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PROCEEDI NGS

9:00 a. m

HEARI NG OFFI CER MAXIE: Ckay, if we can go back on
t he record.

Qur first witness for the day is José Ml donado.
Sorry we couldn't squeeze you in yesterday.

MR. MALDONADO. That's all right.

HEARI NG OFFI CER MAXIE: If you would state your
name and spell your |ast nane for the record.

MR. MALDONADO  José T. Mal donado, the |ast name
is MA-L-DDONADO

HEARI NG OFFI CER MAXI E:  And you handed us a copy
of your testinony. Wuld you like that entered into the
heari ng record?

MR. MALDONADO. Yes, please.

HEARI NG OFFI CER MAXIE: Very good. That w Il be
Exhi bit nunber 67.

(Exhi bit 67 was received into evidence.)
Wher eupon,

JOSE T. MALDONADO

Was duly sworn.

HEARI NG OFFI CER MAXI E: Very good. You can
proceed.

MR. MALDONADO. Ckay. Hearing Oficer and Menbers

of the Hearing Panel, thank you for having ne here. Good

ACCELERATED BUSI NESS GROUP

(916) 851-5976




© 00 N o o b~ w N P

N NN N NN R R R R R R R R R
O N W N B O © 0 N o 00 M W N R O

nmorni ng and thank you for calling this hearing of this very
i nportant issue that has effects on nmany cheese

manuf acturers |i ke Marquez Brothers International. | amthe
financial Controller for Marquez Brothers International,

Inc. | have worked for Marquez Brothers International for
over 14 years. | ambased in Hanford, California.

Mar quez Brothers' position is to naintain the
current 4b whey factor at 25 cents per hundredwei ght and we
are opposed to the petition set forth by Land O Lakes and
the alternative proposal fromUnited Western Dairynen. W
are al so agai nst changes to the C ass 4b Manufacturing Cost
Al'l owance.

Marquez Brothers International's primary business
focus is in the manufacturing and distribution of cheese
products. Since the foundation of Marquez Brothers in 1981
we have grown our business as demand of our cheese products
has expanded. Qur particul ar cheese market demand is highly
price sensitive and very conpetitive. W are in the
busi ness of manufacturing H spanic-style cheese products
such as Queso Fresco, Sierra Crenpso, Panela, which is
simlar to feta cheese, Requesdon, QGaxaca, Quesadill a,
Asadero, Cotija, Manchego and Menonita. W al so manufacture
mai nstreamtype cheeses such as Monterey and Mozzarella. In
the cream category we al so manufacture Hispanic style table

cream and sour cream These cheese products are very highly
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| abor intensive to make.

|"mjust going to pause for a second. Sonebody
menti oned yesterday in one of their testinonies that the
cheese, the specialty cheese, they have a cost advantage.
And I'd like to disagree with that notion because it is very
| abor intensive, it requires specialized packaging and it is
not -- howcan | say it? The volune, it's not |like a
cheddar cheese plant so we don't have the econoni es of
scale. And so it's --

You can't conpare, nake that notion because it is
not what you woul d say, conparable, in conparison to nmaking
cheddar cheese. [It's not a huge anount of profit to be nade
there. It is a very tough product to nmake because it is
very labor intensive. The Panela, we make that by hand. A
| ot of our products, the majority of them we make them by
hand. So you, know, conpared to a cheddar cheese plant. So
| just wanted to, you know, clarify that and explain that to
you.

Mar quez Brothers reluctantly -- oh, let ne finish
the last part of the paragraph here. W also nake and
manuf act ure drinkabl e yogurts, snoothies and stirred yogurt
products. And as | said, we are located in Hanford,

Cal i forni a.
Mar quez Brothers reluctantly invested in a whey

pl ant in 2004 since the investnent cost was nore than any
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ot her investnent Marquez Brothers has ever nmade. The
deci sion was driven primarily by the rising environnental
concerns with whey disposal and the cost of whey disposal,
not the projected financial return. Furthernore, Marquez
Brothers is in the cheese business and the whey busi ness
was out side our core conpetencies. W didn't know anythi ng
about the whey business. It's something that we got forced
intoto do it, to resolve an environnmental issue we had.
This was a necessary but unwanted investnment decision. Wth
respect to maki ng whey-processing investnents, within the
industry it is generally acknow edged that a plant nust
produce at |east one mllion pounds of whey per day in order
to reach the econom es of scal e necessary for the whey pl ant
investnment to break even. Adoption of the Land O Lakes
petition will result in an extinction of California' s snal
cheese producers. During the first three to four years of
whey operations we did not see any profits. Even for
conpani es |ike ours that have sone whey processing
capabilities, growmh in cheese manufacturing and
distribution will be severely restricted should we
experience further losses in our whey processing business.
The financial inpact of the whey conponent: Cheese
whey di sposal has al ways been a burden and an environnent al
probl em costing Marquez Brothers $1.5 million to dispose of

the product with zero revenue value and no m |k allowance in
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the 4b price to recover the whey disposal costs over the
years. | repeat, there was no real recognition for our whey
di sposal cost losses in the mlk pricing formul a.

Hi storically, whey powder val ues conpared to the
whey protein concentrate values were simlar when cal cul at ed
on a price per pound of protein basis. This led us to a
decision in 2004 to finance a whey protein plant only. This
deci sion was driven by two factors:

The environnmental problens associated with the
whey di sposal woul d be alleviated and Marquez Brothers
I nternational could focus on growi ng their business.

| want to just pause here for a second. W were
getting, for exanple, 20 truckloads of mlk. W had a final
wei ght to di spose of of 18 truckl oads of whey. It is very
difficult, it's very challenging. So we couldn't focus on
our busi ness because we al so had to focus on di sposing of
t he whey and this was a solution for us.

The pricing history in 2003 indicated that the
revenue stream from WPC-80-only would be simlar to a whole
whey powder plant and therefore justified as building the
WPC- 80-only plant, while disposing of concentrated perneate
as ani mal feed.

Now shoul d the Land O Lakes petition be adopted,
we wll be in serious trouble because we do not dry the

perneate fraction and don't have the ability to fund a $35
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mllion perneate drying facility so we will be unable to
capture revenues to keep up with the rising mlk cost
proposed in the 4b whey conponent formula. In tine, when
addi tional plant capacity is needed, the state's regul ated
mlk pricing fornula applicable to cheese plants w ||

di scourage i nvestnment in cheese plants and WPC pl ants and
will make it difficult for some plants to continue
oper at i ons.

| really do see that if we do inplenent those
petitions that will kill the cheese industry. It will be a
very sad nmonent in time here in California. W will not be
able to see additional cheese plants grow. As it is | think
it is a healthy bal ance to have nore cheese plants cone in
and grow the cheese industry. And that's not happeni ng.

As | nentioned earlier, Marquez Brothers
International, Inc.'s primary focus is on cheese
manufacturing and distribution. Prior to constructing the
whey plant our cost to dispose of the whey conponent for the
years 2000 to 2005 was approximately $7.5 million, or $1.5
mllion per year.

The whey protein plant was conpl eted in August
2005 for an investnent anmount of approximately $20 mllion.

Despite our multi-mllion dollar investnment to alleviate
t he environnmental problens associated with the whey we have

not seen a return on that investnent. Qur total |oss
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incurred from 2005 to 2007 mainly due to the whey conponent
is approximately $7 mllion. To date we have not yet
recovered fromthese | osses and we are years away from RO .
Way? Not enough vol une.

Cheese pricing at the consuner |evel has becone
much nore difficult to price out to our custoners because we
can no | onger gauge oursel ves based on the CME cheddar
cheese prices. The whey conponent distorts our margins and
pricing nmechani sns. The whey conponent factor in the 4b
formula significantly increases the price of our nunber one
raw material, mlk, and whey prices have no correlation to
t he CME cheddar cheese prices. However, the cheddar cheese
price has a direct correlation to our cost per pound of mlKk
and cheese. W are in the cheese business, not the whey
busi ness, and our m |k cost should be based on cheese.

Keepi ng the current whey conponent price in the 4b

mlk price will provide markings for cheese nakers to invest
the mllions needed to keep plants operating, to invest
funds in research and devel opnment that will lead to

i nnovati on, new products and expanded nmarkets for cheese.
It will also provide an incentive to maintain and increase
cheese pl ant capacity.

Concl usi on: Adopting the Land O Lakes petition for
4b whey conponent pricing policy will discourage cheese

pl ant investnment and will near-term plant capacity at risk
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at a time when plant capacity gromh is essential to the
continued health of both producers and processors. MKk
producers are not contributing to the investnment required to
process whey and al l eviate the environnental problens
associated with the whey. W want to see the whey conponent
of the 4b formula unchanged unless the m |k producer is
prepared to contribute to the capital investnment required to
handl e whey. W take all the risk in processing the whey,
producers don't. W make the capital investnment in whey
manufacturing facilities, producers don't. W take all the
| osses in weak markets, producers don't.

In your role as regulators and policy
adm nistrators fromthe California Departnent of Food and
Agriculture we are asking you for your assistance in
mai nt ai ni ng an unchanged 4b whey factor. It is not
sustainable for us to adjust to the Land O Lakes petition
and to suffer further financial |osses. Conpounding our
probl ens due to the whey conponent in the Cass 4b mlKk
formula we are confronted with ever higher energy, |abor,
resin, petroleum based packagi ng materials and worker
conpensation costs to operate in California, which has nmade
it much nore difficult to be conpetitive. For all these
reasons we al so do not support the changes to the O ass 4b
Manuf act uri ng Cost Al |l owance.

G ven the serious threat that continuati on of the
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current pricing fornmula poses to California dairy farmers
and cheese nmakers we inplore the Departnment to | eave the 4b
pri ces unchanged. CDFA nmust protect the dairy industry; and
the inclusion of the whey factor in the 4b price is a recipe
for catastrophic disaster by threatening the ability for
cheese manufacturers of all sizes to continue in the dairy
busi ness.

Thank you for the opportunity to be here today. |
woul d answer any questions you may have and | would like to
request an opportunity to file a post-hearing brief.

HEARI NG OFFI CER MAXI E:  Your request is granted.
Are there any questions fromthe panel ?

M5. GATES: When you guys put in the new whey
processi ng pl ant.

MR. MALDONADO  Yes.

M5. GATES: And you were saying about a mllion
pounds is what is needed to break even. |'massum ng you're
kind of right there or right underneath it.

MR. MALDONADO: Right, that's right.

M5. GATES: And that's the issue?

MR, MALDONADO  Yes.

M5. GATES: (kay, thank you.

M5. REED: | have maybe a coupl e of questions for
you. You nmention in here prior to putting in the whey

facility you were having disposal fees of about $1.5 million
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a year.
MR MALDONADO: That's correct.
M5. REED: Ckay. And then after you have gotten
this -- and that's through sewage and, you know, all of

those bills. How has having the facility affected that
particul ar area of your expenses?

MR. MALDONADO:  Well, obviously we're not
di sposing anynore, we're actually processi ng now.

MS. REED: Exactly.

MR. MALDONADQO  Yes.

M5. REED: You're processing your whey but you're
still having -- not disposal but your sewer and different
things |like that.

MR. MALDONADO. Yes, you're absolutely right, yes.

MS. REED: That's where --

MR. MALDONADO W do have that expense.

Qobvi ously that whey water, it is continuing to go to the
city.

MS. REED:. Exactly.

MR. MALDONADO. So expenses are continuing to be
real ly high, absolutely.

M5. REED:. They are still up quite a bit.

MR, MALDONADO  Yes.

M5. REED: Ckay. Let's see. You nentioned also

about the investnent that you made into, into the whey
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facility. | don't recall now what you said. And that you
have not realized anything fromyour return to investnent.

MR, MALDONADO R ght .

M5. REED: What about with your whey sales, howis
t hat goi ng? The whey that you are processing, are you
maki ng any profit fromthe sale or are you cutting even?
How is that affecting the plant?

MR. MALDONADO The | osses we have incurred in the
first four years, we have not been able to recapture. The
profits we have been getting the |ast couple of years have
not been enough to offset the |osses fromthe first several
years of operation.

M5. REED:. Ckay, okay, thank you.

MR. MALDONADO  Thanks.

HEARI NG OFFI CER MAXIE: Al l right, thank you very
much.

The next witness is Sue Taylor. Al right, if you
woul d state your nanme and spell your |ast nane for the
record.

M5. TAYLOR MW nane is Sue Taylor, last name T-A-
Y-L-O-R

HEARI NG OFFI CER MAXI E:  You handed us a copy of
your testinmony this nmorning. Wuld you like that entered
into the record as an exhibit?

M5. TAYLOR | would, please.
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HEARI NG OFFI CER MAXIE: Very good, it will be
Exhi bit nunber 68.

(Exhi bit 68 was received into evidence.)
Wher eupon,

SUE M TAYLOR

Was duly sworn.

HEARI NG OFFI CER MAXI E:  You nay proceed.

M5. TAYLOR | am Sue Taylor, Vice President of
Dairy Policy and Procurenent for Leprino Foods Conpany.
Lepri no operates nine nozzarella manufacturing plants in the
United States. Three of these are |located in California,
two in Lenoore and one in Tracy. W also process our whey
into sweet whey or whey protein concentrate and | actose.
Al the whey fromour California plants is processed into
whey protein concentrates and | actose.

| amtestifying today in support of the Dairy
Institute of California s alternative proposal for the C ass
4b formula. | fully support Dr. Bill Schiek's testinony
presented at this hearing. | amalso testifying today in
opposition to the 4b fornulas proposed by Land O Lakes and
Western United Dairynen.

Cheese Manufacturing Cost Allowance: Leprino
supports the use of cost-justified manufacturing cost
al l owances i n end-product price formulas such as the

formul as used in the Cass 4a and 4b fornul as. Because t he
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regul ated pricing systemstarts with finished product val ues
whil e establishing mnimumregulated raw m Ik prices, it is
i mportant that at a m nimumthe manufacturing cost

al | omances cover the cost of converting raw mlk into those
fini shed products.

A review of the C ass 4b manufacturing cost
al | owances | ess the wei ghted average manufacturing costs
determ ned by CDFA over the five years imedi ately precedi ng
the nost recent cost study shows that on average the
manuf acturing cost allowance for cheese fell short of the
wei ght ed average CDFA study manufacturing cost by nearly
1.59 cents per pound cheese, equating to 16.24 cents per
hundr edwei ght m | k converted into cheese over the period.
And that is described on Attachnment AL This disparity is
the direct result of policy decisions that have not al ways
been consistent with the wei ghted average cost and policy-
maki ng based upon | agged manufacturing cost data in a rising
cost environment.

The nost recently rel eased manufacturing cost data
for 2009 shows a cost that is two-tenths of a cent bel ow the
manuf acturing cost allowance in the current 4b price
formula. This represents a 1.3 cent decrease in
manuf acturing costs from 2008 on a wei ghted average basis.
However, it is inportant to note that the average total cost

i ncreased by 1.05 cents across the higher cost half of the
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study group. The vastly different cost trends across the
two groups necessitate that CDFA carefully dissect the cost
data and utilize insights that may not be evident in the
aggregated data while determ ning the outcone of the

heari ng.

Even if the Departnent reconciles the disparities
across the two cost groups and enbraces the wei ghted average
cost fromthe nost recent study, a change in the 4b
manuf acturing cost allowance is not warranted. The average
manuf acturing cost allowance in the Cass 4b fornula fel
16. 24 cents per hundredwei ght short of the actual weighted
average manufacturing cost over the prior five year period.

Ext ending the analysis with the 2009 data still shows that
t he manufacturing cost allowance fell 13.16 cents per
hundr edwei ght m |k short of the weighted average cost of
converting raw mlk into cheddar cheese in the Departnent's
own cost studies over the six year period.

A reduction in the cheese manufacturing cost
al l omance is not justified and the Departnent should reject
the Western United and Land O Lakes proposals to reduce the
cheese manufacturing cost all owance.

Cheese f.o0.b. Adjuster: The cheese f.o.b.
adj uster should not be changed as a result of this hearing.

The market price trend was generally downward during the

time period utilized in the nbost recent price survey
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rel eased by CDFA. The CME average cheddar price started the
period at 55 cents per pound higher than the end point. The
pricing practices in the cheese industry range from pricing
deliveries relative to the CVE price as of the date of

manuf acture, order or ship. Wthin these pricing
conventions the CMVE pricing period referenced can range from
prior week, two weeks back, to prior nmonth CVE aver ages.
These pricing conventions result in alag in prices applied
any given week and el evates survey prices relative to CME
prices in dowward markets and | owers themrelative to the
CVE prices in upward markets.

This is not an anomaly unique to California
cheddar prices. The NASS cheddar price simlarly lags the
CME on a national basis. Although the average NASS 40 pound
bl ock price over the last five years was six-tenths of a
cent below the CVE bl ock price over the same period it was
1.9 cents above the CME during the period fromJuly 2008
t hrough June 2010, which is the period used in the
Departnment’'s study. The NASS price has averaged nine-tenths
of a cent per pound below the CME during the 11 nonth period
since July 2010. The relationship is quite volatile with
i ndi vi dual nonthly spreads between the NASS price received
by manufacturers and the sane nonth CME rangi ng from NASS
bei ng 22.23 cents above the CVME cheddar bl ock price to 21.31

cents bel ow the CME cheddar block price. | will not claim
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to be a statistician but quickly applied a regression
formula to the historical CME data and conpared the result
wi th NASS prices and did not see anything indicative of a
change in industry pricing behavior, including pricing

| evels relative to the CMVE, during the m d-2008 to m d-2010
period. The shift in relationship between the survey price
and the CME appears to be explained by the downward market
trend al one.

The California price data is not released in a
weekly format that mght illum nate the underlying pricing
mechani snms bei ng used by California manufacturers. However,
the simlarities between the NASS and California price
behavi or | eads nme to believe that the period anal yzed by the
CDFA price study simlarly reflects the lags in prices
rather than reflecting a change in ongoing price |evels
relative to the CME. As such, CDFA should reject a change
inthe f.o.b. pricing factors for cheddar.

Whey Factor: The direct pass-through of the ful
whey value in the Cass 4b formula was replaced by the 25
cents per hundredwei ght fixed factor in Decenber 2007. Many
of the factors that made a full pass-through of the whey
val ue untenable at that tine remain today. The high capital
cost associated with whey processing and hi gh transport cost
for dilute whey make the processing of whey from snal

operations non-viable. But the problens were not isolated
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to small cheese makers. The value attributed to whey
through the formula outstripped the value captured in the
mar ket for nore specialized whey products during parts of
that period. Several w tnesses at the 2007 hearing
testified that they curtailed cheese production due to the
poor whey econom cs. Three cheese manufacturers struggled
to fulfill producer paynent obligations and were placed on
the ineligible list for the Producer Security Trust Fund.

The policy chall enges associated with
incorporating an explicit whey factor tied directly to
mar ket novenents in a mninmumregulated mlk price that
obl i gat es busi nesses that may not have a vi abl e mechani sm
t hrough which to recover the whey value are no | ess today
than in 2007. The Departnment nust be careful not to create
the financially tenuous environnment that existed in 2007 and
j eopardi zed both cheese processors and the outlet that they
provi de for California-produced mlKk.

The Dairy Institute of California proposal does
t he best job of bal ancing producer interest and market
realities. | place the constituencies into three buckets:
One, producers who seek to nmaxim ze the m nimum regul at ed
price; two, manufacturers who do not have any whey
processi ng capacity and nmust rely on the revenue stream from
ot her products to cover mnimumm |k price obligations

attributable to whey; and three, manufacturers who have whey
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processi ng capacity and capture value fromthe whey stream
but operate on slimcomodity margins.

The solution for producers in the absence of
concern for market outlets would logically be to tie the
whey factor in the mlk price fornula directly to the net
revenue from whey production as was previously the construct
in the formul a.

However, the reality for the second group is that
they have a limted ability to pay and it is conpletely
unrelated to the whey nmarket. This argues for a fixed
factor as is currently in the fornmul a.

The third group also has a limted ability to pay
because this group tends to be | arge manufacturers who
conpete in comobdity spaces with very low margins. For this
group it is inportant that the fixed factor not exceed the
recoverabl e market val ue on a sustained basis.

As was noted in other testinony, the 25 cents per
hundr edwei ght that has been in the 4b formula since Decenber
2007 in fact overval ued the whey streamon a cunul ative
basis until early this year. It is only the nore recent
strong whey nmarket prices that have pushed the values to a
| evel that exceed the 25 cents per hundredwei ght over the
period. So history would argue that a fixed factor above 25
cents is untenable for those operating in the comodity

space.
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G ven the conbination of constraints in satisfying
the constituencies the Dairy Industry proposal was the best
solution. It balances producer interest in capturing whey
value in the regulated price with the need to maintain
vi abl e plant capacity for the mlk they produce. It offers
a level of protection to producers through the 25 cents per
hundr edwei ght m | k m ni mum whey contribution and it offers a
| evel of protection for cheese nmanufacturers who do not have
whey processing capacity or viable outlets for dilute whey
t hrough a 75 cent maxi mum whey contribution while al so
ensuring that those cheese manufacturers operating in the
tight margin comodity space can recover the value in the
mar ket pl ace within those brackets.

NASS Versus Western States Wiey: CDFA shoul d
adopt the NASS whey price series for the purpose of
determ ning whey value in the Cass 4b formula. The NASS
price series is nore robust in both volune and net hodol ogy.

The price is reported as a wei ghted average, which by it's
nature is nore precise than can be garnered through the
col l ection of range data through phone conversations. The
NASS price collection is subject to audit.

Use of Federal Order Whey Manufacturing Costs
Al | owances by Western United and Land O Lakes: Western
United explicitly uses the Federal Order manufacturing cost

al | owance and Land O Lakes uses the Federal Order
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manuf acturing cost allowance for whey to underpin its
sliding scale. However, CDFA conducted whey cost studies
four consecutive years using a proven and rigorous

nmet hodol ogy. Di scarding CDFA's own cost studies in order to
utilize an estimation nmethod with noted deficiencies would
be wholly inconsistent with CDFA practices and woul d be poor
policy.

The Cornell cost study that underpins the Federal
Order whey manufacturing cost allowance was dom nated by
| arge whey plants in highly concentrated cheese
manuf acturing areas that consolidated whey from severa
cheese plants. These plants are significantly |arger than
t he nati onal norm and many of the operations received
condensed whey frommultiple sources. Dr. Stephenson
acknow edged in cross-exam nation that the cost of
condensi ng the whey at the originating plant and
transportation costs, if not borne by the receiving plant,
were not captured in his cost study.

O her Issues: Several wtnesses have raised basis
risk as it relates to price risk nanagenent under the
existing Class 4b fornmula and any fornula that does not nove
in parallel with the Federal Order Class IIl price is a
concern. However, the tools for producers to use exi st
al ready, even under the current construct of the C ass 4b

f or mul a. Under the current forrmula the ideal risk
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managenent strategy |likely involves a conbination of C ass
|V and cheddar futures. Mist of the basis risk between
Federal Order Class Ill and the California overbase price is
rooted in the fact that the overbase price is heavily

i nfluenced by 4a. C ass 4b can be best hedged using cheddar
futures. The additional activity in those contracts that
woul d be generated by their increased use by producers would
inmprove the liquidity for all in the market.

Concl usi on: The Departnment shoul d adopt Dairy
Institute's alternative proposal for the Cass 4b mlKk
pricing. It carefully balances the interests of producers
with the market realities of cheese manufacturers, sonme of
whom have whey processing capacity and sone of whom do not.

Additionally, it |eave the manufacturing cost allowance and
f.o.b. factor unchanged based upon careful analysis of the
data and sound reasoni ng.

This concludes ny witten testinony. | appreciate
the opportunity to provide input to the Departnent on these
very inportant issues and respectfully request the
opportunity to file a post-hearing brief.

HEARI NG OFFI CER MAXI E:  Your request is granted.
Any questions fromthe panel ?

M5. GATES: Ms. Taylor, | have a question for you.

Si nce 2007 has anything changed in the | andscape of your

whey operation, whether it's the value received fromthe
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whey stream costs associated with whey? You know, is that
still the sane as in 2007 or has there been any changes?

M5. TAYLOR The finished product markets and the
cost structure changes on an ongoing basis. The ultimate
result in ternms of net returns though, is |argely unchanged.

MS. GATES: Thank you.

MR. EASTMAN. | have a couple of questions. On
t he back page of your testinony you have a table there that
you were referencing. Just to make sure | understand the
table. It appears what you have done is in that first
colum you're just taking what the average wei ghted cost for
the study was for each of the data years on a cal endar
basis. You have costs fromthe cost study. And then you
just look at the manufacturing cost allowance that was in
place in the fornula at that tinme in the second colum then
you're just taking the difference of the two. |Is that --

M5. TAYLOR That's correct, yes.

MR. EASTMAN. Ckay. And then -- In your testinony
you support the Dairy Institute proposal which inplenents a
step by step sort of whey value with a table. Simlar to
the Land O Lakes proposal but obviously with different
val ues, so to speak. Do you feel that that table is a
better option than say a fixed factor, even if the val ues of
both were to yield the sane on-average nunber over a period

of tinme?
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M5. TAYLOR In the context of bal ancing the
interests that are at play in this hearing, yes. If you
offered ne a fixed factor of 25 cents | would endorse a
fixed factor of 25 cents. But if there is a belief that
there needs to be greater revenue pass through in the
regul ated system when whey prices are higher then this is
far superior.

Because, for exanple, if sonmebody were to say that
the fixed factor based on current markets should nove up to
40 cents a hundredwei ght or 50 cents a hundredwei ght that
woul d put many cheese manufacturers into an untenable
financi al position when whey markets cone back down. As
much as we like to think that whey markets are going to stay
strong there are many fol ks who back in 2007-2008 never
t hought we would return to the price levels that we did
thereafter. And so | think there's a lot of risk in setting
a fixed factor above the current 25 cents.

MR EASTMAN: So in essence then the table is
better for all the stakeholders in the industry. But for a
cheese processor, for a cheese processor if you're | ooking
at, say, a year business plan, then the fixed factor is |ess
desirabl e just because when you're on the very up of the
down nmarkets the fixed factor is --

M5. TAYLOR It depends on --

MR. EASTMAN. -- causing problens with your
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mar ket - -

M5. TAYLOR It depends on where the fixed factor
is. The fixed factor at 25 cents is not a problem But
el evating it above that |evel, which would nean that you
were elevating it above what | think would be the sustained,
| ong-term val ue for whey would be a fair anount of risk
i nvol ved at that point.

HEARI NG OFFI CER MAXI E:  Any ot her questions?

(No audi bl e response.)

HEARI NG OFFI CER MAXI E:  Thank you.

The next witness is Rob Vandenheuvel .

MR. VANDENHEUVEL: | got to be sworn in again?

HEARI NG OFFI CER MAXIE:  No, we'll skip the
formalities since you have already testified. But | wll
rem nd you that you are sworn to tell the truth

You have handed us three docunments. Wuld you
i ke those entered into the record?

MR. VANDENHEUVEL: Yes, please.

HEARI NG OFFI CER MAXIE: Very good. W'IlIl enter
them as one exhibit and that would be Exhibit nunber 69.
Coul d you just quickly identify them

(Exhi bit 69 was received into evidence.)

MR VANDENHEUVEL: Yeah, sure. The first exhibit
is a chart. You can see that it's got a nunber of columms

there that conpare the Federal M Ik Marketing Order dry whey
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factor to the California dry whey factor as well as | ooking
at the CVE prices versus the California weighted average
price as reported by CDFA in your 24 nonth survey. "1l
explain that in ny testinony.

The second exhibit is an article by John Urhoefer,
Executive Secretary fromthe Wsconsin Cheese Mkers
Associ ation fromJune 3, 2011

And the third is a page fromthe June 24, 2011
Dai ry Market News.

HEARI NG OFFI CER MAXIE: Al l right, thank you.

MR. VANDENHEUVEL: All right. WlIl thank you. |
appreciate the opportunity to cone up here. And unlike
yesterday I will not be taking the entire 20 mnutes. | was
alittle too wordy yesterday and so | didn't quite get to
make all the points that | wanted to. But a couple of
things and in particular responding to sone things that were
said |ater yesterday after ny testinony as well as this
nor ni ng.

| guess I'Il start with the first exhibit that |
handed out, which is that chart. And it was tal ked about
yesterday in sone of the testinony as well as the previous
testinmony from M. Taylor explaining why the f.o.b., --the
24 nonth conpari son between the CME prices and the
California weighted average cheddar price was different.

| submt this graph as a possibl e other
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expl anation for what the difference is. As you can see when
you go back, in the last 24 nonths there were 9 nonths in
that 24 where our dry whey factor of 25 cents was hi gher
than the Federal M|k Marketing Order dry whey factor which
was bel ow 25 cents at 11.67 cents and in Septenber of 2008
was a negative factor for the next seven nonths and then was
19.8 cents in May 2009 before shooting up into the range
hi gher than the 25 cent fixed factor.

During those nine nonths our cheese -- our
wei ght ed average cheddar price here in California averaged a
penny and a half higher than the CME. Qur cheese makers
were able to go out and get nore noney fromthe nmarketpl ace
than even the CVE price was reporting. Calculated in
hundr edwei ghts that came out they were able to generate 15
cents a hundredwei ght nore than the -- than the CVE price, |
woul d dictate. So in the other 15 nonths you saw t he
California price |lagging behind the CME by 1.19 pennies and
by 12 cents a hundredwei ght.

| amnot going to claimthat this is the only
reason. |'msure that there are lag issues that M. Tayl or
and M. Schiek nentioned but | submt this is sone
addi ti onal evidence that when our cheese makers are
sufficiently notivated -- and | say paying a higher dry whey
factor than their counterparts in Federal Order is

sufficient notivation, they do have tools to go into the
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mar ket pl ace and generate additional revenue to cover those
hi gher costs.

Secondly, yesterday in M. MCully's testinony he
referenced an article by John Unhoefer from 2007 tal ki ng
about dry whey. | wanted to submt a article fromearlier
this month -- actually it's July 1 so it's last nonth, June
3, 2011. This is an article by John Unhoefer and | submt
this into the record. He's talking about all the success in
the Wsconsin dairy and cheese nmaking industry. On the back
of that article, page two, is a expansive list of new,
specialty cheese makers that have established since 2001.

Not expansi ons but actually new cheese nakers.

| rem nd the hearing panel that these cheese
makers were able to invest in that industry paying the C ass
1. Plus it's very well-known that in the M dwest those
pl ants have to pay a premumto secure an adequate m |l Kk
supply. So these guys were building their plants know ng
they had to pay the Class IIl at a m ninum and perhaps a
prem um above that.

And t hat obviously includes a dry whey factor that
previous testinony this norning said if we went anywhere
near what the -- he said if we went towards the LCOL
proposal, which is not even all the way to what the Federal
Orders have, that it would be the extinction of specialty

cheese nakers here in California. | submt to you that
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there's a list of cheese makers in the Wsconsin area,
according to M. Unmhoefer, that have made that investnent
knowi ng they may have a hi gher cost of their raw mlKk.

And then thirdly, | made sonme comments in ny
testinony yesterday about mlk |eaving the state and not
knowi ng, you know, the story behind that mlk. There were
sonme clainms that we had mlk | eaving the state.

The Dairy Market News, this is fromthe nost
recent version. You can see the area underlined there
tal ki ng about Arizona's heat they're dealing with. "Sone
m | k and condensed skimis being inported from California
into production facilities to fill shifts.” There are
mar ket s out si de of our borders where we do on occasi on need
to export mlk because there is a desire, they' re paying for
that mlk. And so | submt that as evidence that you can't
al ways take the fact that there is mlk | eaving our state
and assune it's distressed mlk that nust | eave the state.

And then if the hearing panel will indul ge ne
would Iike to just go through the very brief part of ny
testinmony that | was unable to get to yesterday.

If you recall when | -- when | left off we were
tal ki ng about the manufacturing cost allowance for 4a.
don't know if you guys have copies of the testinony or | can
provide you with a copy. But it's on page seven.

Al right, page seven. In review ng information
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fromprior CDFA hearings MPC recognizes that the Secretary
and CDFA staff have chosen in the past to grant requested
increases in the regul ated nake allowances. In justifying

t hose reductions and the regulated m ninumprices it has
been noted by CDFA staff that the decision is partially
based on the need for adequate processing capacity to ensure
the orderly marketing of mlK.

The CDFA hearing panel report in 2007, the | ast
time these make al |l owances were adjusted, that, quote:
"There is sufficient evidence that show that mlk is not
being marketed in an orderly nmanner as mandat ed by
legislation.” This is troubl esone because one of the
i nportant foundations of the |egislation governing the dairy
industry is orderly m |k marketing.

The panel report went on to state that: "The
panel's concern that the mlk is not being marketed in an
orderly manner is evidenced by the problens California has
experienced bal ancing the mlk supply and distressed m |k
| eaving the state at a discounted price -- by distressed
mlk |l eaving the state at a discounted price and mlKk
| eaving the farm w t hout being processed. The probl ens
bal ancing the state's m Ik supply is characterized by a mlKk
production growth out paci ng manufacturing growth."

Wil e that may have been the case in 2007 the

i ndustry has since shown a nuch different picture in the
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| ast three cal endar years, 2008, '09 and '10. The
California mlk production has increased or decreased by
1.28, -4.1 and 2.21 percent respectively. 1In fact, the
production in 2010 of 40.3 billion pounds of mlk was
actually I ess than the annual production in 2007.

Al right, that | think, is where | left off, left
of yesterday.

The reasons behind this change on the producer
side are very easily understood. The state's dairy famlies
-- Qur state's dairy famlies rely largely on purchased
feed. Over the years low feed prices allowed our dairies to
enj oy a conpetitive advantage over other regions of the
country. This has changed dramatically in the past severa
years. Feed prices have skyrocketed to record | evels since
2007 and the outl ook for the future indicates nore of the
sanme. The production cost advantage that California dairies
enjoyed in the past are gone and we can no | onger produce
the lowest priced mlk in the country. Being a |low price
| eader in this high-cost environnment is sinply
unsust ai nabl e.

As an industry we absolutely rmust find ways to
generate a higher relative price for the dairy products nmade
fromCalifornia mlk. One of the ways the Departnent can
assist the industry in doing this is by nmaintaining a system

that incentivizes our manufacturers to generate additional
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revenue fromthe market.

Qur Cl ass 4a fornula operates by using the | owest
val ue product, basic nonfat dry m Ik and bul k butter as the
end product. Therefore, if you are producing a product that
carries a premumto standard nonfat dry mlk and bul k
butter the fornmula does not require you to pass those
dollars along as part of the mninmumprice.

Fortunately, it appears that our state's butter
powder manufacturers are getting much better at this and
t aki ng advant age of additional market revenue. It is well
know that our state's butter nmanufacturers have nmade great
strides in developing their butter marketing expertise. W
began to see evidence in 2009 al ready when bul k butter nade
up only 39.8 percent of the total butter production versus
55.7 percent of the butter production in 2008. That
according to the cost study done by the Departnent.

It has al so been reported that nmuch of our state's
powder products are being -- nuch nore of our state's powder
products are being sold as skimm |k powder, a preferred
product that carries a premumin international markets. It
is certainly our hope that this trend of producing nore
val ue- added butter and powder products will continue in the
years to cone. As was highlighted in a March 31, 2009 forum
hosted in Mbdesto by our fellow dairy producer trade

associ ation, Western United Dairynmen, one of the keys to
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success for the California dairy industry will be our
ability to take advantage of val ue-added products in
generating much needed additional revenue. As on-farm costs
continue to -- As on-farmcosts continue to find new records
each year, this additional revenue will be an absol ute
necessity in order to attract a sustainable m Ik supply. W
can no longer afford to have a pricing structure in
California that provides guaranteed, generous profits to
manuf acturers of bulk, relatively | owvalue, comobdity dairy
products.

While CDI is quick to pout out the Manufacturing
Cost Exhi bit published by CDFA, they are purposely not
acknow edgi ng the additional revenue they are generating
fromtheir greatly inproved ability to attract higher nmarket
prices for their val ue-added products. Despite a regul ated
make al |l owance that they are claimng in this hearing to be
too low, they were able to generate significant profits for
their owners fromtheir operations |last year. | have had
the opportunity to review nultiple statenments provided to
dai ry/owners of CDI and those statenents denonstrate that
CDI was able to distribute about 39.4 cents per
hundr edwei ght in operation profits for their owners in 2010.
And as | noted in ny testinony yesterday, at 17 billion
pounds of mlk that comes out to about $66.9 million

distributed to their nenbership.
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MPC appl auds CDI and any ot her manufacturers that
have taken the steps to generate additional market revenue
by manufacturing nore val ue-added products. This not only
applies in the 4a, but as we heard this norning, smaller
cheese plants are doing the sane thing, providing val ue-
added products to the marketplace. This is exactly what our
producer and processors need to becone a sustai nable
i ndustry capabl e of generating profits in an environnment
with constantly escalating feed costs. Wth that backdrop
the Secretary is unfortunately being asked now to take a
huge step backwards for our industry by creating a 4a
formul a that provides guaranteed, generous profits for
maki ng | ow val ue, commodity dairy products. Not to nmention
mandating a multi-mllion dollar transfer of wealth from
debt ridden dairy farners into the pockets of our state's
Class 2, Cass 3 and C ass 4a nmanufacturers.

It is for all these reasons that MPC strongly
urges the Secretary to reject CDI's proposal for an enhanced
make al |l owance for butter and nonfat dry mlk at this tine.

New manufacturing data will be published in the com ng
nmont hs and market dynamics in the dairy industry seemto
change constantly. W are certainly willing to discuss this
i ssue further, taking into account updated versions of al
econoni ¢ indicators above, at a future date if necessary.

On a simlar note, LOL has proposed an adj ust nent
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to the make allowance in the Cass 4b formula for cheddar
cheese. Wiile this proposal fromLCL differs fromCDI's
proposal both in its inpact, it would actually increase
revenue for producers not decrease, and its size. It
anounts to about a 2 cent per hundredwei ght increase in the
4b price. MPC believes that now is not an appropriate tine
for the Departnment to make any changes to the regul ated nake
al l owmances in either of the Cass 4 mninmumprice formul as.

Finally, in their hearing petitions both CD and
Land O Lakes have proposed changes to the f.o.b. price
adjusters for butter and cheddar cheese. These price
adjusters are included in the Cass 4b fornmula -- these
price adjusters are included in the Cass 4a and 4b fornul as
to account for the fact that the daily spot prices reported
by the CME for both butter and cheddar are not necessarily
the prices being received by our state's manufacturers for
t heir products.

In prior hearings on the issue, CDFA has opted to
use a 24 nonth average of the differences between the CVE
spot prices and a survey of prices received by our state's
manuf acturers to determne these f.o.b. price adjusters. In
exam ning the |atest information rel eased by the Departnent
it appears that the current f.o.b. price adjusters in the 4a
and 4b fornmula are no | onger representative of how our

state's bul k butter and cheddar cheese nmanufacturers are
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faring when conpared to the price reported by the daily spot
mar kets for these products on the CME

In order to crate a nore |ocalized value for these
products in our mninmumeprice formula it seens |ike a
reasonabl e request to nmake the changes to the f.o.b.
adj usters when the information avail abl e supports that
deci sion. Therefore, MPC supports both CDI and Land O Lakes
proposals to adjust the f.o.b. price adjusters for both
butter and cheddar cheese to reflect the npst current
i nformation provided in CDFA's anal ysi s.

One last point that was brought up this norning
and it's an inportant point. Dairy farmers fully recognize
that there is a new cheddar futures market out there to use
for risk managenent. It is relatively new, it has been
devel oped in the | ast year or two.

The problemis there is sinply not the liquidity
and vol unme there needed to be able to participate on any
| arge scale. They average approximtely, | believe, five or
six trades a day and those are, those are bl ocks of 20,000
pounds. That's the size of a contract for cheddar cheese.
And so a Class 4 suffers froma simlar, a simlar |ack of
liquidity in volume and that's why you see the O ass 3 nost
often referenced as the tool used by dairy farners.

You obviously -- when you take a position on one

side of a futures market or a futures price you' ve got to

ACCELERATED BUSI NESS GROUP

(916) 851-5976




© 00 N o o B~ w N P

N NN N NN R R R R R R R R R
O N W N B O © 0 N o 00 »h W N R O

36

have sonebody take the opposite position on the other side
so you need the liquidity and the volune to be able to take
those positions. That was nmentioned this norning, | wanted
to just add that point.

So thank you and that concludes ny testinony.
|"ve al ready asked for an opportunity for a post-hearing
bri ef yesterday.

HEARI NG OFFI CER MAXI E: Any questions fromthe

panel ?

(No audi bl e response.)

HEARI NG OFFI CER MAXI E:  No questi ons.

MR, VANDENHEUVEL: We've worn you out.

HEARI NG OFFI CER MAXIE: That's right. Thank you
very rmuch

Al right, the next person signed up is Sue
Tayl or.

(Laughter.)

M5. TAYLOR Well, this norning when | saw t hat
Rob signed up behind nme | busted on himfor not allow ng ne
to be the last person. But truly, this is not just to get
the last comment. | will refrain as nuch as | would like to
rebut sonme of Rob's comments I'll refrain fromdoing that.

The purpose of nme com ng back up here is to
clarify the answer to a question that | believe Ms. Gates

asked. And that question was regardi ng whether the -- |
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believe it was whether the prices received and the cost
condi tions on whey have changed from 2007.

| believe | answered that those continue to evolve
but largely the net returns are the sane. And I'd like to
clarify that to say that obviously with a fixed factor our
net returns on a nonthly basis on the whey side of the
business are quite volatile. But on a long-termbasis, as
was noted earlier, that 25 cents a hundredweight that's in
the current fornula essentially broke even with what we
woul d have paid if it was a narket-based fornula as of early
this year. So it's still representative.

Probably the nore inportant response and what |
was thinking about as | was nmaking the response is | don't
think that the market conditions that inpact the policy
deci si on- meki ng have changed substantially fromthat tine
period. You still have the constraints in ternms of a high
barrier to entry for whey processing relative to scale. So
a lot of small folks who can't afford to put in the whey
processing capacity still have di sconnects across the whey
conpl ex between sweet whey val ues and WPC and | act ose. And
at tinmes sweet whey drives a higher value and sonetines the
nore differentiated conplex drives a higher value. Those
conditions in the marketplace that existed in 2007 stil
exist today. | just wanted to add that |evel of clarity.

MS. GATES: Thank you.
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HEARI NG OFFI CER MAXI E: Any questions fromthe
panel ?

(No audi bl e response.)

HEARI NG OFFI CER MAXI E: Very good, thank you

The next witness is Leonard Vandenburg.

MR. VANDENBURG.  Good nor ni ng.

HEARI NG OFFI CER MAXI E:  Good norni ng.

MR. VANDENBURG. |I'mgoing to keep this rea
brief.

38

HEARI NG OFFI CER MAXIE: First could you state your

name and spell your |ast nane for the record.
MR. VANDENBURG. Leonard Vandenburg. The | ast
name is Vas in Victor, ANDENBURG And |I'mhere -
HEARI NG OFFI CER MAXIE: And we need to swear you

MR. VANDENBURG. Okay, |'m sorry.

Wher eupon,
LEONARD VANDENBURG

Was duly sworn.

HEARI NG OFFI CER MAXI E: Very good. You may
proceed.

MR. VANDENBURG. | am here representing Pacific
Gold M1k Producers.

What | would request is a post-hearing brief that

we could later on, in detail, explain exactly where our
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position is at.

Just in a nutshell. W currently oppose the 4a
increase in the nake allowance as it is presented and |'|
explain in detail why. |If you m ght have any questions feel
free to ask.

W woul d be in favor of adjusting the whey factor
but not necessarily as it is proposed. And again, we would
put in detail and explain exactly what our position is in
witing in a brief.

This make allowance, | think it's really --
sonetinmes it's viewed as, you know, we've got to cover
costs. And | think sonmetinmes the dairyman needs to view it
as an investnent and does it pay or doesn't it pay. And I
think at times it does and then sonetines it doesn't. And I
think in the |last several years there has been sone abuse on
the make allowance. |If that is supposed to be a bal ancing
factor that hasn't taken place at all and | think everybody
is aware of that.

And | think as a dairyman sonetines we have a
tendency, and |I've done it in the past, where, you know, we
want to take and take and take. And | think we need to be
aware there has to be a real bal ance between those that are
processing it and demand and the supply that's out there and
the cost of getting it done.

We just can't have such a nake all owance where the
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only thing that's a driving force is supply. And | believe
that's what happened in the |ast ten years. The make

al | onance has been established such where it only drives
supply, supply and supply and really that's what has caused
a lot of the problens that we have had here in the | ast
three or four years. And it needs to be nore market-driven.
And | think we need -- slowy but surely we need to nove
forward into nore market-driven industry.

Even though | have been a dairyman for nost of ny
life, I represent dairymen and God bless them But, you
know, we sonetimnmes surrender our own mlk to everybody el se
and whose fault is that? It's the dairynmen. And so | think
we need to nove nore to a market supply. There's roomfor
make al | owance but not room for abuse.

And so with that | would request a post-hearing
brief. And | would like to do that and explain in detai
what that's all about.

HEARI NG OFFI CER MAXI E:  Your request is granted.

MR. VANDENBURG. Thank you. |Is there a date

HEARI NG OFFI CER MAXIE: Yes, it's July 11th. Four
o' clock on July 11th.

MR. VANDENBURG. kay, thank you.

HEARI NG OFFI CER MAXIE: Any questions fromthe
audi ence? Not from the audi ence.

(Laughter.)
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HEARI NG OFFI CER MAXI E: Any questions fromthe
panel ?

MR. EASTMAN. By "audi ence"” we neant the audi ence
up here, sitting up here.

(Laughter.)

MR. EASTMAN. Technical ly speaking, a post-hearing
brief is nmeant to clarify or just anplify what's been said
at the hearing. So as a result | amgoing to ask you sone
guestions that digin a little bit deeper so that we can get
kind of the sense of where you' re going and then you can
clarify that further.

MR. VANDENBURG  Sure.

MR. EASTMAN. The first thing you nmentioned is
that you oppose any changes to nmake al |l owances on the 4a
side, on butter/powder. And in general what would be your
opposition, your main reason or your -- in a nutshell.

MR. VANDENBURG. If you go look at in the |ast
maybe couple of years, and we're still working on that. But
if you |l ook at the sale of nonfat mlk in the state of
California, historically the | ast week of every single nonth
t he vol une of sales was nmuch nore than the previous weeks
and all those for |ess noney. Wwy? And every producer that
is not a nenber of that particular co-op suffered the price.

Was it because they had to neet m |k checks? What

was the reasoning for it? They couldn't get a line of
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credit. |If that is the case -- | hope that isn't the case.
But if it's the case why shoul d everybody pay the expense

and the brunt of it? | think there should be al nost an
investigation on that. And it was al nost, you could al nost
predict every single nmonth in the |ast week of the nonth
where that price was going to be and the volunes that are
going to be sold.

And so |'ve got sone real questions about, you
know, are we funding a make al |l owance because of
m smanagenent ? I nefficiencies? Because of some probl ens
that they had at plants that they spent tw ce the noney they
shoul d have? |Is that everybody else's problen? | don't
think so. So I'll explain -- you know, we'll explain that
in detail and have sonme figures and nunbers.

MR. EASTMAN. So you feel that the volume of mlk
goi ng through those plants, say at the end of the nonth or
during the nonth, were uneven, which would cause the cost to

process say powder for exanple --

MR. VANDENBURG. | think sonme --
MR. EASTMAN. -- that it ought to be even during
the course of the nonth. |[Is that what you're sayi ng?

MR. VANDENBURG. It appeared sone inventory was
built up and had to be dunped.

The other reason why too is if you |l ook at CVE,
the CME powder price or the NASS powder price or the Wstern
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Mostly or the CWAP and you conpare those prices for the
last, let's say five year trend. Wiy was the CWAP for the
nost part always |ower than all the other prices? It tells
me that sonmebody is not doing their job. And if sonebody is
not doing their job why does sonebody got to pay that price
that is not a nmenber of that conpany?

MR. EASTMAN. Now did you oppose nake al |l owance
changes for both butter and powder or just one over the
ot her?

MR. VANDENBURG. Right now just strictly the
powder .

MR. EASTMAN. Ckay. What about the f.o.b.
adjuster for butter? Do you have any statenent? Are you
goi ng to oppose, support or just be silent on that?

MR. VANDENBURG. |1'd be silent on that.

MR. EASTMAN. (Ckay. Then that |eads us to the
other class involved with this hearing. Do you have any
opi nions on the cheese nake all owance or the cheese f.o.b.
adjuster? Wuld you be silent, opposing, supporting it?

MR. VANDENBURG. | probably woul d oppose that
currently.

MR. EASTMAN. And do you have any high | eve
reasons why?

MR. VANDENBURG | think there's enough, there's

enough opportunity to extract dollars out of the cheese.
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The ot her reason why too, if you |look at the cheese yields.

| nmean, there's so nuch stuff added to cheese that you
begin to wonder, you know, what's really going on there. |Is
t he producer getting an advantage of that? No. And so |
think the manufacturer is already getting advantage by doi ng
sonme of those activities in the cheese plant so we would
oppose that.

MR. EASTMAN. And then the other proposals, the
petitioners and proposals, alternative proposals have
proposed changes to the way that whey -- the manner in which
whey is valued and the 4b forrmula. Do you have a position
on that? You kind of nmentioned sonething about that,
striking a balance. It was a little vague.

MR. VANDENBURG. Yeah. You know, I'Il try to be a
little bit nore specific. It's relatively a new nmarket, in
all fairness. | think two years ago, you know, the market
could crash and then it could rise. And so was there rea
stability init? No. For those that invested they put out
a lot of risk for that investnment, not know ng where the
mar ket is they just kind of bet on it.

s it getting nore stable? It appears to be. But
it is basically that private industry has been naking that
i nvestment, not producers. And should the producers get
sone of that noney? W believe they should, we do believe

they should. But there should be a fair bal ance between
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what the producers ultimately get additionally against what
t he processors have invested, took quite a bit of risk, and
what they get.

MR. EASTMAN. That was ny questions. | think that
gives us a good start so you can anplify that on a post-
hearing brief.

HEARI NG OFFI CER MAXI E: Any ot her questions from
t he panel ?

(No audi bl e response.)

HEARI NG OFFI CER MAXI E:  Thank you very mnuch.

MR. VANDENBURG. Thank you

HEARI NG OFFI CER MAXIE: That's the | ast w tness we
have signed up. |If there are no other witnesses we need to
call Anmber back up to the wi tness stand.

And again we can skip the formalities.

M5. RANKIN: Al right.

HEARI NG OFFI CER MAXI E:  Proceed.

M5. RANKIN: All right, good norning, M. Hearing
Oficer. | amentering an additional letter from Arthur
Schuman, | ncorporated dated June 30, 2011 and signed by
Ral ph Hof fman, Vice President of Ri sk Managenent, as an
exhibit into the hearing record. There is a copy of this
letter in the back of the roomfor review

HEARI NG OFFI CER MAXIE: All right, thank you.

This will be entered into the hearing record as Exhibit
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number 70.

(Exhibit 70 was received into evidence.)

HEARI NG OFFI CER MAXIE: All right, if there are no
other witnesses | would like to remi nd you that post-hearing
briefs will be due by 4:00 p.m on Mnday, July 11th by 4: 00
p.m That would be at the Dairy Marketing address of 560 J
Street, Suite 150, Sacranento, California, 95814.

Does anyone have anything el se that they woul d
like to testify to?

(No audi bl e response.)

HEARI NG OFFI CER MAXI E: Not seei ng anyone el se,
all persons present and desiring to testify have done so.
And with no additional evidence to be presented this hearing
is now closed on July 1, 2011.

(Ther eupon, the public hearing was adjourned at 10: 06

a.m)
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