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Mr. Hearing Officer and Members of the Panel, , ,
- My name is Geoffrey Vanden Heuvel and I am testifying today on behalf of Milk Producers
Council. et ,

I respectfully request that my testimony on behalf of Milk Producers Council, which I read into
the record in Sacramento on May 3, 2005, be included in the record of today's hearing as if it had
been read.

The Dairy Institute (DI) makes a numbef of points in their testimony of the May 3 hearing,
which we would like to comment on.

- DI makes the claim that the class 1 price relationship with manufacturing prices is not
economically sound or reasonable because of three reasons: reductions in class 1 utilization, low
California production costs in relation to other areas and excess price enhancement on top of the
traditional cost-based justifications for class 1 price differentials. :

There are a couple of flaws in DI's argument: First, The utilization's DI uses in their Table 1 do
not take into consideration the de-pooling of class Il milk in some federal orders which has
occurred quite often in the last several years. This fact inflates the class 1 utilization percentages
for those orders. Secondly, and more importantly, DI's argument ignores the substantial class 1
premiums that exist in the rest of the country, even in some of the lower class 1 utilization
federal orders. For example, the class 1 premium in Chicago and Milwaukee is $2.27 per cwit.
Low class 1 utilization means there are other competing uses for the milk. Class 1 prices need to |
- be sufficiently high to attract an adequate supply to class 1 uses. Historically, class 1 premiums
in California have been very modest in comparison to class 1 premiums in the rest of the country.
The basic philosophy of the California regulatory system has been to not rely on a premium
structure outside the pool to get milk to move to class 1. In fact, producers have supported a
transportation subsidy system precisely for the purpose of facilitating the service of the class 1
market without the use of large premiums.

- The cost of production has been removed as a specific factor in the setting of class 1 prices in
California. One of the reasons a change was made was to create a constant relationship between
the various classes of milk. There are times when this has worked both for and against producer
interest. But the decision was made to establish milk prices in California based on the market ;
values of manufactured dairy products. DI Table 2 uses a very misleading class 1 differential for

California of $2.36 per cwt. CDFA does a much mote credible comparison in Table 5 of the
Hearing Background paper, which shows an average California class 1 differential of $1.57 per
cwt. If the more accurate $1.57 were used in DI's Table 2 then of course their point completely
falls apart. ‘
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 DI's claim that there is too much price enhancement in the class 1 price ignores the fact that one
of the main purposes of the entire classified pricing system is to make sure that there is an
adequate incentive to serve the class 1 market. Simply covering the increased costs DI has
identified, namely the added cost of maintaining grade A status and the compensation of the
apparent extra freight costs, is insufficient to provide an incentive to serve the class 1 market.
Price enhancement for class 1 is an absolute necessity if the classified pricing system is to be
successful in making sure that the class 1 market is adequately supplied.

DI's charge that milk prices to consumers are not fair and reasonable would be funny if it were

- not so serious. By consumer prices DI must be talking about retail milk prices. Section 61802
(h) specifically talks about retail milk prices and the fact that many factors that are not in the
department's control influence the retail prices and that minimum producer prices "... should not
be unreasonably depressed because other factors have affected the levels of retail milk prices
paid by consumers." Just looking at Table 18 of the monthly Dairy Information Bulletin reveals
 the truth of Section 61802 (h). In December of 2004, according to the AC Nielson survey the
cheapest gallon of whole milk in the nation was in Phoenix, Arizona, and sold for an average
price of $2.30. The December 2004 Phoenix class 1 price was $16.78 per cwt. On the other
hand, the price for a gallon of whole milk in Los Angeles in December of 2004 was $2.80. $0.50
per gallon higher. The class 1 price in Los Angeles for December 2004 was $16.38, $0.40 per
cwt. less than the Phoenix class 1 price Producers can not be held responsible for the extra
$0.50 per gallon cost of "consumer" milk in Los Angeles. If anyone is to blame for "heavily
taxing" families with children who consume a lot of milk, it is the Dairy Institute's members who
are clearing taking more margin on the sale of milk than their counterparts in Phoenix.

- DI'makes the point that Section 62062.1 does not mean that the California class 1 price needs to

be "equal" to the class 1 price in contiguous states. We agree. But neither does it mean that

California class 1 prices can be significantly lower than the class 1 price in contiguous states.

The Dairy Institute proposal is radical and if adopted would require a new definition of
reasonable in the dictionary.

DI drags up their most long standing and tired complaint about the alleged California P-D
advantage. It is important to remember that P-D's existed from the beginning of milk pooling in
- California. Their presence in the marketplace has been a reality for many decades. They are not
very large group and their P-D milk supply is not growing. As urbanization takes place in
Southern California and the P-D's are forced to relocate their herds further away from their
bottling plants, the P-D advantage is significantly diminished, because P-D milk is not eligible
for the transportation subsidies that other handlers enjoy.
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DI quotes the Statement of Determinations from the February 1997 hearing to back up their
point, that class 1 prices should be dramatically reduced to eliminate incentives for economic
waste. It is important to note that the department did, as a result of that hearing, 51gn1ﬁcantly
reduce the California class 1 price to a level that is now lower than the class 1 price in the states
contlguous to California. The reduction sought in that hearing already happened '

Finally, DI crltxclzes the use of transportation models to determine class l price levels. It is true
that models are indicators of relative value across space and not determiners of absolute value.
However, Federal Order reform did establish absolute values that can not be ignored. Federal
Order rules enforce the efficacy of those values in enforcing compensatory payments for out of
order milk shipped into federal order areas. And California law requires the department to
monitor the prices in the states contiguous to California to see to it that California class 1 prices
are in a reasonable relation with them. The Dairy Institute may wish the law did not exist, but it
- does. We urge the department to either make no change to the ex1st1ng class 1 formulas or adopt
 either the Alliance or the CDC proposal

- We respectfully request that these comments be also incorporated into the hearing record of the
May 3, 2005 hearlng We also request the opportunity to provide a post-hearing brief.




Table 18: U.S. Retail Average Prices for Whole, Reduced Fat, Lowfat, and Skim Milk
(WeightedAvamgeanianamPerGaﬂon}

,Decemberm January 2005 February 2005
Gity whole | FH | Lowtar | s | whote | PO gt | sum | wmote ”‘:‘:"‘ Lowist | Skim
Weighted Average Prices in Dollars Per Galion B
Albany 304 297 29 291 320 315 377 311 289 282 288 276
Atianta 312 298 285 29 3’ 32 311 32 340 336 . 9
Baltimore 32 319 306 299 33 326 316 300 | 3% 319 307 305
Birmingham 34 324 325 3 341 331 325 3% | 34 3% 338 338
Boston 3.0 3.01 306 308 312 3.07 313 316 | 298 29 32 30
Buffalo/Rochester 290 240 221 284 239 226 220 | 290 231 213 203
Chariclle 358 360 an 367 367 368 378 3N 359 363 375 368
Chicago 210 25 25 266 288 276 215 2w | am 261 276 267
Clncionati 248 233 226 223 258 240 229 - 22 234 226 221 22
Cleveland 27 25 258 255 3.05 282 2715 212 | 281 258 255 255
Columbus 249 247 249 251 233 233 223 24 | 25 245 242 243
 Dallas 299 298 297 2% 29 296 296 297 | 218 am 276 - 276
Denver - 33% 3.21 3.01 292 342 327 310 299 | 314 30 288 276
Des Moines 3.01 275 255 23 313 2.86 265 245 | 32 284 262 246
Detrod 275 266 266 270 257 250 231 249 | 274 2711 265 272
Grand Rapids 252 243 244 244 248 X 212 228 | 25 24 24 2.3
 Hartford-New Haven 372 369 372 373 382 383 3rm 381 | 3w 374 368 an
Houston 334 .32 29T 284 324 315 298 281 330 3.20 304 28
Indianapolis 285 243 237 238 277 261 254 25 | 252 245 240 240
Jacksonville 337 3.3 334 3 339 332 33 35| 34 344 342 Y <]
Kansas City 32 298 288 267 Kk} 3.10 299 281 334 3.10 3.00 281
Las Vegas 268 24 232 225 285 257 247 235 | 280 257 241 24
Liftle Rock 310 30 296 291 3060 295 287 28 | 2@ 280 269 269
Los Angeles 23 260 268 227 301 278 284 237 | 288 263 268 27
" Louisvlle 280 267 245 247 | 2% 278 250 250 | 288 274 25t 251
Memphis 3 285 2571 262 32 298 265 212 | 343 293 266 272
- Meiami 340 342 a3 335 353 355 344 347 | 350 3.56 344 348
. Milwaukse 321 297 285 15 33 301 291 21 | 342 308 295 284
 Minneapolis 346 354 349 348 355 360 35 354 | 3% 366 360 356
 Nashvile 326 302 285 291 3.51 3.28 33 314 | 348 a2 305  3m
 New Orlaans-Moblle 355 351 354 346 360 355 357 348 | 365 3560 362 35
 NewYork 343 33 336 3.32 362 3.50 350 348 | 345 337 3.38 335
Okiahoma City-Tulsa 305 295 283 278 3.13 307 206 287 | 312 3.03 293 289
Omaha 3.04 2.76 258 23 a1 283 264 247 | 300 21 260 245
Odando 332" 3% 332 3 332 328 321 320 | 34 341 340 340
Phitadelphia 3 3.08 295 284 343 320 306 295 | 334 345 304 29
Phoenix 230 212 212 208 252 256 253 - 248 | 251 220 224 2%
Pitisburgh 3.07 249 2381 s 316 298 287 am | 305 290 283 an
Portand 278 243 244 23 270 237 240 233 | 278 240 241 239
Raleigh-Durham 361 361 366 365 | 3m 379 382 38 | 3m KN d s an
Richmond- Norfolk 353 349 3% 8 372 365 346 339 | 367 35  .3Mm 333
Sacramento 300 2.88 306 231 323 3.06 320 246 | 302 285 300 23
Salt Lake Cty-Boise 23 221 207 213 258 2.54 232 240 278 2.51 235 239
San Antonio 3.38 3.5 298 287 348 3.3 308 298 | 346 332 308 2%
San Diego 2m 253 267 232 294 270 283 242 283 258 270 23
$an Francisco 3.00 218 33 24 3.2 30 358 252 | 305 282 3 2@
Seattle an 2 24 2n 333 287 287 285 | 2% 263 261 255
St Louis 3.00 281 265 25 | 318 298 2 269 345 285 2714 288
 Syracuse 288 253 252 25 298 263 258 256 | 28 249 242 239
Tampa 331 3 331 331 343 342 342 342 | 340 3.38 338 3.4
Washington DC 327 313 34 29 33 32 313 31 319 3 3.0 3an
WestTexss 303 . 295 283 281 | 293 289 27 2n | an 294 2.86 278
Toll US 3.07 293 288 280 | 3.6 302 295 287 | 3M 2% 201 23

_ mwmmmmmm The average price per galion represents the weighted averages for specific brands

“of milk within the specified masket. Data includes organic milk. Data subject to revision. Febmiary data throngh the week ending 2/19/05.
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 the cooperative. In some instances, these over-order prices may not include all credits that may be allowed. These prices
have not been veriﬁed as having been actually paid by handlers.
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ANNOUNCED COOPERATIVE CLASS I PRICES FOR SELECTED CITIES IN FEDERAL MILK
~ ORDERS, MAY 2005, WITH COMPARISONS 1/
For May 2005, the all-city average announced cooperative Class I price was $18.80 per cwt., $1.47 higher than the Federal
_ milk order Class I price average for these cities. The May cooperative Class I price was $.60 higher than the April price,
while the Federal order price was $.67 higher. On an individual city basis, the difference between the Federal order and
announced cooperative Class I price ranged from $.15 in Phoenix, AZ, to $2.68 in Miami, FL. For May 2004, the all-city
average announced cooperative Class | price was $23.68, $1.50 higher than the Federal order Class I price average for these
cities. )
; . May 2005
. Announced Cooperative -~ |  Federal Milk Order P
City Class I Price _Class I Price _ . ‘Difference
- ; ; Dollars per hundredweight, 3.5% butterfat
Atlanta, GA B ' 1951 17.90 T 16l
Baltimore, MD , 19.60 17.80 s 1.80
Boston, MA ‘ 19.75 18.05 1.70
Charlotte, NC . v 19.51 17.90 1.61
Chicago, IL : 18.87 16.60 ' 227
-~ {Cincinnati, OH o ‘ 1871 17.00 1.71
Cleveland, OH ~ ‘ 18.51 - 16.80 ' 171
Dallas, TX 4 1830 . 17.80 - 050
Denver, CO ‘ 1820 1735 0.85
Des Moines, IA ‘ 18.34 16.60 174
Detroit, MI 18.26 : 1660 1.66
Hartford, CT : - 19.65 1795 1.70
Houston, TX . , ~ 18.90 - 18.40 ‘ 0.50
Indianapolis, IN ~ & 18.51 ‘ _ 16.80 .7
Kansas City, MO , L 18.03 , 16.80 1.23
Louisville, KY 1 18.61 17.00 1.61
Memphis, TN ‘ . 1901 1160 141 :
Miami, FL 21.78 ‘ 19.10 : 2.68 :
Milwaukee, W1 . : 18.82 16.55 227
- Minneapolis, MN ; , 1852 16.50 _2.02
New Orleans, LA 19.81 -18.40 141 ;
Oklahoma City, OK. . 17.95 17.40 0.55
Omaha, NE : 18.09 16.65 1.44 :
{Philadelphia, PA 19.89 : 17.85 ' 204 §
Phoenix, AZ ~ 17.30 1715 0.15
Jrittsburgh, PA 18.83 16.90 1.93
St. Louis, MO 18.35 16.80 T 1.55 :
Seattle, WA : 17.12 o 16.70 042 :
Springfield, MO 17.55 17.00 0.55
Washington, DC 19.60 : 17.80 1.80
Simple Average , 18.80 . 1733 1.47
1/ This table contains information obtained from the Class I price announcements sent by the major cooperative in each city |
market to all handlers who buy milk from them. These over-order prices include charges for various services performed by




