. Proposed structural changes need to be
fully exam ned by industry, with opportunities to request
addi ti onal anal yses by the Departnment, and to question
Department staff regarding the neaning of such anal yses.

We therefore view proposal for permanent changes
to the pricing fornmulas, as well as those proposing ngjor
changes to how the formul as are constructed, to be
i nappropriate for consideration at energency hearings,
regardl ess of the announced hearing call. Consideration of
structural or permanent changes is reckless in the context
of hearings |like this one, as adoption of such changes coul d
result in major negative and uni ntended consequences for the
California dairy industry.

It is our view, therefore, that the Secretary
shoul d consi der only tenporary changes that do not involve
maj or structural changes to the formula. To our know edge,
per mmnent changes to the formul as have never been
i npl enented as a result of an energency hearing. The
Department should continue with its past practice in this
regard.

Dairy Institute proposes that for the three-nonth
peri od begi nning January 2010 and conti nui ng through March
2010, prices for all classes of mlk be increased by 20
cents per hundredwei ght, subject to a market-price trigger

based on the second prior nonth's Cass 4a and 4b prices.
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The 20-cent increase would only be inplenented if both the
Class 4a and 4b mlk prices in the second prior nonth do not
exceed $13 per hundredwei ght.

To further illustrate our proposal, if either the
Novenber 2009 Cl ass 4b price or the Novenber 2009 C ass 4a
price exceeds $13 per hundredwei ght, then the 20-cent
i ncrease we propose would not be inplenented for the nonth
of January, and so on for February and March, |ooking at the
second prior nonth

The amendnents proposed here are offered to
address the conditions cited by the petitioners. Wile
Dairy Institute' s nenber conpani es understand the financial
hardshi ps that California dairy producers have faced in
2009, they have concerns about the negative inpact of the
petitioners' proposed changes on the conpetitiveness of
California processors. Dairy Institute's proposal seeks to
strike a bal ance by offering some short-term assi stance to
producers in the event of a continuation of |ow dairy
product prices, while seeking to mnimze the conpetitive
di sruptions brought about by increased regul ated pri ces.

And in the docunent are the proposed conponent
price increases that acconpany this proposal, |I'mnot going
to read them here.

Dairy Institute's proposal is both nodest in scope

and tenporary in duration. Therefore, it has |ess
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i kelihood for negative unforeseen and uni ntended i npacts on
California's sales of dairy products. Qur proposal's short-
termduration limts negative inpacts conpared to the | onger
time franme proposed by Western United or California Dairy
Wnren Associ ati on.

The mar ket - based trigger nmechanism at $13 per
hundr edwei ght for 4a and 4b allows the market to respond,
providing a price boost only if prices fall back from
current levels. Again, the market is where price increases
for producers nmust originate, and narket prices are noving
hi gher .

Wth regard to The Alliance of Western M|k
Producers' proposal, The Alliance proposes a pernmanent
increase to the Cass 2 and 3 prices of 26 cents per
hundr edwei ght, and they al so propose a pernanent increase in
the Cass 1 price of 50 cents per hundredwei ght.

We oppose The Alliance proposal because permanent
changes to the pricing forrmul a should not be considered in
an energency hearing. Furthernore, their proposed increases
to the prices are not supported by econom c evi dence.

At first glance, it appears that California C ass
1 prices have fallen relative to federal prices since |ast
year's hearing. However, closer inspection of the data
i ndicates that the average difference in the Cass 1 price

| evel s between federal orders and California has changed
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sinply because of the timng of price volatility, rather
than fromany structural changes in the underlying
rel ati onship.

And I'Il point you to figure A-2 in the appendi X,
and that graph has two lines onit. One is the Northern
California price less the Portland price, which is the one
that junps around a |ot.

The second graph is the 12-nonth novi ng average of
that first line.

And you can see how the 12-nonth noving average at
the end of |last year was showing that the California price
was 19 cents per hundredwei ght bel ow the Portland price and
how for the 12 nonths ending with Novenber, it now shows the
Northern California price being 37 cents bel ow the Portl and
pri ce.

So it looks |like, yes, there's been a novenent
that way. But when you | ook at the individual nonthly data,
you can see where there are a couple of nonths where we were
way bel ow federal prices. Now, the reason for that was the
timng of the fornmulas and how they respond to the commodity
mar kets. California prices, as you all know, are based
|argely on CVE prices, while the federal prices are based on
NASS and there is a considerable |ag, especially in cheese
prices, between the CVE and NASS.

So when we have a huge price drop, |like we had at
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the end of last year and noving into 2009, California's
going to fall nuch farther and much faster, but that's sort
of a one-nonth aberration, or a one- or two-nonth aberration
because what we actually had is we fell in Decenber, bounced
back up in January and fell again in February, as the market
kind of did one of those seasonal |oops that it sonetines
does.

So again, the point here is that there's not
really an underlying change in the relationship between
federal prices and California prices and, therefore, not a
need for the Departnment to nake changes to the fornmula.

According to the Secretary's determ nations from
the last hearing, California prices were adjusted after the
Cct ober hearing to match correspondi ng changes in federal
prices as a result of nmke all owance adjustnents in that
system That is, the changes were inplenmented to maintain
the conpetitive relationship that existed prior to the
federal nake all owance changes.

The federal orders have not reduced their mnake
al | omances since last year's hearing; therefore, there is no
justification for the proposed permanent increases to Cal
1, 2 and 3 prices.

Table A-1 of the appendix illustrates the price
rel ati onship between California and federal Cass 1, 2 and 3

pri ces when market volatility is removed. It contains a
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calculation of the price relationship between the two
systens when prices are held constant. The results indicate
that the existing price relationship is appropriate froma
conpetitive stand point, especially when considering the
hi gher cost of doing business in California conpared to
surroundi ng states.

Referring to the Departnent's Hearing Exhibit,
Tabl e 3, The Alliance proposal clearly puts California at a
conpetitive disadvantage with regard to fluid mlk, with
California being disadvant aged anywhere from1l.5 to 9.6
cents per gallon. California will lose fluid mlk sales if
the Alliance proposal is adopted. Also, the Panel should
note that under the Alliance proposal Northern California
i ce cream makers woul d have been di sadvantaged relative to
their Oregon counterparts in three of the past five years.

If giving up sales of Cass 1, 2 and 3 products in
favor of increased Class 4a utilization is the policy goal
t he Departnent seeks, then the Alliance proposal deserves
consideration. But if preserving California s sales of
hi gher class products is deenmed worthwhile, the Departnent
woul d do well to reject the Alliance proposal and we urge
the Secretary to do so.

Western United Dairynen has proposed a tenporary
increase on all classes of ml|k of 50 cents per

hundr edwei ght for six nonths. Wile it is good that the
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proposed change is tenporary, the price increase is too
| arge and lasts for too long. California processors would
| ose significant sales to out-of-state conpetitors when
di sadvant aged by such a | arge amount for such a significant
length of time. Wstern United' s proposal should not be
adopt ed
California Dairies has proposed increasing the
manuf acturing all owances for Class 4a fat and solids-not-fat
and an increase to the butter f.o.b. price adjuster. Any
change in the nake all owance needs nore anal ysis by industry
than can be given in an enmergency hearing, especially given
t he higher start-up costs associated with new plants that
have not been nmade part of the cost study in prior years.
CDFA has a policy of not including the higher
start-up costs for new plants when setting nmake al | owances
in the past, and | refer you to the Gol den Cheese case back
in the md-eighties. Gven the fact that we have not had
time for thoughtful consideration of all the appropriate
i ssues, changes to the make al |l owances shoul d not be
considered at this hearing. However, if the Departnent is
going to entertain make all owance changes, we point out that
t he cheese make all owance is in the greatest need of
i ncrease, since only four percent of the State's cheese
vol une is covered by the current nake all owance.

California Dairy canpaign; CDC introduces a
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vari abl e make al | owance that woul d equal the current base
make all owance multiplied by the ratio of the Class 1
Commodity Reference Price to the nost recent CDFA Statew de
Total Cost of MIKk Production. The CDC proposal also floors
the comodity prices used in the manufacturing class
formul as at the CCC purchase price. They would also floor
the Class 1 price at the CDFA Statew de Cost of MIKk
Production. CDC has proposed this type of change before and
to date the Departnent has never seriously considered a

vari abl e make al | owance.

The idea of a nake al |l owance based on the ratio of
production costs to mlk prices is not econonically sound.
Its inplenmentation would create a disincentive for plants to
purchase m |k when prices are low and mlk is generally nost
abundant. This proposal would not be hel pful to producers
and woul d make an already difficult financial situation for
producers worse by leaving themw th the possibility that
their mlk would not be purchased.

Not hi ng has changed since this type of proposal
was | ast considered that would make it a valid policy choice
today. Furthernore, it is proposed as a permanent change
and shoul d not be considered at this hearing. CCC floors in
the Cass 4a and 4b fornulas were inplenented briefly by a
prior admnistration, but were overturned at the first

opportunity by the current adm nistration because they were
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econonmi cally unsound and detrinmental to California
Manuf acturers' ability to conpete. CDC s proposed changes
to the pricing formulas shoul d be rejected.

M | k Producers Council. MPC advocates repl acing
the California Wighted Average Price for Nonfat Dry M1k
with the National Agriculture Statistics Service survey
price in the Class 1 and Cass 4a pricing formulas. 1In
addi tion, MPC asks for the 4b fornmula -- or asks that in the
Class 4b formula the 25-cent fixed whey factor remain in
ef fect, but whenever the dry whey price exceeds 35 cents per
pound an additional anmount equal to 50 percent of the
di fference between the market dry whey price and 35 cents be
added to the Cass 4b price. Al so, MPC proposes replacing
the AMS Western Dry Whey Price with the NASS Dry Wey Price
in the Cass 1 and 4b pricing fornul as.

As we stated earlier, structural changes to the
price series and the whey factor should not be considered at
an energency hearing. The question of whether pricing
formul as should reflect spot prices or contract prices is
one that deserves sone debate and consideration, but not in
an energency hearing.

Wth regard to MPC s proposed changes to t he whey
portion of the Cass 4b fornula, the Departnent-appointed
Whey Review Committee spent eight nonths | ooking at the

i ssue and could not agree on recommended changes to the
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current fornula after careful deliberation. It would be

i nappropriate to consider such najor changes in an energency
hearing. Furthernore, all the problens that the previous
whey factor posed for small cheesemakers would still exist
under the MPC proposal and would potentially drive
additional small cheesemakers out of business. The MPC
proposal s shoul d be rejected.

California Dairy Wnen, I'mgoing to skip over a
description of their proposal, but 1'mgoing to state that
at a national and international |evel consuners will sinply
buy | ess when products are expensive. This is seen clearly
by what happened to total global dairy product demand when
prices shot upward in 2007, it feel by roughly five percent
on a 12-nonth noving average basis, according to
cal cul ati ons by USDEC.

At the state level, California plants will sinply
be unable to conpete with their counterparts in other states
and will have a strong econom c incentive not to buy
California mlK.

The state can set a high price for mlk, but it
cannot force plants to purchase that mlk. The result of
this policy, when m |k production costs exceed market price
levels, is that plants will buy considerably |ess mlKk,
| eavi ng much of the avail abl e supply unpurchased. M Ik that

is not purchased by a handler returns an effective price of
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zero dollars per hundredweight to the producer.

Therefore, while this proposal woul d appear to
hel p producers by requiring that prices equal their
production cost, the actual inpact would be to | ower revenue
to California producers because plants would have no
incentive to purchase the mlk. This proposal should be
rej ect ed.

Supply and dermand conditions, both donestically
and gl obally, are noving the price of mlk and dairy
commodities higher, providing relief to producers. Price
recovery is expected to continue in 2010 and the federal
government as provided nyriad assi stance nechani sns for
producers during 2009, with the largest effort total of $350
mllion being inplenmented in the near future.

Efforts by California to unilaterally raise the
State's regulated m Ik prices will disadvantage California
processors and manufacturers relative to their counterparts
in other states and countries, likely resulting in fewer
sales of California dairy products and di m ni shed mar ket
opportunities for producers.

Dairy Institute's proposal is the only option
proposed that is both nodest enough in its price inpact and
short enough in duration to limt the negative danage that
will result fromunilateral State action to increase prices.

If the Secretary feels he has no choice but to increase
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regul ated prices, then the Dairy Institute proposal is the
only one that should be consi dered.

However, we reiterate that true price relief and
inconme relief for dairynmen nust cone fromthe market and
that relief is on its way, as evidenced by the rebounding
mar ket prices for dairy commodities.

And I'Il just say, given where cheese prices
traded today, we're looking at a 4b price on today's market
of close to $14, so that's noved up considerably from where
the lows were | ast spring.

We urge the Secretary not to take any action that
woul d interfere with or forestall the ongoing nmarket mlKk
price recovery.

Thank you for the opportunity to testify and I'm
willing to answer any questions you may have, and |
respectfully request the opportunity to file a post-hearing
brief.

HEARI NG OFFI CER HOLLOWAY: Thank you. Your post-
hearing brief request is granted.

And I'd Iike to ask the panel nmenbers, any
guestions? Go ahead.

PANEL MEMBER EASTMAN. | have a coupl e of
guestions. Typically speaking when we conme to these
heari ngs, usually producers and processors are on opposite

sides of the fence. Usually, producers want higher prices
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and processors |ower prices.

And so in your proposal, you're actually | ooking
for a tenporary increase. Now, at the beginning of your
testimony you kind of state how |lots of tinmes regul ated
i ntervention by governnents can thwart pricing signals and
coul d have negative outcones, so to speak.

So ny first question is, when you decided to
actual ly propose a tenporary price increase, that seens to
go against price signals and portions of your testinony; do
you feel the price increase was warranted due to the
financi al hardshi ps of producers or was that nmaybe
i npl enented a trigger nmechani smkind of accounts for sone of
that, I'msort of curious how that occurred?

MR. SCH EK: Yeah, let nme try to give a little
background on that. As | noted in ny introduction, this
proposal was adopted by a split vote of our board.
Typically, we conme in here with a unani nous vote of our
board, we work out the issue so that we have a unified
position to present at the hearing and pretty nmuch one that
every nenber can support.

In this case, | think there were a coupl e of
things at work. One is our |ong-standing belief that market
prices need to be allowed to work, to send the appropriate
econonmi c signals to the industry; that's to producers,

buyers, manufacturers, everybody throughout the chain. And
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that policy or that belief in the nmarket doesn't go away
sinply because we're in a really unique economc tine. And
many of our nmenbers feel very strongly that the market is
respondi ng, the market is going to be bringing relief to
dai rynen and that we should allow that to work, because
that's really the best opportunity, the best hope for a
better future.

On the other hand, people aren't blind to what's
been going on in the past year, we know how bad it's been
for a lot of dairymen. W know that producers have had a
tough tinme, we know that people have gone out of business.
We know that the | osses have been severe.

So there was a desire, | think, to do sonething to
hel p but, again, there's this worry that anything the
Depart ment does, because you're just one state trying to
raise the regulated price, it's going to have a negative
i mpact on the industry in some way. You know, dairy farners
will see a larger mlk check froman increase in regul ated
price, but they're going to also start seeing fewer sal es of
Class 1, 2 and 3 products and nore 4a, and that's going to
work to | ower price.

So we're trying to strike that bal ance and
recogni ze that the market's where price relief needs to cone
from But by putting a trigger nechanismin place what

we're saying essentially is if this market recovery kind of
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fizzles and falls back down, then sone relief is
appropri at e.

PANEL MEMBER EASTMAN. Great. | have a second
guestion. How did you arrive at the 20 percent -- | mean,

t he 20-cent per hundredwei ght increase? |Is there sone
nunber, magi cal nunber that allows you for three nonths to
mai ntai n sone | evel of conpetitiveness with nei ghboring
states; or how did that come to be?

MR. SCHI EK: Yeah, once again there's that bal ance
bet ween providing relief and not hurting sales and | don't
think there's anything magi c about the 20 cents, there's no
econom c fornula that spit it out. It was a discussion
anongst our policy conmttee and our board and that's the
| evel they came up with is in that bal ancing act role.

PANEL MEMBER EASTMAN. Got you. And then just one
nore question, when it cane to the trigger nmechanismdid you
feel that if either one of the 4a/4b prices were to get
above the trigger mechanismthat the over-base price or the
bl end price that you' d get fromthe pool would be
sufficiently close enough to the cost of production to sort
of not require any help or was there sone level, was there a
reason why $13 a hundredwei ght on any one of those prices
becanme the trigger?

MR. SCH EK: Yeah, | think at sone |level $13 a

hundr edwei ght on 4a and 4b historically has been a price
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level that's fairly reasonable. But | think the real focus
on that nunber was when we were putting that proposal
together that's pretty much where the current market was
and, therefore, the idea was the market is recovering, let's
| eave the roomfor the market to work rather than intervene
at a higher |evel which could, you know, work back to the
mar ket to actually derail price recovery.

And | think I've nentioned sone of those reasons
why that m ght happen in ny testinony.

So the idea was let's look at the current market,
the current market's about there so we'll set the trigger
| evel there and that way it only becomes effective if we go
back the other direction and then it cones in to boost the
pri ce.

PANEL MEMBER EASTMAN. So in essence you could
kind of say -- it seens |like your testinony and a few others
we' ve heard al ready today, we're in circunstances of great
uncertainty, it's sort of hard to predict what's happeni ng,
we're in uncharted territory. So parts of your proposal
weren't necessarily a surgical cut based on really specific
anal ysis, rather than just sone --

MR SCHI EK:  No.

PANEL MEMBER EASTMAN. -- high level type
di scussi ons?

MR. SCH EK: No, not a surgical cut. Although,
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you know, when our board nenbers get together to decide on a
policy, they bring their judgnent and experiences, people
who are in the nmarketplace selling products, to that

di scussion. So | wouldn't call it an ad hoc nunber, per se,
or it's not a nade up nunber, it is a nunber that's based on
j udgnment, based on acting in the market place.

PANEL MEMBER EASTMAN: Sure, nakes sense. Thank
you.

PANEL MEMBER | KARI: Just to follow up on those
guestions; do the processors consider the cost of production
and where that mght be for dairy farnmers, as well as the
nine nonths of price cost squeeze that the dairy farmers --
or | probably should characterize it as unprofitable
production?

MR. SCH EK: Yeah, | would say it was consi dered
i nsomuch as producers have been facing big |osses. But as |
think I tried to point to in the testinony, we' re not
advocates of setting market prices at cost of production
because that's not how underlying market prices are
det er m ned.

In the long run, yes, market price will tend
toward cost of production because to get a supply of the
mar ket pl ace you' ve got to be there. But in any cycle up and
down they can diverge fromtinme to tinme, and they diverge

primarily because of inbalances in supply and demand.
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So, you know, we weren't thinking, okay, we want
to set a price that matches the cost of production, it was
nore based on providing sonme relief should market prices
retreat fromwhere they were at.

PANEL MEMBER | KARI: COctober 2009, Livestock,
Dairy and Poultry Qutl ook described the current financial
stress on the nation's dairy farners as being of "crisis
proportions.”

It went on to report that "it may rank as at | east
the second, a close second to the worst dairy crisis in nore
than 35 years."

What's your -- what's the Dairy Institute's
opi nion on that?

MR SCHI EK: There's no debate about the fact that
it's been very bad for the producer conmunity.

PANEL MEMBER I KARI: Do you think the California
producers were about the sane, worse, or better than say the
nati onal average?

MR. SCH EK: | think California producers, as a
| ot of western producers who buy a |lot of their feed, were
probably hit harder than producers in traditional mlk-
produci ng areas because purchasing nore feed, you had to
actually pay out the cash to get the feed to feed your cows.

Producers in Wsconsin, upstate New York, Vernont,

Pennsyl vani a, places like that, a lot of themgrow their own
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feed. You know, econom sts would tell you that they should
be charging thensel ves that sanme nmarket price, but the
reality is they don't, so they're cash flow ng better than
dairynmen in the west.

Wth regard to California, for nost of 2008, when
m | k production costs began to soar the class -- well, the
cheese value of m |k was considerably higher than the
butter/powder value. Some other western states have a much
hi gher proportion of their mlk supply in cheese, than
butter/powder. W're nore split between the two and t hat
al so probably had a negative inpact on producer incone in
Cal i fornia.

PANEL MEMBER | KARI:  You nentioned in your
testinony about the split vote of Dairy Institute nenbers.
|"mcurious if you could characterize or summari ze, was the
vote, the split vote al ong, say, cheese processors on one
side and by type of plant or operations?

MR SCHI EK:  Uh- hum

PANEL MEMBER I KARI: O was it across the board?

MR. SCH EK: Well, you're going to hear from sone
of our menbers today so you'll be able to formyour own
i npression, but I would say, | would characterize it as
saying there were -- there was at | east one cheese producer
that voted for the proposal and there -- and at various

points in the discussion there were bottlers who were
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opposed to it. So | don't knowif | -- 1 think probably, in
general, you would say that the manufacturers of dairy
products that are sold in a national marketplace probably
were nore concerned about the negative inpact on their
ability to conpete because they know they're going to be up
agai nst a Wsconsin cheesemaker. And W sconsin cheesenakers
are expandi ng right now.

PANEL MEMBER | KARI: Was there consideration while
the deli berations were going on that if the present trend of
production declines continue, it seenms to ne that they wll
be the worse ones inpacted, we will have an over-capacity
and plants, especially the Cass 4a and 4b plants searching
for mlKk.

So in the long run, if that happens, won't they be

paying premuns to keep mlk in their plants?

MR SCH EK: | think they will be and they are,
and | think nost of themw Il tell you that they would
rat her see paynent -- for a situation |ike we've been

t hrough, they woul d rather see prem um structures keep their
pl ants wet than have the regul ated price nove up

PANEL MEMBER I KARI: Is that --

MR. SCHI EK: Because the regul ated price noves up,
when mar ket conditions change, the regul ated price doesn't
automati cal ly nove back down.

So the idea here is that what's the role of the
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regul ated m ni mum price versus what's the role of prem uns
in the marketplace. And | think they understand when mlk
is short they're going to be paying nore for mlk through
hi gher prem uns, and that's going to flow back to producers
t hrough their cooperatives.

But | think the other thing they understand is
that as supply is tight and they don't have as much mlk to
flow through their plants and their production of dairy
products is down, dairy product prices are going to start
nmovi ng higher. That's going to provide nore revenue for
producers. That's going to raise producer incones, that's
going to bring the mlk supply back.

And | think that it's that faith that the narket
will correct these problens is what nost of our nenbers
bel i eve.

PANEL MEMBER | KARI: You did nention about over-
order prem uns and you just nmentioned it again, are the
over-order prem unms being paid nore by cheese processors
than fluid or higher val ue products?

MR SCH EK: | don't have a real specific
know edge, 1've just heard general discussions in the
i ndustry. But nmy sense is it's being paid across the board,
cheese, soft products, frozen products, and C ass 1.

PANEL MEMBER | KARI:  Your opposition to the

Western United proposal, the original proposal that's now --
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they've switched their position. But was it nore based on -
- is your opposition based on the anmount or the tinmefrane,
or both?

MR SCH EK: 1'd say both. Fifty cents a
hundr edwei ght is five cents a pound on cheese, going to |ose
a |lot of cheese sales if you' ve got that kind of cost
di sadvantage. And, you know, tenporary is one thing, but
six nmonths is a long tine.

PANEL MEMBER I KARI: So if it was 20 cents for
three nonths, is that sonmething that is nore palatable to

t he processors?

MR. SCH EK: | would say nore pal atable only
because it's less tine and nore nodest. | think you'll hear
fromsonme who will say, you know, we don't support that.

PANEL MEMBER I KARI:  Am | wong in naking the
assunption or is your analysis different, that if our
producti on does not respond that it's the nmanufacturing
pl ants, the butter, powder and cheese plants that will be
hurt the nost?

MR SCH EK: | would say they will be the ones who
are going to be | ooking harder for mlk supplies, yeah,
wi t hout a doubt.

But on the other hand, quite frankly it's probably
going to fall nore heavily on butter/powder because | think

the cheese plants -- if the market is short of cheese,
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mar ket prices are going to nove higher, they're going to
have to, you know, get mlk into their plants.

PANEL MEMBER | KARI: Thank you.

HEARI NG OFFI CER HOLLOWAY: Ckay, we have no nore
guestions at this time. Thank you so nuch for your
t esti nony.

kay, now | will be calling up the California
Dai ry Canpai gn.

W have one docunment here which we will mark as
Exhi bit 56.

(Exhi bit 56 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: You can go ahead and
i ntroduce yoursel f, please state your nane and spell it for
t he record.

M5. MCBRIDEE M nane is Lynne McBride, L-y-n-n-e
Mc-B-r-i-d-e.

MR. CONTENTE: Joaquin Contente, J-o0-a-Qg-u-i-n G
o-n-t-e-n-t-e.

MR MAGNESON:  Scott Magneson, M a-g-n-e-s-o0-n.

HEARI NG OFFI CER HOLLOWAY: Thank you

Do you all swear to tell the truth and nothi ng but
the truth?

MR. CONTENTE: | do.

M5. MC BRIDE: Yes, | do.
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MR MAGNESON:  Yes.

HEARI NG OFFI CER HOLLOWAY: Thank you very nuch
you nmay proceed.

M5. MC BRIDE: Madam Hearing O ficer and Menbers
of the Panel, ny nane is Lynne McBride; | currently serve as
Director of CGovernnent Relations for the California Dairy
Canpai gn and Executive Director of the California Farners
Uni on.

The California Dairy Canpaign is a nenber
organi zation of California Farmers Union, which represents
nore than 1,500 farner and rancher nenbers statew de.

CFU is a state chapter of the National Farners
Uni on, which represents 250,000 farners and ranchers
nati onw de.

The testinony Scott Magneson, Joaquin Contente,
and I will present today is based on positions adopted by
the CDC board of directors during its nost recent, October
27t h, 2009 board neeting.

Dai ry operations throughout California continue to
be in serious jeopardy due to record | ow producer prices.
Many dairies have either filed or are in the process of
filing for bankruptcy and many nore are cl oser to bankruptcy
each day. Many of the dairy operations near bankruptcy
t oday have been in operation for several generations. They

are famly dairy farnms that have weat hered nany econom c
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stornms, but the crisis they confront today is unparalleled
in history.

Fromthe third quarter of 2008 until the second
quarter of 2009 dairy producers lost nore than $1.4 billion

dol l ars and producers continue to operate at a significant

| oss today. In addition, farm val ues decreased by nore than
$1.2 billion during that tine and today farm val ue decli nes
are estimated to have reached $2 billion statew de. Feed

and ot her input prices renmain high and producer prices
continue to be well below the average cost of production.

The toll the dairy crisis has taken on dairy
producers and rel ated industries that supply and provide
services to dairy producers will be felt for years to cone.

Even if dairy producer prices continue to inprove, it wll
take five solid years of prices at $1 per hundredwei ght over
production costs for producers to be able to convert their
debts to assets. Gven the volatility of dairy producer
prices, it is unlikely even under the nost optim st
scenarios that producer prices will remain strong for that
| ength of tine.

Money is being nade in the dairy industry, but
producers are left out of the profit opportunity. Dean
Foods Conmpany, the largest U S. mlk supplier, reported | ast
Monday that its third-quarter profit rose 32 percent and

raised its full-year profit forecast. executive
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conpensati on at Dean Foods is up nore than 50 percent from

| ast year. According to Mrningstar, Kraft Foods has a four
star rating and executive conpensation there is up by nore
than 60 percent. The gap between the farm and consuner
dairy price is near an all time high. Mny conpani es have
prospered at the expense of dairy producers, who are unable
to pay their bills and are accunul ati ng debt at
unprecedented | evels. Under the current system plants are
able to cover their production costs, while producers to not
have that ability. The gap between the farm and retai

dairy price is near an all time high, which shows that
consuners do not benefit fromthe current systemeither.

CDC and CFU nenbers travel ed to Washi ngton, DC
extensively in 2009, calling on the President and Congress
to take action to end the dairy crisis caused by record | ow
producer prices. One inportant step taken by USDA Secretary
Vi | sack was his decision to raise the support purchase
pri ce.

Si nce the begi nning of 2009 CDC and CFU nenbers
have call ed on federal |awrakers to raise the support
purchase price to a nore reasonable |level. CDC and CFU
menbers nmet in person with Secretary Vilsack to urge himto
take this inportant step, which he announced in July of this
year.

Due to the current pricing system California
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dairy producers do not benefit fromthis inportant safety
net that was intended to aid producers in California and
around the country. W call on CDFA to correct this
inequity so that producers in California receive the higher
of the prevailing market price or the USDA announced federal
support purchase price.

I ncluded in our testinony is a chart that
docunents the long-term | osses that producers have
accurnul ated over the years. During discussions of the
current dairy crisis it is often suggested that producer
income in previous years could nake up for the current
econonmi ¢ shortfall. But the data on the "average
dai rynen' s" nonthly incomes and | osses proves that it wll
take many years of profitability to regain |ost equity.
Acceptance of the alternative proposal we have put forward
woul d be a good first step toward correcting inequities in
the system and i nproving the outl ook for dairy producers in
t he future.

The alternative proposal submtted by CDC calls
for CDFA to incorporate the producers' cost of production
into the Class 1 price formula, utilizing the full cost of
production including allowances fromthe Statew de Cost
Conpari son Summary.

W're also calling for CDFA to utilize the higher

of the Coomodity Reference Price or the cost of production
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to establish a price floor that will prevent the Cass 1
price from droppi ng bel ow the cost of production.

W're calling for an adjustnment in the 4a and 4b
price fornmula to establish a variable nake all owance. The
vari abl e nmake al |l owance woul d i ncrease or decrease the fixed
base nake al |l owance dependi ng on the relationship between
the cost of production and the end product values fromthe
commodity reference price.

We're also calling for CDFA to include the higher
of the commodity prices or the USDA support price in pricing
formulas to prevent the mnimum prices from droppi ng bel ow
the intended federal support |evel.

"1l just start with our proposed changes to the
Class 1 fornula.

This year, prices paid to dairy producers
t hroughout the state covered a fraction of the average cost
of the production and the outl ook for the future is
uncertain. According to CDFA data, nearly 100 percent of
dairies in the North Valley were operating at a net |oss
during the first quarter of 2009. More than 80 percent of
dairies in the North Valley began operating at a net |oss
during the last quarter of 2008, mthe nunber operating at a
net | oss peaked during the first quarter of 2009 and
continued to include well over 90 percent of the dairies in

t he second quarter of 2009.
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Also included in our testinony is a graph that
shows the rel ati onship between the cost of production and
net inconme over the |ast two quarters. The graph
illustrates that depressed prices are affecting virtual al
producers in the state and that the | evel of negative cash
flowis in excess of $5 per hundredwei ght on nost dairies.
| should point out that the data for this chart is fromthe
dairy feedback sheets and it includes sone organi c herds.

It is difficult, if not inpossible, for producers
to pay their feed and ot her input costs when producer prices
are so far bel ow production costs. As a result, lowdairy
producer prices are having a ripple effect on the rest of
the state agricultural econony and all rel ated busi nesses.
At the sane tinme that producer prices have dropped, input
costs continue to remai n high

Under the current system producers are not able
to recoup their higher input costs fromthe market. It is
the processors and retailers who have that ability, not the
producers. To correct this inequity we are calling for the
i ncorporation of the producers' cost of production in the
Class 1 price formula. W call for a change in the Cass 1
price fornmula to include the higher of the Combdity
Ref erence Price or the cost of production, including
al | owances based on the Statew de Cost Conparison Sumrary.

The next thing I'"mgoing to wal k through, our
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proposal to establish a variable nake al |l owance.

We believe the current make all owance system
overall sends a false signal to processors to continue
production regardl ess of market demand. The current fixed
make al | owance system provides a strong incentive for
processors to run as much raw m |k through a pl ant
regardl ess of market conditions. The result fromthis
systemis that it puts the needs of the processor at odds
with the needs of the dairy producer. Too much m |k reduces
the price to the dairy farnmer and m |k shortages decrease
the amount of m Ik available to the processor.

We believe the nake all owance system shoul d be
refornmed so that it provides benefits to the producer and
processor. W favor the establishnment of a variabl e nake
al l owance that would tie processor and producer prosperity
together. A variable nmake al |l owance woul d i ncrease
significantly when mlk prices are high, thereby giving an
incentive to the processor to continue production because
the return would be greater. However, when mlk prices are
| ow t he make al | omance woul d decrease and send a signal to
the processor to limt production in order to allow denmand
to catch up with production. W believe a variabl e nake
al l omance is a win-win proposal because it would enable
producers and processors to make a higher return when mlk

prices rise.
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Under the current pricing fornulas, the plant nake
al l omance is a fixed nunber; while the price received by the
producer is highly volatile and until now has not i ncl uded
the dairyman's cost of production. A mlKk pricing system
that is balanced requires that dairy product prices,
producers' cost of production, and plants' cost all be given
consi deration when determ ning the value of mlk. Each of
these itens sends signals to the other in a free market
envi ronment so that adequate price and production
adjustnments will occur.

Under a vari abl e make al |l owance, when the supply
of processed product is in line with demand, the nake
al l omance is generous. As the market signals oversupply
t hrough | ower prices, the make al |l owance woul d actual ly
decrease, causing manufacturing to slow until once again
supply and demand are in bal ance.

In California's mlk pricing systemthere is
i nsufficient marketplace bal ance between these factors,
because the make al | owance guarantees that the costs of the
processi ng segnent of the industry are covered. |In fact,
since the nmake all owance includes costs plus a profit for an
efficient plant, over supply can actually be a benefit to
proprietary processors because it |lowers the raw product
costs. This is less true for cooperatives whose nenbers are

dairy farmers affected by | ower producer prices.
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The California dairy pricing system has all owed
plants to be profitable and expand processing of the | owest
val ue dairy products regardless of true market demand
because producers covered the plant costs. This has
resulted in |lower producer mlk prices in our state. The
generous nmeke all owance | evel enables processors to use the
additional margin to discount their product price to gain
mar ket share at the expense of producer pay prices and at
t he expense of other manufacturers in the rest of the United
States. Plants are nmerely operating by the rules of the
system The CDC vari abl e make al | owance proposal is ained
at creating a true market-oriented system

As long as the manufacturing allowance is fixed at
the processor's cost plus a return on the investnent, and is
paid for by farmers, the processing segnent of the industry
wi |l be unconcerned with market signals. W need a system
that works with the marketplace at all |evels; producer,
process, whol esaler, retailer and consunmer to provide an
equi tabl e, stable and vi abl e econom ¢ environnent for al
segnents of the dairy industry.

Qur nenbers support a variabl e make al |l owance
based on the relationship between the commodity price and
t he producer's cost of production. It is unfair and market
distorting to force the producer to continually cover the

cost of processing, including a profit, when he has no
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simlar conpensation guarantee. It is far fromcertain if
and when a producer is able to cover his production costs.
Mar ket signals should be sent to both the produci ng and
processi ng sectors of the industry and our vari abl e make
al | owance proposal achieves this inportant goal.

The CDC vari abl e nake al |l owance proposal
i ncorporates the Cormodity Reference Price, which is used to
calculate the value of the mlk in the market and conpares
that anount to the cost of production to show what
per cent age of producer costs are being covered by prevailing
commodity prices. That sanme percentage is used to adjust
t he make al |l owance up or down fromthe base nmake al |l owance.

When comodity prices are high, a hundred percent of the
aver age producer cost of production and a hundred percent of
the processor's average cost of production are covered.

When comodity prices do not cover the cost of production to
t he producer, the make all owance woul d be adjusted downward
accordingly.

Finally, I'll walk through our proposal to
establish a price floor on the 4a and 4b price at the higher
of the commodity prices or the federal support purchase
pri ce.

The federal support purchase price provides a nmuch
needed safety net for producers nationwi de. California

producers deserve to benefit fromthis inportant safety net
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that was passed as part of the last federal farmbill. CDC
and CFU nenbers travel ed extensively to Washington, DC to
urge | awmakers to pass strong dairy policy that included a
safety net provision when prices dropped.

Al t hough we believe producers should be paid from
the marketplace, it was the intent of Congress and the
President that all producers nationw de should be eligible
for this inportant safety net. This sumrer USDA Secretary
Vi | sack recogni zed the inportance of the support price to
dairy producers and increased it for the first tine in
nearly three decades. Hi s decision was intended to provide
relief to producers throughout the country, including
California. Under the CDC proposal, California producers
woul d receive prices that are the higher of the prevailing
mar ket price or the USDA announced federal support purchase
pri ce.

Beyond the issues we have di scussed today, we
bel i eve the current end-product pricing systemin California
shoul d be fundanentally reformed. The producer price is
based on the price paid at the Chicago Mercantil e Exchange,
which is a thinly traded market that is vulnerable to price
mani pul ation. The current 4b fornmula should be nodified to
make it nore market-oriented. The current 4b fornmula is
based on the price of cheddar cheese, which is one of the

| east profitable cheeses sold in the marketplace today. W
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bel i eve the 4b fornula should be based on current market
demand and prevailing market prices. Denmand for nozzarella
cheese and hi gh noi sture cheese represents half of the
cheese market today. Producers should be able to reap the
rewards of these products as processors have for sone tine
now.

In terns of the other proposals put forward to
CDFA, CDC and CFU support the proposals that have been
submtted to CDFA that woul d i ncrease producer prices. W
believe the Dairy Institute's proposal should include a
trigger that nore closely reflects dairy producer production
costs that are likely to remain $15 per hundredwei ght.

We oppose the petition put forward by California
Dairies, Inc., calling for an increase in the 4a nmake
al l omance. Any increase in the fixed nake all owance | evels
wi |l make our system | ess narket oriented than it is today.

In conclusion, we call upon CDFA to incorporate a
cost of production factor in the Class 1 price, establish a
vari abl e make al |l owance that conpares the producer cost of
production with the commodity values, this relationship is
then used to adjust a base make al |l owances for butter,
nonfat dry m |k and cheese on a nonthly basis, and floor the
butter, nonfat dry mlk and cheese prices at the higher of
the market price or the federal support purchase prices.

We believe acceptance of our petition will be a
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good first step towards inproving producer prices and
provi di ng some much-needed relief. W look forward to
working with CDFA to i nprove the outl ook for dairy producers
in this state.

The California Dairy Canpaign and the California
Farmers Union would |ike to thank the Departnent for the
opportunity to present our alternative proposal today. W
woul d also like to request the opportunity to submt a post-
hearing brief. Thank you.

HEARI NG OFFI CER HOLLOWAY: COkay, your post-hearing
brief is granted.

W'd like to ask the Panel for any questions, go
ri ght ahead.

PANEL MEMBER | KARI: How s the California pricing
systemdi fferent than that used in the Federal Order, where
producers don't -- or the prices don't take advantage of the
support price?

M5. MC BRIDE: Scott, did you want to address
t hat ?

MR MAGNESON: Well, it's not -- | nean, it's not
different. W're recommending that it be different, |
suppose.

PANEL MEMBER I KARI: Well, in the testinony,
"California dairy producers do not benefit fromthis

i nportant safety net that was intended to aid producers in
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California and around the country."”

| want to know howisn't it different -- | nean,
how - -

MR. MAGNESON: Well, our pricing fornmula is
different. | nean, the federal order prices are higher than

ours and haven't dropped as |ow as ours have so --

PANEL MEMBER | KARI: But the question is on the
price support, are you saying the price support does not do
anything to California m ninumprices?

MR CONTENTE: Yeah, David, | think what we're
referencing right there in that part of that testinony is
t he di scussion about the flooring of the federal order
mnimumprice. | think that's what that is in regard to.
" m not exactly sure where you're reading it, but if I --

PANEL MEMBER | KARI: Page 2, at the bottom of your
testi nony.

MR. CONTENTE: Yeah, yeah, | think that refers to
a di scussion of when we had -- renenber, David, when we had
the floor that was inplenented back in 2003, that the
Secretary Lyons put in, and then that brought the price to
that mnimumwhere it couldn't go below? | think that's
what this is referring to so --

PANEL MEMBER | KARI: Well, this statenent is nuch
broader than that. It appears to nme the statenent neans

t hat whatever the federal governnent does on the price
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support it has no inpact in California mnimmprices. It
doesn't say back in 2003, it's just a general statenent and
|"m curious how -- why it doesn't inpact California prices.

M5. MC BRIDE: That was just the intent in the
statenent was to reference that we support having a price
floor at the federal support price.

PANEL MEMBER | KARI: Well, it --

MR. MAGNESON: Well, | suppose what we're trying
to avoid is since our prices are off the CME and a | ot of
the tine the CME was trading it bel ow the support price, we
wanted to try to inplenent a floor in our price so that it
woul dn't go bel ow the support price, like it has in the
past .

MR. CONTENTE: Yeah, David, if you read the very
| ast sentence in that paragraph --

PANEL MEMBER | KARI : \Whet her or not you have a
floor, but doesn't the support price still influence the
California mnimm prices established?

MR. CONTENTE: Yeah, but this hearing is in regard
to producers in California, we're not tal king about
producers in the federal order. So |I think the way that it
was witten it sounds |ike we're segregating the producers
in California, but we're really not.

So if there was a floor put in it wuld actually -

- it would actually cover all producers across the country.
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PANEL MEMBER | KARI: Well, let nme ask the basic
guestion; does the support price, the U S. support price
have any benefit in California?

MR. CONTENTE: As it is today?

PANEL MEMBER | KARI:  Yes.

MR CONTENTE: Well, of course it's a soft floor,
but it's not a hard floor. It can go below and it did go
bel ow the 9.90 level. And when cheese drops bel ow the $1.13
| evel it's going bel ow where the support purchase price is.

And if you go back to 2002, 2003, we saw prices
t hat dropped down to bel ow $9.

PANEL MEMBER IKARI: | will agree with you that
there's nothing in the California system nor is there in
the federal order system that prices can go bel ow support,
but that's not what the intent of the support price is. It
didn't guarantee that price. It does influence the prices
set in both systens.

MR. CONTENTE: Yeah, ny interpretation is perhaps
different than your interpretation then --

PANEL MEMBER | KARI: What is your interpretation?

MR. CONTENTE: M interpretation of the support
price is the level that the government would indicate to
create that safety net for the producers at that |evel
that's ny interpretation of it.

PANEL MEMBER | KARI: Your interpretation is that
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support price, that all dairy farmers are supposed to
receive that price?

MR. CONTENTE: That is the safety net nechani sm
provi ded, to have that bottom that's ny interpretation of
it, that was the intent of it.

PANEL MEMBER I KARI: That it's a guarantee, that
it's a guarantee?

MR. CONTENTE: That's the intent. It's just like
all laws that even the speed Iimt on the highway is not
necessarily exactly the way you'd it to be.

PANEL MEMBER I KARI: But if it's a target -- if
it's a target, there's no guarantee associated with it.

MR. CONTENTE: Neither is the speed limt.

PANEL MEMBER I KARI: No, the speed |imt is
enf or ced.

MR. CONTENTE: Not al ways.

PANEL MEMBER I KARI: Oh, well. On page 5, let ne
nove on, page 5 at the bottom you say "the current fixed
make al | owance provides a strong incentive for processors to
run as nuch raw m |k through a plant regardl ess of narket
conditions."

Yet, there's already testinony in 2008 plants put
l[imts on the amount of mlk they would process. W were
shi pping mlk out of the state.

So how does that fit with this statenent that
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you' ve read?

MR. CONTENTE: The plants at that tinme reached the
maxi mum capacity of actual physical product that they could
run through so thereby the bases were created to -- if you
have the systemthat we have in California, and it
di sregards market conditions, where one segnent of the
i ndustry is guaranteed, basically, their cost of production
or at least the average cost of production for a certain
portion of that product, eventually that systemw Il want to
sel f-inpl ode because it disregards the market conditions
t hat perhaps not all that product was needed.

And so then when we reached in 2008 and we had
this trenmendous surge in capacity of production, by the
dai rynen, and we didn't have the plant capacity, conbi ned
with the Corona plant being shut down, we got into a huge
hi ccup.

Wbul dn't you agree, Dave?

PANEL MEMBER I KARI: So you're saying that, you're
testifying that it was the physical limts and it had
nothing to do with -- it was the physical limts of plants
that |imted our production.

MR. CONTENTE: But the systemcreated the --

PANEL MEMBER I KARI: But if it's unlimted, then
why woul dn't plants in California just expand? Because if

they got a guaranteed profit, | mght as well keep getting
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bigger. As long as the m Ik supply is bigger, | mght as
wel | get bigger.

MR. CONTENTE: They're doing that as we speak.

PANEL MEMBER | KARI: You also testified that the
cost of the processing segnent is covered. How does that
square with the Departnment data that shows that the current
make al | owance only covers five percent of the vol une of
cheese processed and about half the anmount of butter and
powder processed?

Under your statenent, we would have to be covering
a hundred percent; wouldn't we? |If | cover all the costs
and they're all profitable, it seens like it would cover a
hundred percent of the vol une.

MR MAGNESON: That's true, if all the costs that
you col |l ect are accurate.

PANEL MEMBER | KARI: So what's inaccurate; the
data or your statenent?

MR MAGNESON: | don't know, | haven't seen it.
| think the data is inaccurate, partly.

PANEL MEMBER | KARI: Does it concern you at al
t hat your proposal and the Departnent anal ysis shows that we
will cover zero percent of the volune of butter, powder and
cheese?

MR. MAGNESON: You're tal king about one year?

PANEL MEMBER | KARI @  Yes.
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MR. MAGNESON: Yeah. Yeah, that data didn't even
look at it. | looked at a five-year average and it was the
same. So sone years they make way nore. The whol e

intent --

PANEL MEMBER I KARI: Well, I'mtal king about the
vol une of profit --

MR. MAGNESON: Yes, and you're | ooking at one
year.

PANEL MEMBER I KARI: -- that will be covered.

MR. MAGNESON: And that was the year when our
prices didn't match. So on a five-year average, under our
proposal the variable nake all owance was the sanme, as it
woul d be as the current make al | owance.

PANEL MEMBER I KARI: | don't think we did an
anal ysis that showed five years, | think all we did is show
an anal ysis --

MR MAGNESON: | did.

M5. MC BRIDE: He did.

MR MAGNESON: | did.

PANEL MEMBER | KARI: You did?

MR MAGNESON:  Yes.

PANEL MEMBER | KARI: Coul d you include that in the
post-hearing brief then, I'd |like to look at it.

MR. MAGNESON: Sure. Ckay, yeah, over a five-year

period the nmake all owance averaged the sanme on the butter --
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on the cheese, and al nost identical on the butter and powder
pl ant s.

PANEL MEMBER | KARI:  You know, one of the things
that's interesting about your proposal is the five-year that
the Departnent did analysis, the average is ten cents a

hundred, which is about the sane as the Dairy Institute

pr oposal .
MR. MAGNESON: | know, that was amazi ng.
PANEL MEMBER | KARI : Excuse nme, not the Dairy
Institute, | nmean the Alliance.

MR. MAGNESON: But | think what our proposal does
is it tries to incentify both the increase in commodity
prices for the processors so that they can make -- they're
not fixed to a | ocked income. Wen prices take off they
woul d be making a -- | think the nake all owance m ght have
peaked at 30 cents, alnobst, when commodity prices were very
high. So, | mean there's a huge incentive for themto nove
prices higher if they can because they're not |ocked into a
fixed incone.

PANEL MEMBER EASTMAN. | have a coupl e questions
for you. On page 3 of your testinony there's a graph that's
titled "Average California Dairy."

MR MAGNESON:  Uh- hum

PANEL MEMBER EASTMAN:  And | was curious, it

doesn't really cite the source of the data. |Is it possible
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for you to just provide where that cane from whether this
is just California-specific data, is it data from maybe your
menber producers or --

MR. MAGNESON: The data's fromthe California
| nformation Bulletin.

PANEL MEMBER EASTMVAN:  Ckay.

MR. MAGNESON: And it uses the cost of production
and the blend price out of that booklet. And then the rest
-- and then the average inconme from producers is based on an
average hurt size of production and that's |listed on the
gr aph.

PANEL MEMBER EASTMAN. Great. And then | have
anot her question regarding the vari abl e nake all owance. The
vari abl e make al | owance that you propose has two portions to
it, it has a fixed nunber and then it has the ratio portion
that has the cost of production, and then the market signal
based on commoditi es.

The question | have is over tine the variable
portion woul d change as cost of production, and market or
commodity prices change.

MR MAGNESON:  Uh- hum

PANEL MEMBER EASTMAN. But that fixed portion is
going to be sort of set.

MR MAGNESON:  Yes.

PANEL MEMBER EASTMAN. Do you envision that's the
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best starting point and that fixed portion would just stay
constant over tine? Do you think we would need to have
heari ngs or do you suggest sone sort of nethodol ogy or
procedure where that portion would change; or does it need
to change?

MR. MAGNESON: | think that's sonmething that we'd
probably | ook at depending on the conditions in the market,
so probably we would have to. |If it needed to be adjusted,
|"m sure that would cone up at other hearings, you know, to
adj ust that factor.

PANEL MEMBER EASTMAN. So do you adjust it sort of
simlar to the procedure where you' d followed in the past,
because a fixed portion right now is based on usually --

MR MAGNESON: The current, the current |evel.

PANEL MEMBER EASTMAN: -- current costs, and so
over time you would just envision that there were woul d be
hearings that would be called to adjust that portion then?

MR. MAGNESON: Yes, just simlar to the hearings
t hat we have now, supposing.

PANEL MEMBER EASTMAN.  Thank you.

HEARI NG OFFI CER HOLLOWAY: COkay, | believe that's
all the questions. Thank you very nuch.

MR. MAGNESON: Thank you.

HEARI NG OFFI CER HOLLOWAY: It's 12:30, do you want

to break for lunch?
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kay, we're going to break for lunch. What tine

shoul d we be back? Oay, we'll be back in an hour,
Thank you very nuch.
(Thereupon the lunch recess was taken.)

--000- -

at 1:30.
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AFTERNCON SESSI ON

HEARI NG OFFI CER HOLLOWAY: The next in line for
the alternative proposal is California Dairy Wnen
Associ ati on.

Are they here? OCh, good. Ckay.

| would Iike to state just for the record that
anyone that has requested a post-hearing brief, it has been
granted, and if | didn't say so, it is granted.

UNI DENTI FI ED MALE SPEAKER: How about for those of
us that didn't request it?

UNI DENTI FI ED MALE SPEAKER:  Qut of | uck.

HEARI NG OFFI CER HOLLOWAY: COkay, so we've got a
docunent here, which will be Exhibit Nunber 57.

(Exhi bit 57 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: And can you pl ease
state your nanme for the record and spell it?

M5. LOPES: Linda Lopes, L-o0-p-e-s.

HEARI NG OFFI CER HOLLOWAY: Thank you very nuch

And do you swear to tell the truth and nothing but the

truth?

MS. LOPES: Yes, | do.

HEARI NG OFFI CER HOLLOWAY: Thank you very nuch, go
ri ght ahead.

M5. LOPES: Madam Hearing Oficer and Menbers of
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the Hearing Panel, | am Linda Lopes, President of the
California Dairy Wnen Association, and also a dairy
producer from Turl ock, California.

CDWA represents 150 dairy producers from Sonoma to
Tehachapi. The CDWA is a uni que group, nost of our nenbers
are personally active and in charge of the financi al
busi ness and of the daily dairy operation. W have becone
experts in balancing the checkbook and know edgeable in the
busi ness's inconme and expenses. W know that we are not
covering costs of production with the prices we have
received the past year. W also do the grocery shopping and
are aware of the retail sales for dairy products. 1In the
past week, the price of a half-gallon of mlk increased 30
cents. W know that we are not receiving our fair share of
t he market price.

This hearing was called as an energency to
increase all classes of mlk and to consider the
reasonabl eness and econom ¢ soundness of mlk prices, giving
consideration to conbi ned i ncone fromthose classes in
relation to cost of production and marketing for al
pur poses, including manufacturing.

The cost of production figures cal cul ated by CDFA
for the third quarter of '09 was not available at this tine.

For that reason, we are using second quarter '09 figures.

| am here today not just for nyself, but because |
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feel 1 nmust to represent the dairywonmen and dairynmen of the
State of California. | would like to thank M. Van Dam and
M. Marsh for petitioning for this hearing. No offense to
any of you, but you are not living this. You are not going
t hrough what we, the dairynen, have been living the past 12
months. You are just hearing about it. Until you actually
live it, you have no idea what this is like.

Many sl eepl ess ni ghts wonderi ng where the noney is
going to cone fromto pay the bills, the enpl oyees, and the
feed, wondering if the mlk check will cover the bank
paynents; getting up in the mddle of the night to check the
conputer to see if there's some press rel ease or any kind of
news that would give the dairynmen sone kind of price relief.

Checking dairy.comevery norning at 9:20 to see what the
cheese and butter prices did that day. Hoping the figures
were not red, signifying a drop in price. The days with a
price increase would give hope for a turnaround.

| al so have daily phone calls fromother dairy
| adies. Sone |adies | have never net but call daily because
t hey have heard about the CDWA and need soneone to talk to.

| have tried to give them hope, sonething to keep them
goi ng. Sone are now out of business.

Sonme of the things that | thought would give us
sonme price relief, like the CM program and the DElIP

program did not have the positive effect | had hoped for.
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The Chicago Mercantil e Exchange did not respond to

t hese prograns. W feel CVE will never respond adequately.
The question is what's next?

W need a mlk pricing systemthat reflects our
cost of production. Hearing Oficer and Panel Menbers, this
is in your hands and you need to realize the seriousness of
this hearing. The California dairy industry is in your
hands.

The CDWA proposes to tenporarily revise the
formulas to reflect the California average m |k production
costs. Specifically, we petition for a tenporary 12-nonth
pricing formula that incorporates the average cost of
production published by CDFA, with a 2009 production base
into the Class 1, 2, 3, 4a and 4b pricing fornmula. Due to
the fact that CDFA produces cost of production data
gquarterly, the cost of production portion of the Cass 1, 2,
3, 4a and 4b price formula woul d be adjusted every three
nont hs.

The reason for such a recommendation is that for
t he past year, with production costs exceeding nearly 50
percent of prices set, all California dairies conbi ned have
| ost historically unprecedented hundreds of mllions of
dol lars, and nore probably in the billions of dollars now,
with little price relief in sight, while retail store dairy

prices remain high
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Wth a tenporary price revision reflecting average
cost of production for 12 nonths, it would help to stabilize
the California mlk industry. The cost of production data
by CDFA shows the average cost of production for the second
quarter of '09 was $15.37. The overbase price for the sane
period of tinme averaged $9.75, which is a |l oss of $5.62 per
hundr edwei ght. A $5.62 | oss per hundredwei ght, for a
t housand-cow dairy, would be a | oss of $93,666 a nonth,
using a 20, 000-pound herd average. For a quarter it is a
| oss of $374,666.66 and a | oss of $374.66 per cow.

You may wonder how we are surviving this? The
answer i s nmassive debt |oad on top of eroded equity that
took many years to build. According to CDFA figures, the
total decrease in the California herd value is
$1, 277, 500, 000.

The Alliance and Western United Dairynen's
proposal s does not ask for a sufficient amount of a price
increase. It is better than nothing, but not enough to
sustain the California dairy industry and it continues to
rely on the CME

California Dairies, Incorporated, proposes an
i ncrease n manufacturing cost allowance due to evi dence by
the Departnent. CDI and the other processors need to
finally realize that we are tied together. Both the

producer and the processor nust cover their costs. One
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cannot survive wi thout the other. Because of these
devastating tines, we have | ost many dairymen in California
and will continue to if sonmething doesn't change. Loss of
dairynmen nmean less mlk. Less mlk neans processors can't
fill their contracts. W, the dairymen, and the creaneries
must work together. Dairymen also need a nake all owance to
stay in business.

The California dairy industry is, at this very
nmoment, disintegrated before our own eyes. The nunber one
in production is your state and you now have a choice as to
whet her you will take steps to salvage it or drive the fina
nail in the dairy industry's coffin.

VWhat the industry is experiencing in this day and
age is unjust and pure torture, torture w thout nercy,
unacceptable. Dairynen are now receiving prices that were
received in the 1970s, when cost of production was at a
fraction of what it is today.

The Chicago Mercantil e Exchange price di scovery
cannot maintain equity for dairy producers. There are many
factors for this, including | ack of conpetition and
consolidation of buyers in a global econony. This market is
thinly traded in relation to volunme of product sold. Dairy
producers need a price increase to neet our cost of
producti on.

California ml|k producers are nunber one
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nationally for production and quality. W have invested
mllions of dollars in our businesses to do this. Many

ot her support businesses, both small and | arge, depend upon
the dairy industry to survive in their businesses, also. W
all hear how bad the econony is in California, if the
California dairy industry coll apses, the econony of the
State will be significantly affected. Dairy producers need
a cost of production. Status quo is not an option going
forward. To stop this crisis it will take an exerted effort
by the dairy trade groups, the co-operatives, the
proprietary conpanies, and the State of California.

You, the Hearing O ficer and a Panel, represent
the State of California. | appeal on behalf of our industry
for you to make the necessary changes in our pricing system

| remnd you this is just a tenporary, 12-nonth plan to get
us through this very difficult tinme. Dairy producers need a
cost of production.

| expect you to conme to a solution to save the
California dairy industry. | am depending on you. Wtthout
a tenporary, 12-nonth average cost of production, this
i ndustry will not survive.

HEARI NG OFFI CER HOLLOWAY: COkay. Are there any
guestions fromthe Panel ?

M5. LOPES: Thank you.

HEARI NG OFFI CER HOLLOWAY: | guess not. Thank you
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very rmuch

The next alternative proposal is the California
Dairies, Inc.

| have docunentation that's being subnmtted, which
will be marked as Exhibit 58. Thank you.

(Exhi bit 58 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: Good afternoon. Can
you pl ease state your nane and spell it for the record?

MR. ERBA: Sure. M nane is Eric Erba, E-r-i-c E-
r-b-a.

HEARI NG OFFI CER HOLLOWAY: Thank you. Do you
affirmor swear to tell the truth?

MR. ERBA: | do.

HEARI NG OFFI CER HOLLOWAY: Go right ahead, pl ease.

MR. ERBA: Madam Hearing O ficer and Menbers of
the Panel, ny nanme is Eric Erba, | amthe Senior Vice
Presi dent of Producer and Governnent Rel ations for
California Dairies, Inc., whomI|' mrepresenting here today.

California Dairies is a full service mlk
processi ng cooperative owned by approxi mately 500 producer-
owners | ocated throughout the State of California and
col l ectively producing over 17 billion pounds of m |k per
year, or 42 percent of the m |k produced in California.

California Dairies supplies 45 of its mlk
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directly to custoners located in california. Additionally,
our producer-owners have invested over $450 mllion in six

| arge processing plants, which are projected to produce
about 340 m | lion pounds of butter and 750 m|lion pounds of
powdered m |k in 2009.

On Cctober 27, 2009 California Dairies's Board or
Di rectors unani nously approved the position that | will be
presenting today.

We thank the Department for calling this hearing
and allowi ng us the opportunity to present our alternative
proposal and to provide the Panel with an industry
perspective that may be valuable during its deliberations.

I n support of the petition fromthe Al liance of
Western M Ik Producers; we fully support the petition
submtted by the Alliance of Western M|k Producers, which
proposes to increase the mninmumprices for Casses 1, 2 and
3 commencing in January 2010. The requested price increase
woul d essentially restore the Class 1, 2 and 3 prices at the
| evel s that existed prior to the Departnent's decision to
reduce mlk prices as of January 1, 2009. As such, the
project effect is to increase the Cass 1 by price by 50
cents per hundredwei ght and increase the Cass 2 and 3
prices by 26 cents per hundredwei ght. The proposal is
projected to increase pool prices by 11 cents per

hundr edwei ght .
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We recogni ze that attenpting to fully recover
t hese | osses, the | osses sustained by producers for the | ast
year, is problematic for both producers and processors in
California. W have chosen not to pursue that agenda.
| nstead, we are supporting what we believe is a reasonable
proposal that would provide dairy producers the higher mlKk
price that can be justified by the changes in events over
the | ast year.

As reviewed by M. Van Dam in his testinony
earlier this norning, many of the critical factors that
pronpted the Departnent to reduce mninmumprices paid to
producers have changed or have not conme to be. The spread
between the Cass 1 price and the overbase price plumeted
in 2009 and has average |ess than $2 per hundredwei ght in
the |l ast ten nonths.

Honel ess m |k, a topic that was di scussed at great
| ength by the Departnent in its Panel Report, is just a
menory. The threat inposed to the California dairy industry
by a Nevada Cass 1 bottling plant faded away as the m |k
price fell and m |k production followed. Cost of
production, while inproved fromlast year, renmains at
historically high | evels. Concerns about adequate
processing capacity in the State have vani shed and, in the
span of just a few nonths, that concern has been repl aced by

a new one; are we going to have adequate m | k supplies for
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our needs? MIk production is down this year and continues
to head downward. CDI can provide a first-hand perspective
on m |k production.

We can verify M. Van Damis comments on the
unprecedented drop-off in mlk production. California
Dairies' daily mlIk production hit its 2009 peak in April.
W are 12 percent lower than that right now W are 13
percent |ower than our co-operative-w de production base.
W are 7 percent |ower than what we were just one year ago.

For a full service co-operative, wth customers throughout
California and the western U.S., these statistics are
unnerving. The marketing plan that was devel oped in 2009
is, needless to say, in shanbles. 1In response to the
guestion asked of our menbers on when m |k production wll
return, the answer is invariably, "when the m Ik price cones
back up."

A prelude to California Dairies' alternative
proposal ; rmuch di scussion anong the industry participants
has occurred since the Departnent issued its Notice of
Public Hearing on Cctober 19, 2009. The Call of the Hearing
establ i shed broad paraneters, nuch broader than was
requested by the petition submtted by the Alliance,
ostensibly in part because of the petition submtted by
Western United Dairynen. In the hearing notice, the

Departnment stated that it would consider "any other
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tenporary or permanent changes to the Cass 1, 2, 3, 4a and
4b fornul as to address energency conditions.” California
Dairies decided to submit an alternative proposal for cost-
justified increases in the butter and nonfat dry mlKk
manuf acturing cost all owances and for cost-justified
increases in the f.o.b. price adjuster for butter.

However, it was never the intention of California
Dairies to propose changes to the O ass 4a pricing formul a,
which California Dairies could have done i mredi ately
following the rel ease of the manufacturing cost studies on
Oct ober 1st. W chose not to do that.

G ven the current status of the dairy industry,
California Dairies would have preferred to wait until a
| ater date to propose changes to the O ass 4a pricing
formula. However, two events, that is to say the subm ssion
of the petition by Western United Dairynmen and the
subsequent announcenent by the Departnment to hold a hearing
on an energency basis to consider a wide variety of topics
affecting any of the classes of mlk, forced California
Dairies to becone directly involved in this hearing. On the
| atter point, we recognize that a hearing called on an
energency basis, with little lead tine and no pre-hearing
wor kshop, is not the nost appropriate forumto propose
changes in manufacturing cost all owances.

Western United Dairynmen no | onger supports its
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petition to increase the mninumprices on all classes of
mlk tenporarily by 50 cents a hundredwei ght, and Ms.
LaMendol a and M. Marsh have articulated their position in
their testinony today. W appreciate that they have reached
t he sane conclusion that we have on Cl ass 4a and 4b, these
are market-clearing classes of mlk and the California dairy
i ndustry cannot risk inpacting these plants negatively with
hi gher m nimum prices. The 50 cents per hundredwei ght

hi gher m |k price that was proposed woul d put processing co-
operatives, like California Dairies, at an imedi ate

di sadvantage in trying to sell products donestically and
internationally.

California Dairies has the additional concern --
has additi onal concerns about the consequences of
instituting higher prices for the manufacturing cl asses of
ml, especially Cass 4a. First, because nearly all the
butter and powder processing facilities are owned by
producers, a Class 4a price increase only functions to
redi stribute noney fromthe producers who have nmade
i nvestnments in processing facilities to those producers who
have not. This is not the type of governnent oversight that
wi | | encourage producer-owned co-operatives, or any entity
for that matter to invest in nore processing capacity in the
st at e.

Second, having just been through the |oan renewal
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process, we understand all too well how closely | ending
institutions are scrutinizing processing plants for
assurances of financial performance. California Dairies
financial staff spent hundreds of hours nmeeting with
potential lending institutions and preparing stacks of
docunents to obtain the financing necessary to run our

busi ness. The bank covenants associated with the | oans were
carefully crafted to be reasonably achievable. However,
bei ng mandated to pay higher m ninmumprices for mlk than
can be extracted fromthe market, even for a brief period,
will result in our violating our newy created bank
covenants. In the short term violating bank covenants
means the banks may request |oan renegotiations with higher
fees and hi gher | oan rates.

In the longer term the banks will renenber the
financi al performance of a plant when it cones tinme to renew
the |l oans. For processing plants that have perforned bel ow
expect ations, higher fees and higher |oan rates when the
| oans are renewed are virtually assured. Both the short-
term and | ong-term consequences are damagi ng to those
producers who own processing facilities, but are not
applicable to those who do not.

You may be wondering why |I'm going through these
points if Western United Dairynmen is not supporting its

petition for a tenporary price increase on all classes of
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mlk. It is sinply a matter of timng and of procedure.
the position taken today by Western United Dairynen
notw t hstanding, the fact is that the hearing notice opened
this hearing to consider changes to the pricing fornulas for
all classes of mlk, including 4a, and that remains
unchanged. Consequently, California Dairies has no choice
but to assure that its opposition to changes in the Cass 4a
pricing formula is reflected in the hearing record.
Unfortunately, the series of events that have
taken place lead us to have to take the foll ow ng
conditional position; California Dairies opposes any changes
to the Class 4a pricing formula, regardless if those changes
woul d i ncrease or decrease mlk prices. |If the Departnent
consi ders changes to the Class 4a pricing fornula that woul d
ultimately increase the price, then we propose the
Department al so make cost-justified increases and
manuf acturing cost allowances for butter and nonfat dry
mlk, and for the f.o.b. price adjuster for butter.
Condi ti onal proposal for Cass 4a pricing formula;
California Dairies proposes the foll ow ng nmanufacturing cost
al l omance and f.o.b. price adjusters for Class 4a mlk to be
adopted, but only if the Department considers that the --
consi ders changes to the Class 4a pricing fornula that woul d
ultimately increase the Class 4a price, and that that price

be determ ned by the CVE AA butter marked price for butter
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less 4.74 cents, less 17.4 cents, all nmultiplied by yield
factor 1.2. The solids-not-fat price is the California
wei ght ed average price |l ess the nmake all owance of 19.65
cents, multiplied by yield factor of 1.

California Dairies' proposed changes are

consistent with the objectives stated in previous hearings.
The O ass 4a formula should reflect the nost currently
avai l abl e cost-justified changes. Sinply, the nmanufacturing
cost all owances shoul d be consistent with the actual costs
for processing, and the butter commdity price should be
adjusted by a factor that reflects what California plants
actually receive for the products they produce.

On the manufacturing cost allowance increases; the
rel ease of the Departnent's |atest Manufacturing Cost
Exhi bit on Cctober 1st, provides anple evidence to suggest
that the manufacturing cost allowances for butter and nonfat
dry mlk should be increased.

California Dairies' proposal anmends the butter and
nonfat dry m |k manufacturing cost allowances by the
increase in the weighted average of the costs from 2007 to
2009. 2007 was the last tinme the manufacturing cost
al | onances were adjusted. That is to say, California
Dai ries' proposal would increase the nmanufacturing cost
al l omances for butter and for nonfat dry mlk by the

di fference of the wei ghted average costs reported in the
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2007 cost studies and of the weighted average costs reported
in 2009 cost studies.

The Departnent's data verifies the cost to
manuf acture butter has increased by 1.8 cents per pound and
the cost to manufacture nonfat dry mlk has increased by
2.67 cents per pound. As such, we request that the butter
manuf act uring cost be increased from15.6 cents to 17.4
cents per pound, and the nmanufacturing cost for nonfat dry
m |k be increased from 16.98 cents per pound to 19.65 cents
per pound.

On the f.o.b. price adjust increase; at the tine
California Dairies submtted its alternative proposal, the
Department had not yet released the nost current conparison
of the Chicago Mercantil e Exchange butter prices and audited
California butter sale prices. Consequently, California
Dairies' alternative proposal suggested that an adjuster of
4.75 cents per pound would be appropriate. W arrived at
that using our internal data, internal price and sal es data.

The Departnent posted the results of the
conparison just |ast week, which showed that the f.o.b.
price adjuster for butter is indeed understated and should
be increased significantly. Using the data collected over
the 24-nonth period, which is consistent with past hearing
decisions, the f.o.b. price adjuster for butter should be

i ncreased from 3.09 cents per pound to 4.74 cents per pound,
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an increase of 1.65 cents per pound.

California Dairies will accept the figure of 4.74
cents per pound, published by the Departnent, as a
substitute that we derived using our own dat a.

To conclude this section of ny testinmony, it is
regrettable that California Dairies cannot sinply w thdraw
support for its alternative proposal. W would have
preferred to take that course of action. However, the cal
of the hearing is not altered by the actions taken today by
Western United Dairynen, and the proposals by any party that
woul d increase the Class 4a price will still be considered
at this hearing. As a consequence, California Dairies finds
itself in the unfortunate position of having to put forth a
condi tional proposal to the Departnent. Allow ne once again
to state that if the Departnent considers changes to the
Class 4a pricing fornmula that would ultinmately increase in
the price for C ass 4a, then we propose the Departnent al so
make cost-justified increases in the manufacturing cost
al l omances for butter and nonfat dry mlk, and for the
f.o.b. price adjuster for butter.

On NASS versus CMP; M Ik Producers Council's
alternative proposal reconmends using the National
Agricultural Statistics Service nonfat dry mlk price series
to replace the current California weighted average price

series for nonfat dry mlk. Two major explanations were
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of fered for the recommendati on and they appear to be the
mlk price level and mlk price alignment with nei ghboring
states. These are simlar to the argunents that were raised
at the August 28th, 2007 hearing that addressed the use of
CWAP and reporting requirenments for nonfat dry mlk sales.

At the August 2007 hearing, there was a proposal
to replace the CWAP with the Dairy Market News nonfat dry
mlk price series. In addition, the Departnment was asked to
consi der changes to specific reporting procedures regarding
type and age of product included as reportable sales, and
the duration of contracts allowed in the reporting process.

In its Panel Report, the Departnent reviewed the specific
reporting requirenments for the NASS nonfat dry mlk price
series and conpared themto the reporting requirenments for
CWAP. This conparison resulted in only two changes to the
CWAP reporting procedures; excluding organic nonfat dry mlKk
and limting the reportable fixed contract sales to 150
days.

In the Panel Report the Departnent noted that, and
| quot e;

“In order to properly price mlk produced and

processed in California, economc

factors that specifically affect

California nust be taken into

consi deration. Proper consideration of
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mar ket conditions affecting the State of
California requires econom c data and
factors specific to California, such as
the actual values for nonfat dry mlk
received by California plants.

Excl usion of long-termcontracts to a
relatively short tinme period places
additional risk on California nonfat dry
m | kK manuf acturers, nmaking them nore
reluctant to commt to export sales.
Long-term price contracts are a
strategi c opti on whose nai nt enance
allows the California dairy industry to
conpet e successfully in world markets.
The | ong-term success of the California
dairy industry will increasingly rely on

t hese markets."

181

Substituting the NASS price series for the CMP

as proposed by M1k Producers Council, would inplenent a
of reporting requirenments that are contradictory to the
Departnment's statenents fromthe 2007 hearing. Moreover,
t he Departnent has already individually considered and
rejected nost of the aspects and features enbodied in the
NASS nonfat dry mlk series. The explanations are covere

in the findings fromthe August 2007 hearing and mrror t

set

d
he
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Departnent's statenments quoted above.

The Departnent’'s recent decision to continue using
CWAP, with few nodifications, instead of substituting
anot her nonfat dry mlk price series, appears to provide
anpl e reason to deny the request by MIk Producers Counci
by itself.

However, let ne provide a nonfat dry m Kk
manuf acturer's point of view on the proposal. There are two
alternatives that the California dairy industry nmust grapple
with, either it supports export sales of nonfat dry m |k and
those sales are reportable or it does not support exports of
nonfat dry m K.

The first alternative is what we are doi ng today
and the second alternative has potentially devastating
consequences for the industry. |If the dairy industry limts
the reporting of fixed price contracts to 30 days or |ess,
then no conpany will want to assunme the risk of naking
nonfat dry mlIk for export. Thus, export opportunities for
nonfat dry mIk marketers will be reduced i medi ately.

The option at that point would be to either sel
the nonfat dry mlk to the Coomodity Credit Corporation or
| oner the price offered to donestic buyers in order to keep
product noving and inventories balanced. Either alternative
is likely to result in lower prices to dairy producers.

There is no need to change the nonfat dry mlk
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price series used in the California mlk pricing formulas or
even nake adjustnents to the CWAP reporting requirenents.
Since the Departnent considered a variety of changes to the
CWAP in 2007, nothing materially has changed in the way that
nonfat dry mlk is produced or marketing.

California Dairies remains firmy opposed to
adopting the NASS nonfat dry m Ik price series in place of
t he CWAP.

Concl udi ng remarks; we have seen how sustai ned | ow
m |k prices have affected the dairy industry sinply by
| ooki ng at the inpact on our own nenbers. The nenbership at
California Dairies is typically fairly stable year to year
but not in 2009. 1In the last year California Dairies has
| ost over 50 menbers and alnost 2 mllion pounds a day of
m | k producti on.

These ki nds of |osses, plus the reduction of mlKk
fromour current nenbers, has caused California Dairies to
conpletely rethink how we can supply our custoners and how
to balance mlk on a daily basis anbng our processing
pl ant s.

Who woul d have thought that the conditions in the
dairy industry could change so much in just one year? Wen
we reviewed the reasons used by the Departnment to justify
the reductions in the Class 1, 2 and 3 prices, we are

frankly amazed that how many of them have di m ni shed
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i nportance or would not be relevant in the decision making
process today. W fully support the petition submtted by
the Alliance of Western M|k Producers, it is a reasonable
proposal that will provide dairy producers with a higher
mlk price that can be justified based on the changes in
events over the |ast year.

Wth respect to California Dairies' alternative
proposal, California Dairies opposes any changes to the
Class 4a pricing fornmula, regardless if those changes woul d
i ncrease or decrease mlk prices. |If the Departnent
consi ders changes to the Class 4a pricing fornula that woul d
ultimately increase the price, then we propose that the
Department al so make cost-justified increases in the
manuf acturing cost allowances for butter and nonfat dry
mlk, and for the f.o.b. price adjuster for butter.

Thank you for your attention and | request the
opportunity to file a post-hearing brief.

HEARI NG OFFI CER HOLLOWAY:  Your post-hearing brief
is granted.

|"d like to ask the Panel if they have any
guestions?

PANEL MEMBER I KARI: | have a couple. M. Erba,
| " ve asked several w tnesses about penalties; is your co-op
still assessing penalties if a producer exceeds their

producti on dates?
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MR. ERBA: The programthat would allow us to do
that is still in place. W are currently not assessing any
menbers for over-production.

PANEL MEMBER | KARI: Are you aware of any co-op
that is?

MR, ERBA: No, |'mnot.

PANEL MEMBER | KARI: Are you confident that the
actions, the proposal of the Alliance, along with the
federal order changes in the CM, and the novenent in the
mar ket is sufficient to enable California dairy farners to
remai n viable and provide the types of mlk supplies we're
goi ng to need?

MR. ERBA: Am | confident? | guess ny answer to
that is, no, I"'mnot confident. [|'mcertainly hopeful.
Just in our own co-op we've seen that we've hit the bottom
of m |k production, at |least on a daily basis, and we're
com ng up

We remain hopeful that the price levels that we're
expecting to see for the rest of this year and into next
year will continue, and that will take care of our mlk
producti on concerns.

Qur biggest problemis with planning. And as |
said in our testinmony, our planning -- our plan for this
year was conpletely in shanbles, things happened we

certainly did not expect and that's caused us to rethink how
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we're going to balance m |k anobng our plants and we can do
that. W have the opportunity to do that. That requires us
to move m |k around, but we're able to do that with plants

| ocated in strategic |ocations throughout California.

PANEL MEMBER | KARI: |'ve asked several w tnesses,
and 1'd like to ask you the sanme question, if California's
producti on does not cone back and it continues to decline,
will Cass 4a and 4b manufacturers feel it the nost?

MR. ERBA: Well, let me answer the first part of
that, first. W are seeing m |k production com ng back
al ready. W represent 43 percent of the mlk production in
this State, we've already hit the bottomon our daily basis
of what mlk production is, and we've already seen it cone
up since then.

It's not going to zoom back, |ike nmaybe what
happened previous years, but by all accounts it |ooks |ike
it's at least noving in the right direction.

As far as the effect on the manufacturing cl asses,
| believe that other people have said this and | concur with
it, that 4a is likely to be the one that gets hurt the nost.

However, we do have opportunities w thout our own
systemto nove mlk around and put it where it's nost
profitable. If we can sell mlk to other custoners for nore
than we can receive by running it through our own plants,

then that's what we'll do and we'll meke adjustments in our
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own processing facilities accordingly.

PANEL MEMBER I KARI: |'mgoing to ask you a
guestion on the CDI's position. You indicated that if the
Depart ment considers changes to the 4a pricing fornula, that
you propose the Departnent al so nmake cost-justified
i ncreases.

Does that position extend to tenporary adjustnents
on Cl ass 4a?

MR ERBA: Yes.

PANEL MEMBER | KARI: Okay, | have no further
guesti ons.

HEARI NG OFFI CER HOLLOWAY: Ckay, that's it. Thank
you so much

MR. ERBA: Thank you.

HEARI NG OFFI CER HOLLOWAY: 1'd like to al so
announce that post-hearing briefs will be due on Novenber
the 12th, 2009 by 4:00 p.m You can either submt it to the
Departnment's branch, which is |ocated at 560 J Street, Suite
150, Sacranmento, and the zip is 95814.

Al so, the brief may be faxed to 916-341-6697. O
e-mailed and 1'mgoing to give you Candace Gates' e-mail,
whi ch i s cgates@dfa. ca. gov.

PANEL MEMBER | KARI: Just a point of
clarification, the post-hearing briefs are due to the Dairy

Mar keti ng Branch within the Departnment of Food and Ag.
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HEARI NG OFFI CER HOLLOWAY: COkay. Now, we have
Wi tness testinony and | have about nine people right here
that would like to start doing w tness testinony.

| do want to stress our tine. W're willing to
stay until six o' clock, if we can finish and wap this up
and do this hearing by today, instead of having it go over
to the next day. So |I'm hoping that maybe we can do that
and al so take a short break.

So without any further ado, let's just go ahead
and 1'Il call the firth witness, which is Joan Jeter.

MR JETER  John Jeter.

HEARI NG OFFI CER HOLLOWAY: John. Sorry, John
That "h" | ooked |ike an "a".

This will be marked as Exhibit 509.

(Exhi bit 59 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: Go ahead, John, please
state your nanme and --

MR JETER. 1'IIl spell it for you.

HEARI NG OFFI CER HOLLOWAY:  Ckay.

MR JETER. | will work on ny handwiting, | do
get comrents on that.

My nanme's John Jeter, J-0-h-n J-e-t-e-r

HEARI NG OFFI CER HOLLOWAY: And do you affirmto

tell the truth and nothing but the truth?
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MR JETER Yes, | do.

HEARI NG OFFI CER HOLLOWAY: Thank you, go right
ahead.

MR. JETER. Thank you. M/ nane is John Jeter and
" m President and CEO of Hilmar Cheese Conpany, a cheese and
whey products manufacturer in California and Texas.

Qur California operation processes approximately
12 million pounds of mlk per day into American natural
cheeses and val ue- added whey products.

W started a new plant in Dal hart, Texas two years
ago, which al so processes m |k and Anerican natural cheeses
and val ue- added wei gh products. W currently are in the
process of expandi ng our Texas operation.

Hi | mar Cheese Conpany in California procures mlk
from about 270 direct ship California dairy farnms, severa
California co-operatives, and other proprietary handlers,
whi ch equates to approximately 12 percent of the mlk in the
State.

Founded upon the ideal of paying producers a
conpetitive price for the value of their mlk, H |l mar Cheese
Conmpany believes in |ow regul ated prices and high market
driven prices that allow both m |k producers and processors
the opportunity to renmain viable.

Today | represent Hilnmar Cheese Conmpany with the

foll ow ng testinony.

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

190

After some of the highest prices ever, acconpani ed
by very high costs, the past 12 nonths have i ndeed been a
very difficult period for the dairy industry, in particular
those at the farmlevel because they bear the brunt of the
price risk. 2009 has been a gruesone year where essentially
all dairymen lived off equity, unless they were very active
in risk managenent and forward contracting in 2008 for the
year 2009.

W are a market driven -- and this is our
position. W are a narket driven -- we are for market
driven higher prices that reward those who are in the supply
chain earning it. This is why H I mr Cheese Conpany exi sts.

We oppose changes to the regul ated price that
perpetuate further inconme redistribution within the pool and
give nore noney to those not directly contributing to the
production of higher valued products. |If the regul ated
price is | ow enough, market based adjustnents or prem uns
can reflect the real appropriate value for the mlk supply
for given plants, as they shoul d.

And in our case, what that has neant this year is
we will have paid out over $20 mllion above the m nimm
regul ated price through our normal mlk paynments. And in
addition to that, we will have paid out over $25 million in
cheese venture paynents above our narket basket prices. And

those are just reflective of our situation and how our
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busi ness operat es.

And | think one person commented that cheese
manufacturers try to pay as little as they can and, in our
case, we pay as much as we can.

We therefore oppose all the proposals. W would
encourage you to make no change in the regul ated price
because they all are essentially tinkering with the existing
system Making these changes sinply says that the val ue of
m | k shoul d be adjusted through the regul ated price to neet
short-termneeds; and this is neither true nor good.

The current system needs to be transforned for the
better in the long run. The industry has had many neeti ngs
| ooking at the need for mgjor |ong run change, but al nbst no
one in the producer community will even discussion real
change.

W woul d therefore ask that the Departnent make
none of the changes before you and encourage the | eaders in
the California dairy industry to address the need for real
change.

The McKinsey report made the case for real change,
stating that the current system encourages conpanies to act
in their owm self-interest to the detrinent of the entire
system This is what has just happened in our industry and
granting sonme of the proposals before you, fromthose acting

in their own self-interest, would further damage the
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i ndustry.

The current system encourages production of the
| onest val ued products by letting the peopl e expandi ng
production of those products receive the benefits created by
ot hers who invest in innovation.

Don't reward those who produce | ow val ue, | ow
ri sk, poorly marketed products by lowering their mlk price
to pay for the new plant. Don't |lower the 4a price.

Don't increase Class 1, 2 or 3 prices. Encourage
t hose who service this nmarket to charge market prem uns for
the mlk used, if appropriate. Wth mlk tighter, prem uns
shoul d go up and they have gone up.

There does not need to be any increase in the
classified regulated price. Premuns should be increased to
reflect the increased value of the mlk in the current
tighter market. Prem uns can then go to the people
servicing this market, not to those who don't service it.

Increasing the classified regulated price wll
sinply increase the anount of nonies distributed through the
pool. Not increasing the price will place the enphasis on
chargi ng mar ket based prem unms reflective of narket
condi ti ons.

And don't increase the 4b price. The proposed 4b
i ncrease cannot be passed onto custoner in a national

market. California cheddar cheese production is decreasing
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and the proposed 4b increase will only accelerate the
decrease in cheese production, as cheese processors feel
i ncreased regulatory risk in California.

Most California cheese processors have out - of -
state operations where the regulatory risk, price or
ot herwi se, is |ess.

And once again, the current tightness in mlk has

al ready been reflected in prem uns charged.

Hi | mar Cheese Conpany nmarkets -- Hillmar Cheese
Conmpany's mar ket basket price reflects -- excuse ne, let ne
read it.

Hi | mar Cheese Conpany's nar ket basket price flexes
with the market and contains whey factors as well. Any
increase in the 4b price will only take noney from our G ade

A producers and give it to others who don't ship mlk to us,
t her eby rewardi ng people who are not in our supply base, at
t he expense of those who are supplying us with the mlk for
t he products we nake.

| f you increase the 4b price, the vast mgjority of
our producers will receive less as a result.

Pl ease don't nake any changes to the existing
regul ated prices.

And |'d be happy to take any questions and 1'd
like to be able to submt a post-hearing brief.

HEARI NG OFFI CER HOLLOWAY: All right, your post-
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hearing brief is granted.

Are there any questions fromthe panel ?

PANEL MEMBER GATES: Just a quick one, M. Jeter,
could you for the record just clarify what your market
basket price is?

MR. JETER. That's our pay price to dairymen, so
it has a cheese factor, a whey factor, and in our case it's
a 34 percent market, and it has butter that is reflective of
whey butter.

PANEL MEMBER GATES: Thanks.

PANEL MEMBER | KARI: Since you own plants both in
California and outside of California, what's your assessnent
of how California dairy farnmers fared conpared to your Texas
operations?

MR. JETER. Well, | think you asked that, the
guestion | renmenber was of Bill Schiek, and him stating that
California or the western producers tend to buy nore of
their feed.

Qur texas producers, on the other hand, they tend
to be newer so they probably carry relatively higher debt
| oads in sone cases, they just have newer operations. So
they were inpact as well.

And what we've seen in Texas, of course, is just a
sl owi ng down of the growth there. Whereas when prices were

very high, it was just very rapid grow h.
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And our Texas operation was designed to -- is
designed for five mllion pounds a day. W were really
designed to get it up to full blast in about four years and
we hit full blast in, literally, about 16 nonths. And that
was because m |k was available that we didn't think was and,
of course, the markets were extrenely hot.

So we took production up and we've since ratcheted
it back in probably the |ast nine nonths.

California's been greatly inpacted and this is an
extrenely expensive place to do business. And it's just
very, even onerous and difficult, yeah.

PANEL MEMBER I KARI: So is the production that
your plant receives -- your plants received, have you had a
bi gger decrease in California versus your out-of-state
operation?

MR. JETER. Now, the reason |I'm hesitating,
we -- we probably don't neasure our production the way CDI
because our supply is changing. Wat we've noticed in
California, early this year we were buying probably ten
percent of our mlk on the spot market and we take in about
250 |l oads of mlk a day, so 25 | oads a day were on sport
market. And literally, that just nmeans week to week. You
know, on Thursday of every week we line up what we're going
to take to fill up the plant and when there's a lot of mlk

that's a very appropriate way and actually services the
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i ndustry, it finds homes for m |k that needs hones.

And actually about July, late July, you know, it
just dried up. So that mlIk really was very -- was
relatively unavail able at that point, and so our whole
procurenent strategy -- now, in one sense, as the cheese
markets -- and we had markets for that. W decreased our
cheese production, so a load of mlk a day to us is about a
| oad of cheese a week in terns -- and so our cheese
production, within about a 30-day period, decreased 25 | oads
per week. And really, | nean, we had nmarket for that, but
that just tightened up.

And frankly it was, you know, part of our effort,

i nstead of going and procuring nore expensive mlk at that
point we held off, and just to try and tighten up cheese
markets as well. And we are still in a decreased production
node.

So where we've noticed it nost in California is
just the availability of spot mlk and its cost, if we can
get it.

PANEL MEMBER | KARI: Can you contrast that with
what happened in Texas?

MR. JETER. We were buying spot mlk in Texas,
al so, probably even to a greater extent, it mght be 15 to
20 percent of our supply might be spot mlk out there. That

got a lot tighter, too.
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But there's a difference out there, we can
actually get the mlk we want, when we want it, we just tend
to pay nore. And spot mlk can be discounted out there, so
out there it's legal to pay under the state or under, you
know, the classified price, that's legal in a federal order
to clear the market. | think you guys are aware of that.

But then when it's short, the price goes up. So
we can pay fromout there, when mlk is long, fromthree
under, to when mlk -- | think this next week we're paying
three over to fill the plant.

PANEL MEMBER | KARI: Agai nst that background are
you confident that you will have the m |k supplies or that
current economcs will turn around and you will have the
m |k supplies you need in California to operate your plant
efficiently?

MR. JETER. Well, you know, we're in -- and

once --

PANEL MEMBER I KARI: | guess | should say absent
any price intervention by the Departnent.

MR. JETER. Well, and that is an inportant issue
to us, believe ne, whether you guys intervene or don't.

W, in California, | nmean in a sense our
procurenent, we've taken on probably 10 to 12 new dairies in
the | ast 60 days and have -- in other words, all our

dairynen are still on contracts, so we've -- we had a
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tenporary releasing of contracts, in other words we | et them
ship over their contracts through the fall, which is
unlikely to be done. W then went back and revi ewed
everybody's contract and increased themto the |evels they
want ed, so people were able to grow.

And then after -- so the idea was to take care of
our own dairynen first, what they wanted to ship, and then
to go back and be opportuni stic about new people we wanted
to do business with. And so we've essentially gone from
buying a ot of spot mlk to trying to buffer up our direct
ship supply.

And, okay, to do that we have to be -- we have to
be a buyer of choice. In other words, people have to want
to do business with us. And so we try to create an
envi ronment where people want to do business with us.

And obviously, if we're good at what we do and go
get noney out of the marketplace, the idea is you share sone
of that with your dairynen and they want to do business wth
you, and that is the case. And so we have plenty of
dai rynen that want to do business with us.

And so ny point is | think our strategy is, even
in a decreasing m |k supply, you know, we plan to get what
we need to service the markets that we have.

Now, you're talking in an aggregate sense, but |'m

talking in our business sense. The mlk supply in
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California has been very inpacted, the current, you know, 12
nont hs have been devast ati ng.

And | nean, you've heard it, and | agree with
Linda, | do not feel this. | understand it fromafar and
it's just an excruciatingly difficult period. So it is
i npacted, clearly.

And | don't know what's going to happen but
mar kets are com ng back, prem uns have gone up. So, you
know, those things are being reflected today and we think
that's the way that this should work, rather than you guys
intervening in the marketpl ace.

PANEL MEMBER | KARI: There was al so previous
testi nmony about plant expansion at CDI, at Land O Lakes,
Leprino and Saputo. Under that backdrop, m ght we get into
nore plant -- | nean, deficit reduction relative to the
State's processi ng needs?

MR. JETER. By deficit production you nean nore
pl ant capacity in --

PANEL MEMBER | KARI: | ncreased conpetition for
m | k anong manufacturers and processors?

MR. JETER. | think so, yeah. And | nmean, | think
that's good for dairynen in a sense. | nean, they' ve been
in a situation where there weren't enough plants. | nean,
there are other consequences to that but, | nean, it's

probably refreshing to themto have people want their mlKk.
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So | think that's a good thing in general. W plan to get
the m |k we need.

PANEL MEMBER I KARI: Finally, in your testinony
you talk a |l ot about or there seens to be a thenme that runs
t hrough your testinony about inconme redistribution within
the pool. But in fact, doesn't the Class 1 and the higher
differentials get redistributed to pool plants?

MR. JETER.  Absol utely.

PANEL MEMBER | KARI: And your plant is a pool
pl ant ?

MR. JETER.  Absol utely.

PANEL MEMBER | KARI: So aren't your producers
benefiting fromthe higher value of mlk?

MR. JETER. Well, those that have quota obviously
are. Those that don't, no, they don't. |In fact --

PANEL MEMBER I KARI: Isn't the pool price all --
you know, if there's increases in mninmmprices, doesn't
t he non-quota as well as the quota producers benefit?

MR. JETER. Not ours. Essentially, the way our
system wor ks, we have this nmarket basket price and then
there's the mnimum price, and those are not connected as
far as we're concerned. The only connection is our narket
basket can't go below the mninmumprice. In other words, we
owe the pool for the mninumprice. So we're paying our

mar ket basket .
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And if you guys raise this price, the m nimm
price, which should be bel ow our market basket price, okay,
then our costs did not change. In other words, we're going
to just change the anmount -- we're going to take what we pay
and a greater proportion of what we pay is going to go into
the pool, and to our dairynmen, they get about 40 cents of
that noney that they were getting when you -- before you
increased it, they were getting all that. You increase the
price and so that noney now goes into the pool and they only
get 40 percent of it back.

PANEL MEMBER | KARI: But if the Departnent raised
the 1, 2 and 3 price doesn't your producers benefit because
there's nore noney in the pool?

MR. JETER. Theoretically, but our people wll
| ose on an increase on the 4b.

PANEL MEMBER | KARI: Well, | nean if --

MR. JETER. | nean, we did the analysis and they
lose. Now, it is because our prem uns are not pegged to the
4b. If our prem uns were pegged to the 4b, that woul d not
be the case. W have a different pay system

PANEL MEMBER I KARI: |If you want to be totally
mar ket oriented, John, and Hi | mar Cheese, you coul d becone a
non- pool plant and pay producers directly, and then the
producers woul d nake based sol ely on what cheese returns.

MR JETER That's what we do in Texas and it
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wor ks extrenely well.

PANEL MEMBER | KARI: But you're a pool plant in
Cal i fornia.

MR. JETER. W' re a pool plant because we have
producers that have quota, and it's the system So we offer
a choice, they can either have a quota and be in the pool,
not have a quota, be in the pool, or not be in the pool. So
we of fer them choice.

PANEL MEMBER | KARI:  Thank you, John.

MR JETER  Yeah.

HEARI NG OFFI CER HOLLOWAY: Ckay, that's it, thank
you very much

Ckay, now we're going to call John Hitchell.

This will be Exhibit 60, thank you.

(Exhi bit 60 was marked for identification and

received in evidence.)

MR. H TCHELL: Thank you.

HEARI NG OFFI CER HOLLOWAY: Pl ease state your nane
and spell it for the record?

MR. H TCHELL: M/ nane is John, J-o0-h-n, Hitchell,
Hi-t-c-h-e-1-1I.

HEARI NG OFFI CER HOLLOWAY: And you are
representing?

MR. H TCHELL: The Kroger Conpany.

HEARI NG OFFI CER HOLLOWAY: Okay. And you affirm
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that you'll tell the truth and nothing but the truth?

MR. H TCHELL: | do.

HEARI NG OFFI CER HOLLOWAY: Thank you, go right
ahead.

MR. H TCHELL: Ckay. Madam Hearing Oficer and
Menbers of the Panel, ny nanme is John Hitchell. [|I'm
enpl oyed by The Kroger Conpany as the General Manager of Raw
M|k Procurenent in Cncinnati, Chio. The Kroger Conpany
owns and operates Conpton Creanery in Conpton, California
and Riverside Creanery in Riverside, California. [|'m
appearing today to give testinony on the proposal by Dairy
Institute of California.

The Kroger Conpany recognizes that in the past
year the economc return for dairy farnmers has been at an
hi storical low. These econom c conditions have led to a
reduction in the supply of rawmlk in the State of
Cal i fornia.

The Kroger Conpany believes that a tenporary
increase in the cost of all classes of mlk in California is
justified to aid dairy farmers during this difficult tine.
The Kroger Conpany supports the proposal by the Dairy
Institute of California of increasing all classes of mlk 20
cents a hundredwei ght for three nonths. However, The Kroger
Conmpany woul d not require the price to be reduced if the

4al 4b price rose above the $13 a hundredwei ght while the
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tenporary increase is in effect.

The Kroger Conpany believes that the three-nonth
timeframe i s adequate based on the current and expected
increases in the cost of dairy commodities that wll
inevitably lead to higher prices for raw mlKk.

The Kroger Conpany opposes the proposal fromthe
Al liance of Western Dairy Producers to permanently increase
the current Class 1, 2 and 3 prices. The Kroger Conpany
does not believe that consuners of these products in the
State of California should bear the burden of a pernmanent
increase in cost to correct a situation that is tenmporary in
nature. And as stated above, the current and expected
increases in the cost of cormodities will raise the Class 1
2 and 3 mlk costs in the com ng nont hs.

The Kroger Conpany opposed the original proposal
fromWstern United Dairynmen and then since they have
swi t ched and supported the proposal of the Alliance of
Western Dairy Producers, | won't need to read this one
par agr aph.

For the reasons stated above, The Kroger Conpany
supports the adoption of the proposal of Dairy Institute of
California without a $13 a hundredwei ght trigger price.

Thank you for your consideration, 1'Il be happy to
answer any of your questions.

HEARI NG OFFI CER HOLLOWAY: Are there any questions
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fromthe Panel ?

PANEL MEMBER | KARI: Since you operate outside of
the State of California, are you aware of any actions taken
by other states to help address the economc crisis the
dairy farmers are facing?

MR. HITCHELL: Not in the states that we operate
at this tinme, no.

PANEL MEMBER | KARI: Thank you.

MR. H TCHELL: Thank you.

HEARI NG OFFI CER HOLLOWAY: COkay, thank you very
much.

MR. H TCHELL: Thank you.

HEARI NG OFFI CER HOLLOWAY: |'d like to call up
Pet e Hoekstra.

kay, this will be Exhibit Number 61

(Exhi bit 61 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY:  Good after noon.

MR. HOEKSTRA: M nane is Pete Hoekstra,
represent Censke, Mil der & Conpany, an accounting firmin
Mbdest o.

| spell ny nane P-e-t-e-r Ho-e-k-s-t-r-a

HEARI NG OFFI CER HOLLOWAY: Ckay, and do you affirm
totell the truth and nothing but the truth?

MR, HOEKSTRA:  Yes.
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HEARI NG OFFI CER HOLLOWAY: Thank you, go right
ahead.

MR. HOEKSTRA: What | have conme here to present,
Madam Chai rman, is just the state of the industry of the
dairy producer. | have nothing to do with the pricing or
anyt hing, but | do feel that you should understand the
plight of the producer.

|"ve been involved in the dairy industry since
1972 and I"'mcurrently the managi ng partner of the Mdesto
of fice of Genske, Mil der & Conpany. W have produced cost
studies for the last 25 years plus, and that's what you have
in front of you today.

VWhat 1'd like to do is just go over a little bit
of those cost studies and tell you what has happened in the
past six nonths or in the past nine nonths.

| also talked to a Moore, Stephens, Frazer &
Torbet, and they gave nme perm ssion to use their nunbers,
al so, although |I don't have them present, but | did get
perm ssion to use those.

W have had trenmendous |osses in the |ast six
months in the dairy industry. And according to our cost
studi es and according to the cost studies of Frazer &
Torbet, basically in the three areas in California, which we
di vi de between Bakersfield -- or Southern California and

Bakersfield, Bakersfield and Fresno, and Fresno north, the

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

207

representative areas have | ost $567 per cow. In the Central
California it was $535 a cow. And in Northern California it
was 529.

The average for six nonths was $535, which is an
astronom cal anount when you consider that the bank is
willing to |loan 65 percent of the cow and they value it at
$1,300. So you get about $900.

| have started doing some of ny nine nonths
financial statenents and we're between $900 a cow | oss, and
we don't have themall done,, there's going to be sone that
are going to below that, but there's going to be sone that
are even going to be above that anmount.

| guess what |I'msaying is that the dairy industry
in California, but also throughout the nation is really in a
crisis and we have to try to address that crisis. |'mnot
saying raising mlk prices, but if we do not address the
crisis of a dairy famly losing alnpst $12 billion in equity
in the last six nonths nationally, 2.5 billion just in the
State of California, we are going to have a disaster and we
will be drinking mlk fromother countries and ot her states.

| have no doubt that we will have a shortage of
m K.

One of the other statistics that | cane out wth,
and you can take that fromthe cost studies, but in

California the mail box price that our clients got for their
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mlk was $1,071 per cow for six nonths. Their feed costs
for just feeding the cows and feeding the heifers was $1, 283
a nonth for the six nonths.

They had a deficit of $182 per cow through six
nmonths, just to feed their animals, which nakes it totally
i npossi bl e.

Al'l of our clients, in all of our offices in
Southern California and in Northern California, the only
dairy that we had that nade a profit was an organic dairy.
And if you |l ook at these nunbers, these nunbers are nunbers
that are supplied to banks, so they're certified, they're
reviewed by certified public accountants in nmy firmand in
Frazer & Torbet's firm These are real nunbers and these
are real nunbers that banks rely on. It's pretty scary.

The projection for the third quarter, like | said,
is probably going to go to $900 per cow. Qur feed costs do
remai n high, whether they will cone down again -- but, you
know, our mlk cost is comng up, but it's still a break
even, it's probably going to be closer to $15 to $16 a
hundr edwei ght, so even if mlk gets up to $13, $14, $15,
which | hope it will by Decenber, we probably will have a
break even point.

But | can al nost guarantee that through nine
months all the dairies in California and pretty much

t hroughout the nation are |osing noney and will continue to
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| ose noney through Septenber.

| heard the testinony about the $270 mllion
relief fromthe federal governnent. Sonebody ought to do
some math. $270 mllion divided by 9 million cows is $90.
It will take care of one nonth out of 12, so it's not
exactly a lifeboat, it's half of an oar.

The other thing, the last thing I'd like to talk
about is the banking industry. The feed conpani es have
pretty well reached their Iimt, and I don't see any feed
conpani es here today, but |1've talked to quite a few of
them Many of our dairynmen are on COD, they have no | onger
can get credit fromtheir feed conpanies. The feed
conpani es have becone second hol ders on | and because they
ask for collateral, if you want to continue to deliver feed.

The banks have notified many clients that they
have 90 days or six nonths to find another bank, which is an
inmpossibility in today's market.

| talked to two major lenders in this past week
t hat have received nmany applications to have their dairies
fi nanced because their bank was kicking themout. They
turned down 97 percent of those applications. And | don't
know where this is going to go. | don't know how ny
dairynmen pay ny bill, let alone any other bill.

We have dairynen that are selling their nothers

homes. W have dairynen that are selling quota, we have
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dairynen that are selling heifers, they are selling
everything that is out there that's just not tied down.

And t he banks, basically, have no appetite to
finance the dairy industry. And if you | ook at these cost
studies, you really can't blanme them Wiy would you want to
gi ve sonebody noney that's |osing $500 to $900 a cow?

Like | said, |I've been doing this since 1972 and |
went back on our cost studies, and in our cost studies there
was only three years that | could find that there were any
substantial | osses whatsoever in the dairy industry. And
the losses, | think the biggest |oss was 40 cents a
hundr edwei ght, and that was in '82 and '84, and now we're
| ooki ng at $5 a hundredweight, and it will be $5 a
hundr edwei ght through Septenber. Hopefully, we'll soften up
alittle bit by Decenber.

But | do feel that we will -- | know, M. lKkari,
you keep tal ki ng about whether we will have enough mlk, the
dairy industry has been very resilient, dairynen have been
very resilient, but they have never been pushed to a point
where they started out the year with no debt on their cows
and now are fully financed on their cows, and their feed.

So if people think that there is going to be nore
mlk out there, they probably better start financing the
dairies.

And just to show you that this is not a regiona
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thing, in our cost studies we' ve done |Idaho. |[|daho | ost
$607 per cow through six nonths. Arizona |ost $594 per cow.
California was $535. The Texas Panhandl e was $502.
Washington State was $477. The | ower m dwest, which woul d
be Col orado, W sconsin, Kansas -- or Col orado, Kansas,
Okl ahoma, Nebraska, $465 a cow. The upper m dwest, which
woul d be | owa, South Dakota, Wsconsin and so forth, was
$402 a cow. And New Mexi co was $400 per cow.

The average in all regions was $482 per cow.

What | did notice when we were | ooking at these
cost studies is that the m dwest, especially the upper
m dwest, | agged about two nonths behind California and the
western states but, believe ne, they are feeling the sane
pain that we are feeling, also, it's just that it came a
little bit later.

| want to thank you for the opportunity.

HEARI NG OFFI CER HOLLOWAY: Ckay, thank you.

Are there any questions?

PANEL MEMBER I KARI: | just have a coupl e of
guestions to clarify. Now, this docunent contains both your
studies, as well as the Frazer & Torbet?

MR. HOEKSTRA: No, Frazer & Torbet, | have their
study right here, but I didn't have a chance to nmake a copy.

| called Sharon Davis before | cane down here and

asked her if | could use it. But her cost study shows the
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sane nunbers. If | |ook at Frazer & Torbet for Southern
California, it was $511 a cow.

PANEL MEMBER | KARI: Coul d you supply that in a
post-hearing brief? |If you get perm ssion?

MR. HOEKSTRA: Yeah, | got to get perm ssion.

PANEL MEMBER | KARI:  Yes.

MR. HOEKSTRA: But if she'll give nme permssion, |
can provide that for you

HEARI NG OFFI CER HOLLOWAY: You can just fax it.

MR, HOEKSTRA:  Yes.

HEARI NG OFFI CER HOLLOWAY: Thank you

PANEL MEMBER I KARI: O the studies, it would be
interesting also to know how many dairy farnmers are included
in the various areas that you guys are doi ng?

MR, HOEKSTRA: | think I can cone up with that.
But | can tell you this, in talking with Sharon Davi s,
basically theirs includes about 165,000 cows, 3.4 billion
pounds of mlk annually. That's in Frazer & Torbet's cost
st udy.

Qur cost study is going to probably be doubl e that
anount of m |k being produced in California.

PANEL MEMBER | KARI: Well, | noticed that the
average nunber of cows is 1,500, 2,200, 1,600, 1, 700.

MR, HOEKSTRA: Ri ght.

PANEL MEMBER I KARI: So if the statew de average
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is a thousand, these tend to be a little bit larger than the
aver age.

MR. HOEKSTRA: The statew de average, yeah, we do
have | arger. But | have 300-cow dairies and | have 3, 000-
cow dairies. So what we do with this is this is just an
average. So if I -- you know, we had --

PANEL MEMBER I KARI: If you could just tell us how
many dairies, that would --

MR. HOEKSTRA: Yeah, 1'Il see if | can get you
that information

PANEL MEMBER | KARI: kay, thank you.

HEARI NG OFFI CER HOLLOWAY: COkay, thank you very

much.
kay, next we have Tom Wegner.
kay, this will be Exhibit Nunmber 62.
(Exhi bit 62 was marked for identification and
received in evidence.)
HEARI NG OFFI CER HOLLOWAY: Pl ease state your nane
and spell it?

MR WEGNER: Tom T-o-m Wegner, We-g-n-e-r.

HEARI NG OFFI CER HOLLOWAY: And you are
representing?

MR. VWEGNER: Land O Lakes.

HEARI NG OFFI CER HOLLOWAY: Ckay. And do you

affirmthat you'll tell the truth and nothing but the truth?
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MR. VWEGNER: | do.

HEARI NG OFFI CER HOLLOWAY: Thank you very nuch, go
ri ght ahead.

MR. VEGNER: Madam Hearing O ficer and Menbers of
the Panel, ny name's Tom Wegner and |I'mhere to testify on
behal f of Land O Lakes. M business address is 4001
Lexi ngt on Avenue North, Arden Hills, Mnnesota. M current
title is Director of Economics and Dairy Policy. W thank
the Departnent for pronptly calling this enmergency hearing
to address this issue of critical inportance to all our
California dairy producer mnenbers.

Land O Lakes is a dairy cooperative with 3,100
dairy farmer nenber-owners. Land O Lakes has a nationa
menber shi p base, whose nenbers are pooled on the California
State Program and five different Federal orders. Land
O Lakes nenbers own and operate several cheese, butter-
powder and val ue-added plants in the Upper M dwest, East,
and California. Currently, our 275 California nmenber-owners
supply us with over 15 mllion pounds of mlk per day that
are processed at our Tulare and Ol and pl ants.

Land O Lakes supports the Alliance of Western M|k
Producers to increase the price of mlk used for Cass 1
uses, as well as for mlk used for Cl asses 2 and 3.

The Cctober 2009 California Dairy Information

Bul l etin conpares m |k production costs and nail box pri ces.

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

215

The mail box prices in the first quarter of 2009 averaged
$10. 09 per hundredwei ght, but the statew de average cost of
producti on averaged $16. 67 per hundredwei ght. Production
costs exceeded the all mlk price by $6.58 per
hundr edwei ght. The nmil box prices in the second quarter of
2009 averaged $9. 74 per hundredwei ght, but the statew de
average cost of production averaged $15. 37 per
hundr edwei ght. Production costs exceed the all mlk price
by $5.63 per hundredwei ght.

Looki ng to 2010, Land O Lakes has concerns about
feed costs increases due to the inability of farners to
harvest the 2009 crop, in addition to the quality of the
crops harvest ed.

The average overbase price for the 12-nonth period
Cct ober 2008 t hrough Septenber 2009, conpared to the average
over base price for Cctober 2007 through Septenber 2008
decreased by $6.39 per hundredwei ght, representing a 37
percent decrease. This is just another indication of how
bad things are for California Dairynen

Drawing on the California Dairy Reviews of COctober
2009 and Novenber of 2008 shows that feed costs have
general ly declined since the peaks of fall 2008, but the
declines for nost feed costs have been nuch | ess than the
decline in California mlk prices.

These conparisons confirmthat California dairynen
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have not been covering their costs of production during
2009. The resultant | osses have been very severe. Dairy
producers are indeed facing m serable financial conditions.

It's clear that California dairynmen need hel p now and tine
is of the essence.

The timng is right. Sonething needs to be done
now to provide relief for California dairynen. A Cass 1, 2
and 3 price increase, as proposed by the Alliance of Wstern
M| k Producers would be a step in the right direction.

Supply and demand conditions in California have
changed dramatically since the January 2009 decision to
reduce Class 1, 2 and 3 prices. Plants processing 4a and 4b
mlk are having difficulty acquiring enough mlk to keep
their plants running at full capacity. Conpared to 2008
| evels, California mlk production has declined each nonth
of 2009. W anticipate that trend will continue for the
rest of the year. Table 1 of the California Dairy
Information Bulletin shows that m |k production for the
period of January through August was down by an average 3.5
percent conpared to a year ago.

According to the USD s NASS M| k Production
report, dated Cctober 17, 2009, mlk production in
California decreased 6.4 percent in Septenber 2009 conpared
to Septenber 2008. Cow nunbers decreased by 73,000 head or

about 4 percent below a year ago. Production per cow was
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down by 2.6 percent.

Because of high feed costs and low m |k prices,
dairynmen were inclined to change their rations to reduce
overall feed costs. As a result, production per cow has
been bel ow a year ago for sonme tine now.

the reduction in cow nunbers was |argely caused by
low mlk prices. Feed costs declined but mlk prices
decreased faster and nore severely than feed costs. Plants
today are operating at less than full capacity. As a
general rule, the Class 1 mlk plants have been supplied
their mlk needs. O course, there is the call provision in
California that ensures that Class 1 plants will be fully
suppl i ed.

Land O Lakes m |k supply has decreased
significantly this year. During 2009, Land O Lakes' m |k
supply has experienced a nonthly decrease of as nmuch as four
and a hal f percent year on year; year to date through
Sept enber receipts from nenbers have decreased by roughly
200 | oads per nonth. Accordingly, we have reduced the
vol une of mlk through our plants and have had to idle our
pl ants by as much as 20 percent of the tinme during 2009.
Idling our plants has increased our per unit cost of
manuf acturing cheese, butter, nonfat dry m |k and whey
product s.

As shown in table 14 of the California Dairy
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I nformation Bulletin, October 2009, butter production for
the period of Jan. 1 through August 2009 was down by 6.4
percent as conpared to a year ago. Production of nonfat dry
m | k powder for human consunption for the period of Jan. 1
t hrough August 2009 was up by 9.8 percent conpared to the
sanme nonths a year ago; but the production of other dry mlKk
products was down by 23.2 percent for the sane nonths. The
production of condensed and evaporated mlk for the period
of Jan. 1 through August of 2009 was down by 20 percent as
conpared to eight nonths ago, the eight-nonth period a year
ago.

Production of Monterey cheese for the period of
Jan. 1 through August 2009 was down by 1.9 percent conpared
to the same nonths a year ago. The production of cheddar
cheese was down by 1.6. The production of nozzarella cheese
was down by 2.6. The production of provol one cheese was
down by 3.3 percent. Parnesan cheese down by 5.5. The
production of Hi spanic cheese was up by 3.6. Oher cheese
was down by 22.8 percent for the period Jan. 1 through
August 2009. The total cheese production declined by 3.2
percent for that sane period.

As expected, when m |k production decreased in
California during 2009 the production of Cass 4a and 4b
products decreased as well. Less mlk nmeans there's excess

manuf acturing capacity in California at this tine. Running
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plants at less than full capacity increases the cost per
pound of product manufactured.

Pl ant expansi ons have continued. California has
experienced a significant increase in plant capacity the
| ast few years. The nost noteworthy expansions include
California Dairies, Leprino Foods and Land O Lakes. Not
only that, Leprino and California Dairies are reportedly in
the process of addi ng nore processing capacity.

The cost-price squeeze has caused m | k production
to fall below last year's level. Some dairynmen have been
forced out of business and others are culling cows, and for
nost dai rymen the production per cowis |lower this year than
| ast year. Al of this means there's less mlk being
produced in California, which neans that butter, powder and
cheese plants have less mlk to process. The costs of
processi ng butter, powder and cheese are hi gher when plants
are operating at less than full capacity.

According to the Cost of Manufacturing Exhibit
publ i shed by the CDFA on Cctober 1, 2009, the cost of
manuf acturing dairy productions increased significantly in
California during 2008. Specifically, wth respect to
cheese manufacturing, only 4.6 percent of the cheese was
manuf actured at a cost covered by the current nake
al | omance. The percentage of the butter processed at a cost

covered by the current nake all owance was 54 percent; and
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for powder, 56 percent was manufactured at a cost covered by
t he current make al |l owance.

Costs of manufacturing mlk products continued to
grow in 2008. The current contraction in mlk supply
resulting in plants operating at |ess than full capacity
only drives manufacturing costs per pound higher.

Qur dairymen need price relief so that mlk
vol unes can again be maintained at |evels prior to the
severe | evel of econom c stress experienced in the country.

California dairynen will be a little better off, leading to
nmore mlk, leading to plants operating closer to ful
capacity. Accordingly, the costs of manufacturing dairy
products will decrease as plants approach full capacity.
W're not claimng that a price fornula change, as proposed
by the Alliance of Western M|k Producers will, in and of
itself, be enough to cause m |k output to grow again, but it
will help stabilize the m |k supply in California.

California Class 1 prices are lower than in
nei ghbori ng markets. Another market factor |eading to our
support of the Alliance proposal concerns the |level of Cass
1 prices in neighboring markets. Recall that the California
Class 1 formula was changed effective Jan. 1, 2009. A
conparison of Class 1 prices shows that the Northern
California Class 1 price was $12.51 from January through

Sept enber 2009, conpared to a Cass 1 price in Arizona of
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$13. 30, and an Oregon price of $12.85 per hundredwei ght.
The Southern California price averaged $12. 78 per
hundr edwei ght for the sanme tine period and it, too, wa bel ow
the Oregon Class 1 price.

As a result, we do not expect a conpetitive C ass
1 price problemif the Secretary decides to adopt the
Al |l i ance proposal.

Regarding the M1k Producers Council proposal,
Land O Lakes has concerns about the inpacts of inplenenting
the M1k Producers Council's proposal to use the National Ag
Statistics Services prices for nonfat dry m |k val ue instead
of the CWAP, for nonfat dry mlk value in the classified
pricing formulas. Formally, Land O Lakes takes a neutra
position on this proposal. W have a nunber of observations
and concerns about the proposal and it's |longer-term
i npacts.

Due to the potential for longer-terminpacts on
t he export and commercial sales of nonfat dry mlk, Land
O Lakes would like to request nore tinme to fully discuss,
expl ore and anal yze this proposal. This proposal rel ates
directly to a larger national dairy nmarket issue of price
di scovery for nonfat dry mlk and finding the appropriate
val ue of nonfat dry mlk to use in both the California and
the federal order classified pricing systens.

We fully understand that currently California's
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dairynen are being treated unfairly by utilizing the CWAP
price series that typically runs several cents below the
NASS weekly averages. W hypothesize that there are two
reasons for this disparity.

One reason for the CMP runni ng bel ow t he NASS may
have to do with geographic pricing of nonfat dry m|lKk.
Since California plants produce nearly half of all the
nonfat dry mlk produced in the U S., prem uns for nonfat
dry milk increase as you nove east across the country from
California. In this way the NASS prices will likely run a
bit higher than the CWAP due to the inclusion of nonfat dry
mlk sales fromacross the U S. W cannot anticipate how
this proposal will inpact this prevailing pricing practice.

The other, nore often cited, reason for this price
di sparity centers on that the CMP likely contains a |arger
portion of long-termexport contracts and Dairy Export
I ncentive, or DEIP, sales than the NASS price series.
Recal | that the NASS price series excludes contracts that
run nore than 30 days, effectively excluding a |large portion
of exports. This proposal would appear to inpact this part
of the disparity.

Land O Lakes believes that securing export
contracts and pursuing DEIP contracts actually strengthen
t he spot powder markets nationwi de and that those contracts

have a positive effect on the NASS price series, as well as
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the CWAP series. But the benefits of those export sales are
unequal . Because of differences in the sales reported, the
NASS price series noves up nore rapidly than CWP, so
producers operating in NASS markets benefit nore than
producers who are located in California, where the CWAP
price series is used.

Assuming that it is prudent to make export sales
or DEIP sales, rather than to sell to the Coomodity Credit
Corporation, it nakes sense that producers in California
shoul d have the same benefit as producers in nmarkets using
NASS price series. This would be acconplished if NASS
policies were changed to include |ong-termcontracts.

Land O Lakes and the National M|k Producers
Federation have strongly advocated for the NASS price series
to nove toward the net hodol ogy behind the CWAP series, to
bring the two price series into harnony. Specifically, both
Land O Lakes and the National M Ik Producers strongly urge
the USDA to include |longer-termcontracts in the NASS nonf at
price series. Additionally, recall that the NASS excl udes
fortified and hi gh-heat powder, which the CWAP includes in
their series.

Land O Lakes has concerns about how switching to
t he NASS series may have some uni ntended negative
consequences. W understand that the terns of nonfat dry

m |k export sales typically differ fromthe ternms of nonfat
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dry mlk domestic sales, especially with respect to the
| ength of contracts.

Dairy Anerica, the federated marketing cooperative
association that jointly markets dairy products, |ike nonfat
dry mlk, on behalf of Land O Lakes, California Dairies and
several other cooperatives, tells us that the | ongest-term
export contracts may take as many as 180 days to conpl ete
and coul d cover sales volunes as large as 40 m|lion pounds.
By contrast, the shortest-termexport contracts of 30 to 60
days typically cover small volunmes of sales of 2 mllion
pounds or less. By limting the allowable contracts to
terms of 30 days results in the NASS price series ignoring a
significant vol une of nonfat sal es.

The bi gger question is how would California's
manuf acturers of nonfat dry mlk react to the switch to
NASS? At Land O Lakes we believe we would need nore tinme to
fully analyze the proposal and its potential inpacts in nore
depth. Assum ng that our donestic custoners had been
adequately served, our first thought was that we'd be |ess
likely to enter into longer-termexport contracts because of
the additional risk exposure. Fromour vantage point, the
| ess risky market option would be to sell product to the
CCC.

Sonme in the industry have suggested that nonfat

dry mlk processors need to make fuller use of the nonfat
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dry mlk futures market as a neans to offset risk. At this
point, the level of open interest is far too small to offer
the liquidity necessary to exercise that option. Wuld a
switch to the NASS result in less willingness to participate
in export contracts of |onger than 30 days? Wuld nore
nonfat dry mlk end up in the CCC, thereby prolonging the
clearing of the nonfat dry nmarket supply? These are
critically inportant questions for the industry to explore
in greater depth

The Departnent al so needs to consider the inpact
of this proposal on existing contracts that were entered
into under the current reporting rules. Before inplenenting
new reporting rules, consideration should be given to
al l owi ng manufacturers sufficient tinme to fulfill their
obl i gations agreed to under longer-term fixed price
contracts.

Finally, recall that the primary focus of the CDFA
hearing in August 2007 was exclusively related to the
reporting of nonfat dry mlk sales and what sal es shoul d be
included in the CWAP. Industry participants thoroughly
di scussed these issues in full detail. W strongly urge the
Departnment to allow the industry an opportunity to nore
fully discuss, analyze and fornulate their positions on this
proposal. Both the conplexity and future inpacts of this

proposal do not |end thensel ves to an expedited hearing and
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deci si on- maki ng process that this hearing was announced
under .

MPC has al so proposed addi ng a whey sharing factor
to the 4b price. W feel that this proposal also requires
nore tinme to full discuss, analyze and fornul ate positions
around this conplex topic. Recall that the Departnent
conveyed a whey review conmttee that considered a w de
array of proposals. The conplexity of finding the best whey
factor to include in the 4b price needs to be considered in
a nore conprehensi ve nmanner.

We do not oppose the proposal, but share concerns
that by continuing the use of dry whey pricing in the 4b
formula ignores the fact that the California dairy industry
is noving towards whey protein concentrates, deproteinized
whey products, et cetera, and away from the production of
dry whey.

From a producer nmenber perspective, the proposal
has the appeal of returning nore value to producers as whey
prices increase. recall that back in April 2006 Land
O Lakes proposed a simlar type of sharing conponent, but
t hat proposal included an additional conponent that shared
pl ant | osses with producers when whey prices fell below the
whey make al | owance.

Wthout time to evaluate the proposal nore fully,

we have concerns about adding nore costs to the 4b mlk
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price, when |less than five percent of the volume of cheddar
cheese made in 2008 was covered by the current nake

al l omance. Adding the whey sharing factor to the 4b price
woul d result in none of the cheddar cheese produced getting
covered by the make al |l owance and offering no newrelief to
cheese plants fromthe fixed whey factor when whey prices
fall.

The California Whnen Association -- Dairy Wnen
Associ ati on proposes a six-nonth tenporary increase in the
price of mlk for all classes. As stated in their
alternative proposal, they propose a tenporary change to the
pricing fornmulas to reflect the California average mlKk
production costs.

Based on the CDFA anal ysis, producers would have
been worse of f under the proposal. Land O Lakes opposes the
California Dairy Wnmen Associ ation's proposal.

California Dairy Canpai gn proposes to incorporate
producers' cost of production into the Class 1 formula and a
vari abl e make al |l owance for 4a and 4b based upon the
rel ati onship between the cost of production and the end
product values fromthe commodity reference price. They
al so want to incorporate the "higher of" concept of the
commodity prices or the USDA support price.

Their proposal appears to reflect a pernanent

change in the pricing fornulas. The conplexity of the
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proposal nakes it difficult to fully evaluate the inpacts
that the cost of production conponents, price floors and
vari abl e make al |l owances. There are sinply too nmany novi ng
parts to fully evaluate the proposal under the expedited

ti mefrane.

Again, this is an energency hearing with an
expedited tineframe, with no pre-hearing workshop, and
little tinme for a conplete anal ysis of proposals' inpacts.
Land O Lakes does not support the California Dairy
Canpaign's proposal. It's not clear what the full extent of
the inmpacts would be on the manufacturers and dairy farners
of California.

The Dairy Institute proposes to raise the prices
of mlk for all classes by 20 cents per hundredwei ght for a
t hree-nont h period beginning Jan. 1 through March 2010.

The full inpact of their proposal is difficult to
det erm ne because we do not know when the $13 per
hundr edwei ght trigger m ght be inplenented or how often it
woul d be inplenmented during the three-nonth peri od.

Land O Lakes opposes the Dairy Institute proposa
because of the negative inpact that it would have on pl ant
ear ni ngs.

I n conclusion, we thank the Secretary for calling
this hearing. W support the proposal by the Alliance of

Western M Ik Producers. Because the price adjustnment woul d
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be nodest and that mlk for these classes is typically | ocal
or regional in nature, we do not believe that California
woul d | ose market share to out-of-state mlk either in the
form of packaged or bulk mlIk. California producers badly
need price relief. W strongly urge the Secretary to adopt
the proposal by the Alliance of Western M|k Producers.

We strongly urge the Secretary to utilize their
| ong- est abli shed practice of a public pre-hearing workshop
to provide industry participants adequate tinme to revi ew and
anal yze proposals. W have had inadequate tine and
information to fornul ate positions on specific proposals
whi ch include fundanmental changes to classified pricing
formul as, such as the replacenment of CWAP with NASS or the
i ntroduction of cost of production considerations. having
adequate tinme to assess the inpact of proposals is
especially inportant to nmenber-owned cooperatives, |ike Land
O Lakes, that need anple tine to sumarize inpacts for their
boards and fornul ate positions.

In closing, we'd |ike to thank you for your
consi derations and Land O Lakes would |Iike to request the
opportunity to file a post-hearing brief.

HEARI NG OFFI CER HOLLOWAY: Ckay, thank you, your
post-hearing brief is granted.

Who would like to go first on the questions?

PANEL MEMBER | KARI:  Woul d Land O Lakes support,
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oppose, or be neutral on a proposal to inplenment the
Al liance proposal if it was on a tenporary basis?

MR, VEGNER: Well, we'd support the Alliance
proposal on a permanent basis. | don't know what tenporary
woul d nean, but what period --

PANEL MEMBER | KARI: Say six nonths, three nonths?

MR VWEGNER: It wasn't considered as an option,
David, | would need to check in. M assunption is that they
woul d want to know what timng that would be, but | don't
know i f they woul d necessarily oppose it, but I don't think
it would be as warnmly received as a permanent, that woul d be
nmy best take on it.

PANEL MEMBER | KARI: But you could address that in
a post-hearing brief; right?

MR WEGNER: Try to, yes. You're realizing you
put us at a pretty short tineframe, you're tal king about
Thursday. National M|k Producers Federation annual neeting
is on as well right now, so it's a very busy tine. | wll
try to address that in a post-hearing brief, David.

PANEL MEMBER | KARI : Thank you.

HEARI NG OFFI CER HOLLOWAY: Any ot her questions?

kay, thank you.

Wiy don't we go with another one, | would like to
call Dennis Brimhall.

Thank you. This will be Exhibit Nunber 63. Yeah,
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Exhi bit Nunber 63.

(Exhi bit 63 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: Pl ease state your nane
for the record?

MR BRIMHALL: It's Dennis Brinmhall, D-e-n-n-i-s
B-r-i-mh-a-1-1.

HEARI NG OFFI CER HOLLOWAY: Thank you. And do you
swear to tell the truth and nothing but the truth?

MR, BRI MHALL: Yes.

HEARI NG OFFI CER HOLLOWAY: Thank you, go ahead

MR. BRI VHALL: Thi ngs have changed at the hearing
alittle bit so l1'"'mgoing to have to editorialize a little
bit here, so please bear with ne.

Madam Hearing O ficer and Menbers of the Hearing
Panel, ny nanme is Dennis Brimhall; I'"'mthe Controller at
Super Store Industries. Qur conmpany has plants in Fairfield
and Turlock. W process fluid mlKk products at our
Fairfield plant, and cottage cheese, sour cream yogurt and
ice creamat our Md Valley Dairy plant in Turlock. W
supply products primarily to the Raley's and Save Mart
super mar ket chains. SSI nmanagenent has approved this
testimony and the conpany's position at this hearing.

Super Store Industries is a Dairy Institute of

California nmenber and we support Dairy Institute's
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alternative proposal and the testinony given by Dr. Schiek.

Pl ease refer to the attached chart, that's this
first graph, that conpares the Northern California Cass 1
prices to the Pacific Northwest federal order. The Northern
California, as you'll notice, is the blue Iine and the
Portland or the Pacific Northwest prices are the red |ine,
and then the black |ine dowmn near the bottomis the
di fference between those two.

This is the market in which we conpete, so it's
the only conparison with surrounding areas that ['ll be
maki ng. The conpari son shows the differences six nonths
before the effective date of the last Cass 1 hearing, and
the 11 nonths afterward. The Northern California price,
especially since May, and you can see that on the chart,
especially the black |Iine down there, has been very close to
the Portland price and was even slightly higher in Septenber
and Cct ober.

Based on these facts, | see no justification to
consider the Alliance proposal that is based on their
perspective inequities of the surroundi ng areas.

We al so oppose the California Wnen Dairy
Associ ation and the California Dairy Canpai gn proposals,
whi ch woul d i ncorporate m |k production costs into the
m nimum prices. This would elimnate the notivation to keep

costs in check and to operate an efficient dairy farm
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Wuldn't it be nice if we could all be paid based on the
costs we incur?
The CDWA' s proposal, in their proposal they

brought up a common m sconception that | feel conpelled to

address. | suspect that others at this hearing, and |
suspect ny suspicions were correct, will nake the sane
m sl eadi ng comments relating to retail dairy prices. In

their letter to the Secretary they stated that they have

| ost hundreds of mllions of dollars with little relief, and
| quote, "while retail store prices remain high," inplying
that processors and retailers are not passing on |lower mlk
costs to the consuners. This is not true.

Pl ease refer to the attached retail price sheet
fromCDFA's Dairy Information Bulletin, and that's this
chart here, and |'ve highlighted the exanples that | wanted
to show. 1've highlighted a conparison of July 2008 to
Cct ober 2009 as an exanple. So the Class 1 price, and this
is reflect in a cost per gallon of whole mlk, right off of
the chart, in July of 2008 was $1.93, in Cctober of 2009 it
was $1.19, or a decrease of 75 cents a gallon for whole
m |k, or 39 percent.

Wiile the retail prices, and | chose Sacranento
because that's where we are, but you can choose any ot her
city that you want in California and the relationship is the

sane; in July of 2008 was $3.70, the Cctober 2009 price was
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$2.87, or a difference of 83 cents, or a 22 percent
decr ease.

It's easy to infer that Cass 1 prices have
dropped 39 percent, but retail prices have dropped only 22
percent, but this is very msleading. In reality, the
processors and retailers have passed along the full raw mlKk
decrease of 75 cents, plus an additional eight cents in
ot her savings, for a total retail price reduction of 83 per
gal lon of whole mlIk. | hope the producer conmunity wll
realize that we are not profiting off their msfortune.

We recogni ze the financial bind that California
m | k producers are experiencing. Under these unusual
ci rcunstances and since we're ultimately all in this
together, we feel it is appropriate to provide sone aid.
The prem se upon which Western United s proposal, at |east
the one they had proposed and that has obviously been
changed today, but we felt that the Western United's
proposal had nmerit, but we feel that the assistance should
be nore nodest and for a shorter period of tine because
mar ket conditions are showi ng steady inprovenent.

Pl ease refer to the first chart again and you can
see this increase over the last few nonths. Refer to the
first chart again, note the increase in California's Cass 1
prices since August. If prices continue to inprove at this

rate, the producers will not need any outside assistance.
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| f prices do not inprove, we are prepared to help,
as proposed by Dairy Institute.

Anot her inportant el enment that the Departnent
should factor into their consideration, and |'ve noticed
that we've been doing that here today, is that in addition
to the mninmumprices that are being addressed at this
heari ng, the producer organi zations can and do increase
their revenue by raising service charges and other fees. W
have recently experienced such increased and they w ||
probably not be tenporary.

We are hopeful that through the aid Dairy
Institute has proposed, along with assistance from ot her
gover nment agencies, inproving market conditions, and their
own revenue enhancenents that in time California mlKk
producers will be restored to a healthy financial position.

Thank you for the opportunity to testify and I'1
try to answer any questions, and ask the opportunity to file
a post-hearing brief.

HEARI NG OFFI CER HOLLOWAY: All right, you may file
a post-hearing brief, your request is granted.

Are there any questions fromthe Panel ?

PANEL MEMBER | KARI: | just have one questi on.

Your testinony that the prem se upon which the Western
Uni ted proposal is based has nerit seens to suggest, and |

want to ask you to clarify, that even w thout the trigger
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you woul d be supportive of their proposal, so long as it was
a nore nodest increase?

MR BRIMHALL: Yes, if it was nore nodest and if
it were tenporary.

PANEL MEMBER | KARI: (Ckay, and nodest --

MR. BRIMHALL: | think those two things are
i mportant.

PANEL MEMBER | KARI: Do you nean 20 cents?

MR. BRI VHALL: You know, frankly, between the
servi ce charge increases that we've had and the 20 cents the
Dairy Institute is proposing, we're already over 90 percent
of what the 50 cents the people have asked for. Yeah, so 20
cents, you know, this is all negotiable, obviously. Not
negoti able with us, but based on your eval uation, yeah, 20
cents is fine. You know, 50 cents is nmaybe high, so

we're --

PANEL MEMBER I KARI: | just wanted to get sone
kind of idea fromyou what nodest neant?

MR. BRI VHALL: Yeah, we really do feel a
responsibility to try to help the producers all we can, 20
cents is probably the mnimum in ny view.

PANEL MEMBER | KARI : Thank you.

MR. BRI VHALL: Yeah.

PANEL MEMBER EASTMAN. | have a question. So with

the 20-cent tenporary increase then, on a hundredwei ght
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basi s, what sort of effect do you think that would have on
your sales or your conpetitive advantage?

MR. BRIMHALL: If it were for a tenporary period
of time we're talking and Dairy Institute's proposal, which
we agree with, is three nonths, probably very little. If it
were longer than that, if it were six nonths, that's scary.

PANEL MEMBER EASTMAN: Got cha.

MR. BRI VHALL: Yeah.

PANEL MEMBER EASTMAN: That's all | have.

HEARI NG OFFI CER HOLLOWAY: COkay, thank you very
much.

MR BRI MHALL: Thanks.

HEARI NG OFFI CER HOLLOWAY: Ckay, |I'mgoing to call
for a break right now and let's try and be back here by
3:30. ay, thank you.

(O f the record.)

HEARI NG OFFI CER HOLLOWAY: |'d like to call Geg
Dryer next.

W will be marking this exhibit as Nunber 64.

(Exhi bit 64 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: Ckay, thank you.

Pl ease state your nane and spell it for the record?

MR DRYER My nane is Geg Dryer, Gr-e-g Dr-y-
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HEARI NG OFFI CER HOLLOMY: And you're
representing?

MR. DRYER. |'mrepresenting Saputo Cheese USA.

HEARI NG OFFI CER HOLLOWAY: Ckay. And do you
contest you will tell the truth and nothing but the truth?

MR. DRYER | do.

HEARI NG OFFI CER HOLLOWAY: Thank you, go right
ahead.

MR. DRYER. Madam Hearing O ficer and Menbers of
the Hearing Panel, ny name is Geg Dryer; |'m Executive Vice
President of Industry and Government Rel ations for Saputo
Cheese USA. M responsibilities in that position, anong
ot her things, include mlk procurenent for all of the
conpany's U.S. manufacturing facilities. | serve on the
Board of Directors of the National Cheese Institute, the
American Dairy Products Institute, the Dairy Institute of
California, the U S. Dairy Export Council, and the Wsconsin
Cheese Makers Association. |'ma nenber of the Institute of
Food Technol ogi sts, the Wsconsin Dairy 2020 Council, and
t he Anerican and Wsconsin Institutes of CPA

|"ve been directly enployed in the U S. dairy
i ndustry for the past 29 years. Qur conpany, Saputo, has 16
manufacturing facilities across the United States, five of
which are |ocated here in California. Four of the five

California plants purchase m |k for the manufacture of
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cheese. The fifth plant utilizes cheese fromour own plants
and that of other conpanies for further processing and
packagi ng.

We enpl oy approxinmately 1,000 people in the State
and purchase a substantial portion of the State's mlk
production, both direct fromfarnmers and from farner
cooperatives. W can certainly appreciate and salute a
desire on the part of the State to conme to the aid of its
dairy producers in this tinme of economic crisis. W
recogni ze the risk these farnmers take, having nmade nmj or
capital investnents and then enduring the vagaries of
weat her, volatile input and energy costs, and nost recently
t he inmpact of an unpredictable world market. W synpathize
with their plight and, in fact, their success can i npact
ours. However, this is not a California problem but rather
national and even global in scale. As such, we believe that
the solution be sought on a national scale rather than at
the state level, risking the creation of disparity in the
nati onal conpetitive |andscape.

And | included a slide here entitled "Pain On The

Farmls Ubiquitous,” and it shows farners protesting from
countries all around the world over |ow prices.

We have difficulty understanding the willingness
to tinker with a systemw thout regard to its rational

under pi nnings as a neans to that end. W surely don't
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under stand doing so at the expense of enpl oyees and

st akehol ders who played no part in the creation of this
predi canent. Assuredly, it would be at their expense
because an isolated increase in the cost of California mlKk
cannot realistically be passed onto custoners who enjoy

ot her alternatives.

We al so believe such a decision sends a clear and
di scouragi ng nessage to the dairy industry. Investnment in
California presents an inordinate risk because there would
be no reliable, stable foundation on which to build. the
regul atory structure and resulting business climte that
exists here in California at the nonent can and likely wl|
change based on the | eaning of the policy nmakers of the
future.

The market that led us into this crisis -- it is
the market that led us into this crisis and it is the market
that will eventually lead us out. [It's inportant to
recogni ze that despite the dreaded volatility of the market,
the long-termtrend of prices has been rising since the
| evel of government intervention has been reduced.

And here |'ve included a chart of mlk prices
goi ng back to 1970, and these are Class 3 m |k prices, which
are representative of the general price |evels, against the
support price. And clearly the trend since 1988, when the

support price was reduced below realistic cost |evels, has
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been upward, prices have been increasing despite the
terrible volatility.

In fact, it could be argued that the extended
duration of the current mlk price recession could be
attributed in part to the understandabl e reluctance by
farmers to reduce production while on the perceived verge of
a very bright future. Any decision to transfer wealth
bet ween processors and producers in periods of |ow prices,
in all fairness should then be reversed in periods of high
prices.

Regarding volatility, there are tools available in
the market, such as forward contracting and hedgi ng, which
could mtigate its inmpact if they were made accessible to
all producers. As of Friday, Novenber 6th, 2010, Cass I
futures were yielding $15.49 a hundredwei ght.

And here |'ve included a chart com ng fromthe
USDA forward-pricing pilot program from 2000 to 2004, that
showed forward contract prices were effective in snoothing
out highs, peaks and valleys in market prices, and over a
period of time achieve prices that were very conparable on
bal ance.

One mi ght ask, when the federal governnent bailed
out the auto industry did they do so at the expense of car
buyers? O when they bailed out the financial industry, was

it the borrowers who bore the burden? And even now, as they

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

242

appropriate $350 million to provide energency assistance to
the dairy farnmers, including California farnmers we m ght
add, is it at the expense of the next closest link in the
chain? No, because preserving the strength of the chain
requires spreading the burden across its length rather than
ri sking the breach of one individual Iink or another.

Under st andabl y, the Departnent's powers are
limted in this regard. There are just so many tools in the
t ool box, but is the hamrer the appropriate choi ce when
t hought ful ness and precision is preferred? W think not.

For an ailing patient to sinply shift the pain
fromone extremty to another is not a cure, it's a
di stracti on.

Saputo appeals to the Departnment to cone to the
aid of the farnmers without underm ning the integrity of the
system or unfairly punishing innocent bystanders. W'l
leave it to others to testify in detail about the specific
shortcom ngs of the various proposals that have been
submtted. W are of the opinion that those that seek
per mmnent changes to formulas in response to a tenporary
crisis should be rejected out of hand.

Proposal s that have potentially far-reaching
consequences deserve scrutiny not afforded by an energency
heari ng and shoul d be deferred. Adopting proposal s that

contrive adjustnments ained solely at causing higher mlk
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prices wthout econom c foundation is ill-advised and
unjust. Any token or synbolic gesture on the part of the
State would do little to cure the ills of the individual
producer, but could have a substantial inpact on conpanies
t hat purchase significant volunes of mlk in the State and
consequently jeopardi ze enpl oynent.

Therefore, we'd ask that no change be nmade to the
current mlk price formulas in response to these proposals.

It should be re-enphasized that the regulated price is the
m ni mum price and not necessarily the ultinmate price.

Circunst ances are already changing in the
mar ket pl ace; m |k supplies are declining and prices are
rising.

And |'ve included a couple of charts show ng
recent novenents in world prices, from USDA Bi - Wekly
Reports of both Cceania and Western Europe prices that
showed dramatic increases in recent nonths.

And then following that | included a chart from
Rabobank, that forecasts dairy product demands historically
and going forward, and they paint a bright, a much brighter
future.

| f past experience be the guide, well-intentioned
attenpts by governnment in manipul ati ng outconmes tend to be
enacted at exactly the wong time and often work counter to

the best interest of all invol ved.
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Thank you for your attention and the opportunity
to testify on behalf of Saputo. [|'Il attenpt to answer any
guestions you nay have at this time and | al so respectfully
request that the Departnent grant a period of tinme for the
filing of post-hearing briefs, if warranted.

HEARI NG OFFI CER HOLLOWAY: Ckay, the post-hearing
brief, if you do want to submt it, is granted.

MR. DRYER. Thank you.

HEARI NG OFFI CER HOLLOWAY: May | ask, is there any
guestions fromthe Panel ?

No. Ckay, thank you very nuch

Next we have is John Bedrosian.

And we have Exhi bit Nunber 65. Thank you.

(Exhi bit 65 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: COkay, please state your
name for the record and spell it?

MR. BEDRCSI AN:  John Bedrosian, and that's spelled
J-0-h-n, the last nane is B, like in boy, -e-d-r-o-s-i-a-n.

And I"'mw th Unified G ocers.

HEARI NG OFFI CER HOLLOWAY: Ckay, and do you affirm
totell the truth?

MR BEDROSI AN:  Yes, | do.

HEARI NG OFFI CER HOLLOWAY: Thank you, go right

ahead.
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MR. BEDROSI AN:  Good afternoon, | am John
Bedrosi an, Vice President Marketing Division -- excuse ne,
Manuf acturing Division of Unified Grocers. And | want to
thank the Secretary and the Panel for this opportunity to
testify and have Unified s comments and opi ni ons consi der ed.

Unified Grocers is a retail er-owned, grocery
whol esal e co-operative serving supermarket operators |ocated
primarily along the west coast. W sell a wide variety of
products typically found in supermarkets. Qur customers
range in size fromsingle store operators to regional
super mar ket chai ns.

Unified opened its manufacturing division in
Septenber 1974, and it consists of a bakery and dairy
manuf acturing plants located in Los Angeles, California. |
have the responsibility of managi ng our sales, operations
and profitability for our bakery and dairy divisions. CQur
dairy division processes and distributes fluid mlk, Cass 1
only, juices and drinking water. Qur distribution reaches
south from San Diego to just north of Bakersfield.

| am here today in support of Dairy Institute's
proposal for a tenporary price increase because it provides
and adequate -- excuse ne, an equitable pricing structure
that will not disrupt |ong-term nmarket fundanentals.

We recogni ze the great resource we have in our

m |k supply that is provided by the dairy farners and their
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famlies. W are synpathetic to the financial challenges
created by the current cycle of record low prices. MIKk
price cycles are not unexpected. |In fact, the dairy
industry has a long history of price cycles. Just five
years ago, farmmlk and dairy product prices soared to what
then were record highs; where they stayed throughout 2004
and 2005. This period of high prices was followed by | ow
prices in 2006. Starting in 2007 and continuing in 2008,
record high prices were reached and have been foll owed by
record low farmm |k prices seen this past year.

The low prices were the result of several key
factors. It is inportant to note that each of the foll ow ng
factors are interconnected; excess mlk supply, consumers
are buying less, the current economi ¢ downturn greatly
af fected donestic and gl obal demand for dairy products, and
fluid mlk consunption remai ns soft.

| would Iike to comment on each of the above
factors and how t hey have had an inpact on | ow prices.
First, excessive mlk supply. Record high prices in 2007
and 2008 encouraged a market incentive to produce nore mlk
and then in [ate 2008 the econom c downturn hit. this
downturn had a significant inmpact on donestic and gl obal
demand for dairy products. The donestic demand started to
sl ow down in 2008 and actually decreased in the fourth

gquarter of 2008 conpared to the sane period prior year. The
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basi ¢ supply/demand rel ationship was in turnoil; excessive
supply, dimnished demand. This trend continued in 2009.
Al of are aware the supply trend is starting to reverse
itself. Through culling efforts, the producers are
correcting or balancing the over-supply issue; however,
demand is still an issue. Consuners are being diligent in
t heir spendi ng behavi or.

The sane negative econonmi c forces that inpacted
our donestic demand had a simlar inpact on gl obal demand.
The gl obal econom ¢ downturn is one of the reasons for the
decline in mlk prices. US. mlk exports in 2007-2008 were
in plentiful supply because of unfavorabl e weat her
conditions in countries such as Australia, New Zeal and,
Argentina and the Ukraine, while sone countries placed
restrictions on exports to world markets. In 2008, United
States exported nearly 10 percent of its mlk production on
a total solids basis and about half of its nonfat dry mlKk.

However, by the end of Decenber 2008 exports dropped
dramatically and were forecasted to decline as nuch as 25 to
30 percent. Dermand dropped worl dw de.

Per capita consunption also factors into the
suppl y/ demand nmar ket fundanental. Annual fluid mlk
consunption has fallen from 30 gallons per person in the
1970's to just over 20 gallons per person today. Factor in

popul ation growth, this means total fluid m |k consunption
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continues to decline. Prelimnary data by the Federal Mk
Mar ket Administrator office in Kansas shows a total cheese
consunption di ppi ng back to 32 pounds per person in 2008,
after peaking at 33 pounds in 2007.

Wth these factors occurring sinmultaneous, it
created a perfect stormresulting in lower farmmlk prices,
resulting in financial challenges for the producer
comunity.

| would Iike to note that financial challenges
t hat producers faced, Unified faced somewhat simlar
chal I enges. 2009 has been one of our nost chall enged fiscal
years. Gven the fact we are a grocery-driven conpany and

peopl e need to eat, our total sales and incone were

significantly below prior year. 1've included a table, an
attachnment, that illustrates the inpact of the economc
downturn on food sales. You'll note that these are the

maj or food conpani es, and al so Wal -Mart is included, that
shows their nost recent quarter sales. The table
illustrates that other than Kroeger, everyone had sal es
bel ow prior year. The consuner buyi ng behavi or has changed;
t hey becane frugal. Even during 2009, when the retail fluid
mlk price was as low as $1.99 a gallon, our sales renained
bel ow | ast year. Consuner behavi or changed.

Now, | would like to comment how the above factors

are starting to nake a nmarketplace correction. Marketing
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fundamental s do not support prices staying at |low | evels.

As | stated earlier, we are seeing a significant reduction
in mlk supply. For the July through Septenber quarter
California mlk production is down 5.2 percent. A reduced
supply will support higher prices. W are seeing this trend
of higher mlk prices; over the |last several nonths Cass 1
has increased over $2 a hundredwei ght.

Anot her sign of marketplace correction is
i mprovi ng export markets. According to a USDA Cctober Dairy
Qut | ook, econonic recovery has exceeded expectations in
several countries in recent nonths, with the result that
demand for dairy products has inproved. A Rabobank anal yst
recently noted that devel oping countries are recovering
faster and will be the key source of demand for mlKk
products in 2010. The resunption of global growth would
reestablish the foundation for strong world demand for dairy
products; a marketplace fundanental that supports higher
prices.

These econom ¢ fundanental s of supply/demand
trends lead ne to support Dairy Institute' s proposal that
for a three-nonth period begi nning January 2010, all cl asses
of mlk be increased by 20 cents per hundredwei ght, subject
to a market-price trigger based on the second prior nonth's
Class 4a and Cl ass 4b prices. The 20-cent increase would

only be inmplenented if both prices -- if both the O ass 4a
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and 4b m Ik prices in the second prior nonth do not exceed
$13 per hundr edwei ght.

| have concerns when one reacts too quickly in
maki ng a significant change to conpl ex pricing/ marketing
provi sions. The marketplace and consuner confidence are
reboundi ng; however, it is in a fragile state. Prograns
that artificially raise mlk and dairy product prices wll
exacerbate market uncertainty and can result in reduced
pur chases of dairy products. Consunmers pay nore attention
to prices that are going up than prices that are goi ng down.

Because there are host of nmacroeconom c drivers
that can create market uncertainty, consideration of
structural or permanent changes in the contest of this
hearing could result in major negative, unintended
consequences for the California dairy industry. Significant
structural or permanent changes need to be fully exam ned by
i ndustry and assistance with the Departnment. Only tenporary
changes that do not involve major structural changes to the
formul as shoul d be consi dered.

In conclusion, the Dairy Institute proposal is the
only option proposed that is equitable and with a short
enough timefrane to limt the negative danmage that wl|
result fromunilateral State action to increase prices.

True price/incone relief for producers nust conme fromthe

mar ket. We need to wal k before we run.
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Thank you again for your time to listen to ny
comments and opinions, and respectfully request an
opportunity to submt a post-hearing brief.

HEARI NG OFFI CER HOLLOWAY:  Your request for a
post-hearing brief is granted.

Are there questions fromthe Panel ?

PANEL MEMBER EASTMAN. | have a coupl e questions
for you. On the back page of your testinony you have the
tabl e that shows the -- on the sane store sales. There's
not really any units or title, I'"massumng that is the sane
store sales for everything purchased in the store, not
necessarily dairy products or are these dairy products?

MR. BEDROSIAN. No, you're correct in regards to
that, it is to sane store food sal es.

PANEL MEMBER EASTMAN: It's food sal es.

And | don't suppose you have any access to data
that shows just dairy product sal es?

MR. BEDROSI AN:  There's AC Ni el son data, but
because of the difference in the cost of mlk and the retai
price of mlk from say, 2009 versus 2008, you really need
gal lons as a neasurenent and that information is not
avai | abl e.

PANEL MEMBER EASTMAN: Under st andable. And then
have a question, that your testinony shows that you are in

support of the Dairy Institute proposal with the trigger
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mechanism |f, just hypothetically speaking, for the three
months in question let's suppose that the 20-cent per
hundr edwei ght increase were inplenented for all three of the
nmont hs, how woul d you think that woul d affect your operation
in ternms of conpetitiveness, sales, things of that nature?

MR. BEDRCSI AN:  Under the tenporary of three
nmont hs and 20 cents, | believe we woul d not necessarily have
a significant inpact.

PANEL MEMBER EASTMAN.  Thank you very much

PANEL MEMBER I KARI: | just have one questi on.
You had asked for a post-hearing brief, could you in your
post-hearing brief address the testinony of The Alliance,
who nentioned how they arrived at the 50 cents and that it
woul d do no harmin Southern California; could you speak to
t hat point?

MR. BEDRCSIAN. | will attenpt to do that, yes.

HEARI NG OFFI CER HOLLOWAY: Ckay, that's it, thank
you very much

MR. BEDRCSI AN:  Thank you.

HEARI NG OFFI CER HOLLOWAY: COkay, next on the |ist
is Mke Carpenter. |Is he here?

Should I just go to the next person? M ke
Car pent er.

Ckay, | have Scott Hof ferber.

This will be Exhibit Nunmber 66, thank you.
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(Exhi bit 66 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: Go ahead, please, and
state your nanme and spell it for the record?

MR. HOFFERBER. M nane is Scott Hofferber, S-c-o-
t-t Ho-f-f-e-r-b-e-r.

HEARI NG OFFI CER HOLLOWAY: Thank you. Do you

affirmthat you will tell the truth and nothing but the

truth?

MR. HOFFERBER | do.

HEARI NG OFFI CER HOLLOWAY: Thank you, go right
ahead.

MR. HOFFERBER: Good afternoon Hearing Oficer and
Menbers of the Hearing Panel. | am Scott Hofferber, the

Controll er at Farndale Creanery, Inc., Farndale, and | am
here at the direction and on the authority of our Board of
Di rectors.

Farndale is a small, fam|ly-owned and operated
dairy processing facility in San Bernardi no, near the
di m nished -- this says dimnishing, but it's pretty
di m ni shed, Chino Dairy Preserve. Wth 70 enpl oyees
currently, Farndal e processes around 25 mllion pounds of
m |k and cream per nonth into block jack and cheddar
cheeses, sour cream butterm |k and butter. | am here today

to gratefully take advantage of this opportunity to provide
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Farndal e' s perspective on the matters before the Panel.

Preparation for this presentation was unusually
difficult, not only because of the extrenely short tine
avai |l abl e, but al so because of the difficulty in finding
sonet hi ng of substance in sonme of the proposals to which an
econonmi ¢ argunent, for or against, could be attached. The
enotion behind these proposals driven by the recent | ower
mar ket prices is understood, but we woul d hope the renedy
woul d not be borne by the processor comunity.

Hopeful ly, sufficient rational econom c evidence
wi |l surface during the course of the hearing to afford the
Departnment a foundation formwhich to build an appropriate
conclusion. Qur conclusion is that no change to the plan is
warranted at this tinme. Some of our reasons for this
concl usi on fol |l ow.

You are being asked to assimlate and synthesize
sonet hi ng reasonabl e out of two petition, five alternate
proposal s and a couple of days of testinony all on an
expedited basis. A tenporary change, even if justifiable,
should be the imt of the scope of this emergency process.

This has exploded into way too conplicated an exercise to
expect a fair result for permanent change to the plan.

Secondly, we applaud the producer conmunity for
havi ng successfully enbraced narket nechanics through

enacting voluntary supply managenent prograns after years of
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over-supply conditions. These progranms are clearly com ng
to fruition. Prices are up and hol ding and the "energency"”
i s passing. Farndale has suffered, weather and survived
nor mal busi ness cycles over the years through nmanagenent of
busi ness risk, and we don't understand why we woul d even be
asked to underwrite a down business cycle for the producer
community. Proper capitalization of working capital and

fi xed assets through | oans or investnment is each individual
busi nesses' responsibility. The capital raised or avail able
shoul d be sufficient to weat her down business cycles and
adequat e anounts shoul d be retained during up cycles to
prepare for the next wave. W have enough to do in keeping
our own house in order to have to consider underwiting

t hrough the stop-gap intervention being expl ored.

Knowi ng the recent state of producers' market
conditions, we have foregone petitioning for a hearing to
i mpl enent the 2007 cost-justified make al | owance
adj ustments. The 2008 cost-justified nake all owance val ues
are now known and we, of course, desire to see those val ues
incorporated into the formula as soon as possi bl e.

We assunmed nmeke al |l owances were not to be a
consideration at this energency hearing, as has been the
Departnment's prior stance on permanent change derived from
energency hearings. The lag in inplenmenting current cost-

justified make al |l owances, coupled with the fact that we

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

256

never get to go back and recoup the |lost dollars from nonths
wher e out dated nake al |l owances are used, nakes us wonder why
sone petitions appear to be asking for, nay, believe they
are entitled to just that; the recovery of past relatively
hi gher costs of production.

| f governnment was the end-user of the product,
such cost-plus thinking mght be appropriate, but the market
for these products is not one to which we can apply for cost
overrun funding. Governnment is so involved in this pricing
system now it nmakes such thinking tenpting, but wholly
i nappropri ate.

| then present a table showi ng a cal cul ati on based
on Farndal e's cheese processing volunes that |eads to the
statement that follows next.

The tabl e above supports a sinplistic notion that
we are owed just under 2 cents a pound of cheese produced
for the last five years based on | agging inplenmentation of
cost-justified make al |l owances.

CDI's alternative proposal advocates making the
Cl ass 4a nake al |l owance adjustnment only. W, of course,
woul d desire the 4b make al | owance be inpl enent ed
i medi ately as well. W are now suffering a 1.11 cent per
pound di sadvant age agai nst the studi ed costs. However, we
agree that make all owance changes, pernanent as they are,

may better be dealt with in a standard hearing process.
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We want to draw a distinction between the
producer-owned or controlled process and a non-producer
owned or controlled processor, or proprietary processor.

Qur perception is that proprietary processors bear the
entire cost of these sorts of proposals. Wen a producer-
owned or controlled processor pays a higher price to its
owner producers there is no econom c inpact to those owners,
it nmerely shifts econom c value fromone incone statenent to
anot her within that producer group.

When a proprietary plant pays into the regul ated
pricing systemas a result of that same change in the
system they drain their income statenment and have to go to
the market for the offset. |If the proprietary processor is
able to recover the cost fromits custoner base, market
price increases achi eved benefit the producer-owned
processor as well as revenue with no associated cost. This
seens discrimnatory agai nst the proprietary processor.

Al liance of Western M|k Producer's petition, as
do all of these proposals, in our opinion, address an
energency that is inits end stages. Supply has adjusted,

t he market has responded. Let it play out.

CDC s vari abl e make al |l owance and CDWA's costs of
production all onance schenes are untenable on an energency
basis. The emergency will certainly be passed by the tine

the infrastructure could be reconfigured to accommodate
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t hem

MPC s suggested change to the C ass 4b whey factor
on a permanent basis is also inappropriate in an energency
situation. |In fact, the producer conmunity has benefitted
fromthe 2007 25 cent whey factor adjustnment for nost of the
time since its inplenentation. Only recently has the whey
price risen to a point of "favoring" the processor, if you
even accept the notion that 25 cents is the right val ue.

That issue is too conplicated to be dealt with here.

Dairy Institute proposes a nost nodest energency
basis relief plan, but we argue that no change is warranted
and the application of any across-the-board price
enhancenment unfairly inpacts C ass 4b

We conclude with our nost inportant argunent
agai nst change in general at this tine by addressing
specifically Western United Dairynmen's proposed 50 cent a
hundr edwei ght across-the-board enhancenent. | realize that
that's the -- the inposition of that petition has been
changed in the hearing, but the point is still nade in this
ar gument .

A 50-cent hundredwei ght translates into roughly 16
cents per 32-pound tub of sour creamin Cass 2, or around a
one percent price adjustnment in the finished product. CQur
margins in that product class are probably able to absorb

that kind of increase in the short term But, that sane 50
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cents a hundredwei ght in Class 4b cheese translates to
roughly five cents a pound or around a three and a half
percent price adjustnent in the finished product. Margins

in comodity cheese cannot support such a penalty for any

term

Therefore, the WUD proposed construct of applying
a fixed adjustnent across all classes is inappropriate. It
as -- what does that say? It is clearly a much harder sel

to the Cass 4b marketplace than to the O ass 2 narketpl ace.
Commodi ty cheeses conpete with out-of-state product from

| daho, Washi ngt on, New Mexi co and el sewhere and a 5-cent-
per-pound increase is a deal killer. W do not expect to be

able to pass this along to our custoners.

Wth respect for the ability to submt a post-
hearing brief, this testinony is -- with our request for the
ability to submt a post-hearing brief, this testinony is
respectfully submtted, Farndale Creanery.

HEARI NG OFFI CER HOLLOWAY: Your request is granted
for a post-hearing brief.

Do we have any questions fromthe Panel ?

MR. HOFFERBER: Dave's t hi nki ng.

HEARI NG OFFI CER HOLLOWAY: Ckay, no questions, you
may go. Thank you.

MR. HOFFERBER: Thank you.

HEARI NG OFFI CER HOLLOWAY: Ckay, next we have M ke
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McCul ly.

This will be Exhibit Nunber 67. Thank you.

(Exhi bit 67 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: Ckay, we've just
recei ved anot her sheet of w tnesses that want to testify.
l'"d like to right now, we're looking at five after 4:00, I'd
like to get anynore that are going to sign up, otherw se we
need to decide if we're going to go over today or not.

So anyone who hasn't signed up and do want to
speak, please sign up now so that we can deci de how nuch
| onger the hearing will last today. |If not, we m ght have
to do it tonmorrow. Ckay.

It 1 ooks like no one else is signing up, so |I'm
going to close the signing of anyone el se that wants to do
anynore testinony.

kay, M. MCully, please state your nane for the
record and spell it?

MR. MC CULLY: Good afternoon, ny nane is M ke
MCully, Mi-k-e Mc-Cu-I-1-y.

HEARI NG OFFI CER HOLLOWAY: Thank you. And you are
representing?

MR. MC CULLY: I'mrepresenting Kraft Foods.

HEARI NG OFFI CER HOLLOWAY: Ckay, and do you

contest to tell the truth and nothing but the truth?
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MR MC CULLY: | do.

HEARI NG OFFI CER HOLLOWAY: COkay, go right ahead

MR. MC CULLY: Thank you. Ms. Hearing Oficer and
Menbers of the Hearing Panel, my nane is Mke McCully; |I'm
Director of Dairy Procurenent at Kraft Foods in d enview,
II'linois, with responsibilities for dairy market anal ysis,
price forecasting, risk managenent, and dairy policy.

Kraft owns a nulti-product dairy plant in Tul are,
California. This plant produces parnesan and other Italian
cheeses, dry whey powder, and Knudsen cottage cheese and
sour cream products. Kraft opposes both petitions fromthe
Al'liance of Western M|k Producers and Western United
Dai rymen, and al so opposes the alternate proposals fromthe
california Dairy Canpaign and the California Dairy Wnen's
Associ ation, and the 4b or whey portion of the MIk
Producers Council alternate proposal. As a nenber of the
Dairy Institute of California, we support their alternate
proposal , but note sonme policy concerns regarding it.

Si ne August 2008, the world economny has
experienced a crisis unlike any seen for nmany years. The
dairy industry has not been spared fromthe worl dw de
recession with the dairy farm sector experiencing sizeable
| osses as mlk prices declined fromrecord highs and i nput
costs remai ned above average. Before 2009, using the USDA

all-mlk price as the benchmark, four of the five highest
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mlk price years in history have occurred from 2004 to 2008.
As woul d be expected, U S. mlk supplies responded by
growi ng an average of 2.7 percent per year from 2005 to
2008. This far exceeded the average growh rate of 1.1
percent from 1995 to 2004.

The additional growh was absorbed by new
opportunities in the export market. However, the recession
has resulted in | ower demand across the globe. For the U S
dairy industry this has neant | ower donestic denand,
particularly in the food service sector, and the | oss of
export sal es enjoyed over the | ast several years, all at a
time of increasing m |k supplies. The resulting inbalance
bet ween supply and demand has resulted in | ow dairy product
prices and, therefore, low mlk prices.

As in past lowmlk price cycles, this year has
seen constant requests fromthe dairy producer sector to
government to do sonmething to help mlk prices. The
response from governnent has been the use of existing
progranms, such as MLC paynents and the support price
program along with the reinstatenent of DEIP subsidies, FSA
| oans, a tenporary increase in support prices, and nost
recently, $350 million in assistance through direct paynents
and governnent cheese purchases.

While politically popular, nost of these actions

did not address the root problemof too nuch supply when
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conpared to denmand. In fact, sone have argued these actions
could actually increase supplies at a tine when they need to
decline to bring supply and demand into bal ance. 1In short,
these actions have attenpted to bring short-termrelief at

t he expense of |onger-termrecovery. The proposals being
heard at this hearing suffer fromthe sane probl em

Wiile the first nine nonths of 2009 have been
difficult for the dairy producer sector, the outlook is
i mproving quickly. Grain and energy costs are significantly
| oner than | ast year's high, but remain above | onger-term
averages. In the dairy markets, green shoots are clearly
visible. Inthe US., mlk futures prices for Novenber and
Decenber average over $14.25 a hundredwei ght and 2010
futures average $15.40, which would be the third highest
annual average in history.

Furt hernore, global markets have rebounded sharply
with Cceania and EU prices trading above current U. S. price
| evel s. Conbined with a weaker U.S. dollar, this dynam c
shoul d be supportive for U S. exports and prices going into
2010. Therefore, the Departnment should refrain from any
actions that would jeopardize the ability for California
producers to take advantage of this recovery.

The conpetitiveness of California manufacturers
woul d be negatively inpacted by the proposals being

considered at this hearing. Since California manufacturers
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conpete both within the state and out-of-state with
conpani es based outside California, an action by the
Departnment to increase raw product costs for California
manuf acturers woul d put themat a conpetitive di sadvant age
inrelation to an out-of-state nmanufacturer. Additionally,
i ncreasing raw product costs will result in higher finished
product values. As noted above, with the prospect of

i ncreased exports going forward, making California products
| ess conpetitive in the global narket seenms to be a poor
policy decision. It would be nore preferable to allow U. S
and gl obal market prices to lead to higher m |k prices for
California dairynen

Kraft is specifically concerned about the inpact
of these proposals on our Knudsen brand products. Wile the
Knudsen brand has a significant presence in California, the
products are al so distributed throughout the west and
sout hwest. Once outside California, those products conpete
wi th conpani es that operate in Federal Orders and whose
costs are determ ned by Federal Order Class 2 prices.

For exanple, a nmajor out-of-state conpetitor in
cottage cheese and sour cream products is Daisy Brand, based
in Dallas, Texas. Daisy has been gaining market share both
nationally and in California over the past several years.
Any action to increase the California Cass 2 regul ated

price would very likely increase the price of the California

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

265

produced products in relation to Daisy's prices.

How does an action that woul d decrease demand for
California mlk, while increasing demand for out-of-state
m |k benefit California dairy producers? Qobviously, it
doesn't and those proposals should be rejected for this
reason al one.

We believe that Knudsen products are high quality
and very conpetitive in the marketplace. However, an
arbitrary action to increase our raw product costs woul d not
only hurt our conpetitiveness in california, but also in
areas outside California where Knudsen products are sol d.

In order to keep the average price relationship with
surroundi ng states, the Departnent should reject al
proposal s that woul d change these rel ati onshi ps because they
are not supported by econom c evi dence.

To support the dairy industry's growmh in
California, it is critical that the m ninumregul ated prices
take into consideration the need to ship nmanufactured
products to the population centers in the Mdwest and East.

Kraft operates four process cheese plants in M nnesot a,
M ssouri, Illinois and Pennsylvania, and partners with co-
manuf acturers with cut and wap operations in the central
U S. W evaluate suppliers across the country that can
deliver products that meet our specifications and so at a

conpetitive price. As a supplier to these facilities,
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cheese plants in California require a cost structure that
enabl es themto manufacture cheese, ship it several thousand
mles, and be priced conpetitively with |ocally produced
cheese. Therefore, it is critical to have m ni num regul at ed
mlk prices that allow for this conpetition. Any action by
the Secretary to increase the regulated mlk prices wll
result in lost sales from California manufacturing plants
and in the long-termw |l negatively inpact dairy producers
in California.

The Departnent al so needs to consider the changing
| andscape of m |k production across the country. Wile
California mlk output is sharply lower this year, mlKk
production in the Mdwest is up three to four percent versus
| ast year in Wsconsin, Mchigan, and M nnesota. The
M dwest is al so seeing expansion in manufacturing plants,
with the recent cheese plant start-up of G een Meadows in
|l owa, and Vall ey Queen's expansion in South Dakota, and a
new butter-powder plant in M chigan.

Wth increasing mlk supplies, nmore manufacturing
capacity, declining mlk premuns, and proximty to
popul ation centers, the Mdwest is reclaimng market share
lost to California and other Western states over the |ast
two decades. Therefore, if California is to maintain or
i mprove its conpetitiveness versus other areas of the

country, the State needs to adapt to these new narket
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realities.

The addition of a whey factor to the 4b price
formula has a | ong and contentious history. Before 2003,
whey was not included in the price formula for 4b mlk. 1In
early 2003, in a period of low mlIk prices, the whey factor
was added to the formula, breaking fromlong-standing
Department position on this issue.

The hearing Panel report noted, "For years, the
Depart ment has nade policy decisions not to include an
explicit pricing conponent for whey in the dass 4b formul a.

Based on testinony and rel evant data, this position has

been reaffirmed at each of the hearings that have been open
to recommendati ons for including a whey pricing conponent.”

After it was added, nunerous problens arose. The
heari ngs in 2005, 2006 and 2007 went into detail on the whey
manuf acturing all owance, CDFA s manufacturing cost survey
data, and other whey issues. At each hearing the Panel's
recommendati on was the sane; renove the whey conponent from
t he 4b fornul a.

The hearing Panel's report from February of 2005
detail ed the problem

"As was reported in the January 2003

heari ng determ nations, the

i ncorporation of a pricing conponent to

the Cass 4b pricing formula to reflect
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t he val ue that cheese operations earn
fromtheir skimwhey stream has not
been easy or straightforward. The skim
whey stream has historically been a
wast e by-product to the cheese naking
process. As the cheese industry has
mat ured and environnental regul ations
have becone nore stringent, the

devel opnent of whey by-products have
beconme nore commonpl ace by necessity.
Still the investnents required to
process skimwhey streaminto val ued-
added products are significant and the
financial risks for processing the whey
streaminto a val ue-added product are
consi derable.”

The Panel's recommendati on was to renove the whey

factor in the 4b pricing fornmula and was conci sely

summari zed as foll ows:

"The Panel is mndful of using a
manageabl e pricing fornula. It seens
clear fromthe positions taken by
producer and processor w tnesses that
incorporating a factor for the val ue of

t he whey stream appears to be
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intractable. G ven the testinony and
evi dence before the Panel, it would be
far wiser to sinply renove the ski mwhey
factor fromthe Cass 4b pricing forml a
than to continue to expand this factor
in an inconsistent manner with the
butter, and nonfat dry m |k and Cheddar
cheese pricing formul as.”

Fol |l owi ng the June 2006 hearing, once again, the

Panel 's recommendati on was to renove the whey factor from
the formula for the sanme reasoning as the prior hearing.

"As a result of reviewing the testinony and

for reasons outlined above, the Panel
continues to support the renoval of the
whey factor in the 4b pricing fornmula as
it didin the 2005 hearing

determ nations."

Unl i ke cheese, butter, and nonfat dry mlk, there

is not one standard whey product that is appropriate to use
in pricing formulas. The Panel's reports from both 2005 and
2006 hearings detailed this problem

"Whey is one of the biggest reservoirs of

food protein and can be made into a w de
vari ety of both food and non-food

products. In the food category it can
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be used in baby food, diet supplenents,
bakery products, sal ad dressing,
beverages, and confections. It can be
made i nto pharmaceutical products, yeast
products, and industrial products.
Unl i ke Cheddar cheese, butter, and
nonfat dry m |k which have defined
standards of identity and fairly uniform
processes, each of these whey usages
require their own uni que processing

equi pnent, processing procedures, wth
vastly different associ ated costs.

Wi | e econom es of scale are critical in
successful whey operations, the Panel is
m ndf ul that an inappropriate decision
on this factor can inadvertently nmake a
previously profitable whey enterprise a
| osi ng proposition should it over
stinmulate the production of a particular

whey product.”

270

An editorial by John Unmhoefer, fromthe Wsconsin

Cheese Makers Association in the August 3rd, 2007 Cheese
Mar ket News, and that's attached as Appendi x 1, provides
docunent ati on of the problemof attenpting to

val ue the whey stream
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O the 90 plants that replied to the Wsconsin
Cheese Makers Association survey, 91 percent did not produce
dry whey.

About 42 percent of the plants perforned m ni mal
processi ng and received m nimal paynent for their product.

Those plants that sold wet, skimed whey earned 10
to 20 cents a pound in June 2007 conpared to the NASS price
of 72 cents a pound for dry whey at that tine.

Most of the remaining plants, there were 42 of
them perfornmed various conbinations of ultrafiltration,
reverse osnosi s, and/or evaporation to separate whey
conponent s and condense whey.

Fol l owi ng the Cctober 2007 hearing, the Secretary
appoi nted a Wey Review Cormittee with the goal of
devel oping a |l ong-term net hod that was market-based and
woul d signal a proper value for whey that allows both
California producers and processors to earn a favorable
return fromtheir investnments and enterprise. After siXx
nmont hs and numerous neetings, the Wiey Review Committee
recommended continuing using the fixed whey factor of 25
cents a hundredwei ght.

| attached the Whey Review Commttee report as
Appendi x 2.

Si nce m d-2007, whey prices dropped from70 to 80

cents a pound to below 20 cents a pound. The decision to
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val ue the whey streamat 25 cents a hundredwei ght has
benefitted dairy farners for nost of 2008 and 2009 when
conpared to the prior 4b fornmul a.

The proposal from M1k Producers Council regarding
the whey factor in the 4b formula is simlar to an
alternative exam ned by the Whey Review Commttee. It was
soundly rejected at the tinme and shoul d be agai n.

The volatility created by past decisions by the
Secretary on the whey issue has been detrinmental to the
devel opnent of the cheese manufacturing sector in
California. Wile the 2007 decision did not please al
parties, it has resulted in a nore stable regulatory
environment for valuing a plant's whey stream |If the
Secretary once again nakes a change to provide a short-term
benefit to producers, the longer-termviability of
California s cheese nmanufacturing sector will be threatened.

There is also a point to be nade here about the
i nportance of hedging input costs as well as mlk prices.
Wi le farmers have regul arly booked feed in advance, the
|arge majority of farmers have chosen to speculate on their
mlk price. As long as California' s cost of production
stayed low, the mlIk price was usually above it, so farmers
profited.

At the Cctober 2008 hearing, | noted there was a

risk that mlk prices could fall below, possibly fall bel ow

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

273

t he break-even | evel which, unfortunately, has been the case
in 2009.

The solution to the problemis not raising the
regul ated price. instead, a solution is the devel opnent and
use of hedging tools for dairynmen. A nunber of us started
tal king nore than ten years ago about the inportance of risk
managenent tools, such as forward contracting.

Farmers shoul d ask their co-operatives why they
are not offering the opportunity to better manage their milKk
price income by hedging with forward contracts, futures,
options, or other tools.

|"ve attached a graph fromnational M|k Producers
Federation that shows Cass 3 mlk futures prices on
sel ected dates in 2008. On June 12, of 2008 m |k futures
wer e above $20 a hundredwei ght every nonth through 2009. As
it turns out, Class 3 mlk prices will average about $11.30
for 2009. That dramatic decline of nearly $9 a
hundr edwei ght, or 45 percent, could have been hedged wth
futures or forward contracts.

O her risk managenent tools are al so being
devel oped. One new interesting concept is a margin contract
which allows a farmer to essentially set the margin between
i nput cost and the mlk price. On the bottomline, this is
what really counts. W need to spend nore tinme working to

devel op these tools.
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It should al so be noted that when a market is
over-supplied, as nost segnents of the dairy market have
been in 2009, sonetines |ower and even negative margins at
the farm are necessary to bring supply and denand into
bal ance. Once supply is reduced, mlk prices and dairy farm
revenue will increase. |If policymakers step in to provide
revenue for dairynmen every tine costs increase, or every
time there is a potential for negative returns, the nmarket
woul d chronically oversupplied and m |k prices would renain
| ow.

At the past few hearings, | have spoken about the
need for a change to the regulated pricing structure of the
California dairy industry. Regulated pricing systens in
California, and the Federal Orders, were established nany
years ago with vastly different market dynam cs than exi st
today. The dairy markets have evolved fromlocal to
regional to national to global in nature.

Several years ago dairy farners, through the
California MIk Advisory Board, comm ssioned a study by
McKi nsey and Conpany on the future of the California dairy
industry. | strongly believe the industry would be better
served focusing on long-term solutions rather than attendi ng
hearings for short-termfixes. W should use that study as
a basis for developing a regulatory systemthat best serves

the needs of today's dairy industry. | believe the U S.

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

275

dairy industry has the potential to fill the growi ng world
demand for dairy products. Wth 95 percent of the world's
food consuners outside the U. S., the potential market is
enor nous.

Unfortunately, out-dated regulated systens are
hol di ng back the U. S. dairy industry fromrealizing the ful
potential of this opportunity. Qher countries wll
eventually grab it if we don't. The tinme for a change is
now.

Kraft has long believed in transitioning to a | ess
restrictive regulatory environnent and feel the U S. dairy
i ndustry woul d benefit greatly fromthis change. The
i ndustry needs to work together to develop a long-term
policy approach for the California dairy industry.

Unfortunately, | openly question the desire of
California producers and cooperatives to make the necessary
changes to neet these new chall enges and opportunities.
Once again, today's proposals from producers attenpt to
force the Department to regulate the price of mlk instead
of the mnimumprice for mlKk.

Until the California dairy industry enbraces nore
mar ket -oriented policies, dairy producers will |ose out to
the opportunities in both the donestic and export narkets.
The conpetitive advantage enjoyed by the California dairy

i ndustry over the past 25 years is gone. To conpete in the
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mar ket pl ace of the future, the California dairy industry
needs to adapt to these newrealities or |ose out.

In summary, | would ask the Departnment to consider
the long-termram fications of the proposals heard today.
If the Secretary feels he nust increase regulated prices,
then the Dairy Institute proposal is the only one that
shoul d be consi der ed.

| thank you for the opportunity to testify here
today and would like to file a post-hearing brief, if
necessary. | welconme any questions at this tinme.

HEARI NG OFFI CER HOLLOWAY: Okay, a post-hearing
brief, if so submtted is granted.

MR. MC CULLY: Thank you.

HEARI NG OFFI CER HOLLOWAY: Any questions fromthe
Panel ?

kay, no questions. Thank you very nuch.

MR. MC CULLY: Thank you.

HEARI NG OFFI CER HOLLOWAY: Ckay, next we have
Patty Stroup.

This will be Exhibit Nunber 68.

(Exhi bit 68 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: Okay, please state your
name and spell it for the record.

M5. STROUP: Hi, it's Patricia Stroup, S-t-r-o-u-
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HEARI NG OFFI CER HOLLOWAY: Ckay, and you're
representing?

M5. STROUP: |'mrepresenting Nestle today.

HEARI NG OFFI CER HOLLOWAY: All right, thank you

And do you attest that you will tell the truth and
not hi ng but the truth?

M5. STROUP: | do.

HEARI NG OFFI CER HOLLOWAY: Thank you. Go ri ght
ahead.

M5. STROUP. M nane is Patricia Stroup, | amthe
Group Manager for Dairy for Nestle Business Services, NBS,
and today | amrepresenting Nestle USA and its division,
Dreyer's Grand | ce Cream Hol di ngs.

In my role with NBS, | amresponsible for mlk and
dairy ingredients procurenent for Nestle brands in the
United States and Canada. This includes procurenent
relationships with individual dairy farnms, co-operatives,
and proprietary handl ers and manufacturers. | devel oped
today's testinony in cooperation with Nestle staff and
present it today with authorization from Nestle executive
staff.

Nestle in the United States includes Nestle USA,
Nestle Nutrition, Nestle Purina PetCare Conpany, Nestle

Waters North Anmerica, and Nestle Professional, and is part
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of Nestle S.A., the world's |argest food conpany, in Vevey,
Switzerland. Together, the U S. conpani es enpl oy roughly
42, 000 enpl oyees, including 9,000 Californians, and operate
82 manufacturing facilities.

Nestle USA is headquartered in d endal e,
California and manufactures and distributes a full spectrum
of ice cream and frozen dessert products, including
Dreyer's, Edy's and Haagen-Dazs brands. Dryer's, itself,
has 7,000 enpl oyees and operates five manufacturing
facilities in Indiana, Maryland, Utah and California.

Nestle USA's primary California operations include
its Carnation evaporated mlk plant, two Dreyer's and
Haagen-Dazs ice cream plants, and a prepared foods factory,
along with distribution centers and business offices.

| testify in opposition to the proposals put forth
by the Alliance of Western M|k Producers and Western United
Dai rymen, as well as the alternate proposals offered by
California Dairy Canpaign and California Dairy Whnen. There
shoul d be no increase in the regulated m ninmum price |evels
for any class. The regulated price is the mnimmprice
pai d, not the total price paid. The purpose of the
regul ated price is to accurately reflect underlying
commodity values and to maintain the Class 1 price within
reasonabl e relationship to that in surrounding areas. The

current mlk pricing fornmulas are already achi eving both of
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t hose obj ectives. Nothing has changed those rel ati onshi ps.

Let nme be clear that | am synpathetic, even
enpathetic, to the financial plight of dairy farmers over
the last year. | have been a dairy farner and nmy famly
still farms, so | understand the enotional toll that
financial stress has placed on many dairynen. Wthin ny
career, both as a farner and as a processor, | have
experienced several cycles of negative farmmargins, with
droves of farmers exiting the business each tinme. This is
not the first, nor is it the worst, of those cycles. Yet,
every tinme they occur, they do exact a heavy toll on the
social fabric of our farmcommunities.

But, this cycle also provides an opportunity. It
provi des incentive for us to eval uate what happened and see
how we can learn fromthis experience to inprove the
i ndustry going forward. In retrospect, the current cycle is
fairly sinple to anal yze.

The United States' nmain dairy conpetitor stepped
out of the market because of drought conditions. That,
coupled with a depressed dollar, enabled the U S. to
i ncrease exports of all sorts of dairy products and drove
prices across dairy commodities to record highs. Those
extraordinary prices, even in the face of higher farminput
costs, resulted in hefty profits for dairy farnms, so

dai rynen produced nore m |l k.
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Wil e they were investing in nore production,
manuf act urers and consuners began to substitute away from
dairy products because of their extrenely high cost. And
then, the entire econony in the U S. and around the world
began to crunble. So, much of the positive demand response
we woul d have expected from decreasing dairy prices has been
thwarted. |In response to |ow prices, dairynen have cut back
production and we are now seeing prices rise again in
response.

S, how do any of the petitions before us today
address any of the issues presented in ny sinple analysis?
They do not. They do not solve weather conditions in New
Zeal and. They do not change the U.S. nonetary policy. They
certainly do not help us increase denmand. The only thing
they attenpt to do is to increase m |k production by
increasing mlk prices, yet the market is already taking
care of that situation on its owm. California mlk prices
are already up 15 percent versus this year's low Wth all
dairy commodity prices continuing to rise, mlk prices wll
be up well over 25 percent by year-end, with futures narkets
i ndi cating that next year we'll be up by nore than 50
per cent .

"Never give up what you want nost for what you
want at the nmonment." That's an aphorism | think of often in

my omn life and it is one that strikes nme as particularly
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rel evant as we all struggle with the current proposals and
consi der how to best position the California dairy industry
to thrive now and in the future.

What we want at the nmoment is to feel better. W
want to turn back the clock and keep dairynmen from expandi ng
production in response to the high prices of 2007 and 2008
because that action directly contributed to the ensuing | ow
prices. W want the gl obal econom c situation to resolve
itself because that is keeping prices down. W all want to
not have to struggle to make a profit this year. W want
both farmers and consuners to be happy. farnmers want the
profitability they had two years ago and we want consuners
to start buying again. Consunmers want to be able to start
buying again. The granting of an arbitrary regul ated price
i ncrease nay make sone of us feel better and attenpt to give
us what we want now, although |I question that it would even
do that. But, satisfying what we want now nakes us give up
what we want nost.

What we want nost is to create a vibrant,
consuner -responsive dairy industry, one that is able to
interpret and even predict what consunmers want and del i ght
t hem by providing i nnovative, delicious and nutritious
foods. One that is able to provide high quality raw
mat eri al s at reasonabl e and consistent prices, that

consuners will perceive as providing high and enduring
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value. What we want nost is for California to take
advant age of its geography and becone a consistent and
dependabl e dairy supplier to the U S. and to the world.

As a buyer and processor of dairy products, | want
to have long-termrelationships with nmy suppliers that
enabl e both parties to be creative in production and
pricing, to reduce price volatility for both of us, to link
dairy producers' abilities to consuner desires, and to
provi de nmutual and sustainable profitability. | want nost
for ny friends and nei ghbors to reach for products made from
dairy, even if they don't know or don't care if it's dairy.

Then I will know that we have collectively delighted
consuners. Only then will we have achi eved what we want
nost .

Sadly, granting price increases that have no
groundi ng in econom c reasoni ng achi eves none of this. 1In
fact, instead of noving us toward consuner delight, it only
serves to nove us further away. There is no quick fix to
peri ods of negative margin. Those periods eventually reduce
the oversupply of mlk, which in turn causes nmarket prices
torise and margins to inprove. W are seeing this happen
right now. markets work, except when outside intervention
such as governnent interferences, injects artificial
factors. Then, the critical |ink between what consuners

desire and what dairynen can produce is broken, and we can
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no | onger progress toward achi eving what we want nost.

Not hi ng has changed in the rel ationship between
dairy comodity prices, Federal Order, and California C ass
prices.

The petition by the Alliance of Western M1k
Producers asserts that the State should increase the price
of Class 2 and 3 mlk. These prices were adjusted | ast year
to nmore closely align to Federal Order Class Il prices,
whi ch were reduced after changes in the federal
manuf acturing all owances. Since that tine, nothing has
changed. After allowing for the inpact of timng, the
relationship of the California Class 3 price and Federal
Order Cass Il priceis still aligned and still just as
intended in | st year's decision.

For many of the sane reasons, a cost of production
nmet hodol ogy such as that suggested by the California Dairy
Wnen is unwarranted. Because California s mninmumprices
are set using an end-product pricing fornmula, fluctuations
in farmlevel profitability are already acconmodated through
a reflection of supply and demand in the underlying
commodity prices used to set mlk class prices. Increasing
the price just because we don't |ike the price |evel or
addi ng a surcharge to the price creates an unreasonabl e
relationship to the value of the products yielded from such

mlk. In addition, it would nake California unconpetitive
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with other areas in the United States.

Formul a constants, such as the appropriate yields
and manufacturing all owances, are debated and set with
pai nstaki ng care nearly every year so that they accurately
reflect the relationship between dairy comobdities and the
mnimumprice that is paid for mlk going into those
commodities. There is nothing in any of the proposal s that
supports why those rel ati onshi ps shoul d change.

Just because the petitioners do not like the price
| evel s does not change the fact that the mnimummlk price
generated by dairy comodity nmarkets is being accurately
reflected by the current formulas. M1k prices were not |ow
because there is sonmething wong with the forrmulas. They
were | ow because there was an oversupply of mlk at a tine
when consuners around the world were not buying it.

If the Secretary decided to i npose a surcharge on
Class 3 milk in California or to raise the price of Class 3
mlk so that it was not aligned with areas outside of
California, nmy recommendation to our production planners
woul d have to be to shift production out of California and
on to manufacturing lines in our Federal Order plants.

A 50 cent surcharge, such as that originally
proposed by the Western United, would nake the regular price
of our California mlk nore expensive -- sorry, would nmake

the regul ated price of our California m |k nore expensive
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t han our Federal Order mlKk.

The increase proposed by the Alliance al so nakes
California mlk nmuch less conpetitive with Federal O der
mlk. Gven that, by far the majority of our products are
exported fromCalifornia to the rest of the United States,
we could not justify spending nore for mlk here just to pay
to shipit to places with | ess expensive mlKk.

It has been asserted earlier in the hearing that
Classes 1, 2 and 3 don't have to worry about conpetition
wi th national products. That's entirely untrue. W export
70 percent of our ice creamoutside of California, as well
as a substantial anmount of our Nesquik Class 1 fluid mlK.

The six-nonth duration of the Western United
proposed increase would not be hel pful. Because of the
seasonal nature of ice cream consunption, an ice cream
manufacturer's margin is nmade or lost in the first half of
any year, which is precisely when the petition advocates a
hi gher pri ce.

It woul d be di singenuous of ne to suggest that a
t hree-nont h, 20-cent per hundredwei ght increase in mlk
costs, such as that proposed by Dairy Institute, would cause
us to inmmediately relocate production. But in our long-term
strategies, such as where to |ocate production, it adds
uncertainty to the mx. W have many plants outside of

California where ad hoc governnent-inposed surcharges are
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not a threat.

A decision by the Secretary to inmpose a surcharge
woul d communi cate an uncertain regulatory environnment, one
in which we are not keen to do business and nmi ght not be
inclined to make further investnment. Therefore, decisions
made at this hearing are not just for the short-term but
for the long-termas well.

Increases in price do not sit well with consuners
al ready reeling fromtough econom c conditions.

Last year | testified as to the elasticities of
demand for ice creamand the negative net inpact on producer
pay prices caused by increased Class 3 prices due to
decreased demand. Since then, those elasticities have only
gotten worse.

| ndependent research, comm ssioned by Dreyer's in
August of 2009, indicates directionally higher |evels of
consuner sensitivity to price. An eight percent increase
today across the ice creamcategory would yield up to an 11
percent decrease in sales volune. This is up froma 9.8
percent decrease in volume we observed from studies in 2005.

Mor eover, Dreyer's heaviest use of dairy is in packaged ice
cream where the vol une decrease could be as high as 14
percent for the sane eight percent increase in price.

Once again, we found that a reduced vol une of

purchases of ice creamis not replaced by other dairy
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products. Qur studies of the relationship between ice cream
consunption and that of food categories, other food
categories, denonstrate that consuners are likely to
substitute bakery snacks, cookies and crackers for ice
cream Notably absent fromthe list of substitute foods are
ot her dairy products. That nmeans that when a consuner
decides not to buy ice cream he is not drinking mlK.
I nstead, he is eating crackers or cookies. There is not
much benefit for dairy farmers in that.

So let's figure out what we want nost and how to

get there. The dairy situation today is much like ny 401K

It was ny noney, | earned it, | invested it, and now nuch
of that equity is gone. | cannot go back and change what
happened to it. | can only learn fromthe market and set

nmyself up so that | amprofitable going forward. None of
t he proposal s today achieve those objectives for the
California dairy industry. They cannot teach us anything
about what happened, nor can they set the industry up to be
profitable and sustainable in the future.

| challenge the entire industry, and this includes
us, to invest in activities that will provide |ong-term
returns for both producers in California and their
custoners, rather than focusing on how to maxim ze the
m ni mum regul ated pri ce.

Teach dairy farnmers how to use futures markets to
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mtigate the devastating inpact of price volatility. The
dairy farmers that | spoke to, that did use futures and
forward contracts market |ast year are not at this hearing,
they're enjoying their $20 a hundredwei ght m Ik right now
Teach dairy farners how to use those prograns.

Partner with custoners and consuners to figure out
how to delight them Renpove the interference of price
regul ation that stifles innovation and allows non-dairy
substitutes to win share of stomach while we're busy
calculating the Class 4a fat price or arguing over the val ue
of a fluid carrier.

Learn how we can take advantage of California's
proximty to ports and how we can parlay that into becom ng
a profitable world supplier. Al of those things and nore
can help us progress toward what we want nost, but none of
today's proposals will do that.

Thank you for the privilege of presenting the
views of Nestle. | respectfully request the opportunity to
file a post-hearing brief, if needed, and wel cone any
guesti ons.

HEARI NG OFFI CER HOLLOWAY: Thank you. Your post-
hearing brief is granted, if you so desire to file one.

Are there any questions fromthe Panel ?

It | ooks like no. Thank you.

M5. STROUP: Thank you.
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HEARI NG OFFI CER HOLLOWAY: Ckay, nhext is John

Rossi .

MR. ROSSI: Thank you. M nane is John Rossi,
that's J-0-h-n R-0-s-s-i, and I'ma hay deal er from Mant eca,
Cal i fornia.

HEARI NG OFFI CER HOLLOWAY: And you're representing
your sel f?

MR. ROSSI: Representing nyself, and ny conpany,
and ny custoners.

HEARI NG OFFI CER HOLLOWAY: Ckay, and do you swear
totell the truth and nothing but the truth?

MR ROSSI: Yes, | do.

HEARI NG OFFI CER HOLLOWAY: Go right ahead

MR. ROSSI: This year -- | haven't prepared
anything so I'"'mjust going to kind of wing it here, in ny
own wor ds.

This year we've experienced bankruptcies, at |east
six of themso far this year. | believe three of them got
t hrown out of court because they couldn't show they could
pay back the bankruptcy, file a plan. But anyway, one of
them was Chapter 11, | believe it will get thrown out of
court, too, because they can't possibly show they can pay
back their creditors. Two of them were Chapter 7s.

Actually, | do finance and, believe ne, this year

it's been quite discouraging. None of these bankruptcies
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woul d have happened this year had the mlk price not
crashed.

The hay price was up at a right profitable |evel
| ast year and, of course, when the mlIk price started to
crash, the hay price started to crash right along with it
because of the ability to buy the expensive hay that we were
sel |l i ng.

Ri ght now, how | made it through this season here
selling the hay, | don't know, but I'mcarrying a |ot of
paper, there's no question about it and | want ny custoners
to be able to pull out of it so they can pay ne, naturally.

| believe this winter we're | ooking at probably a
15 to 20 percent increase in nunber one hay, and that is
because of the weather conditions in Nevada and O egon that
have rui ned a good substantial anmount of it.

Anyway, in |ooking over the -- what's happening
today, | nust commend the processing side for keeping their
busi nesses in such good shape. They've done a great job in
mar keting our mlk and | think naybe at this point they
can't afford to give up four bits.

Al right. Wll, the dairynmen need a |ot nore
than four bits, naturally. Mster -- from Genske and
Mul der' s testinony there, you can see they need quite a bit
nore than that. | think the governnment now is giving them

$300 million to all the dairymen in the United States.
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Vell, if it was up to ne, the $300 million would just cone
to California and then they'd have to allocate nore for the
rest of the states.

VWi ch brings us to the point of in |ooking over
this dairy industry fromone end of the United States to the
other, 1 thought that change in it would cone from
Washi ngton DC. Well, | no |longer believe that.

And | no |longer believe that because things happen
in California that ripple effect going east, it's not east
com ng back to California.

The four bits they're offering out here | believe
is -- well, nobody's going to kick it aside, everybody's
going to take the noney, there's no question about it. But
the request was way to light to nake a difference.

And maybe it will put these creameries at an
unfair advant age.

But now, before we get going here, | just want to
tal k about what real power is, and real power is not just
the processing side, the real power in Anmerica today, |
believe, is in this room |It's at this table. It's when
each and every one of you sitting right there, you have the
power to pull these dairynen out, to save this industry.

|"d say at this point between 95 percent,
somewhere in the 95 percentile of all the dairynen of

California are on the timeclock right now for filing
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bankruptcy. This is called -- when you see they're going to
bankruptcy and you do nothing about it, that's called
rail roading, you railroad a business out of business.

| really don't believe, though, in the future that
we're going to have that big of a mlk shortage, nyself, but
| do believe that we're going to have fewer and fewer
dairynmen and famly farns that are actually -- that are
m | king the cows, that are making a living with them

And | do believe that when we're tal ki ng power
here, that this commttee can nmake a difference.

Now, | have sonme recommendations for you. And
this can happen today, because | don't believe any of you
have to answer to anybody but yourselves here. Right, today
nmy reconmendation is to floor the price. 1t's an energency

situation, you floor the price at $14.50 right here in

Cal i forni a.

Now, secondly, | believe that at first when you do
this, and this will be a detail there, and the details |
don't want to get into that because they will take care of

t hensel ves, you're going to get a lot of mlk flowng in
probably, at first. Well, you're going to need a little
tariff on our inports of mlk comng into California,
wi t hout no question about it there.

| also believe that none of the other states wll

allow California to make nore noney than them so as soon as
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you floor the price, the rest of the states are going to
want to have their floor, because all of their dairynen are
dying on the vine just |like ours, and they're all on the
ti mecl ock.

But if you floor it today, there will be bankers
at these dairies tonorrow, wanting to do business. And we
don't get it, they say the price is going to go up, but ['ve

been hearing that all year |ong.

You think we're any match? | don't think so. No
way.

Just heard from Nestle right there. Ch, | tel
you what, you know, what a beautiful |ady, | mean the way

she tal ked and brought that all out, everything' s fine and
we're all behind all the dairynen, too.

But we need help fromyou guys. You guys are the
power and you can do it. You nust think outside the box.
Four bits is not enough. You go 14.50 for all the mlk, no
matter what it is, and believe ne those people are going to
adj ust just to that.

It mght be alittle rough at first, it's been
rough at first for all of us this year. 1t's no big deal.
Every day's a new day, you just put your best foot forward
and you go for it.

So I'm asking the Panel to floor the price,

$14.50. And believe ne, and |'Il make a wager, you won't be
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the only one. California will not be the only state. It
will hit DC like a tsunam tonorrow.

Any questions?

PANEL MEMBER EASTMAN. | actually have one.
real ly appreciate your enption. | was wondering if you
woul d | obby the Governor on ny behalf to increase ny salary.
What you say actually is pretty good.

MR. ROSSI: You floor the price at 14.50 and |'1

go see himpersonally. How s that?

PANEL MEMBER EASTMAN: 1'Ill have to think about
t hat .

That was ny only question.

HEARI NG OFFI CER HOLLOWAY: Any ot her questions?

PANEL MEMBER EASTMAN. No serious questions.

HEARI NG OFFI CER HOLLOWAY: (Okay, no serious
guesti ons.

Thank you.

MR. ROSSI: Thank you.

HEARI NG OFFI CER HOLLOMAY: W now have David
G |l bert to conme up

MR G LBERT: David Glbert, Da-v-i-d Gi-I|-b-e-
r-t. 1'mPresident and CEO of AL G | bert Conpany.

HEARI NG OFFI CER HOLLOWAY: So you're representing
t he conpany?

MR. G LBERT: Yes, | am
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HEARI NG OFFI CER HOLLOWAY: Thank you. Wuld you
affirmto tell the truth and nothing but the truth?

MR GLBERT: | affirmto do that.

HEARI NG OFFI CER HOLLOWAY: Thank you, go right
ahead.

MR. G LBERT: AL Glbert Conpany is a dairy feed
manuf acturer operating in Northern California, between
Fresno and the upper part of the State.

| cane here to listen, to see today, and then
was encouraged to testify and so I'"'mgoing to testify.

Qur livelihood is based upon the success of the
dairy industry. W had representatives here today, we had
ot her feed people here today that had to | eave.

Goi ng back historically, our conpany was very
involved in mlk pricing, mlk pooling. M father was very
active. Wth the division within the industry, we' ve kind
of renoved ourselves fromsone of that, but with the
econonmic conditions the |ast year, we' ve gotten involved
agai n.

| went to the USDA Qutl ook Conference |last year in
Washi ngton, DC, in February, got up and testified about the
di saster we have going on in the California dairy industry,
t he amount of noney that's being |ost.

| brought up how can you, as a dairyman, go to the

bank and borrow noney when you have no i nconme, when you have
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a negative income? You can't do it, it's inpossible. And
with the credit situation that this country's in today,
there is no noney available. | nean, it is a serious
condi ti on.

| cane to this building in February, with three
representatives fromthe feed industry, nyself, Kevin Cruz,
of Western MIling, Scott Helman, of JD H gh School, and
James Neto, of Penny Newman. W represent a significant
portion of the dairy feed industry in the State.

| met with AJ Yates, and anot her representative in
t he Departnent, and said we have a crisis going on in this
i ndustry, in February, and we need sone hel p, we need any
kind of help that we can get. The dairynen need the hel p.

Because what happens when you have a situation
like this in the industry going on, the people who get hurt,
besi des the dairynmen, are people |ike nyself. Because
there's just not enough noney to go around.

M. Hoekstra, today, which I've met with in the
| ast nonth, with nmy father, to discuss the disaster we've
got going on, a two and a half billion dollar loss in this
i ndustry. Think about what inpact that has upon the State
of California.

We have a | ot of people that are tal king about the
potential inpact of a 25-cent, or a 50-cent, or a 20-cent

i ncrease, but none of those people are tal king about the
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impact that a two and a half billion dollar is in reality
today, in our industry. Wat is the multiplier effect of
t hat ?

| can tell you the effect of it in ny own conpany.

We have 40 | ess enpl oyees today than we had at the first of

the year, 40 | ess enployees. Never, in our life, have we
ever had to lay off that anmount of people. W let off 24
peopl e | ast nonth. Ever.

So the inpact of this thing is very real, it is
happeni ng now.

And when you hear these producers get up and talk
about that we need help now, it's because we really do need
it now.

When M. Hoekstra tal ks about it, it's because he
sees it every day. Besides the dairynen, he probably sees
it better than anyone el se because he sees the books.

So | don't conme to ask you to do anyt hing
specifically, | don't conme to speak that | understand the
conplicated pricing mechani snms that we have. But | do ask
is that you do the best you can for the producer because
they're the ones who really need it, and you're in a uni que
position where you can. A lot of us are in a position where
we can't do anything, but you guys are in a position where
you can do sonet hi ng.

|"d ask that you do the best that you can do for

PETERS SHORTHAND REPORTI NG CORPORATI ON

3336 BRADSHAW ROAD, SUI TE 240, SACRAMENTO, CA 95827 / (916) 362-2345




[\N]

)

(@]

298

the producer this tinme around, because this industry needs
it. W have not seen anything like this since the fifties.
That's what ny father says and he's an he's an expert on
this. W' ve been in the dairy business since the fifties.
This is the worst.

And the one thing that you guys can do by doing
this, that would hel p our industry tremendously, is put sone
confidence back in it, because we need sonme confidence back

init. W need, even if it's 20 or 50 cents, or whatever

you can do, it will kind of put some confidence in people
i ke nyself, like the dairynen and the bankers. W all need
t hat .

That's all | have to say, thank you. And | just

want to say, Madam Chairnman, that | want to be able to
submit a post-session brief.

HEARI NG OFFI CER HOLLOWAY: It's granted.

MR. G LBERT: Thank you.

HEARI NG OFFI CER HOLLOWAY: Any questions fromthe
Panel ?

MR. G LBERT: Thank you.

HEARI NG OFFI CER HOLLOWAY: No questions, thank
you.

Al right, our |ast wtness, Sue Tayl or.

This will be Exhibit 69. GCkay, the last exhibit.

(Exhi bit 69 was marked for identification and
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received into evidence.)
HEARI NG OFFI CER HOLLOWAY: Pl ease state your nane
and spell it for the record?

M5. TAYLOR MW nane is Sue Taylor, S-u-e T-a-y-I-

HEARI NG OFFI CER HOLLOWAY: Thank you. And you are
representing?

M5. TAYLOR  Leprino Foods Conpany.

HEARI NG OFFI CER HOLLOMAY: COkay. And you will
affirmto speak the truth and nothing but the truth?

MS. TAYLOR  Yes, | do.

HEARI NG OFFI CER HOLLOWAY: Thank you, go right
ahead.

M5. TAYLOR  Thank you. |'m Sue Taylor, Vice
President of Dairy Policy and Procurenment for Leprino Foods
Conmpany. Leprino operates nine nozzarella plants in the
United States. Three of these are |located in California,
two in Lenoore and one in Tracy.

| amtestifying today in support of the Dairy
Institute of California s alternative proposal, not because
| believe that it represents good policy, but with the
pragmatic belief that the Departnment is conmtted to
enhanci ng producer prices and the belief that the Dairy
Institute proposal represents the | east damagi ng approach

bei ng considered at this hearing.
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|"malso testifying today in opposition to the
Al liance of Western M|k Producers, Western United Dairynen,
M | k Producers Council, CDI, CDC, and the California Dairy
Wnen' s proposal s.

The managenent team of Leprino Foods fully
appreci ates the stress that dairy producers have been under
since prices declined in |ate 2008. M farmroots and
| ongst andi ng and deep rel ationships with many dairy
producers highly sensitizes nme to the significant erosion n
net worth and personal hardship that has been associ ated
with the dairy farmcrisis of 2009. However, the | eading
proposal s under consideration today are the kinds of
solutions that hinder, rather than contribute to a recovery
of market prices to a level that is sustainable for
producers and processors.

The poor farm econom cs of 2009 were created by
supply that outstripped demand. Neither side of that
equation has been static. Supply increases were propelled
by producers who were responding to a period of
unprecedented profitability in 2007 and the first half of
2008. W saw denand decline initially in md-2008 in
response to the record high prices. W saw food service
operators go bankrupt in the context of record high food
costs in a highly conpetitive environnment that constrained

their ability to recover those costs. And we saw custoners
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reformul ate nenu itens to reduce the volune of cheese used.
This demand destruction in itself was putting downward
pressure on prices prior to the broader economc crisis that
hit both the domestic and gl obal econom es and denand.

The decline in demand associated with
reformul ations in response to the record-high prices of 2007
and 2008 and the decline in global demand cl early exceeded
the supply side's ability to adjust in a short timefrane. |
don't think that any policy would have fully mtigated the
mar ket response to the di m ni shed denmand.

However, | do believe that well-meaning efforts,
bot h by he governnment and private prograns, have led to a
sl ower supply correction and | onger duration of pain on the
producer side. One analyst coined the term"rolling
optimsn for the sense that the markets would recover if a
producer could hold on another -- it should be two nonths.
The source of that optimsmat tinmes has been that external
i ntervention, whether through the CM program price support
increase or, nost recently, the $350 million that Congress
appropriated, would take care of them |Instead, it kept
supply in play that woul d have ot herw se exited and
prol onged the depressed price period for all. | would
categorize CDFA s consideration of an energency surcharge as
having the same potential inpact, although nmuted by its

geographi ¢ concentrati on.
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The nost concrete illustration of the negative
mar ket i npact of progranms intended to hel p producers is the
futures market response to USDA's announcenent that it would
i ncrease the price supports in early August. Futures market
prices into 2010 i nmedi ately declined on expectation that
the price support increase announcenent woul d further slow
t he supply correction.

Utimately, the only sustainable solution to the
dairy crises is through a market correction. And that
mar ket correction needs to happen nationally because the
manuf actured dairy markets that dom nate the mlKk
utilization in the west and that drive the pricing system
are traded conpetitively nationally.

Any surcharge added to the 4b price is a direct
mar gi n transfer from manufacturers to producers. As a
mar ket er of product that conpete in the nationa
mar ket pl ace, cheesemakers will not be able to recover the
i ncreased cost. Al though many perceive processors to be the
beneficiaries of the current downturn in dairy prices, | can
assure you that this is not the case with us. Qur returns
this fiscal year that ended Cctober 31st are the | owest
we' ve experienced in a very long tine.

We support the Dairy Institute proposal,
recogni zing the extraordi nary producer-level stress. This

proposal strikes the appropriate bal ance between the stress
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and the recognition that the market should and will be the
solution. the relief that is provided will be available if
the market does not step in to address the situation. No
justification exists for the surcharge if the narket is
addressing it. W're confortable that, given the production
correction that we have seen in recent nonths, nmarket prices
will continue to strengthen. Cheese markets hit $1.57 today
and butter and nonfat prices have been clinbing rapidly.
Feed prices, while still above historic |evels, have cone
down significantly. And international prices have al so
risen rapidly fromtheir md-year |ows under $1.10, with the
m dpoi nt of Oceani a cheddar prices now reaching $1. 6556,
anot her sign that supply and demand are com ng into bal ance
and that it's allowing price recovery globally.

Qur opposition to other proposals are both based
upon policy concerns and the inappropriateness of
consi dering permanent changes in the pricing forrmulas in an
energency hearing with such alimted lead tine.

Qur opposition to the whey proposal by Mk
Producers Council and the cost of production proposal by
California Dairy Wnen can be quickly sunmari zed as "asked
and answered”. The concerns related to the appropri ateness
of a whey factor when many cheese nmanufacturers do not have
the scale that can justify whey processing are no | ess

rel evant today than they were in the |ast hearing dealing
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wi th whey. And cost-of-production based pricing divorces
the pricing systemfromsupply and demand dynam cs and sets
the systemup for consistent surpluses in an environnent
where it would be difficult to attract capital and the
burden of processing the mlk would be borne by co-

operati ves.

The Western United proposal is too high and for
too long and it's disconnected fromthe market.

Al t hough we agree with CDI that the 4a and 4b
price fornmulas should be revisited as data becones avail abl e
t hat woul d support a change, an energency hearing with a
short lead tinme is not the appropriate contest in which to
do it.

The CDC proposal for a variable nake all owance
al so goes well beyond what shoul d be considered on an
energency, short lead tinme hearing.

In conclusion, while we are synpathetic to the
producer hardshi ps that have dom nated this year, we believe
that the market is providing relief. |If the Departnent
chooses to address the situation through a regulated price
change, we urge the Departnent to do so in the neasured way
that is represented by the Dairy Institute proposal.

This concludes ny witten testinony. | appreciate
the opportunity to provide input to the Departnent on these

very inportant issues and respectfully request the
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opportunity to file a post-hearing brief.

HEARI NG OFFI CER HOLLOWAY: Your request is
gr ant ed.

Are there any questions fromthe Panel ?

PANEL MEMBER EASTMAN. Actually, | do have one,
maybe two.

Based on the tone of your testinony, it appears
that your initial thought is that there's no change that's
needed, but if a change were to be enacted you woul d support
the Dairy Institute proposal; is that a fair assessnent?

M5. TAYLOR  Yes, that is.

PANEL MEMBER EASTMAN. And then since they're
proposi ng a 20-cent tenporary increase, supposing that were
to happen for the three-nmonth period for whatever reason,
hypot heti cal | y speaki ng, how do you think that would affect
sal es, your conpetitive advantage or di sadvantage?

M5. TAYLOR | won't inpact our sales, it inpacts
our bottomline. W're in the market for the long term and
we're going to have to conpete and eat that cost.

HEARI NG OFFI CER HOLLOWAY: Ckay, thank you very
much.

W're going to have a little, short break. Hold
on just a mnute.

(O f the record.)

HEARI NG OFFI CER HOLLOWAY: Ckay, once we -- well,
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| was going to have this gentleman go first and then, after
he's done, I wll announce anyone el se that would |ike one
| ast conment or docunentation to please do so and then we'l|l
cl ose the record.

kay, go ahead, please.

PANEL MEMBER FRANCESCONI : Ckay, Madam Heari ng
O ficer, we have received a fax to the Departnent, and |
would |ike to enter that as a letter of support into the --
as an exhibit, Nunmber 70.

HEARI NG OFFI CER HOLLOWAY: Ckay, and can you
pl ease state your nane for the record?

PANEL MEMBER FRANCESCONI: It's M chael
Francesconi .

HEARI NG OFFI CER HOLLOWAY: Thank you

PANEL MEMBER FRANCESCONI: And this exhibit is
fromLactalis Anerican Group and Corporation, and it was
recei ved Novenber 9th, 2009.

(Exhibit 70 was marked for identification and

received in evidence.)

HEARI NG OFFI CER HOLLOWAY: Ckay, it's admtted.
If I can have it here, 1'll stanp it.

Did you want to talk about it?

PANEL MEMBER FRANCESCONI :  No.

HEARI NG OFFI CER HOLLOWAY: All right. Okay, go

ri ght ahead and introduce yoursel f?
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MR. VAN DAM  Madam Hearing O ficer, ny nane is
WIlliam C Van Dam

HEARI NG OFFI CER HOLLOWAY:  Ckay.

MR. VAN DAM The |l ast nane's spelled V-a-n D-a-m

And | would like to respectfully request the opportunity to
file a post-hearing brief.

HEARI NG OFFI CER HOLLOWAY: You respectfully have
it granted.

MR. VAN DAM  Thank you.

HEARI NG OFFI CER HOLLOWAY:  You're wel cone. That
was easy and bri ef.

| s there anyone el se?

Al right, at this time |l would Iike to close this
hearing. And we have again, | just want to rem nd everyone
that there are post-hearing briefs that will be due at 4:00
p. m on Thursday, Novenber the 12th, 2009.

And wit hout any additional evidence to be
presented, this hearing is now closed. Thank you.

(Ther eupon, the Novenber 9, 2009 Hearing of the

Depart ment of Food and Agricul ture was concl uded
at 5:07 p.m)
--000- -
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