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PROCEEDI NGS

9:05 a. m

HEARI NG OFFI CER ROADEN: Before we start the
hearing 1'd like to go over a couple of inportant details to
hel p ensure that this hearing will be as productive as
possi bl e.

First, please turn off your phones so they don't
di srupt the hearing.

Second, anyone planning to testify must sign in on
the Hearing Wtness Roster |ocated at the table at the
entrance of the Auditorium

You will be testifying fromthe chair with the
m crophone over here. And | caution you, in going up the
stairs, be careful. That's probably the nost dangerous
t hi ng about this hearing this norning.

Post-hearing briefs will be due by 4:00 p.m on
Thursday, April 11th. They nmay be submitted via e-mail to
pool i ng@dfa.ca.gov or by fax at 916-900-5340 or in person
at 2800 Gateway QOaks Drive, Sacranento.

This hearing will now cone to order. The
California Departnent of Food and Agriculture has called
this public hearing at the Departnent of General Services
Ziggurat Building Auditorium 708 Third Street, West
Sacranento, California, on this day, Thursday, April 4th,
2013, beginning at 9:00 a. m
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My nanme is John Rowden. | amthe Energency
Managenent Coordi nator for the Departnment and | have been
designated as the Hearing Oficer for today' s proceedings.
| have no personal interest in the outconme of this hearing
and will not be personally involved in any decision that may
result fromthis hearing.

On January 14th, 2013, the Departnent received a
petition fromthe Wallaby Yogurt Conpany requesting proposed
anendnents to the transportation all owance systemin the
Pool i ng Pl an.

This hearing will consider the proposed changes to
the transportation all owances as provided in the MIKk
Pooling Plan for Market MIk, we'll call it "Pool Plan" and
the changes in the transportation credits as provided in the
Stabilization and Marketing Plans for Market M1k, the "Stab
Pl ans. "

Further, this hearing will al so consider any other
aspect of transportation allowances and credits that were
rai sed by alternative proposals received by the March 1,
2013 deadl i ne.

Finally, this hearing will al so consider the
factual basis, evidence and the |egal authority upon which
to make any and/or all of the proposed anmendnents to the
pl ans.

The Departnent received two alternative proposals
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in response to the Call for Hearing. The alternative
proposals are fromCalifornia Dairies, Inc. and Dairy
Farmers of Ameri ca.

The petitioner, Wallaby Yogurt Conpany, w Il have
60 mnutes to submt testinony and relative material to
support their proposal, which then will be followed by any
guestions fromthe panel.

Those submitting alternative proposals will each
be provided 30 mnutes to give testinony and evi dence,
foll owed by any questions fromthe panel.

Anyone el se wishing to testify nmust sign in on the
Hearing Wtness Roster |ocated at the table at the entrance
to the Auditoriumand will be allowed 20 mnutes to give
testimony and evidence. Wtnesses will be called in the
order they signed up.

Pl ease note that the only individuals who have
testified under oath during the conduct of the hearing may
request a post-hearing brief period to anplify, expand or
wi thdraw their testinony. Only those individuals who have
requested to submt a post-hearing brief may file a post-
hearing brief with the Departnent.

As a courtesy to the panel, the Departnent staff
and the public please speak directly to the issues presented
in the petitions and avoi d personalizi ng di sagreenents.

Such conduct does not assist the panel.
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The hearing panel has been sel ected by the
Departnment to hear testinony, receive evidence, question
Wi t nesses and nmake recommendations to the Secretary.

Pl ease note that questioning of the w tnesses by
anyone ot her than the nmenbers of the panel is not permitted.
The panel is conposed of menbers of the
Departnment’'s Marketing Services Division and includes John

Lee, Branch Chief, Hyrum Eastman, Dairy Econom c Advi sor,
and Don Shi ppel houte, Research Manager 1. |, again, am not
a nmenber of the panel and will not be taking part in any of
t he discussions relative to the hearing.

The hearing is being recorded by the firm of
Accel erat ed Busi ness Group |ocated in Sacranmento. A
transcript of today's hearing will be available for review
at the Dairy Marketing Branch Headquarters | ocated in
Sacranento at 2800 Gateway QOaks Drive and on the
Departnment’'s website follow ng the hearing decision
announcenent .

Testinmony and evi dence pertinent to the call of
the hearing will now be received. At this time Steven
Donal dson, a Research Analyst Il with the M|k Pooling
Branch, will introduce the Departnent's exhibits. The
audi ence may ask questions of M. Donaldson as it relates to
t hese exhi bits.

At this time, M. Donaldson, will you please state
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your full name and spell your |ast nane for the record.

MR. DONALDSON. My nane is Steven with a V,
Donal dson; that's DO N-A-L-D-S-ON, and | am a Research
Anal yst with the M|k Pooling Branch of the Departnent of
Food and Ag.
Wher eupon,

STEVEN DONALDSON

Was duly sworn.

HEARI NG OFFI CER RONDEN: Pl ease proceed.

MR. DONALDSON: Good norning, M. Hearing Oficer.

My nanme is Steven Donal dson, | am a Research Analyst |1

with the M1k Pooling Branch of the Departnent of Food and
Ag. M purpose here today is to introduce the Departnent's
Conposite Hearing Exhibits nunbered 1 through 39. Relative
to these exhibits, Exhibits 9 through 39 are al so hereby
entered by reference.

The exhibits entered here today have been
avai lable for review at the offices of the M|k Pooling
Branch since the close of business on March 28th, 2013.

A copy of the exhibits is available for inspection
on the witness sign-in table at the back of the room

And | ask at this tinme that the conposite exhibits
be received.

MR. DONALDSON: I'Il just watch my step.

HEARI NG OFFI CER ROANDEN: M. Donal dson was our
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test case to see if he could fall off the stage.

(Laughter.)

Thank you. Thank you for not falling off the
st age.

MR. DONALDSON: M. Hearing Oficer, | would al so
like to enter in the following witten testinony received by
the Departnent. It is aletter fromthe California Dairy
Canpai gn received on April 2nd, 2013, to be entered as
Exhi bit nunber 40.

HEARI NG OFFI CER ROWDEN: All right, thank you

MR. DONALDSON: And | woul d al so request the
opportunity to provide a post-hearing brief and that
concl udes ny testinony.

HEARI NG OFFI CER ROADEN:. Are there any questions
fromthe audi ence for M. Donal dson?

Any questions fromthe panel ?

Thank you.

(Exhibits 1 through 40 were

received into evidence.)

MR. DONALDSON:. Thank you.

HEARI NG OFFI CER ROADEN: At this tine 1'd like to
call the petitioner, Wallaby Yogurt Conpany. You will have
a total of 60 minutes to submt your testinony.

The testinony is nunbered Exhibit 41.

(Exhi bit 41 was received into evidence.)
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HEARI NG OFFI CER RONDEN. Pl ease state your nane
for the record, spell your |ast nane, and again for the
record, your affiliation.

M5. SUH daudia Suh, I'mw th Wall aby Yogurt
Conmpany. The last nanme is spelled S-U-H
Wher eupon,

CLAUDI A SUH
Was duly sworn.

HEARI NG OFFI CER RONDEN: Pl ease.

M5. SUH | just want to start by saying | was
telling ny husband | ast night that | was a |little nervous
about speaking this norning and he advised ne to pretend
like | was reading a bedtinme story to ny children, so I'm
going to try to refrain fromstarting off as "Once upon a
tinme."

(Laughter.)

M. Hearing Oficer and Menbers of the Hearing
Panel :

My name is Claudia Suh. | amthe Vice President
of Operations at Wallaby Yogurt Conpany.

On behal f of ny conpany, | requested this hearing
so the CDFA may consider revising its Polling Plan for
Market M|k to recogni ze Napa County as part of the North
Bay receiving area in order to be eligible for

transportation allowances. The position of Wllaby Yogurt,
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as wll be presented through nmy testinony, was authorized by
t he seni or managenent team of Wallaby Yogurt Conmpany. On
behal f of our entire team we sincerely appreciate the CDFA
granting us this opportunity to present our case.

Since 1999, Wl laby Yogurt Conpany has nmade its
home in the city of American Canyon on the south end of Napa
County. The primary focus of our business is to nmake
organi c, non-frozen yogurt in both traditionally blended and
Greek varieties. W also produce organic sour cream and
organic raw creamin bulk. Qur retail products are sold
nati onwi de in prem umand natural food stores |ike Wole
Foods Market and Trader Joe's.

Wal | aby started in the Bay Area in the md '"90s in
a small production facility in Santa Rosa. After quickly
reachi ng capacity at our original plant we rel ocated our
operations to American Canyon, where it continues to this
day as a turnkey dairy processing facility. W've grown a
| ot since the days when our founders personally delivered
and stocked our yogurt throughout the stores in Northern
California. 1In 2002, we expanded to nationw de
distribution. Since then, we've steadily increased our
product offerings year after year, which has allowed us to
extend the reach of our California mlk producers into the
nati onal market.

And then on the next page is a condensed tine |ine
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of our conpany's grow h.

Qurs is a privately run conpany that began with
two enpl oyees and is now approaching 70. W receive mlk on
a daily basis fromeight producers |ocated throughout Sonona
and Marin Counties. MIk fromeach of these producers is
typically transported about 50 mles to our plant. W began
wor ki ng with our producers back in 2006 and have since
established strong relationships with them In fact, two of
our nost recently added dairies are those started by the
children of our original group of producers. W see the
success of our producers as closely tied to our own success
and vice versa. To that end, the availability of
transportation all owances bears directly on our ability to
source mlk conpetitively and grow markets for our
producers.

Si nce 2008, the follow ng counties have been
recogni zed by the CDFA as those in the North Bay region as
eligible for transportation all owances: Marin, Sol ano,
Sonona.

Wal | aby Yogurt Conpany is |ocated in Napa County,
whi ch you can see is sandwi ched within the three counties
that currently make up the North Bay receiving area.

We believe the only reason Napa County is not
i ncluded as part of the North Bay receiving area is that

until now there has been no vested interest in the formof a
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Napa County producer or processor to nmake this request.

As it currently stands, Wallaby is the only mlKk
processor in the Napa County region. Yet we are |ocated
anongst several conpetitors, both in ternms of mlk
processors, and nore directly, yogurt manufacturers. Sone
of the mIk processors in adjacent counties that benefit
frommlk transportation all owances include: C over
Stornetta in Sonoma, Redwood Hill Farmin Sonoma, Straus
Fam |y Creanery in Sonoma, Superstore Industries in Sol ano,
Brown Cow in Contra Costa, Berkeley Farnms in Al anmeda.

Wal | aby' s products are in direct conpetition with
t hose produced by these nei ghboring manufacturers. @G ven
our proximty to one another, it is reasonable to assune
that we are under simlar economc challenges in terns of
operating as Northern California processors. And yet, these
nei ghboring processors maintain a distinct economc
advant age over us in the formof a transportation all owance.

This discrepancy is especially striking given that sone of
t hese processors exist in closer proximty to their dairy
producers than Wal | aby does to its producers.

Agai n, Wall aby does not believe the om ssion of
Napa County as part of the North Bay receiving area was ever
an intentional exclusion on the part of the CDFA but rather
a previously unconsidered matter, given the relative absence

of producers and processors in our area.

ALL AMERI CAN REPCORTI NG | NC.

(916) 362-2345




© 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 © O N o 00 »h W N R O

16

Wal | aby believes that correcting the disparity
bet ween Napa County and surrounding counties in terns of
access to transportation all owance woul d be a reasonabl e and
fair decision on the part of the CDFA. Therefore, we
respectfully ask that the current Pooling Plan for Market
M| k be anended to include Napa County as part of the North
Bay receiving area.

And that concludes ny testinony. Thank you.

HEARI NG OFFI CER ROADEN: Questi ons?

MR. SHI PPELHOUTE: | have a quick question. You
i ndi cate that you're expandi ng your product line in 2013.

M5. SUH.  Um hnm

MR. SHI PPELHOUTE: Do you anticipate or have you
tried to attract other producers to ship to you?

M5. SUH Actually it's been a little bit nore of
t he opposite issue, we have producers approaching us on a
regul ar basis. W need to gauge our growth pretty
strategically. W are not ready to take on nore on
i mredi ately but we definitely have plans to take nore on in
the com ng years.

MR. LEE: Good norni ng.

M5. SUH  Good nor ni ng.

MR. LEE: Do you think that if Napa County isn't
given a transportation allowance as a deficit county that

your ability to grow woul d be di m ni shed?
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M5. SUH | think so, definitely. | think anybody
doing business in California is already under a |ot of
restrictions and regul ati ons and anything that can hel p ease
that to a certain extent will certainly play a part in, you
know, extending the |ongevity of that business surviving.
So in short, yes.

MR. LEE: Thank you.

HEARI NG OFFI CER ROADEN:. Any ot her questions?

Thank you very nuch.

M5. SUH.  Thank you.

HEARI NG OFFI CER RONDEN:. | will now call up
California Dairies, Inc., who submtted an alternative
proposal. The organization will be granted a 30 m nute
period to testify. Again, please be careful going up the
stairs.

For the record, please state your nanme and spell
your |ast name and state your affiliation.

DR ERBA: W nane is Eric Erba, E-RB-A. | am
with California Dairies, Inc.

Wher eupon,
DR. ERI C ERBA
Was duly sworn.

HEARI NG OFFI CER ROADEN. M. Erba presented an
exhibit prior to his testinony, that is going to be Exhibit
42.
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(Exhi bit 42 was received into evidence.)

Pl ease.

DR. ERBA: Thank you. M. Hearing Oficer and
menbers of the Panel:

Good norning. My name is Eric Erba and | hold the
position of Senior Vice President and Chief Strategy Oficer
for California Dairies, Inc., whom| amrepresenting here
today. California Dairies is a full-service m |k processing
cooperative owned by 430 producer-nenbers | ocated throughout
the state of California and collectively producing al nost 18
billion pounds of m |k per year, or about 46 percent of the

m |k produced in California. Qur producer-nmenbers have

i nvested over $500 million in large processing plants at six
| ocations, which are projected to produce about 400 mllion
pounds of butter and 800 m | lion pounds of powdered mlk

products in 2013.

California Dairies submtted its alternative
proposal in response to the Notice of a Consolidated Public
Hearing i ssued February 6, 2013. The Call of the Hearing
establishes that the petitioner's proposal to anend the
transportation allowances for noving mlk into Napa County
will be considered, in addition to other proposals to anend
provi sions that address transportation all owances and
transportation credits. At it's March 26, 2013 neeting, the

Board of Directors for California Dairies approved the cost-
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justified transportation subsidy proposals that are
contained in the testinony that | will be presenting today.

We thank the Departnent for calling this
transportation hearing and all ow ng us the opportunity to
present our alternative proposal for changes to the
transportation subsidies provided by the pool.
Transportation all owances are an inportant m |k novenent
incentive to ensure nore orderly marketing of mlk to
qualified plants in designated receiving areas.

Al nost four years have el apsed since the | ast
heari ng was held to consider changes to transportation
al l omances and transportation credits. Fuel costs were
extraordinary at that tinme, and they are, once again, at
astonishing levels. And I'd refer you to Figure 2 of the
Departnment's background naterial for a chart on that. Wen
the cost of diesel fuel rises, it typically causes
California Dairies to have hauling cost shortfalls in two
areas of the state where we service the Cass 1 nmarket, the
Bay Area and Southern California. Qur alternative proposal
and testinony focuses strictly on Southern California where
we have been incurring the greatest shortfalls. It is
i mportant to understand that CDI's proposal for a selected
and targeted increase in transportation all owances and
credits has an additional dinmension, consideration and

recognition of the changi ng | andscape of the m |k shed.

ALL AMERI CAN REPCORTI NG | NC.

(916) 362-2345




© 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 © O N o 00 »h W N R O

20

Undeni ably, the cost of diesel fuel is a large contributor
to our daily costs of noving mlk. However, our proposal

al so addresses the fact that mlk has to be noved | onger

di stances to accomodate customers in Southern California as
the mlk production base in the southern part of the state
continues to shrink. California Dairies carries the |argest
responsibility to supply and bal ance the Southern California
Class 1 market and we are very aware of the m |k novenent
chal | enges and costs to supply that nmarket.

Qur proposal has two conponents to it, a
transportation all owance conmponent and transportation
credits. [I'll start with the transportation all owance
conmponent of it.

We continue to believe that producers shoul d be
responsi bl e for the cost of |ocal hauls and that
transportation all owances shoul d be based on the difference
bet ween the cost of the local hauls and the cost of |onger
haul s to deficit markets. Consequently, California Dairies
proposes that changes be made to Section 921.5 of the Mk
Pooling Plan for Market Mk

"1l skip over the formal changes to the | anguage
and just go right to the description.

The proposed changes correct the transportation
subsidy programin two specific areas wthin Southern

California. First, we have dairies located in San
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Ber nardi no County whose hauls fall within the range of zero
to 93 mle bracket; the hauling rates for those dairies are
in the $0.65 to $0.75 per cw range. The Departnent's
haul i ng cost summary shows that the average cost of the
haul s that are from50 to 100 mles away from qualifying
plants is $0.69 per cwt. Clearly, the $0.15 per cwt subsidy
provi ded today | eaves those dairies with an effective
haul i ng rate much higher than the local rate. Therefore, we
propose separating the zero to 93 mle bracket into two
separate brackets, a zero to 45 mle bracket and a 46 to 93
mle bracket. The closer-in bracket retains the $0.15 per
cwt transportation allowance and the new bracket woul d have
a $0. 30 per cwt subsidy associated with it.

Second, Southern California is the |largest deficit
market in the state. California Dairies finds it nust send
nore and nore mlk fromthe South Valley to neet custoner
needs as its nmenber dairies operating in Southern California
exit the area. Today we are sending an average of 135 | oads
of mlk per day fromKern and Tul are Counties into Southern
California. On peak days we send 160 | oads fromthe Central
Valley into Southern California. At the July 2008
transportation hearing, California Dairies testified that
there was sufficient mlk in Kern and Southern Tul are
Counties to service Southern California custoners. That

statenent is no |onger accurate. Qur m |k production
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avai labl e in Southern California has decreased by 20 percent
since 2008 and our mlk production in Kern County and

Sout hern Tul are County has been relatively flat since 2008
and is insufficient to conpensate for the lost mlk
production in Southern California. Qur testinmony from 2008
al so stated that disincentives should be applied to

di scourage m |l k from being shipped fromareas north of

Sout hern Tul are County. However, we now routinely have to
ship mlk fromnorth of our Visalia facility to service
custoners in Southern California. Therefore, we propose
adjusting the m | eage established for hauls of nore than 119
mles so that it is limted to hauls between 120 and 139
mles. The $0.84 per cwt subsidy would continue to apply to
that mleage bracket. Furthernore, we propose that an
additional mleage bracket be added to capture those haul s
in excess of 139 mles and that the associated rate be
establ i shed at $1.00 per cw. The subsidy is arrived at by
appl ying the sanme principle as was used in this and many
previ ous hearings, and that is to say, the transportation

al | omance should reflect the difference of the cost of hau

|l ess the |ocal hauling rate. An acceptabl e guideline for
the haul rate from Tulare County -- the acceptable haul rate
woul d be the haul rate from Tulare County to Los Angel es
County, which is $1.35 per cw and the | ocal haul rate for
Tul are County, which is $0.33 per cw. Again, the
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Departnment’'s exhibit verifies that those costs and m | eage
brackets are representative and not theoretical.

The second part of our proposal addresses
transportation credits; |I'll address that now.

California Dairies proposes that Section 300.2 of
the Stabilization and Marketing Plans for Market M1k for
the Northern California and Southern California Marketing
Areas be adjusted to align transportation credits with
actual plant-to-plant hauling costs that are being incurred.

We propose that the deduction for shipnments of market mlKk,
mar ket skim and condensed skimm |k from Los Angel es County
to Orange, Riverside, San Bernardino, San Diego or Ventura
Counties be increased from $0.45 per cw to $0.54 per cw.

The Departnent’'s data shows that there is no one
deduction that can be taken to cover the costs of all of the
haul s originating from California Dairies' Artesia facility.
The increase from $0.45 to $0.54 per cw w |l cover the
interplant hauls that are closest to the Artesia plant but
wi |l heave a shortfall for the nore distant hauls into
Ri versi de County. W believe this to be consistent with the
intent of the transportation subsidy program

We are m ndful of the increasing cost of
mai ntai ning the transportation all owance and credit system

We are, however, also m ndful of our increasing hauling

costs as we attenpt to service our custoners that are nore
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distant fromthe mlk supply. The proposed nodifications
will help to correct our hauling cost inbalances and achi eve
better adherence to the principle that producers shoul d bear
the cost of the local haul. W have a good understandi ng
that actual and regular mlk novenents are increasing in

di stance travel ed and the cost of noving mlk appears to be
going in only one direct, up. Qur proposed changes correct
t he nost egregi ous hauling cost shortfalls in the current
bandi ng structure in Southern California and recogni ze t hat
nore and nore mlk nust come fromareas north of Kern county
to service the custonmer needs in Southern California.

Thank you for your attention and | request the
opportunity to file a post-hearing brief.

HEARI NG OFFI CER ROADEN.  Your request is granted.

Questions fromthe panel ?

MR. EASTMAN. | have a couple of questions. On
the bottom of page -- well actually on the top of page three
you nention the nunber of |oads per day that you' re shipping
into Southern California fromKern and Tulare Counties in
the Central Valley.

DR ERBA: Yes.

MR. EASTMAN. Are those the nunber of | oads of
m |k that qualified under the allowances or was that the
total amount of mlk going to all types of plants in

Sout hern Cali forni a?
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DR ERBA: That's the total anpbunt of mlk. And
what we try to do is direct the local mlk in Southern
California to the non-qualifying plants and the m |k sent
over the hill we try to get to qualified plants. So it's
the total mlk but it's not that far off from what the
qual i fyi ng nunmber woul d be.

MR. EASTMAN. Ckay. And the second question | had
was it appears that, based on your testinony, that really
your changes to the brackets in Southern California and
those rates are primarily based on the | onger distances that
mlk is having to travel in Southern California rather than,
say, increased diesel costs or the actual increases of the
hauling rate itself. 1s that an accurate assunption? O is
it a mxture of both?

DR. ERBA: Well, the fuel costs that we have today
are approximately in line with where they were last tine we
had a hearing about four years ago. It's the distance
travel ed and distance traveled is a mgjor inpact on what the
hauling cost is. A load of mlk going from Southern Kern
County is not going to be given the sane rate as a | oad of
mlk comng from Northern Tulare County. It's just the
mles traveled and it goes up. It doesn't go up exactly ny
m |l eages, it tends to go by zones, which nmakes it kind of
fuzzy math here. Typically our rates are quoted from county

to county. So from Tulare County, anywhere in Tulare County
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to anywhere in Los Angeles County. And you don't get a
really great idea of what that mleage is but you can kind
of approximate it.

MR. EASTMAN. But based on your testinony it
appears that you quote the Departnent's hauling survey and
you feel that that's an accurate representati on of actual
haul i ng costs?

DR. ERBA: | think it does a pretty good job of
showi ng what the trend is banding and where we are today.

Al t hough that was done from Cct ober data and things have
changed quite a bit since Cctober. W had significant
changes in hauling rates after January 1st. Part of it was
fromfuel, fuel has gone up substantially since Cctober and
t hat has been reflected in the new rates. But also our

haul ers tend to give us once a year increases for insurance
and | abor costs and that generally hits in January so it's
not all fuel

MR. EASTMAN. The other question | had was rel ated
to the dynamics of mlk nmoving in Southern California now.
As you've nmentioned there's obviously been changes to the
mlk that's actually produced in Southern California, that
noves around within Southern California. W know that
there's less ad less mlk in Southern California.

DR. ERBA: Right.

MR. EASTMAN. But | noticed right about four or
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five years ago there was a maj or cheese plant, the CGol den
Cheese plant, that used to be a major piece of mlk noving
in Southern California. It stopped cheese production and so
t hat manufacturing plant di sappeared.

DR ERBA: Yes.

MR. EASTMAN. And so the question | have is what
effect has that had on Southern California-produced mlKk
nmoving Wit hin Southern California?

DR. ERBA: Well that's starting to get alittle
bit before ny tine with California Dairies but when
started there we did send a substantial nunber of |oads of
mlk to that cheese plant in Corona. | don't knowif it was
al ways that way or not and you probably should ask the DFA
representatives about that, they were operating that plant
at that tine.

But that definitely changed our dynam cs and how
we nove ml k around because we counted on that at the tine.

It was a tinme when we had not put together our Visalia
pl ant yet, it was not operating, and we needed additi onal
outlets for the mlk. So we used that as an outlet for
m |l k. Even though it was expensive to get the mlk there we
did use that for a tine. And then when it shut down we had
to come up with another way of doing it. And there was a
peri od between the Corona shutdown and when Visalia started

up that we were scranbling pretty desperately to place mlKk.
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MR. EASTMAN. When it cones to that plant, as you
| ook at just Departnent data, some of that was rel eased at
t he prehearing workshop, you can see that with Gol den Cheese
shutting down then there's a large anobunt of m |k that gets
freed up fromgoing into a manufacturing plant and to plants
that would qualify for allowances, the high-val ue usages.

Do you feel that within Southern California, for
m | k produced there and shipped to Southern California
pl ants, that the same need or incentive needs to be given to
get that mlk to get into plants that qualify now that there
may be | ess manufacturing options there?

Sort of ny question, what |I'mwondering is, how --
maybe it's possible that the amount of qualified plants
relative to manufacturing plants are actually higher, maybe
there's not a great incentive necessary. O does the
current rates for what would call maybe | ocal Southern
California mlk, they still need that sane allowance rate to
make sure that the incentive is there for themto ship to
hi gh-val ue clients?

DR. ERBA: Yeah. | see where you're going with
this question and basically what you're asking nme is, with
that cheese plant not there, there are really fewer
alternatives to put that mlk and so do we still need the
sanme incentives?

MR. EASTMAN: Um hmm
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DR. ERBA: Fromour point of view, fromthe mlKk
that we have down there, | would say the answer is yes, that
we still need to have the ability to nove that mlk into the
hi gher class usage plants. And it has to travel quite a bit
further. That cheese plant in Corona was pretty, pretty
aptly located relative to our mlk supply down there.

A lot of the custoners that we have are not cl ose
for our mlk supply. And we do continue to service sone of
the cheese plants down there, three nmajor cheese plants down
there, and they receive no transportation subsidy
what soever. They just have -- we just have to put the mlKk
there and we bear the cost entirely. So it does help to
have those other incentives out there to get our m |k drawn
into those other plants in San D ego, Riverside, places
where we don't have typically a ot of mlKk.

MR. EASTMAN. Those are ny questi ons.

MR. SHI PPELHOUTE: You tal k about the three nmjor
cheese plants that you service. Are those plants located in
t he general area where the farns are |ocated or are sone of
t hose | ocated nore in the downtown LA area where --

DR. ERBA: Sone of those are downtown LA. The
mlk has got to travel quite a ways to get there.

MR. SHI PPELHOUTE: So it's traveling to the sane
area that the mlk is for the bottling plants.

DR. ERBA: True.
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MR. SHI PPELHOUTE: And so just thinking back to
the original intent of transportation allowances, it was for
m |k that was needed to -- needed to be attractive to the
hi gher cl ass usages.

DR. ERBA: Right.

MR. SHI PPELHOUTE: And you think that that |oca
al l owance is inportant to track that mlk into those higher
cl ass users, even though the processing plants or the
manufacturing plants are located in the sane geographic
areas as the bottling plants?

DR. ERBA: Yeah, | think so, | think you still
have that. | nean, | think you' re exanple is actually a
good one. If you have two plants in the sane area how do
you, how do you ensure that that Cass 1 plant, or Cass 2
pl ant in sonme cases, gets the mlk before the cheese plant.
And if there is no allowance systemthere then you're really
leaving it up for grabs to say, whatever plant gives you the
| east hauling cost. That may be the cheese plant. Wth the
incentive there, the allowance there, you encourage that
mlk to go to that other plant, the higher use plant.

MR. LEE: | have a couple of small questions.
Speaki ng about hauling charges that CDI incurs now. How
often do you revisit those costs with your haulers? |Is
there a tine frame that's in place or --

DR. ERBA: Yeah, we've got contracts set up with
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all the haulers that we do business with and we allow them
to submt changes for |abor and insurance tw ce a year,
every six nonths. And we nmake the fuel adjustnents based on
t he Departnent of Energy information and that may be as
often as every nonth. And we have a systemin there that
tracks that and specifies at what |evels does that trigger a
potential change. So we don't often do it every nonth but
we may do it, you know, with -- let's put it this way, since
January 1st we have already done it twi ce, we've already
made adj ustnents tw ce; upward adjustments, unfortunately.

MR LEE: Was it in the fuel area?

DR ERBA: Yes, it was -- it was -- well, we had
-- there was one for fuel and one for |abor and insurance.

MR. LEE: And so you saw i ncreases in both?

DR. ERBA: Yes, they were both increases.

MR. LEE: Do you foresee, do you foresee any major
changes the next six nonths to a year in those areas?

DR. ERBA: Well the general trend has been for
haul er costs to go up; | said that in ny testinony. And |
didn't nmean to be facetious or flippant about it but that's
ki nd of what happened. | nean, |look at the information that
was provided and the material that the Departnment put forth
in the prehearing workshop. You know, except for the --
kind of downturn that we had a couple of years ago it's been

a general trend upward. W have sone days or sonme weeks
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where it goes maybe down a little bit but the, you know, the
general trend |ine says everything is going up. And fuel is
a huge part of what costs us noney for transporting milKk
around. | don't see that changi ng anytine soon. Ri ght now
we are in alittle bit of a downturn but it is not
significant conpared to where we were, say, a nonth ago or
two nont hs ago.

MR. LEE: Do you think the |abor costs are going
to be nore, nore than fuel costs in ternms of increases?

DR. ERBA: No, no. The l|abor costs tend to be
relatively small. It only takes about a, oh, naybe a $0.50
increase in the fuel cost to conpletely cover what we woul d
experience in one year for our |abor cost increase. Those
cone fairly predictably at a fairly predictable level. The
timng, you can kind of gauge where that is going to cone
in, because nost of the work is done through unions and they
have contracts so we know what those contracts kind of | ook
Iike. We know when to expect them and we know about what
t hose anmounts are going to be. And the fuel, when the fue
takes a big junp up it can easily swall ow up what we'd
experience for our |abor and insurance charges.

MR. LEE: Thank you.

MR. SHI PPELHOUTE: One foll ow up question on ny
prior question on the allowances encouraging local mlk to

go into those bottling plants. You indicated in your
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testinmony that you send -- or actually it was in your answer
to Hyrum-- you send the local mlk into the plants that are
non-qual i fying first and then --

DR. ERBA: Right.

MR. SHI PPELHOUTE: Coul d you maybe expand a little
bit on the thought process there?

DR. ERBA: Sure. That was sonething that was
started before | started at CDI under a different
transportati on manager. The idea is that we don't have
enough m Ik in Southern California to service all the
custoners so sonme of it has got to come fromthe Valley. |If
you send local m |k from Southern California to the fluid
pl ant you do get a snmall transportation allowance, which is
good. That helps to get that mlk noved to the right areas
but then you're noving mlk fromthe south valley to a
manuf acturing plant at the nmaxi numcost and we don't want to
do that. And we'd probably choose not to service those
custoners if that was the case. It's just too expensive to
do that.

MR, SHI PPELHOUTE: You woul d choose not to serve
the bottling plants?

DR ERBA: No, we would choose not to serve the
manufacturing plant. A cheese plant in Southern California
that needs mlk out of the Valley is going to have a tough

time convincing us that that's a good deal for us; it's not.
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MR. SHI PPELHOUTE: So just trying to think through
your answer that you use the local mlk to supply those
cheese plants but the allowances are inportant to encourage
that mlk to go to the bottling plants. But it sounds |ike
t he al |l owances now are not encouraging that local mlk to go
to bottling plants but rather it's encouraging that | ocal
mlk to go to the marketing -- to processing plants and then
encouraging the distant mlk to go to bottling plants.

DR. ERBA: CQur local mlk is not sufficient even
to service all the cheese plant custoners that we have so we
still have to bring mlk in to do that. So even if we
didn't have any local -- howdo | want to say this? W
still use sone of the local mlk to go to -- I'"msorry,
said that wong. W still use sonme of the local mlk to go
to non-cheese plants in Southern California. Qur mlKk
supply is greater than our cheese custonmer needs so sone of
that mlk does go to Class 1 plants down there. But it is
not sufficient to cover all the -- so that mlk has got to
conme fromthe Valley. 1In fact, quite a bit of it has got to
come fromthe Valley. And we don't expect that trend to
continue as far as our ability to produce mlk in Southern
California and send it to the right custonmers. W' re going
in the opposite direction; we're losing dairies at a very
rapid rate down there.

HEARI NG OFFI CER ROADEN:. Any nore questions?
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MR. LEE: One last question. You know, with the
Security MIk Producers closing their operations and from
our understandi ng many of the nenbers joined CDI; is that
correct?

DR ERBA: Yes, that's correct.

MR. LEE: Did those new nenbers joining CDI affect
any of your m |k nmovenents? Did that help assist in sone of
t he di scussion that we're having today?

DR. ERBA: To sonme degree. W did -- those
menbers that were fornmerly with Security M|k Producers
Associ ation, they had dairies nostly in Southern California,
Kern County and Tul are County. They al so had sone | arge
contracts that were much further away than our fornmer
contract custoners were, fluid contracts. And to service
those we have to bring in mlk fromthe Valley to do that.
Just don't have enough m |k down there to take on our
current customers plus their custoners and have enough m |k
to Southern California.

And that's why it's gone from-- you know, it used
to be when | started working at CDI, 100 | oads a day was
pretty standard; 120 |loads a day is kind of on the | ow side
now. And we may be seeing 160 | oads a day now to service
all of those contracts. So the nunbers keep going up. Qur
ability to supply mlk out of Southern California is just

not what it used to be.
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MR. LEE: Thank you.

HEARI NG OFFI CER ROADEN:. Mbre questions? Thank
you very much

Now | ask Dairy Farmers of America. Dairy Farners
of Anmerica have al so submitted an alternative proposal and
they will have 30 mnutes to testify.

And for the record pl ease state your nane, spel
your |ast name and again repeat your affiliation.

MR. STUEVE: MW nane is Gary Stueve, the |ast nane
is spelled ST-U-E-V-E, and |'"'mwith Dairy Farmers of
Aneri ca.

HEARI NG OFFI CER ROADEN:  And M. Stueve's
testinmony is Exhibit 43.

(Exhi bit 43 was received into evidence.)

Wher eupon,
GARY M STUEVE
Was duly sworn.

HEARI NG OFFI CER RONDEN: Pl ease.

MR. STUEVE: M. Hearing Oficer and Menbers of
t he Hearing Panel :

Thank you for the opportunity to testify here
today. M nane is Gary Stueve; | am Vice President of
Operations for the Western Area of Dairy Farmers of Anerica.

We currently market the m |k of 300 nenber-producers in

California as well as the mlk from 33 non-nenbers. Because
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nearly 30 percent of our mlk enters non-Cl ass 4 plants and
qualifies for transportation all owances, we are well
gqualified to submt an alternative proposal dealing
specifically today with transportation all owances. M
testinmony relates to necessary adjustnents in rates and

m | eage brackets to four of the receiving areas currently in
use in the transportation all owance program These changes
are necessary to nore accurately reflect mlk novenents and
related costs. In a neeting on March 19th, 2013, the
Western Area Council of DFA approved this proposal and
testinmony and the resulting potential changes to the Pooling
Plan. Again, | appreciate the opportunity today to provide
comments as well as an explanation of our alternative

pr oposal .

Cost s.

Anmong ot her considerations, our overall
transportation costs are determ ned by three primry
factors. The first is the cost per cwt of mlk, for
delivering mlk frompoint Ato point B, the second is fuel
surcharges, which are costs in addition to the hundredwei ght
rate, and the third is the overall mx of dairy |ocations
relative to plant |ocations.

Wil e we have done everything we can to hold down
haul costs, fromthe tinme of the last hearing in 2008 to

present we have experienced general haul rate increases on
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nore than one occasion. These rate changes range from $0. 01
to $0. 07 per cw.

Al t hough di esel fuel prices have denonstrated
significant volatility over the past five years, the genera
trend line for fuel costs remains in an upward direction
According to the U S. Energy Information Adm nistration,

EIA the California On-H ghway diesel fuel price was $0. 31
per gallon higher, on average, in 2012 than in 2008, the
year of the |last hearing. Because all of our contracted
transportation carries with it a fuel adjuster, the effects
of fuel price increases are very real and directly affect
our overall hauling costs. Table 1 in our witten testinony
whi ch you have in front of you illustrates the reduction of
m |k production in and around plants and the grow ng
reliance on inported mlk fromthe higher producing but
often nore distant valley areas.

|"d like to spend just a nonment going through the
tabl e that you have in front of you. The left hand col umm
i ndi cates Supply Counties, the mddle colum has the
Rel evant Receiving Area that would apply to that supply
county and then the production in 2008 and 2012 and the
difference from2008 to 2012. And this production data is
DFA production, it's not statewi de, and reflects 4th Quarter
m | k producti on.

And as you can see, in the supply counties that
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supply the Bay Area and the North Bay receiving areas, that
woul d be Marin, San Joaquin, Solano, Sonoma and Sacranent o,
the differences in production from 2008 to 2012. In Marin
County we were down 86 percent. Ganted, it was a smal
nunber to begin with. San Joaquin County, we were up 27
percent, Sol ano County down 72 percent, Sonoma County down
58 percent. For the Sacranmento receiving area, we | ooked at
Sacranento County, we were up 24 percent during that tine
period. For Southern California our Kern County production
was up 32 percent but our Riverside and San Bernardi no
County production was down 20 percent.

Again, the point of the table is to illustrate
that m |k production is decreasing in those areas that are
nore cl osely geographically related and affiliated to these
receiving areas but stronger, to some degree, than in the
val | ey areas.

We have provided in our attachments as Exhibit 1
t he changes that we feel are necessary and justified for the
four specific receiving areas. That Exhibit 1 in our
testinmony attachments would reflect our alternative
pr oposal .

Beginning with the Bay Area Receiving Area.

As detailed on Exhibit 1, we are requesting an
i ncrease of $0.12 per cwt fromthe current $0.36, revising

it to the $0.48 per cw on the first mileage bracket of zero
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through 78 mles. W are requesting a change to the second
m | eage bracket revising it to read "over 78 mles through
139 mles" wth a correspondi ng change to the rate from
$0.45 per cwt to $0.55 per cw. W are then revising the
| ast m | eage bracket to read "over 139 mles" with a
corresponding rate of $0.72 per cw.

The nost recent California Departnent of Food and
Agricul ture CDFA Transportation All owance Areas hauling
survey as shown in our Exhibit 2, would seemto support our
proposed changes in rates and m | eage brackets.

A factor that may not be entirely exclusive to the
Bay Area but is nost visible, in our eyes, inthis area is
the very direct draw of m |k out of areas where
manuf acturing plants operate for placenent then into a
transportation allowance qualifying plant. Since there is
no mlk produced in local proximty to the Bay Area, all
mlk nmust be inported. The majority of this mlk comes from
the north San Joaquin Valley via Interstates 205 and 580. A
| arge manufacturing plant sits directly alongside Interstate
205 as shown in our Exhibit 3. Nearly all mlk fromthe
north San Joaquin Valley and delivering to the Bay Area nust
pass by or near this manufacturing plant. By designating
the closest mlk for delivery to the Bay Area, that mlKk
nmust then be replaced for delivery to the nmanufacturing

plant. This creates a secondary haul cost for replacenent
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mlk for the manufacturing plant. By renoving mlk that is
| ocal to the manufacturing plant, which itself conpetes for
local mlk, and then noving it to the Bay Area, requires
consideration of the costs of replacing this mlk.

For the zero through 78 m | es bracket we are
requesting an increase of $0.12 per cw. The CDFA hau
survey woul d suggest this additional $0.12, indicating a
cost $0.8058 per cwt for deliveries froman average of 67
mles. Subtracting out a |ocal haul of $0.32 | eaves a need
for a $0.48 per cwt transportation all owance.

Qur current haul costs for mlk within 78 mles
ranges from $0.6923 to $0.8951 per cw with our average cost
bei ng somewhat | ower than the CDFA haul survey. Wen adding
t he secondary costs of $0.10 per cwt, the actual need is
greater than the $0.12 that we are requesting. DFA Exhibits
4d and 4e illustrates the costs above a |ocal haul rate
associated with replacing the mlk that delivers to the Bay
Area by making | onger distance deliveries to the
manufacturing plant in Tracy. Wthout consideration of the
secondary haul costs we have a reduced incentive to nove
this mlk directly out of local manufacturing and into a
qgual i fyi ng pl ant.

For the second bracket, we identified a need to
reduce the upper end of the mleage range fromthe current

199 mles down to 139 mles due to a clear split in mlKk
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supply m | eage and hauling costs. It should be noted that
in January 2013, 98 percent of the mlk we delivered to the
Bay Area originated within 139 mles. The CDFA haul survey,
whi ch approxi mates our costs, indicated an average cost of
$0.8671 per cw at an average of 97 miles. Wen considering
a local haul cost of $0.32, a $0.10 adjustment from $0.45 to
$0.55 for "78 mles through 139 nmiles" is warranted.

Under the current m |l eage bracket little if any
mlk is delivered frombeyond 199 mles as there is little
incentive or reason to do so. By changing the third bracket
fromover 199 mles to over 139 mles, there will be a
better alignment with costs. The CDFA haul survey indicates
a cost of $1.1545 for deliveries to the Bay Area from 151 to
200 mles. Qur actual costs were sonmewhat |ower at $1.0363.

Consi dering the difference between a | ocal haul and our
actual costs warrants a $0.72 transportation allowance for
m |k delivers over 139 mles. Wth a clear geographic split
at 139 mles we see no need to identify in a m | eage bracket
any ot her specific m|eage beyond 139 nil es.

Sacranent o Receiving Area.

As detailed again on Exhibit 1, we are requesting
a nodest $0.02 rate change to the first m|eage bracket,
raising it from$0.15 per cw to $0.17 per cw. W are not
requesting any change to the second m | eage bracket.

Rel atively small volumes of mlIk are delivered to
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gualifying plants in the Sacranento receiving area.
According to CDFA' s haul survey and our own actual hau
costs, the mlk that does deliver to a qualifying plant
carries with it a cost of nearly $0.50. A $0.17 per cw
transportation allowance rate would bring the rate nore in
line with the local haul rate of approximtely $0.32. Since
l[ittle or no mlk currently noves to this receiving area
fromgreater than 59 mles we are not recomendi ng any
change to the second m | eage bracket. Qur Exhibit 4h is a
copy of our hauling costs for that particul ar area.

The CDFA haul survey indicates a haul cost of
$0.4978 for the zero to 59 nmiles, while our actual cots were
$0.4949. Both would nerit a $0.02 increase in the zero to
59 m | e bracket.

North Bay Receiving Area.

As detailed on Exhibit 1, we are reconmendi ng no
changes to m | eage brackets but are requesting changes to
the rates in two of the brackets. For the second m | eage
bracket we are requesting a change from $0.35 to $0. 37 per
cw and for the third bracket a change from $0.44 per cwt to
$0.52 per cwt. Qur actual costs for the over 45 nmiles
through 96 mles is $0.6811. The CDFA haul survey indicates
an average cost of $0.7814 per cw. Using $0.32 as a basis
for a local haul, both our costs and the CDFA haul survey

costs would warrant a $0.37 transportation all owance for
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this bracket. For the over 96 m|es bracket our actual
average costs are $0.839, while the CDFA haul survey
indi cates $0.958. This warrants an increase in the
transportation allowance rate from $0.44 to $0.52.

Sout hern California Receiving Area

As detailed in Exhibit 1, we are requesting a
change to the m | eage brackets of Section 1 of the Southern
California receiving area that specifically deals with
shi pnments originating in Riverside and San Bernardi no
Counties. W are requesting that the first mlage bracket,
currently "fromzero through 93 mles" be split into two
distinct mleage brackets. The first, a bracket "from zero
to 45 mles" that will remain at the current $0.15 per cw.

The second m | eage bracket to be inserted would read "over
45 mles through 93 mles” with a corresponding rate of
$0.30 per cwt. The remmining bracket of "over 93 nmiles" and
current corresponding rate would remai n unchanged.

The reason for this change is to sinply recogni ze,
as CDFA does in Exhibit 5, the San Jacinto m |k shed,
separating it fromthe Chino mlk shed. Qur costs of
hauling mlk to qualifying plants fromthe 45 to 93 mle
bracket are approxinmately $0.62 per cw. This is also
supported by the CDFA haul survey where the costs from51
t hrough 100 miles is $0.6938 per cw at an average of 80

m | es.
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Wil e we have not requested additional changes to
the Southern California receiving area, we are supportive of
CDl's alternative proposal calling for a break in the "over
119 mles" bracket with the insertion of an additional
bracket for the "over 139 mles" for mlk originating "from
California' s other 56 counties.”

Concl usi on.

In this testinony we have not asked for anything
nore than is warranted. W did not shoot high with the
expectation that we land in the mddle. Wat we have asked
for is nodest and necessary to provide an incentive to serve
the market and to neet the original intent of the program

| would |ike to thank you again for the
opportunity to testify today. | do request the opportunity
to submt a post-hearing brief and | would be happy to try
to answer any questions the panel nay have.

HEARI NG OFFI CER ROADEN:  Your request for a post-
hearing brief is granted.

Panel ?

MR. EASTMAN. | have a couple of questions for
you. On page 2 on Table 1, | just wanted to clarify. You
mentioned that this table shows just DFA production. And
these figures represent all three of the nonths of the |ast
guarter then?

MR. STUEVE: Yes.
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MR. EASTMAN. It's not an average of any sort,
it's just the total anount?

MR. STUEVE: Right, yes. The last quarter versus
the | ast quarter of 2008.

MR. EASTMAN. (Ckay, great. And so when | | ook at
the table, you do nmention that you have mlk in the
Ri versi de and San Bernardi no areas, counties, that you
supply, probably, to Southern California. How nuch mlk are
you shi pping approxi mately fromthe Valley into Southern
Cal i fornia?

MR. STUEVE: Well we are not shipping on the
magni tude that Dr. Erba nmentioned that CD does but we do
probably about 50 | oads a day or so into Southern
Cal i fornia.

MR. EASTMAN. And then | wanted to ask you a
coupl e of the sane questions that | asked Dr. Erba with
regards to what's happened over the last four or five years
as m |k production has decreased in Southern California and
t he CGol den Cheese, as it closed. |'mcurious how that's
affecting noving Southern California mlk into plants in
Sout hern California.

MR, STUEVE: Well, | think there's a couple of
i mportant things to know when we tal k about Gol den Cheese in
Corona. It closed in 2008, early 2008. The volune at the

pl ant had al ready been ranped down significantly. It was
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operating probably at a third of the volune that it had been
operating in at one tinme in anticipation of a closure.

And the other significant factor related to the
plant in Corona was that significant volunmes of the mlk
that supplied that plant were already comng fromthe
Val l ey, fromthe San Joaquin Valley, wthout any, obviously
any transportation allowance attached to it.

So the effect of closing it on local mlk was
probably not nearly as great as you m ght think because,
again, the volunme was |ower and a portion of that mlk
al ready cane fromthe Valley. Qur own customers in Southern
California have grown some during that tinme period as well,
conbining -- so for us, a growh in our volunme in Southern
California. Not a huge effect related to Coronia and then a
pretty significant drop in local mlIk supplies has stil
created a situation where we're pulling nore mlk fromthe
Val | ey now than we were then

MR. EASTMAN. Do you feel that the nagnitude of
the rates that are currently available for the shorter

di stances, the shorter m | eage brackets for mlk that is

going into Southern California, are those still justified?
Do you still think that incentive is necessary to assure
that Southern California-produced mlk will make it to the

plants that qualify for the allowance?

MR. STUEVE: | do. Wile Corona certainly at one
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time was a, was a maj or manufacturing operation in Southern
California there still is, as Dr. Erba nmentioned,
manufacturing plants in Southern California. W supply sone
on a smaller scale than does CDI but we do supply sone
manufacturing there. W |ikew se have to bring in for our
Class 1 sales a lot of mlk fromthe Valley. W see the
local mlk supply continuing to decline. So | would say it
still is, it still is a necessary incentive for the |ocal
mlk to supply our Cass 1 plants.

MR. EASTMAN. Do you think that -- so you're
stating that you don't have enough m |k in Southern
California to supply your Cass 1 custoners?

MR STUEVE: That's correct.

MR. EASTMAN. And so does the vast ngjority of
your Southern California mlk go to Class 1 plants or
qual i fying plants? Does sone of that go into, say, the
manuf acturing plants down there?

MR. STUEVE: Sone goes into manufacturing but
probably the majority does go into Class 1

MR. EASTMAN. That's all | had for right now.

MR. SHI PPELHOUTE: A couple questions. On the
local mlk that you' re putting into manufacturing plants.
is it going into manufacturing plants out in the Chino area
or is it going into manufacturing plants located in the LA

area?
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MR. STUEVE: W have limted volunes that go into
manufacturing but I'd say they go in nore closely into the
LA area. Certainly the LA County area is closer to bottling
pl ants than actually where the mlk is produced.

MR. SHI PPELHOUTE: And readi ng through your rates.

It | ooks like you' re asking that the all owances cover the
entire difference between the distant haul conpared to the
| ocal haul. Have you considered the concept of a shortfal
at all or do you think that concept is not warranted?

MR STUEVE: W did consider it. Now, nost of our
cal cul ations, as you've correctly established, did not take
into account, it did not build in a shortfall. That doesn't
nmean that there aren't shortfalls within these four areas
that we tal ked about but the specific cal cul ations that,
that we provided, we did not build in a shortfall.

And there were reasons for that. The mlk
supplies for these areas is becom ng nore and nore -- it is
nore and nore defined. At one point, either 10 or 20 or 30
years ago when transportation all owances began, there was a
ot nmore m |k spread geographically. | think we now know
precisely where the mlk cones fromto serve these areas and
we rely nore and nore on Valley mlk. So as these mlk
suppl i es becones nore defined, in our estimation the need
for a shortfall beconmes |ess necessary because we know t he

limted options that we have available to supply that mlKk.
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That' s one observation we nmade regardi ng shortfalls.

The other -- the other one is that if -- if you
believe, as | do and | think Dr. Erba testified as well,
that the general trend line for costs is up, and we do
firmy believe that. Over the course of tine there nay be
ups and downs within that but over the course of tine the
general trend line is up. The increases in haul costs for
what ever reason will create shortfalls.

We could -- we could establish new rates w t hout
shortfalls and inplement themin 60 days. As soon as we
have a cost increase we're going to create a shortfall,
particularly on the |onger distance hauls. Wen we
experience either a fuel-related haul cost or a |abor-
rel ated haul cost, the |onger distance hauls go up on a
hundr edwei ght basi s higher than the |ocal hauls do. So any,
any increase in costs will also create a shortfall.

And then the | ast observations |I have on
shortfalls really is that if you use the CDFA haul survey
nunbers then clearly there are shortfalls built into, into
the system And given the fact that we are not the only one
that supplies these different areas | think there clearly,
even using our calcul ations, would be shortfalls.

MR. SHI PPELHOUTE: No ot her questi ons.

MR. LEE: | have a couple of questions. Regarding

our hauling costs, how often do you revisit these costs with
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your supplier, your providers?

MR. STUEVE: W don't have a set tine period, for

us it's alnmost a -- and | think our haul ers woul d probably
concur -- it's a continuous process. MIk hauling is very
specialized. I1'mgoing to take a shot at saying that I

think that if you were to list all of the contract haul ers,
general ly avail able contract haul ers, we probably use the
majority of them And it may be a sinple ngjority but |

t hi nk we probably use nost of the haulers. W nove mlKk

bet ween haul ers and we negotiate rates on a conti nuous basis
but we don't have a set tinme period, say an annual tine
period. Fuel adjusts for us on all of our haulers, it
adjusts nonthly, so fuel has an automatic nonthly adjuster
init.

MR LEE: In Dr. Erba's testinony he nmentioned
about the | abor costs that are involved as part of the
function of determ ning such costs. |Is there such a factor
in your negotiations as well?

MR. STUEVE: There is and certainly |abor plays a
key role init. It's not as, not as volatile and it's not
as direct as fuel but it does have a factor. W actually
currently are in the mddle of negotiating with one of our
| arger haulers a potential rate increase that revol ves
around | abor. So labor is a factor but | would say to a

| ess extent than fuel.
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MR. LEE: One last question. DFA is building a
| arge plant in Nevada, a powder ingredients operation. Do
you anticipate any effect to the California mlk supply
because of that once the plant goes into place?

MR STUEVE: There will be -- it will be
relatively nodest. The plant itself is not, not an enornous
project, it's not an enornous sized powder plant. But the
mlk that we bring in currently from Nevada t hat goes
primarily into a North Bay qualifying, transportation
al l omance qualifying plant, will stay in Nevada. So the one
direct effect it wll have, whether it's neasurable or not |
don't know, but the one direct effect it will have is that
we wll place nore California mlk into this North Bay
qual i fying plant. And obviously those shipnents would
qualify for transportation all owances. But the Nevada mlk
that supplies this plant now will stay in Nevada.

MR. LEE: Thank you.

MR. EASTMAN. | just have one quick clarifying
guestion. On the front page of your testinony you mention
that your costs are associated with three general type of
categories, a basic foundational -type haul cost and then you
have fuel surcharges and then distance-type consi derations.

In that second paragraph under costs where you nention that
your costs have increased anywhere from $0.01 to $0.07 per

cwt, does that reflect just the increase for the basic hau
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cost, that first category?

MR. STUEVE: Yes, it reflects just that first

cat egory.

MR. EASTMAN.  Ckay.

HEARI NG OFFI CER RONDEN: Thank you very rmuch

And now we will have public testinony. First I'd
like to call up M. Vandenheuvel. Public testinony will be

l[imted to 20 m nutes.

For the record please state your nane, spell your
| ast nane and | et us know your affiliation again for the
record.

MR. VANDENHEUVEL: My nane is Rob Vandenheuvel ,
that's VV-AAND-E-NHE-U V-E-L, I'"'mthe General Mnager of
the M1k Producers Council.

HEARI NG OFFI CER ROADEN: M. Vandenheuvel's
testimony will be Exhibit 44.

(Exhi bit 44 was received into evidence.)

Wher eupon,
ROB VANDENHEUVEL
Was duly sworn.

HEARI NG OFFI CER RONDEN: Pl ease.

MR. VANDENHEUVEL: M. Hearing Oficer and Menbers
of the Panel, ny nane is Rob Vandenheuvel and | amthe
CGeneral Manager of M|k Producers Council. MCis a

nonprofit trade association with office |locations in
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Ontario, Bakersfield and Turlock, California. W represent
a voluntary nenbership of dairy fam|ies throughout Southern
and Central California. M testinony today is based on
positions adopted by the MPC Board of Directors.

The Hunbl e Beginning to this Hearing Process.

Thi s hearing process began with the Departnent
responding to a very narrow request: nodify the
transportation all owance provisions in the Pooling Plan to
i ncorporate the addition of Napa County into the North Bay
receiving area. CDFA s analysis indicates the requested
addi tion would have resulted in an estinmated increase in the
cost of the transportation allowance programof $9,739 in
2012.

However, through alternative proposals that have
been submitted, the Departnent is now asked to consider nore
significant nodifications to the transportation subsidy
progr ans.

The Haul i ng Survey.

Much of the basis of the proposed changes
di scussed today come fromthe hauling surveys conducted by
the Departnent. In exam ning the nbst recent report
covering April 2011 to Cctober 2012, one thing that junps
out is some unexplained irregularities in the reported
figures.

There was a significant increase in the reported
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cost of hauling mlIk into Southern California fromlong

di stances. Specifically, the survey indicated that mlKk
haul ed 151 to 200 mles into Southern California cost an
average of $1.26 per cwt in Cctober 2012. That rate is up
18 percent fromthe published estimate of $1.06 a cwt | ust
six nmonths earlier. The hauling survey shows that the

wei ghted average nmles traveled for that sanmple of mlk, 174
mles, is only 2 mles |longer than the weighted average from
the previous report, 172 mles. So what caused the costs
for roughly the sanme wei ghted average haul to escalate from
$1.06 to $1.26 in just six nonths, with no increase in fuel
costs during that time to explain it?

Per haps the Departnent has nore direct information
that can explain this drastic increase in the report. But
in the neantime, it's difficult to properly analyze any
proposal to increase the avail able transportation all owances
for this long-distance m Ik wi thout answers to this basic
guesti on.

The Goal of the System Attracting the Nearest
Mlk to Cass 1, 2 and 3 Markets.

One of the key goals of the transportation
al | omance programis to incentivize the mlk closest to the
Class 1, 2 and 3 plants to nove first. M|k Producers
Council strongly supports this policy, not only because it

makes good econom ¢ sense but al so because it hel ps ensure
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that the funds that are pulled out of the producer pool and
spent under the transportation subsidy prograns are kept as
| ow as possi bl e.

In light of this policy, I would like to take sone
time to | ook at sonme exanples fromthe data made avail abl e
for this hearing. The proposed anmendnent with the | argest
expected financial inpact on the cost of the transportation
al l omance programis a proposal to create a new m | eage
bracket for the Southern California receiving area for mlKk
haul ed at least 139 mles. That process would set the
transportation allowance rate for that mlk at $1.00 per
CWt .

In order to put this and other requests into
context, we need to cross-reference the hauling survey data,
t he anal ysis of the proposals published by CDFA for this
hearing and the current transportation allowance rates
published in the Pooling Plan. Fromthose docunents we
| earn a few things:

First, the data show that a significant portion
nore than 70 percent of the mlk traveling greater than 139
mles, or the mlk that would fit under that category, is in
the 141 to 200 m |l e range.

Second, |ooking at the top portion of that range,
151 to 200 miles, the data indicate in 2012 the esti mated

costs range from$1.06 to $1.26, as | nentioned. Again,
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with no real explanation for why there was such a | arge
increase in a six nonth period.

Appl ying the current $0.84 per cwt transportation
al l omance rate, the estimated net hauling cost averages
$0.22 to $0.42 a cw. A big gap but I amnot going to beat
t hat dead horse anynore.

Appl yi ng the proposed $1.00 a cwt transportation
al l owance rate, the new esti mated net hauling cost woul d be
anywhere from $0.06 to $0.26, so pick a mddle nunber, $0.16
in there.

How does this conpare to other m |k being haul ed
into the Southern California receiving area? Let's exani ne
anot her proposal that would create a new m | eage bracket for
m |k from Ri versi de/ San Bernardi no Counties hauled into the
Southern California receiving area. The proposal would
establish an all owance rate of $0.30 per cw for m |k haul ed
46 to 93 m | es.

Agai n, cross-referencing the avail able data we see
t hat :

The hauling survey indicates that this new m | eage
bracket would likely cover the m |k hauled fromthe San
Jacinto area, with that mlk traveling an estimted 55 to 87
mles into the LA area.

The estimated hauling costs for that m |k ranged

from$0.52 to $0.54 per cw.
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Appl ying the current $0.15 per cwt transportation
al l omance rate, the estimated net hauling cost for that mlKk
woul d be $0.37 to $0. 39.

Appl ying a new $0.30 per cwt transportation
al l owance rate, the new estimated hauling cost would be
$0. 22 to $0. 24.

While | recognize that there are other
consi derations, such as the alternative hauling costs to a
| ocal manufacturing plant, MPC encourages CDFA to consider
t hese potential inbalances, where it nmay nake nore sense to
haul mlk from 150 to 200 mles away than to bring it in
fromb55 to 87 mles away, when reviewing -- we ask you to
keep this in mnd when you're review ng the avail able data
and establishing the official transportation all owance
rates.

And before | nove on, an additional thought. You
know, these costs, these transportation allowance rates have
continued to escal ate through, you know hearings. | nean,
it's been a nunber of years since we've had one. And now we
are being asked to consider $1.00 a cwt transportation rate
-- transportation all owance rate.

And | guess the fundamental question is, if it is
now going to start costing us $1 a cw out of the pool to
fund these transportation subsidies, | submt to you that

per haps the $0.27 that the Southern California plants are
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paying extra on the Class 1 price is not enough. That it's
costing significantly nore than the $0.27 to service that
mar ket .

You know, really when you |look at the cost to the
pool of taking these transportation subsidy dollars out of
t he pool and using them back to producers and co-ops as a
subsi dy, we'd probably be better off manufacturing all our
fluid mlk in the Central Valley and hauling down finished
product into LA They wouldn't pay the extra $0.27 into the
pool but we'd save a | ot of nobney on these transportation
subsidies. These plants have built in LA we get it,
they' ve got their investnment there. But they're not -- |
woul d submt that they are not putting near enough into the
pool to attract the mlk that they need to attract. The
producers are making up the difference.

Conti nued Concern about Erosion of the Class 1, 2
and 3 Revenues.

M | k Producers Council has strong concerns about
t he continued erosion of pool producer revenues. A docunent
publi shed by CDFA in -- | wote "May" there, it's actually
March of 2013 entitled Orderly Movenent of MIk to
California's Fluid Markets outlines sone of the history of
our transportation subsidy prograns. Included in that
docunent is a chart showing that from 1997 to 2007 the

annual cost of our transportation all owance program expl oded
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fromless than $6 nmillion a year to nore than $30 million a
year. |In 2012 that cost was nore than $34 mllion. And in
CDFA's analysis for the hearing -- for this hearing, the
estimated i nmpact of both the alternative proposals submtted
for this hearing would push that then to nore than $36
mllion a year.

In that same publication there is a recognition

that this trend is going to continue. As stated on page 8

of the docunent, "It should be clear that the use of the
current policy alternatives, i.e., transportation all owances
and credits, will only further reduce pool prices as nore

nmoney is distributed to producers in nore distant |ocations
who service the Class 1 market." The docunent goes on in a
| ater section to state that, "It nmay be appropriate for the
industry to consider alternatives to facilitate the novenent
of mlk to fluid mlk plants in light of the changes in the
mar ket structure. Potential solutions may require
fundanmental changes in the pricing and pooling provisions.
It should be clear that consunmers and Class 1 plants stand
to benefit the nost fromthe adoption of these approaches to
managi ng m | k novenents."

MPC appreci ates these conments published by the
Depart ment and whol eheartedly agrees. To that end, we
presented the Departnent with an alternative proposal for

this hearing that would retain the transportation all owance
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and credit systemwhile mtigating the grow ng costs
currently borne entirely by dairy farmers. Qur proposal
woul d nodify the Class 1, 2 and 3 fornulas to incorporate a
"transportation surcharge” that would be set to generate
addi ti onal pool ed revenue to cover a portion of the funds
needed for the transportati on subsidy prograns.

Qur proposal was denied due to the fact that it
requi red changes to the Stabilization Plans, but we continue
to believe that this is a fair and equitable solution to
what CDFA al ready recogni zes is a growi ng probl em

Concl usi on.

This is an incredibly frustrating time for
California dairy famlies. The Departnent's own cost-of -
production and mlk price data clearly show that our dairy
farmers have been and continue to be subjected to crushing
financial |osses, resulting in a grow ng nunber of our
friends, famly and col |l eagues either noving out of the
state or quitting the business altogether. As that mlk
supply dimnishes the dairy farmers still operating in the
state are required to haul mlk fromfurther and further
away in order to serve the needs of our urban popul ation
centers. That, of course, |leads to requests to nodify the
transportation allowance prograns to reflect these new
| onger hauls. And who is asked to fork over the noney to

fund the expanding progran? Dairy farmers.
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Therefore, we strongly urge the Department us the
i nformation avail able to establish transportation all owance
rates that do not increase the overall cost of the program
but rather, result in nore efficient m |k novenent that
follows the policy of incentivizing the closest mlk to nove
first.

| request the opportunity to submt a post-hearing
brief and | am avail able to answer any questions the panel
menbers may have

HEARI NG OFFI CER ROADEN:  Your request to submt a
post-hearing brief is granted. Panel nenbers, questions?

MR. SHI PPELHOUTE: A question on your comrent
about being asked to consider a $1 rate for the mlk com ng
out of the south Valley into Southern California.

MR. VANDENHEUVEL: Um hnm

MR. SHI PPELHOUTE: And your conparison of the
$0.27 differential between Northern California and Southern
California. Should we also consider the difference between
the Cass 1 price and say maybe the 4a price or the 4b
price?

MR. VANDENHEUVEL: What do you nean by that?

MR. SHI PPELHOUTE: You were making reference to
t he amount of noney that that milk is contributing to the
pool and whether or not, at least if | am understandi ng your

poi nt correctly, that the additional contribution to the
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pool would not cover that $1 transportation allowance. So
" mjust wondering if we should consider the difference
between the Cass 1 price being paid into the pool and the
4a and 4b price?

MR. VANDENHEUVEL: Well, you know, | didn't
provide, | didn't do that kind of analysis comng into this
hearing. | guess ny point was -- | was thinking about this
on the plane ride up, which is why it's not in ny testinony
and was additional coments -- is that we do have a
mechani smin place recognizing that there is a cost of
servicing the Southern California fluid markets, $0.27
additionally. That may have nade sense at one point.

Qobviously the costs of servicing that nmarket have
gotten substantial. it's not just the cost of the haul,
it's the cost of the transportation subsidies, which are
al so taken out of dairy farners' pockets. They are grounded
back to dairy farmers. But that all ultimtely conmes out of
producer pockets. And so my conment was that -- was that
that $0.27 may have been a reasonable figure at one point.
Qoviously it is not subject to debate here at this hearing
because the Stabilization Plan is not open.

But | believe that if you | ooked at -- when you
create regul ation one of the goals is to try your best to
m m c what woul d happen in the real world. | mean,

obviously there's a reason you have regul ations but you try
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to mmc what woul d happen in the real world.

And | submt to the panel that in a free market,
non-pool -- we didn't have the pool protection for those
pl ants, making sure that they had the m |k and using stuff
i ke transportation all owances -- those plants would pay a
significant premumto nake sure they got mlk into their
pl ants. Because there is a dimnishing supply of mlk in

their local area and they would have to find a way to

attract that mlk. And so that -- that was nmy point is the
$0.27, it's not a well-thought out concept. |If we have a
hearing with the Stabilization Plan open | will come nuch

nore prepared but that was a conment about what those plants
put into the pool.

MR. SHI PPELHOUTE: And at the end of your
testimony you urge the Department to use the information
avai l able to establish allowance rates that do not increase
the cost of the programbut rather result in nore efficient
m | k novenent. You obviously have | ooked at the background
information that we had. D d you have any suggesti ons on
what rates or what that would | ook |ike?

MR. VANDENHEUVEL: You know, it's difficult. W
do our best to try to analyze, you know, the information
that's provided. | would assune that CDFA gets a little bit
nore specific information than they are able to publish and

that the panel could consider sone of that information.
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And obviously | do have respect for the two
previ ous witnesses who deal directly in managing mlk so |
really -- | guess what our board would |ike the Depart nment
to do is use all the informati on you have avail abl e, whet her
that's in the hearing panel report -- hearing panel
mat erials or anything el se that you guys have access to that
maybe you couldn't publish to ensure that, you know, we're
trying to keep these costs held as steady as possible while
respondi ng to the concerns that have been rai sed.

MR. SHI PPELHOUTE: Thank you.

HEARI NG OFFI CER RONDEN: Thank you very rmuch

Next I'd like to call up Ms. AcMody.

For the record please state your nane, spell your
| ast nane and identify your affiliation.

M5. AcMOODY: M nane is Annie AcMbody, the | ast
name is spelled ACMOODY, and I'mwith Western United

Dai r ynen.

HEARI NG OFFI CER ROADEN: Ms. AcMody' s testinony
is Exhibit 45.

(Exhi bit 45 was received into evidence.)
Wher eupon,

ANNI E Ac MOODY
Was duly sworn.
HEARI NG OFFI CER RONDEN: Pl ease.
M5. AcMOODY: M. Hearing Oficer and nenbers of
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the hearing panel. First, thank you for the opportunity to
testify here today.

My name is Annie AcMoody. | amthe Director of
Econom ¢ Anal ysis for Western United Dairynen. Qur
association is the largest dairy producer trade association
in California, representing approximately 900 of the state's
dairy famlies. W are a grassroots organization
headquartered in Mddesto, California. An elected board of
di rectors governs our policy. The board of directors
approved the position | will present here today at its |ast
board neeting held March 27, 2013.

Transportation all owances partially conpensate
producers for the cost of hauling mlk froma producer's
ranch to qualified plants in designated receiving areas.
They are funded fromthe producer pool. Transportation
al l owances apply to sonme narket m |k nmoving fromthe dairy
farmto processing plants. This occurs when the receiving
plant is |located in a designated deficit area and processes
nore than 50 percent of its production to Class 1, Cass 2
and/or 3. Wen setting allowances, the Departnment nust | ook
at all relevant econom c factors, including but not limted
to: (1) CDFA audited hauling costs; (2) distance
considerations; (3) local alternative hauling cots;

(4) encouragenment of close-in mlk to be shipped first;

(5) local conpetition for mlk; and (6) relative cost to the

ALL AMERI CAN REPCORTI NG | NC.

(916) 362-2345




© 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 © O N o 00 M W N L O

67

pool of mlk noving under allowances and credits. W | ooked
at those factors when taking the position | are here to
present today.

Wal | aby' s petition.

On January 14, 2013, Wallaby Yogurt Conpany
petitioned the Departnment to anmend the Pooling Plan to
i ncl ude Napa County in the North Bay receiving area.
Currently, the North Bay receiving area consists of Marin,
Sol ano and Sonoma counties. Producers' mlk going to plants
| ocated in those three counties is currently eligible for
transportation all owances. Wstern United supports the
petition from Wal |l aby Yogurt Conpany to all ow producers
shipping mlk to Napa County to be paid transportation
al I owances.

Looki ng at the aforenentioned criteria, Wallaby's
petition seens appropriate. First, it does not request a
change in current transportation all owance rates. Based on
CDFA' s | atest hauling survey, current transportation
al l owance rates for the North Bay receiving area were within
the actual rates incurred as of the latest survey. Table 1
bel ow outlines that conpari son.

Wth Napa County bei ng geographically nestled
bet ween Sol ano and Sonoma it nust conpete for the sanme mlk
supplies as plants located in those adjacent counties. As

an exanpl e, producers |located in Sonoma County are eligible
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to receive transportation allowances if their mlk is going
to Sol ano County, but not to Napa County, which dependi ng on
the plant's location, is closer for the nost part. Since
one of the premi ses of the systemis to encourage the
closest mlk to nove first, it would nmake sense to provide
the sane incentive for producers to ship to Napa County.
Therefore, it seens reasonable to add Napa County to the
North Bay receiving area.

Finally, dairy producers continue to be concerned
about the cost of funding the transportation all owance
system t hrough the pool and like to see those costs kept to
a mnimm According to CDFA anal ysis, \Wallaby's proposal
woul d have increased the nonthly average cost of
transportati on all owances by $9, 739 based on cal endar year
2012 m |k novenents. According to the sanme anal ysis from
CDFA, the total average nonthly cost of transportation
al l omances in 2012 was $2, 868, 000. Adding Wall aby's
proposed change woul d represent a mninmal increase of 0.3
per cent .

Al ternative proposals.

WJUD' s board of directors took no position
regarding the alternative proposals submtted by California
Dairies, Inc. and Dairy Farnmers of Anmeri ca.

This concludes our testinmony. W would be pleased

to answer any questions you nmay have and request the option

ALL AMERI CAN REPCORTI NG | NC.

(916) 362-2345




© 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 © O N o 00 »h W N R O

69

to file a post-hearing brief if necessary.

HEARI NG OFFI CER ROADEN:  Your request for a post-
hearing brief is granted. Questions?

MR. EASTMAN. | have a question. Although you
took no position on the alternative proposals submtted, it
appears that in general Western united Dairymnmen, they do
support the m |k nmovenent incentive system but they would
just like that certain criteria be considered, such as the
ones that you outlined on the second paragraph of your
testinmony. |Is that an accurate statenent?

M5. AcMOODY: Like you said, we took no position
on those proposals but we understand the Departnent has to
| ook at those rel evant economc factors. | guess |I'mjust
repeati ng what you just said.

MR. EASTMAN. So in essence you just leave it up
-- you're leaving that part of the hearing up to the
di scretion of the Departnment to exercise its authority.

M5. AcMOODY: Yes, keeping in mnd that producers
like to keep the cost of funding the transportation
al | omance system at a m ni num

MR. EASTMAN. Geat, that's what | thought.

HEARI NG OFFI CER RONDEN:. Thank you very rmuch

M5. AcMOODY: Thank you.

HEARI NG OFFI CER RONDEN: |Is there any anyone el se

who would like to testify?
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M. Schiek. For the record please state your
name, spell your last name and give your affiliation,
pl ease.

DR SCH EK: Yes. M nane is WIIliam Schi ek,
that's spelled S-CHI-E-K, and | amthe econom st for the
Dairy Institute of California.

HEARI NG OFFI CER ROADEN. M. Schiek's testinony is
Exhi bit 46.

(Exhi bit 46 was received into evidence.)

Wher eupon,
DR WLLI AM SCH EK
Was duly sworn.

DR. SCH EK: M. Hearing Oficer and nenbers of
t he hearing panel:

My name is WIliam Schiek and I am Econom st for
Dairy Institute of California and | amtestifying on the
Institute's behalf today. Dairy Institute is a trade
associ ation representing 30 dairy conpani es which process
approximately 75 percent of the fluid mlk, cultured and
frozen dairy products, over 80 percent of the cheese
products and a substantial portion of condensed and
evaporated m | k products processed and manufactured in the
state. Menber firnms operate in both marketing areas of the
state and purchase all five classes of mlk. The position

presented at this hearing was unani nously adopted by Dairy
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Institute's Board of Directors.

We appreciate the opportunity to testify today
about transportation allowances and credits and to conment
on the proposals by Wall aby Yogurt, California D aries and
Dairy Farners of Anerica, which are al so under consideration
at this hearing. W conmend the Secretary for her
wi |l lingness to consider updating the regulatory framework in
whi ch our menbers operate to make it reflective of current
mar ket condi tions.

At issue in this hearing are the proposed changes
to the transportation allowances and credits contained in
the Pooling Plan and the Stabilization and Marketing Pl ans
for Northern and Southern California. The broad purposes of
these m | k novenent prograns have been identified as
fol |l ows:

1) To assure an adequate supply of mlk to plants
whi ch provide class 1 and 2 usage products to consuners;

2) to assure that higher usages, that is Cass 1
2 and 3, have a priority in ternms of m |k novenent
i ncentives to producers; and

3) to encourage the nost efficient novenent of
mlk to fluid usage pl ants.

The enactnent of m |k pooling in 1969
fundanmental ly altered the rel ati onshi ps between Cass 1

processors and suppliers. Prior to pooling, the higher
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pl ant blend price that was paid by Cass 1 plants provided a
positive incentive to attract mlk to the highest use.
During the discussions |leading up to the Gonsal ves M1k
Pool i ng Act, producer representatives, in exchange for
processor support, made a commtnment to ensure that Cass 1
pl ants woul d be served with the mlk that they needed. From
the beginning it was recognized that fluid plants, by virtue
of the higher mninmumprices they pay, should be able to
procure necessary mlk supplies w thout having to subsidize
the haul cost to their plants.

The current system of transportation all owances
and credits in California devel oped after a period where
m | k novenent incentives were limted primarily to area
differentials, and location differentials on quota mlk, a
system whi ch was sonewhat simlar to the |ocation
differentials enployed in federal orders. Over tine, the
consol idation of marketing areas, growmh in mlk production,
changi ng production and distribution patterns and uni que
Cali fornia geography necessitated new m | k novenent
mechani sns.

The transportation credits and all owances both
cane into being in the early 1980s. The general principle
behi nd transportation all onwances was that they should
conpensate dairynen for the difference between the | ocal

haul to a manufacturing plant and the long haul to the nore
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distant fluid mlk plant in a netropolitan area. 1In the
absence of such incentives, producers would have an
incentive to ship their mlk to the |ocal nmanufacturing

pl ant and a disincentive to serve the fluid m |k market.
When the transportation allowance fully conpensates
producers for the difference between the |ocal haul and the
long haul to the fluid plant, they would be indifferent as
to where they ship their mlKk.

Wth respect to transportation credits, the
principle was to conpensate the mlk supplier for the cost
of shipping fromthe supplying plant to the deficit-area
pl ant, after accounting for any difference in the marketing
area Class 1 differentials. Hi storically, the
transportation credits and all owances have been set at
| evel s that do not fully conpensate handlers for their
shi pment costs. A shortfall in hauling conpensation with
respect to nore distant mlk has been supported by Dairy
Institute in the past based upon the assunption that it
woul d encourage nore efficient mlk novenents. The extent
of the shortfall needed to encourage orderly novenent has
been and continues to be a subject of debate. G ven the
necessity of nmoving mlk even |onger distances to supply
Class 1 markets today, we believe the application of the
shortfall concept should be nodest for all but the npst

distant m |k suppli es.
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We continue to believe that a m |k novenent
incentive systemis necessary in order to neet the statutory
mandat es and gui del i nes governing our industry. In recent
years, the industry has continued to evolve and has
under gone consi derabl e structural change. Consolidation of
suppl yi ng cooperatives and fluid m |k processors has changed
m | k production and distribution patterns. It is therefore
appropriate to review the existing systemof transportation
al l omances and credits to determne if changes are
necessary. This usual reviewis nmade all the nore critica
when we consider the changes in mlk supply structure which
are taking place across the state, but nowhere nore
i npressively than in Southern California. Gven the rapid
and ongoi ng contraction of the Southern California mlKk
supply, the inplications are obvious. To supply the fluid
plants in the LA basin, rapidly increasing quantities of
mlk are going to be trucked in fromoutside the area.
While the growing mlk supply in Kern County is an obvi ous
choice to supply the market, in the past not all of this
m | k has been available to serve the Southern California
fluid market. M1k has noved to Southern California from
Ki ngs and Tul are counties to neet the Cass 1 demand and it
may well be that mlk fromthese areas will continue to be
needed in the future.

We believe it is consistent with the purposes of
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mlk stabilization, and with the comm tnents made by
producer | eadership at the inception of m |k pooling, that
m |k should be attracted to Class 1 plants at order prices.

Unfortunately, sonme have held the incorrect view that the
sol e purpose of the Class 1 price differential is to enhance
producer income, instead of recognizing that, in part, the
differential was designed to assure that Cass 1 narkets are
served. Another notion that has been troubling to Dairy
Institute's nmenbershi p has been the belief expressed by sone
t hat over-order prem unms or surcharges should be relied upon
as a primary nmeans to attract mlk for fluid purposes. W
continue to maintain that the existing order prices paid by
processors provide nore than enough revenue to attract mlKk
for dass 1 and mandatory C ass 2 purposes, and that

mar ket i ng and pooling plans should provide the m |k novenent
i ncentive nmechani sns which are adequate to ensure that those
uses are served. Wen we consider the relatively high C ass
1 price differential in California relative to the state's
very low Class 1 utilization, it is even nore obvious that
processors need not subsidize the haul to their plants, or
shoul d be not subsidize the haul to their plants.

In general, Dairy Institute supports proposals

that seek to make cost-justified adjustnents to the
transportation allowances and credits. Costs for diesel

fuel have bee hovering just under record | evels at over $4
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per gallon. Prices spiked in 2008 and then fell during the
recessi on but have risen since 2009 to their present high

| evels. Prices are double what they were as recently as
2005.

Dairy institute has no specific -- has no access
to specific hauling cost invoices that are reflective of
current m |k novenent costs across the state. The Cctober
2012 hauling cost data assenbled by the Departnment are quite
useful and diesel prices remain hear |evels seen when the
data was collected. W have relied on others presenting
testi mony here today, such as Dr. Erba and M. Stueve, to
enter relevant information about current hauling costs into
the record. To the extent that they can justify higher
transportation allowance rates than those indicated by the
data, we woul d continue to support such cost-justified
i ncreases.

We continue to argue for the application of sound
econonmi c principles in setting all owance and credit rates,
basing them on the nost recent rate and fuel cost
information available to the Panel at the tine of the
hearing. Notw thstanding the uncertainty in fuel prices and
hauling rates, Diary Institute believes that transportation
al l omances and credits nust be adequate to encourage mlk to
nmove to higher-use plants in deficit areas. |[|nadequate

rates lead to California Cass 1 processors being unable to
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conpete favorably with manufacturing plants for mlk
supplies, and put themat a conpetitive di sadvantage with
respect to out-of-state processors. |In order to secure the
| ocal Cass 1 market for California producers,
transportation all owances and credits nmust be adequate to
draw m | k wi thout transportation subsidization by the buyer
or the supplying cooperati ve.

Dairy Institute continues to support the principle
that transportation allowance rates should be set equal to
the difference between the cost of the |ocal haul and the
cost of the haul to the higher-use plant in the netropolitan
mar kets. Very nodest shortfalls should apply to all but the
nost di stant m | eage brackets to encourage mlk that is
| ocated closer to the market to nove first. Wth regard to
mlk noving into Southern California, there should be little
shortfall on mlk comng fromas far away as Tul are and
Ki ngs Counties, because volunes of mlk fromthose areas are
i ncreasingly necessary to supply the Southern California
mar ket .

The transportation all owance system shoul d address
t he narrow problem of howto attract mlk to fluid plants in
nmetropolitan areas at order prices. However, when setting
both all owance and credit rates, equity anong conpeting
Class 1 plants in attracting m |k supplies is sonething that

needs to be considered. This is particularly true when the
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application of mlk novenent incentives confers advant ages
on sone Class 1 plants over others. |If these advantages
woul d not have existed in the absence of m |k novenent
incentives, then the incentives should be adjusted to both:
1) redress the inequitable inpacts and 2) ensure the fluid
pl ants woul d be adequately served. Dairy Institute's
position is that fluid mlk plants operating within a market
shoul d not be di sadvantaged rel ative to each other in the
procurenent of nearby m Ik supplies. And that would apply
not just to fluid but higher-use plants, Cass 2 and C ass 3
as wel | .

Wth regard to transportation credits, Dairy
Institute supports the principle that transportation credits
shoul d be set equal to the haul cost |ess any area
differentials. And shortfalls should be Iimted so that
needed m |k can nove to Class 1 uses.

Dairy Institute supports cost-justified all owances
and credits. And CDI's proposals for transportation
al | onances appear to be cost-justified based upon the
hauling rate information available fromthe Departnent and
CDI's testinony about their own costs in serving their
custoners. W believe that adding an additional bracket for
m |k shipnents into Southern California nakes sense given
how the m |k shed and supply patterns are changing. The

proposed increase in the transportation credit al so appears
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to be cost justified. As we noted earlier, we support

keepi ng transportation rates reflective of current costs to
encour age conpetition in supply in the Class 1 narket and to
keep the systemresponsive to changes in industry structure.

Dairy Institute generally supports DFA s proposed
increases to transportation allowances in the Bay Area,
Sacranento and North Bay receiving areas to the extent that
they are justified by current transportati on costs.

Wal | aby Yogurt Conpany's petition to add Napa
County to the North Bay Receiving Area appears entirely
reasonabl e based on the facts available. Napa County is
geographically contiguous to both Sol ano and Sononma County.

And Wal | aby's plant in Napa County conpetes with others in
the North Bay area whose producers are eligible for
transportation all owances based on the inclusions of their
counties in the designated receiving area. W see no reason
to deny Wal |l aby's proposal and therefore urge the Departnent
to adopt it.

Dairy Institute supports the continuation of the
call provisions. Under these provisions, dairy handlers are
given an incentive to voluntarily supply mlk for fluid uses
when call provisions are inplenented. The existence of the
call provisions pronote supply handl ers buil di ng busi ness
relationships with fluid custonmers to voluntarily rel ease

mar ket m |k such that both seller and buyer can better plan
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such m |k shipnents. Wthout the call provisions, supply
handl ers have | ess incentive to build such ongoing

rel ati onshi ps, which could exacerbate disorderly and chaotic
m |k novenents in enmergency short supply situations.

Dai ry markets are unpredictable and the cal
provi sions are necessary as a standby nechani sm shoul d t hey
be rapidly and unexpectedly needed. Unantici pated weat her
conditions, rapidly changi ng manufactured product prices and
cost/price squeezes have caused sudden changes in mlk
production patterns in the past and the call provisions have
hel ped maintain m |k supply availability. The cal
provi sions are the only means within the marketing and
pool i ng systemto nake quota m |k available for priority
uses.

Thank you for the opportunity to testify. | would
like to request the opportunity to file a post-hearing brief
and I amw lling to answer any questions you nmay have at
this tine.

HEARI NG OFFI CER ROADEN:  Your request for a post-
hearing brief is granted. Questions fromthe panel?

MR. LEE: | have a question. On page 3 you
mention regardi ng that sone of your nenbers expressed
concern over over-order prem um surcharges being relied upon
as a primary neans to attract fluid mlk, attract mlk for

fluid purposes. Do you see nuch of that growi ng or can you
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give us a little nore explanation as to --

DR. SCH EK: No. Right now over-charges are
primarily related to supply and demand conditions for mlk
in the marketplace, not so nuch related to transportation
costs because of the systemwe have. And | think our
position, though, is that this is the systemwe have, this
is the systemthat is designed to nove mlk to the Cass 1
uses. | would say that in the absence of regulation fluid
m |k plants woul d have that whole differential that they are
payi ng over what manufacturing plants pay to attract mlKk,
whi ch woul d be nore than sufficient. | think that's the
principle, they are paying a higher price, they should get
the mlk at those over-prices wthout having to -- you know,
t hey pay service charges based on other services but not
havi ng the subsi di zed transportation as well.

MR. LEE: So you are not seeing much of this
occurring currently?

DR. SCH EK: | amnot aware of any at current.

MR. LEE: Thank you.

HEARI NG OFFI CER ROADEN: Questi ons?

Al right, thank you.

Are there any ot her w tnesses?

(No response.)

kay. Post-hearing briefs will be due by 4:00
p.m on Thursday, April 11th. Post-hearing briefs nmay be
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submtted via e-nmail to pooling - that's P-OOL-1-NG -
@df a.ca.gov or faxed at 916-900-5340 or in person at 2800
Gateway Oaks Drive, Sacranento.

Again, is there anyone who has not testified who
wi shes to do so at this tine?

(No response.)

Not seeing anyone el se, all persons present and
desiring to testify have done so, no additional evidence is
to be presented. This hearing is now closed at 10:53 a. m
on April 4th, 2013.

We are off the record, thank you.

(Ther eupon, the public hearing was cl osed

at 10:53 a.m)
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